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RESIDENTIAL PROPERTY MONTHLY

HIGHLIGHTS

e In the 2" largest economy within the Common (Rand) Monetary
Area, i.e. Namibia, our FNB Namibia Average House Price continues to show
very strong growth to the tune of 21.4% year-on-year for the 2" quarter of
2013.

® There are signals from the residential rental industry that the rental
market fundamentals are strong. While the CPI inflation rate for rentals
increased only marginally in June, supply constraints in the rental market
could see us set for stronger rental inflation. This could see yields resume
their rising trend of recent years, but the risk is upward pressure on CPI
inflation and possibly interest rates.

e The FNB House Price Index continued to accelerate mildly in July,
From a revised year-on-year growth rate of 6.7% in June, the July growth
rates reached 6.9%. In real terms (adjusting house prices for general
inflation in the economy using the CPI), as at June we were still seeing mildly
positive year-on-year inflation to the tune of +1.12%.

e [n foreign currency-denominated terms, the FNB House Price Index
continues to show sharp year-on-year decline. This has possibly contributed
to some increase in foreigner “bargain hunting” over the past 2 years.

e  FExamining the FNB Valuers’ Market Strength Index, FNB’s Valuers
have indicated that recent relative market strength has been the result of the
combination of positive residential demand growth as well as a more
constrained supply of residential stock on the market.

e [nterest rates remained unchanged in July, with prime rate at 8.5%.
House price growth thus remains lower than prime rate, not making it wildly
attractive for speculators wanting to use cheap credit to profit quickly from
house price growth. This may also be curbing less seasoned buy-to-let
investors, many of whom (perhaps erroneously) base their investment
decisions on recent price growth trends as opposed to looking at yields.

e (Certain high frequency indicators also confirm the recent period of
relative residential market strength. After slowing somewhat in the Summer
months, year-on-year growth in Transfer Duty Revenues came back strongly
in the 2" quarter of 2013, growing by 27.5% year-on-year in June.

®  Employment estimates and the FNBBER Consumer Confidence Index
both pointed to some mild improvement. The Consumer Confidence Index
returned to very low positive territory (+1) after 4 consecutive quarters of
decline. Such a return to low positive territory, however, points to little more
than confidence stabilizing at a very weak level after a major deterioration

®  Any improvement in employment growth and consumer confidence is
encouraging. But with still-very weak consumer confidence, significantly
slower economic and disposable income growth in recent times, and no
expectation of further interest rate cutting in the near term, we remain of the
belief that house price growth will slow to late in 2013 and into 2014.



EXECUTIVE SUMMARY - RESIDENTIAL SUPPLY CONSTRAINTS HAVE BECOME A KEY THEME

In recent times, the gradual residential rental and home buying demand growth of recent years has started to catch
up with slower supply growth of residential stock. The economy had a good period up until mid-2012, but since
then has not been setting the world alight. But investment in new residential stock since 2008 has also been slow,
thus constraining supply growth and allowing demand growth to catch up somewhat. Therefore, varying degrees of
stock constraints in home buying and rental markets have become a key theme.

Stock constraints appear most acute in Namibia, the Common (Rand) Monetary Area’s 2" largest economy. Our
FNB Namibia Average House Price continues to show very strong growth to the tune of 21.4% year-on-year for the
2" quarter of 2013. That country has had a faster economic growth rate in recent years than SA, but it is also said
that supply constraints around the capital Windhoek are particularly acute due to limited land availability. Over
the long term, the apparent result of such land constraints has been that our FNB Namibia House Price Index has
risen cumulatively by 515% from the 3 quarter of 2000 to the 2" quarter of 2013, while the South African FNB
House Price Index rose over the same period by a lesser 239%.

