
 

 

PROPERTY BAROMETER  

FNB Property Monthly 

The FNB House Price Index’s year-on-year inflation 

rate accelerated in May, but remains in lower single 

digits and negative in real terms 

In May 2017, the FNB House Price Index showed further acceleration in year-

on-year growth compared with revised April growth, and has now shown 

accelerating growth for 5 consecutive months. 

However, at 4.7%, this remains a mediocre market, and adjusting for CPI 

inflation implies a negative growth rate in real terms. On a month-on-month 

basis, the index recorded a return to slowing growth in April and May, after 

a strengthening period in the 1st quarter of 2017, suggesting another 

possible housing market and economic “soft” patch emerging. 

KEY POINTS 

• The FNB House Price Index for May 2017 rose by 4.7% year-on-year. This 

is a mild acceleration on the revised 4.2% rate recorded for April, and the 5th 

consecutive month of year-on-year price growth acceleration.  

• However, examining house price growth on a month-on-month basis, we 

see the onset of some mild slowing in growth in April and May. This suggests 

that, after a mildly better 1st quarter of 2017, the 2nd quarter may have once 

again been seeing renewed economic weakness along with the Housing 

Market slowing. 

• In real terms, when adjusting for CPI (Consumer Price Index) inflation, the 

rate of house price growth was negative to the tune of -1.1% year-on-year in 

April (May CPI data not yet available), after a revised -2.4% in March. 

• The average price of homes transacted in May was R1,112,466. 
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FOCUS: THE EXTENT OF HOUSE PRICE DEFLATION 

HOW PREVALENT IS HOME RE-SALES PRICE DEFLATION? 

While the FNB Average House Price Index has consistently been in a state of mediocre but positive year-on-year 

growth since 2009 (although month-on-month it periodically dips into deflation), this by no means implies the 

absence of any house price deflation. While it is a minority of properties that are resold for prices lower than what 

they were previously purchased for, such price deflation on re-sales is not uncommon. 

The causes of such price deflation when reselling can vary: 

• Genuine market price deflation can be the cause in weak economic or rising interest rate times, such as in 

2008/9, or a specific area can fall from favour and even go into decay. 

• A home may have originally been purchased at an “incorrectly” high price which was above the true market 

value at the time. Establishing the true market price is tough in a market where each home’s characteristics 

differs in some way from the next. 

• Financial stress of the owner can lead to a deterioration in the property due to lack of maintenance and 

upkeep., or can cause a very hasty sale at below “market value”. 

Therefore, over an above our usual average house price indices, we extract the data in a different way so as to view 

it for signs of increasing or decreasing prevalence of price deflation. We use deeds data for properties purchased 

and sold by individuals (“Natural persons”) for these estimates. 

In recent times, the incidence of re-sales price 

deflation has been moderate by historic 

standards, and has shown no meaningful sign 

of an increase. 

Over the last decade-and-a-half, August 2009 

was the month where the highest estimated 

percentage of total properties were being 

resold at below their previous purchase price 

since a previous high early in1999, i.e. 23.4% of 

all property sales registered in that month. 

The country had just lived through a recession, 

and interest rates had peaked in mid-2008, and 

this was the lagged impact of those economic 

events on the housing market. It was a period 

of widespread financial stress amongst households, and many had previously bought homes at “astronomical highs” 

around 2006/7 at the back end of the property bubble. 

By comparison, in April 2017 this percentage was a far lower 9.8% of total home sales being below previous 

purchase price. 7.5% of re-sales were more than 5% below, while 2.2% of sales were 0 to 5% below previous 

purchase price. These most recent estimates represent no noticeable increase from lowly levels of 2016, with only 

the August 2016 estimate of 9.4% being lower than the April 2017 estimate in the past 8-and-a-half years. 

The relatively low prevalence of re-sales price deflation is arguably reflective of a relatively low level of financial 

stress in the housing market in recent times. This implies good average levels of home maintenance, to avert 

depreciation in many instances, and low levels of hasty financial stress-related selling. 

Nevertheless, the insight that this data provides is that even in recent relatively good times, there still exists a 

significant prevalence of price deflation on a portion of properties. Getting the price right at the original purchase, 

and buying well within one’s financial means so as to be able to fully maintain a home, is key to averting resale 

deflation.  



