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PROPERTY BAROMETER
FNB House Price Index

2017 turned out to be the 3™ consecutive year of
house price growth slowdown, but ended on
stronger note.

2017 saw the FNB House Price Index growing by 3.7%, a slowing on 2016,
and the 3™ consecutive year of slowing annual average price growth. We
had expected a slower house price growth rate in 2017, with the country’s
economic growth performance having stagnated for some years.

However, monthly house price growth has been accelerating recently,
pointing to a stronger start to 2018, with leading economic indicators
suggesting that house price growth could receive slightly more support from
the economy this year, compared to 2017.

2017 FNB HOUSE PRICE INDEX PERFORMANCE

2017 turned out to be the 3™ consecutive year of national average house price
growth slowdown. From a multi-year high of 7%, reached in 2014, the FNB
House Price Index’s average annual growth slowed each year, to 4.8% in 2016
and then further to 3.7% in 2017.

Based on 11 months’ worth of CPI inflation data, this translates into an
estimated decline of -2.4% in real terms (adjusting house price growth for
consumer price inflation)

The last 3 annual slowdowns appear easy to explain, with multi-year slowing
in annual economic growth rates (a mere 0.7% real economic growth believed
to have taken place in 2017) having taken place, and a mild 200 basis points’
worth of interest rate hiking having taken place between early-2014 and early-
2016, cooling the market slightly too. At the beginning of 2017, we had
projected 3% average house price growth for 2017.
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DECEMBER FNB HOUSE PRICE INDEX FINDINGS

However, when examining the FNB House Price Index performance on a monthly basis, we actually see that it
showed gradual year-on-year growth strengthening as the year progressed, having hit “rock bottom” growth late

in 2016.
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December was R1,126,224.
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From a low of 1.5% year-on-year house price
growth in December 2016, the rate gradually
rose to reach 6.1% in December 2017, further up
from a revised 5.5% rate for November 2017.

In real terms, when adjusting for CPI (Consumer
Price Index) inflation, house price deflation that
had occurred earlier in the year gradually
dissipated, and by November we saw a slightly
positive year-on-year real house price growth
rate of 0.8%, house price growth moderately
exceeding CPl (Consumer Price Index) inflation
(December CPI data is not yet available)

The average price of homes transacted in

Examining house price growth on a month-on-
month seasonally-adjusted basis, a better
indicator of very recent price growth
momentum than year-on-year rates, we saw an
early-2016 high, followed by a dip around mid-
year, and then very recently an acceleration in
the revised month-on-month growth rates right
at the end of the year, with December 2017
closing at 0.72% month-on-month growth.

The prior dip in month-on-month house price
growth did co-incide broadly with a dip in
another key leading economic indicator, i.e. the
Manufacturing Purchasing Managers’ Index, and

in recent months the latter indicator has also been moving higher, both perhaps pointing to signs of a slightly

stronger economy going into 2018.

WHAT’S IN STORE FOR 2018?

After 3 years of slowing annual average house price growth, we believe that 2018 could see a slightly stronger
growth rate, but would caution against expecting too much. From an average house price growth rate of 3.7% last
year, we project the 2018 average to shift a little higher to nearer to 5%.

This is not a major improvement, but it stems from expectations of marginal economic growth improvement in
2018, from an estimated 0.7% last year to 1.2%, and one lone interest rate hike only late in 2018 not expected to

have a significant dampening effect.

The SARB Leading Business Cycle Indicator does appear supportive of mildly better economic growth in the near

term, having risen in recent months.

But predictions are never without risks. Much will depend on the political and government policy environment,
though, with 2018 being the run-up to the 2019 general election. Uncertainty around policy direction makes
forecasting even tougher than it would be under conditions of greater certainty, posing significant risks to forecasts.



Widely publicized ratings agency downgrades for the country, should they occur, can quite easily dampen national
sentiment, and this can easily feed into a housing market either directly, or indirectly via the economic impact.