Back in South Africa, the supply constraints don’t yet appear nearly as severe, but they have been mounting, and
slow supply growth is not only an issue in the home buying market. There are clear signals from the residential
rental industry that the rental market fundamentals are strengthening. While the CPI inflation rate for rentals
increased only marginally in June, low levels of buy-to-let buying since 2008 have gradually led to mounting
supply constraints in the rental market. The major portion of letting agents are now reporting shortages of rental
stock. Get set for stronger rental inflation, which could see yields resume their rising trend of recent years, but the
downside risk is possible upward pressure on CPI inflation and possibly interest rates.

On the home buying side, our 2" quarter Estate Agent Survey showed 13% of respondents citing stock constraints,
not yet severe but higher than a year or 2 ago. And so FNB House Price Index growth continued to accelerate
mildly in July, From a revised year-on-year growth rate of 6.7% in June, the July growth rates reached 6.9%. In
real terms (adjusting house prices for general inflation in the economy using the CPI), as at June we were still
seeing mildly positive year-on-year house price inflation to the tune of +1.12%.

The market does remain cheap for foreigners, however. In dollar terms, the July FNB House Price Index declined
year-on-year by -11%, in Euro terms by -16.4%, and by -10.2% in UK Pound terms, all of this due to recent
deterioration in sentiment towards SA and resultant Rand weakness. This weakness has possibly been responsible
for some increase in foreigner “bargain hunting” over the past 2 years, but foreign buying performance doesn’t
appear to be back up to pre-2008 recession levels.

Back to the market in Rand terms and the FNB Valuers’ Market Strength Index for confirmation of recent trends,
and FNB’s Valuers have also indicated that recent relative market strength has been the result of the combination
of positive residential demand growth as well as a more constrained supply of residential stock on the market.

Certain high frequency indicators also confirm the recent period of relative residential market strength. After
slowing somewhat in the Summer months, year-on-year growth in Transfer Duty Revenues came back strongly in
the 2™ quarter of 2013, and as at June were growing by 27.5% year-on-year in value.

The Reserve Bank (SARB) left interest rates unchanged in July, with prime rate at 8.5%. So, despite some recent
mild acceleration, house price growth (Namibia excluded) remains lower than prime rate, not making it wildly
attractive for speculators wanting to use cheap credit to profit rapidly from strong house price growth — a healthy
situation. This may also be curbing the less seasoned buy-to-let investors, many of whom typically (perhaps
erroneously) also base their investment decisions on recent price growth trends as opposed to yield.

With regards to the South African house price outlook, the FNBBER Consumer Confidence Index did point to some
mild improvement. returning to very low positive territory (+1) after 4 consecutive quarters of decline. But such a
return to positive territory points to little more than confidence stabilizing at a very weak level after a major
deterioration. SA’s economic growth rate remains pedestrian, with the SARB again having lowered its 2013 GDP
growth projection down to 2% (and FNB’s at 1.9%). Therefore, despite a recently more positive South African
housing market period, it is expected that the slower period of economic growth since late 2012 will weigh on the
home buying market, restricting the level of supply constraints, and that price growth will moderate mildly in 2013,
averaging nearer to 5% next year after an expected 6.6% growth rate in 2013.



1. HOTSPOT - NAMIBIA
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The FNB Namibia House Price Index has risen cumulatively by 515% from the 3" quarter of 2000 to the 2"
quarter of 2013. While our index methodologies differ a little (Our Namibia Index being a simple average as
opposed to the SA Index where we have fixed the weights of sub-segments), the South African FNB House Price
Index rose over the same period by only 239%. Up until the end of 2007, the 2 countries’ cumulative price growth
was of a similar magnitude, but thereafter the South African market slowed dramatically while Namibia continued
its strength.

Needless to say, questions have been asked as to the sustainability of the Namibian Housing Market strength,
including by the Bank of Namibia. See Addendum 1.

2. FOCAL POINT: SOUTH AFRICAN RENTAL MARKET - ONE FOR FIXED INCOME ANALYSTS
TO WATCH IN THE NEAR TERM.

Last week saw the Consumer Price Inflation numbers being released, and besides for the implications for future
interest rate policy, the key relevance for the residential property market lay in the Consumer Price Sub-Indices for
Rentals and Owner Equivalent Rentals.