 

 

MAY FNB HOUSE PRICE INDEX FINDINGS 

MAY AVERAGE HOUSE PRICE GROWTH 

The FNB House Price Index for May 2017 rose 

by 4.7% year-on-year. This is a mild 

acceleration on the revised 4.2% rate of 

increase for April, and is the 5th consecutive 

month of accelerating growth since the low of 

1.5% year-on-year reached in December 2016. 

In real terms, when adjusting for CPI (Consumer 

Price Index) inflation, the rate of house price 

growth remained in negative territory, having 

recorded a -1.1% year-on-year decline in April 

(May CPI data not yet available), albeit a 

diminished rate of real deflation from the -2.4% 

rate of the previous month. 

This real price decline was largely due to the still-slow nominal house price inflation rate of 4.2% year-on-year in 

April, while CPI inflation for than month was 5.3%. 

The average price of homes transacted in June was R1,112,466. 

MONTH-ON-MONTH HOUSE PRICE GROWTH SLOWING MAY POINT TO ANOTHER ECONOMIC WEAK PERIOD 

APPROACHING 

Examining house price growth on a month-on-

month seasonally-adjusted basis (a better 

momentum indicator than the year-on-year 

calculation) suggests that a period of renewed 

economic weakness may once again be 

emerging after a slightly stronger economic 

performance in the 1st quarter of 2017. 

The housing market can often be a good leading 

indicator of economic conditions. Up until 

March 2017, we saw month-on-month 

seasonally-adjusted house price growth 

accelerate after a late-2016 dip. More recently, 

in April and May, a renewed month-on-month 

house price growth slowing has been 

accompanied by a significant dip in the 

Manufacturing Purchasing Managers’ Index 

(PMI) after a rise earlier this year.  

The SARB (South African Reserve Bank) Leading 

Business Cycle Indicator had been rising 

significantly from August 2016 to February 

2017, pointing to likely improvement in near 

term economic growth. 

Mildly improved metals commodity prices 

made such improvement likely via exports and 

the Mining Sector, while the end of drought 

conditions can boost Agriculture production. 



 

 

But the PMI is a more up to date time series than the SARB Leading Indicator, and Manufacturing is normally a good 

indicator of the broader economy’s direction. The key question at present is how the economy has fared very 

recently in April and May, following the widely publicized cabinet reshuffle of late-March and subsequent ratings 

agency downgrades. Renewed slowing in month-on-month house price growth, along with the sharp April dip in 

the PMI, is an ominous sign, but more April/May economic data is required before drawing hard conclusions. 

FNB’S VALUERS MARKET STRENGTH INDEX STRENGTHENED SLIGHTLY 

FNB’s valuers, in their FNB Valuers Market 

Strength Index (MSI) (Explanatory notes on 

Page 12) edged slightly higher in May 2017. 

The MSI appears to be more of a “co-inciding” 

indicator to the residential market, unlike the 

more leading nature of certain key indicators 

gleaned from the FNB Estate Agent Survey.  

Examining the Demand Rating, Supply Rating 

and MSI itself, an April/May return to slightly 

positive month-on-month seasonally-adjusted 

growth, after 9 previous consecutive months of 

decline, is in line with recent months of 

acceleration in year-on-year house price 

inflation. 

The Valuers’ Residential Demand Rating was at a level of 55.09 in May (scale 0 to 100), while the Supply Rating was 

at a lesser 53.65. This translates into an MSI of 50.72, with the level of above 50 implying that residential demand 

is still perceived to be slightly stronger than supply. 

However, this is not an exact science, and with 

mildly negative real house price growth of late 

one could argue that supply actually exceeds 

demand mildly. 

More insightful, arguably, is the trend in the 

rate of change in the indices, and the slight 

increase in the MSI is supportive of the recent 

mild strengthening in house price growth.  

On a month-on-month seasonally-adjusted 

basis, the revised Residential Demand Index has 

been in very slight positive growth, while 

Residential Supply was perceived to have 

declined mildly. 

However, in May the growth rate in the Demand Rating had already slowed slightly on April, possibly suggesting a 

short lived recent market strengthening, something that a renewed slowing month-on-month house price growth 

in April and May has already pointed to. 

  



 

 

CONCLUSION 

From our May FNB House Price Index, we saw some strengthening in year-on-year house price growth again in that 

month, although the rate is still moderate and negative in real terms. This strengthening is backed up by the FNB 

Valuers’ MSI moving very slightly into positive month-on-month growth territory in April/May after prior months 

of decline. 