In addition, drought conditions, notably in the Western Cape region, can impact on regional economies which feeds
into those regions’ housing markets, so much will depend on weather patterns in certain parts of the country this
year, especially in the Western Cape which is one of the country’s prime property markets.



Monthly FNB House Price Index (Jan 2001 = 100)

FNB

First National Bank

mmm» how can we help you? e

Date Index yly % Date Index yly % Date Index yly % Date Index yly %
change change change change
Jan-01 100.0 Jul-05 2180 26.3%| Jan-10 2846 4.0% Jul-14 356.75 6.4%
Feb-01 100.7 Aug-05 2181 23.5%| Feb-10 2872 56%| Aug-14 357.23 6.1%
Mar-01 101.4 Sep-05 2191 206%| Mar-10 2896 6.8% Sep-14 359.10 6.1%
Apr-01 102.4 Oct-05 2213 17.9%| Apr-10 2912 7.7% Oct-14 361.80 6.2%
May-01 103.6 Nov-05 2241 15.1%| May-10 2920 8.2%| Nov-14 364.63 6.4%
Jun-01 1047 Dec-05 22738 13.0%| Jun-10 2914 7.8%| Dec-14 366.96 6.1%
Jul-01 1054 Jan-06 2320 11.4%| Jul-10 2900 6.5% Jan-15 368.92 5.7%
Aug-01 106.0 92%| Feb-06 2366 10.7%| Aug-10 2893 5.3% Feb-15 370.42 5.2%
Sep-01 106.5 8.9%| Mar-06 2408 10.8%| Sep-10 2896 4 3% Mar-15 371.91 4 8%
Oct-01 1071 8.9%| Apr-06 2440 11.4%| Oct-10 2900 3.7% Apr-15 373.46 4 8%
Nov-01 1079 9.3%| May-06 2455 12.0%| Nov-10 2899 3.1%| May-15 375.14 5.1%
Dec-01 109.3 10.1%| Jun-06 2459 12.5%| Dec-10 2897 24%| Jun-15 377.06 5.6%
Jan-02 1109 10.9%| Jul-06 2464 13.0%| Jan-11 2899 1.9% Jul-15 379.57 6.4%
Feb-02 1129 12.1%| Aug-06 2476 13.5%| Feb-11 2915 15%| Aug-15 382 .61 7.1%
Mar-02 1148 13.2%| Sep-06 2496 13.9%| Mar-11 2936 1.4% Sep-15 386.43 7.6%
Apr-02 1162 13.6%| Oct-06 2520 13.8%| Apr-11 2955 1.5% Oct-15 389.63 7.7%
May-02 1171 13.1%| Nov-06 2548 13.7%| May-11 2972 1.8%| Nov-15 392.02 7.5%
Jun-02 1175 12.2%| Dec-06 2582 13.3%| Jun-11 2983 24%| Dec-15 393.75 7.3%
Jul-02 1177 11.7%| Jan-07 2614 12.7%|  Jul-11 2991 3.1% Jan-16 395.07 7.1%
Aug-02 1179 11.3%| Feb-07 2641 11.6%| Aug-11 2995 3.5% Feb-16 396.17 6.9%
Sep-02 1182 11.0%| Mar-07 266.1 10.5%| Sep-11 2997 3.5% Mar-16 397.39 6.9%
Oct-02 1188 10.9%| Apr-07 2679 9.8%| Oct-11 299.8 3.4% Apr-16 398.83 6.8%
Nov-02 1195 10.7%| May-07 270.1 10.0%| Nov-11 300.7 3.7%| May-16 39998 6.6%
Dec-02 1205 10.3%| Jun-07 2731 11.1%| Dec-11 3026 45%| Jun-16 400.28 6.2%
Jan-03 1219 99%| Jul-07 276.1 12.0%| Jan-12 3055 5.4% Jul-16 399.82 5.3%
Feb-03 1239 9.7%| Aug-07 2790 12.7%| Feb-12 30838 59%| Aug-16 398.87 4 2%
Mar-03 1263 10.0%| Sep-07 2822 13.1%| Mar-12 3124 6.4% Sep-16 398.21 3.0%
Apr-03 1290 11.0%| Oct07 2859 13.5%| Apr-12 3156 6.8% Oct-16 398.21 22%