Over the past few years, the low inflation rates of rental components, which account for 16.2% of the total CPI
together and thus exceed the big ticket Food and Non-Alcoholic Beverages component, have been helping to
contain overall consumer price inflation.

As interest rates were reduced rapidly through 2009, and households streamed back into the home buying market
in larger numbers, we saw a steady weakening in the rental market, and a resultant decline in both rental-related
CPIs. Whereas at January 2009 the CPI for Rentals was inflating year-on-year at 8%, and the CPI for Owner
Equivalent Rentals at 6.8%, these rates were down to 4.3% and 3.9% in the June survey of a year ago.

- Thereafter, however, there has been some mild
CPI Inflation - Home Rentals broad acceleration in rental inflation, with June
8 2013’s actual rental rate reaching 4.9% (up from
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The answer lies in the rental market’s fundamentals. Certainly the slight upward moves in these rental inflation
rates from a year ago do not yet point to a strong trend. But examining the noises emanating from the rental market
as of late, we expect more significant acceleration in the near term.

Firstly, we have seen a far more constrained growth in supply of properties to rent since the end of last decade’s
property boom. This is reflected in the FNB Estate Agent Survey estimate of buy-to-let buyers expressed as a
percentage of total residential buyers, which dwindled from a massive 25% early in 2004 to recent levels of around
8% of total buying. The result (using Deeds data to estimate) was a dramatic slowdown in the rise in the estimated
percentage of properties that were not primary residences owned by individuals (i.e. they were 2" 3 or 4™ etc
properties), since around 2008.

Proportion of buyers buying to let = % of properties where an individual owns more than 1 property
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At some point, as demand for rental property gradually rose in line with employment which (although anaemic) has
been growing positively, one would expect oversupplies of rental property created in the boom years to gradually
dry up. At that point, faster rental inflation could be expected.

By the Summer of 2012/13, this appeared to be happening. In a survey of letting agents undertaken by TPN (Tenant
Profile Network) in the I quarter of 2013, 94% of respondents indicated a shortage of stock available to rent. And
TPN goes further, indicating further improvement in the payment performance of rental tenants (which implies an
improvement in their financial strength.

TPN Percentage of Residential Rental Tenants Whereas at the height of the recession of 2008/9,

90% in Good Standing the percentage of tenants “in good standing”

regarding their rental payments bottomed at 71% in

83% _ sBi% the I'' quarter of 2009, thereafter there has been a
/ ’ gradual rise to 84% by the 1" quarter of this year.

84%_85%

82%

N—"

79% The combination of slow supply growth in rental
stock, combined with improving financial strength
70% - of tenants and presumably aspirant tenants, aided
by very low interest rates on consumer debt, should
conspire to boost rental inflation, and we suspect

60% | that such an upward trend is now due.
Q12008 Q12009  Q1-2010 Q1-2011 Q1-2012 Q1-2013

80% -

Data source: TPN (www.tpn.co.za)

We therefore expect the 2 rental-related CPIs to end 2013 higher at 5.5% year-on-year in reaction to recently
stronger rental market fundamentals.

Such a trend, in turn, would have a positive and a negative side to it. Stronger rental growth would be positive
Jor landlords, and should rental inflation ultimately exceed house price growth, that would be good for future
buy-to-let investors as it would imply further rise in residential yields.




But the flipside is that higher rental inflation would exert upward pressure on consumer price inflation, which
in turn poses upside risks to interest rates. A 5.5% rental inflation rate would not yet have an extreme impact on
overall CPI, and recent signs of slowing global food price inflation may imply a positive impact from the Food
CPI to offset any rental inflation negative.

But analysts who make their living off watching monetary policy, and analyzing data such as the monthly CPI,
would do well to watch the residential rental market closely in the near term.