However, a better recent momentum indicator for house prices is the month-on-month seasonally-adjusted 

measure. After some resurgence up until March, this measure has once more shown slowing growth in April and 

May, suggesting that any recent market strengthening may have been destined to be short-lived, and a 

simultaneous drop in the Manufacturing PMI in April may explain this renewed slowing by pointing to a renewed 

short run dip in the economy’s performance. 

We note the improved weather conditions and their potential positive impact on Agriculture, along with the 

potential impact of stronger commodity prices on Mining. But we are also aware of the dampening impact of recent 

ratings downgrades, along with an uncertain political and policy environment, on confidence, and this could contain 

the magnitude of any economic growth improvement. The FNB forecast is for real economic growth to be only 

marginally better at 0.7% in 2017, compared to 0.3% in 2016. We don’t expect this to have a material positive 

impact on the housing market despite apparent mild 1st quarter improvement. And the recent slowing in month-

on-month house price growth accompanied by a PMI dip convinces us to maintain our lowly 3% average house 

price growth forecast for 2017 as a whole. 

  



 

 

SECTION 2: HIGH FREQUENCY RESIDENTIAL MARKET-RELATED INDICATORS 

PROPERTY TRANSACTION VOLUME TRENDS 

Deeds data is not quite current, but gives a view 

of recent trends in transaction volumes, and 

using registrations of property transfers by 

individuals (“natural persons”) should give a 

good picture of the transaction volume growth 

trend prevalent in the residential market. 

There had been a broad slowdown in 

transaction volume and value growth from 

2013 to 2016, the market response to rising 

interest rates from 2014 and stagnating 

economic growth from 2012, and the 1st 3 

months of 2017 still showed year-on-year 

decline in volumes to the tune of -3.7%. 

Transaction value growth was slightly positive 

to the tune of +2.7% for the same period. 

KEY MONTHLY AFFORDABILITY INDICATORS 

REAL HOUSE PRICE LEVELS 

Examining the longer term real house price 

trends (house prices adjusted for CPI inflation), 

we see that the level as at April 2017 had lost 

3% since a post-2008/9 recession high in 

December 2015, and was a mere +2.8% up on 

the November 2011 post-recession low. 

On a cumulative basis, therefore, real house 

prices have made very little progress since the 

post-recession low point in 2011. 

The average real house price level is -20.9% 

below the all time high reached in December 

2007 at the back end of the residential boom 

period.  

However, looking back further, despite a mediocre performance in recent years, the average real price currently 

remains a massive 64.2% above the end-2000 level, around 16 years ago, and a time back just before boom-time 

price inflation started to accelerate rapidly. We therefore still regard current real price levels as high by historic 

standards. 

In nominal terms, when not adjusting for CPI inflation, the average house price in May 2017 was 318.1% above the 

end-2000 level. 

  



 

 

AVERAGE HOUSE PRICE BOND INSTALMENT TREND 

In such a credit dependent market, it is important to understand what the rate of change in the monthly bond 

instalment is, given changes in both house prices and mortgage lending rates. 

Using a Prime Rate series, along with Mortgage 

Originator Ooba’s time series for Mortgage 

Loans’ Average Differential from Prime, we 

calculate an “average mortgage lending rate 

and apply it to our average house price series 

to obtain an average monthly bond instalment 

estimate on a new 100% bond. 

The stalling in interest rate hiking since April 

2016 has led to slowing in the year-on-year rate 

of increase in the average priced home 

instalment value from a high of 17.8% year-on-

year in April 2016 to 3.5% by May 2017. 

In real terms, adjusting for CPI inflation, the 

April bond instalment rate of change was in decline to the tune of -1.9% (May CPI data not yet available). 

PRICE-RENT RATIO 

The Price-Rent Ratio is one important ratio in 

determining how costly the home buying 

option is relative to the competing option, i.e 

rental. 

Analysts often become concerned when the 

Price-Rent Ratio is very high, as it can begin to 

make the rental option very appealing, 

contributing at some stage into a drop in home 

buying and a fall in house prices. 

House price booms, or strong market periods at 

least, typically take this ratio higher. 

To this effect, we use the FNB House Price Index 

and the CPI for Actual rentals to monitor this ratio. We show it in index form (because the CPI is an index), with 

January 2008=100. 