May-03 1316 12.3%| Nov-07 2900 13.8%| May-12 3176 6.9%| Nov-16 398.65 1.7%
Jun-03 1341 14.2%| Dec-07 2933 13.6%| Jun-12 3186 6.8%| Dec-16 39963 1.5%
Jul-03  136.8 16.2%| Jan-08 2950 12.8%| Jul-12 3186 6.5% Jan-17 401.58 1.6%
Aug-03  139.1 17.9%| Feb-08 2949 11.6%| Aug-12 3185 6.3% Feb-17 404 .86 22%
Sep-03 1413 19.6%| Mar-08 2927 10.0%| Sep-12 3183 6.2% Mar-17 408.89 2.9%
Oct-03 1440 21.3%| Apr-08 2892 7.9%| Oct-12 3180 6.1% Apr-17 411.55 3.2%
Nov-03 1471 23.1%| May-08 2853 56%| Nov-12 3180 57%| May-17 412.74 3.2%
Dec-03  150.7 25.0%)| Jun-08 2821 3.3%| Dec-12 3189 54%| Jun-17 413.27 3.2%
Jan-04 1544 26.7%| Jul-08  280.1 15%| Jan-13 3215 5.3% Jul-17 413.56 3.4%
Feb-04 1583 27.8%| Aug-08 2798 0.3%| Feb-13 3248 52%| Aug-17 414 .51 3.9%
Mar-04 162.0 28.3%| Sep-08 2797 -0.9%| Mar-13 3284 51% Sep-17 415.80 4 4%
Apr-04 1651 27.9%| Oct-08 2791 2.4%| Apr-13  331.1 4.9% Oct-17 41765 4.9%
May-04 1675 27 3%| Nov-08 2777 -4 3%| May-13 3327 48%| Nov-17 420.44 5.5%
Jun-04 1698 26.6%| Dec-08 2758 -6.0%| Jun-13 3340 48%| Dec-17 423.90 6.1%
Jul-04 1725 26.2%| Jan-09 2737 -12%| Jul-13 3353 5.2%
Aug-04 1766 27.0%| Feb-09 2719 -7.8%| Aug-13 3368 5.8%
Sep-04 1817 28.6%| Mar-09 2711 -74%| Sep-13 3386 6.4%
Oct-04 1878 30 4%| Apr-09 2705 -65%| Oct-13 3405 7 1%
Nov-04 1947 32.3%| May-09 2698 -54%| Nov-13 34238 7.8%
Dec-04 2017 33.9%| Jun-09 2704 -4 2%| Dec-13 3458 8.4%
Jan-05 2082 349%| Jul-09 2722 -29%| Jan-14 3489 8.5%
Feb-05 2137 349%| Aug-09 2748 -1.8%| Feb-14 3523 8.4%
Mar-05 2174 342%| Sep-09 2775 -0.8%| Mar-14 3549 8.1%
Apr-05 2191 32.7%| Oct-09 2797 02%| Apr-14 3564 7.7%
May-05 2192 30.8%| Nov-09 2813 1.3%| May-14 3570 7.3%
Jun-05 2186 28.8%| Dec-09 2828 25%| Jun-14 3569 6.9%




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:

e 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:

e lessthan 2 bedroom — Large

e Lessthan 2 bedroom — Medium

e Lessthan 2 bedroom —Small

e 2 Bedroom - Large
e 2 bedroom - Medium
e 2 bedroom - Small

e 3 Bedroom and More - Large
e 3 Bedroom and More - Medium
e 3 Bedroom and More - Small

- Full Title:
e 2 Bedroomsand Less - Large
e 2 Bedroomsand Less - Medium
e 2 Bedroomsand Less - Small

e 3 Bedroom - Large
e 3 Bedroom - Medium
e 3 Bedroom - Small

e 4 Bedroomsand More - Large
e 4 Bedrooms and More - Medium
e 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.

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

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

e 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.