3. FNB HOUSE PRICE INDEX SHOWS MILD FURTHER YEAR-ON-YEAR GROWTH

ACCELERATION, BUT IT ISN’T NAMIBIA

40% 1

30% -

20% -

10% -

0%

Jar
-10% -

iff[hi
-02

-20% -

FNB House Price Index - Real and
Nominal Growth

mm FNB House Price Index - year-on-year % change

FNB
Property
Barometer

6.9%
2%

Jan-06 Jan-q8 J;r{-w ~Jan-12

/
N v

Jan-04

— Real House Price (Adjusted for CPI) - year-on-year % change

300

250

200

1

(4]
o

1

o
o

(4.}
o

0

Jul-03

10-Year FNB House Price Performance

Jul-05 Jul-07 Jul-09

FNB
Property
Barometer

244.56

H H |H| HH )

Jul-11 Jul-13

== FNB House Price Index - May 2003=100

— -Real House Price Index (Adjusted for CPI) - May 2003 = 100

The FNB House Price Index continued to
accelerate, albeit only very slightly, in July, From a
revised year-on-year growth rate of 6.7% in June,
the July growth rate reached 6.9%.

The average value of homes transacted in the FNB
House Price Index was R893,981

In real terms (adjusting house prices for general
inflation in the economy using the CPI), as at June
we were still seeing mildly positive year-on-year
inflation to the tune of +1.12%, with consumer
price inflation at 5.5% year-on-year in that month
compared to a higher 6.7% nominal house price
inflation rate.

Evaluating longer term performance of the FNB
House Price Index, in real terms the index is -
18.2% down on last decade’s revised real price
peak reached in December 2007, while in nominal
terms it is a mere 15.1% higher.

However compared to July 2003, 10 years ago, the
index is up 42.55% in real terms and 144.56% in
nominal terms, still suggesting that the price effects
of last decade’s residential demand boom have far
from worn off ,despite a significant downward real
correction since late-2007.



4. THE SOUTH AFRICAN HOUSING MARKET IN FOREIGN CURRENCY TERMS REMAINS
CHEAP

In foreign currency-denominated terms, the FNB House Price Index reflects a very different picture to the Rand-
denominated index, i.e. a domestic residential market dropping in value in “hard currency terms”, as a result of a
recent deterioration in investor sentiment which has seen a major weakening in the Rand during 201 3.

In dollar terms, the July FNB House Price Index declined year-on-year by -11%, in Euro terms by -16.4%, and by
-10.2% in UK Pound terms. South African property has thus recently become significantly cheaper for aspirant
foreign buyers in recent times. Has this attracted a higher number of foreign buyers? Tough to draw conclusions,
because other factors also drive foreign buying. However, looking at recent years performance, our Estate Agent
Survey respondents estimate foreign buying to have deteriorated significantly as a percentage of total buying
through 2009 and 2010, a period of relative rand strength in which the foreign-denominated FNB House Price
Indices grew strongly, implying a steady deterioration in domestic housing affordability for foreign buyers. In
contrast, much of the 2011-2013 period has seen declines in the foreign-denominated indices as the rand has come
under pressure, and has co-incided with something of a rise in the percentage of foreign buyers. So there may well
be something in it, although at 3.5% of total buying, foreigners are not back to pre-2008 recession levels.
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5. FNB’S VALUERS PERCEIVE AN IMPROVED BALANCE BETWEEN SUPPLY AND DEMAND

Turning to the FNB Valuers’ Market Strength Index, FNB’s Valuers have indicated that recent relative market
strength has been the result of the combination of positive residential demand growth as well as a more
constrained supply of residential stock on the market.