Given that January 2008 was right at the end of the real house price boom, we believe that it represented an 

extremely high level in the Price-Rent Ratio Index. After a drop through 2008/9, and again in 2011, the index began 

to rise gradually as the residential market strengthened. The index was at 85.4 in February 2016, up 8.1% from the 

September 2011 post-recession low. However, the April 2017 level remains -1.2% down on that February 2016 

multi-year high after having declined in the weakening market through much of 2016, and even recent months of 

renewed increase have not lifted if back to last year’s high. 

While 84.37 is believed to still be a high number, albeit -15.6% down on January 2008, the other important ratio, 

i.e. the Instalment on a 100% bond on the average-priced house/Rent Ratio Index, remains somewhat lower despite 

some substantial rise since 2012. It has been kept well below January 2008 levels by relatively low interest rates 

which, even despite a rise of 200 basis points since early 2014, remain significantly below mid-2008 peak levels. 

This index is a more significant -28.1% below January 2008 level, and in part explains why a still-high Price-Rent 

Ratio has not led to a major surge in demand for the rental option in recent years. 

 



 

 

Recently, average year-on-year house price 

growth is running at very similar rates to 

national rental inflation of 4.76% year-on-year 

in April (as measured by StatsSA) 

 

 

 

 

 

 

 

 

 

 

HOME OPERATING COST-RELATED INFLATION 

The Electricity and Other Fuels CPI inflation rate 

measured 7.41% year-on-year in its most 

recent survey, while the Water and Other 

Services CPI inflation rate measure 8.76%. Both 

continued to outpace overall CPI inflation 

which measured 5.3% in April 2017. 

The CPI for Home Maintenance, however, 

continues to show a lack of pricing power in the 

Home Maintenance-related sectors of the 

economy, despite some strengthening in price 

inflation recently. In April this index’s year-on-

year rate of change was only mildly positive to 

the tune of 2.0%. 

 

  



 

 

REAL ALTERNATIVE PRIME RATE AND POTENTIAL FOR A SPECULATORS’ MARKET 

The mild interest rate hiking since early-2014 has kept the market largely away from the speculator. 

In order to create a “speculator’s paradise” in residential property, it is important to have price growth at a 

percentage significantly faster than the percentage of the annual interest rate charged on a mortgage loan. 

Such an environment could give rise to widespread use of cheap credit to buy and sell properties in a relatively 

short space of time and make big capital gains. 2004-5 was such a speculator’s paradise. 

To monitor this, we calculate a simple 

“Alternative Real Prime Rate”, which adjusts 

Prime Rate to real terms using average house 

price inflation instead of the usual CPI inflation 

rate approach.  

For a healthy market with low levels of 

speculation, we believe that this real rate 

should remain positive. Indeed, that was the 

case in May, where the Real Alternative Prime 

Rate was still a strongly positive 6.94%, despite 

having declined recently on the back of some 

house price inflation acceleration and no 

further interest rate hiking. 

We thus believe the SARB’s monetary policy 

stance to be appropriate from a residential 

market health point of view. 

Additional monthly indicators that we monitor 

for signs of “exuberance” in the market include 

estimates of growth in secondary property 

ownership, typically non-essential home buying 

which tends to become strong in boom times as 

the excitement of rapid house price growth, 

and the perceived prospect of big returns, sets 

in. There is little of that excitement at present, 

and in recent years the secondary property 

ownership rate by individuals, as a percentage 

of total ownership, has remained almost static 

at just above 16%. 

The final indicator that we monitor is the level 

of “high frequency re-sales, i.e. what 

percentage of sales are properties last 

purchased within less than 1 year, 2 years, 3 

years and 4 years. A strong rate of re-sales in 

under 12 months can point to possible high 

levels of speculative buying. As at April 2017, 

we estimated those properties sold, that were 

purchased less than 12 months prior, to be a 

lowly 3.57% of total buying in that month. This 

is a pedestrian rate compared to the pre-2008 

boom time high of 13.93% reached at a stage of 

2005. No exuberance by this indicator either. 



 

 

SECTION 3: RESIDENTIAL MARKET RISK INDICATORS 

COMPOSITE HOUSEHOLD SECTOR, RESIDENTIAL MARKET AND ECONOMIC RISK RATING            

– RATING: 16.05 – MEDIUM AND IMPROVING (DECLINING) 

 

SUMMARY TABLE: INDICES MAKING UP HOUSING MARKET STABILITY RISK 

 

Q4 2016 Prev. Yr Ago

Debt Service/New Lending Risk (0-10) 5.07 5.14 5.48

Household Savings Risk (0-10) 9.25 9.25 9.21

Disposable Income Windfall Risk (0-10) 3.04 3.34 3.87

Over-investment/Speculative Risk (0-10) 3.59 3.65 4.10

Affordability/Price Competitiveness Risk (0-10) 4.77 4.80 4.91

Building Oversupply Risk (0-10) 1.81 1.81 4.01

Household and Housing Market Risk (0-60) 27.54 27.99 31.59

Economy-Wide Vulnerability Risk (0-10) 7.62 7.75 7.68

Current Economic Pressures Risk (0-10) 6.11 6.44 5.51

Composite Household, Housing and Economic 

Market Risk Index (0-30)

16.05 16.37 17.32

Low Risk

Medium Risk

High Risk



 

 

ADDENDUM - NOTES: 

Note on The FNB Average House Price Index: Although also working on the average price principle (as opposed 

to median or repeat sales), the FNB House Price Index differs from a simple average house price index in that 

it could probably be termed a “fixed weight” average house price index. 

One of the practical problems we have found with house price indices is that relative short term activity shifts 

up and down the price ladder can lead to an average or median price index rising or declining where there was 

not necessarily “genuine” capital growth on homes. For example, if “Full Title 3 Bedroom volumes remain 

unchanged from one month to the next, but Sectional Title 1 Bedroom and Less (the cheapest segment on 

average) transaction volumes hypothetically double, the overall national average price could conceivably 

decline due to this relative activity shift. 

This challenge of activity shifts between segments is faced by all constructors of house price indices. In an 

attempt to reduce this effect, we decided to fix the weightings of the FNB House Price Index’s sub-segments 

in the overall national index. This, at best, can only be a partial solution, as activity shifts can still take place 

between smaller segments within the sub-segments. However, it does improve the situation. 

With our 2013 re-weighting exercise, we have begun to segment not only according to room number, but also 

to segment according to building size within the normal segments by room number, in order to further reduce 

the impact of activity shifts on average price estimates. 

 

The FNB House Price Index’s main segments are now as follows: 

 

• The weightings of the sub-segments are determined by their relative transaction volumes over the past 5 

years, and will now change very slowly over time by applying a 5-year moving average to each new price data 

point. The sub-segments are:  

- Sectional Title: 

• Less than 2 bedroom – Large 

• Less than 2 bedroom – Medium 

• Less than 2 bedroom – Small 

 

• 2 Bedroom – Large 

• 2 bedroom – Medium 

• 2 bedroom – Small 

 

• 3 Bedroom and More - Large 

• 3 Bedroom and More - Medium 

• 3 Bedroom and More - Small 

 

- Full Title: 

• 2 Bedrooms and Less - Large 

• 2 Bedrooms and Less - Medium 

• 2 Bedrooms and Less - Small 

 

• 3 Bedroom - Large 

• 3 Bedroom - Medium 

• 3 Bedroom - Small 

 

• 4 Bedrooms and More - Large 

• 4 Bedrooms and More - Medium 

• 4 Bedrooms and More – Small 



 

 

 

The size cut-offs for “small”, medium” and “large” differ per room number sub-segment. “Large” would refer 

to the largest one-third of homes within a particular room number segment over the past 5 year period, 

“Medium” to the middle one-third, and “Small” to the smallest one-third of homes within that segment.    

• The Index is constructed using transaction price data from homes financed by FNB. 

• The minimum size cut-off for full title stands is 200 square metres, and the maximum size is 4000 square 

metres 

• The maximum price cut-off is R10m, and the lower price cut-off is R20,000 (largely to eliminate major 

outliers and glaring inputting errors). 

• The index is very lightly smoothed using a Hodrick-Prescott smoothing function with a Lambda of 5. 

ADDENDUM - NOTES: 

Note on the FNB Valuers’ Market Strength Index: *When an FNB valuer values a property, he/she is required to 

provide a rating of demand as well as supply for property in the specific area. The demand and supply rating 

categories are a simple “good (100)”, “average (50)”, and “weak (0)”.  From all of these ratings we compile an 

aggregate demand and an aggregate supply rating, which are expressed on a scale of 0 to 100. After aggregating 

the individual demand and supply ratings, we subtract the aggregate supply rating from the demand rating, add 

100 to the difference, and divide by 2, so that the FNB Valuers’ Residential Market Strength Index is also depicted 

on a scale of 0 to 100 with 50 being the point where supply and demand are equal. 

 

  