Since early-2012, the FNB Valuers’ Market Strength Rating Index has shown gradual positive year-on-year
growth after a 2011 decline. It remains below the crucial level of 50, at 46.74, implying that the residential demand
rating at 49.71 is still weaker than the 56.23 Residential Supply Rating. This arguably explains why we have not yet
seen strong house price growth in real terms, because, while they do see supply being a little more constrained, the

constraint is still far from being extreme.
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6. MONETARY POLICY STANCE CONTINUES TO SUPPORT A “RATIONAL” BUYING MARKET ,
WORKING AGAINST WIDESPREAD SPECULATIVE BUYING

Real Interest Rates - CPI and House Price A key event during July was the Reserve Bank’s
Adjusted Versions a0 (SARB) Monetary Policy Committee (MPC) meeting
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In other words, house price growth remains lower than prime rate, according to the FNB House Price Index, not
making it wildly attractive for speculators wanting to use cheap credit to profit rapidly from strong house price
growth. This may also be curbing the less seasoned buy-to-let investors, many of whom typically (and perhaps
erroneously) also base their investment decisions on recent price growth trends as opposed to looking at the yield.

This remains a far cry from back in 2004/5, when estimated real prime (based on house prices) dipped to as low
as —25%, creating the perfect environment for speculators and capital growth-driven buy-to-let investors. This
all has significance for the buy-to-let and rental market, promising to contain buy-to-let buying in the near term.

7. AND TRANSFER DUTY REVENUE GROWTH ALSO CONFIRMS A BRISK TRADING PERIOD

Certain high frequency indicators also confirm the recent period of relative residential market strength. After
slowing somewhat in the Summer months, year-on-year growth in Transfer Duty Revenues came back strongly in
the 2" quarter of 2013, and as at June were growing by 27.5% year-on-year.

SARB Leading Business Cycle Indicator vs Then there was the SARB Leading Business Cycle
30 - Transfer Duty Revenue 50 Indicator, which has shown mild positive year-on-
40 year growth since late-2012 after a prior negative
201 30 period, and the pace of residential demand and
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.30 2009/10 as interest rates were rapidly cut,
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- 40 suggesting that residential demand growth should
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— —Transfer duty revenue - year-on-year percentage change recent pel’iOd ylelded better house price gFOWﬂ’l

than the former? The answer lies arguably in that
there have been more stock constraints in more recent times, thus necessitating less demand growth to raise prices
than was the case back in 2010 where there were far higher levels of financial stress amongst homeowners, and as
a result very good supply.



8. OUTLOOK -MILD IMPROVEMENT IN EMPLOYMENT, AND STABILISATION IN CONSUMER
CONFIDENCE, BUT NOT ENOUGH YET TO ALTER EXPECTATIONS MEANINGFULLY

Our perception is that rental inflation is due for some increase, having been on the low side for a while and coming
off a low base, and our impression is also that the rental property supply constraint may be higher than the home
buying supply constraint at this stage. Admittedly, this is based on perception, and it is difficult to measure.

But with regards to house price growth in South Africa, the expectation is that after a relatively nice run, some mild
slowing towards 2014 may be on the cards.

Two key data releases in May, namely employment estimates by StatsSA and the FNBBER Consumer Confidence
Index, did point to some mild economic improvements. Year-on-year, 2" quarter employment was estimated to
have risen by 2%, up from 1.5% after a prior dip, while the Consumer Confidence Index returned to very low
positive territory (+1) after 4 consecutive quarters of decline. Such a return to positive territory, however, points to
little more than confidence stabilizing at a very weak level after a major deterioration, a deterioration which is
explained by a multi-year slowing in real household disposable income growth since a 2010 peak.
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notably a rising effective income and wealth tax
rate (i.e. tax/income ratio rising further), municipal rates and utilities tariffs remaining above income
growth, and of course we have had significant fuel price inflation in recent times driven in part by rand
weakness.

The household thus remains constrained, and therefore, despite a recent good period, we remain of the
expectation that this will contain house price growth as we head towards 2014.



ADDENDUM 1: An Extract from the Bank of Namibia Financial Stability Report regarding the Namibian
Housing Market
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ADDENDUM 2 - 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 “suburban segment volumes remain
unchanged from one month to the next, but former Black Township (the cheapest areas 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:
o 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 [Less than 2 bedroom — Large

e Less than 2 bedroom — Medium

e [Less than 2 bedroom — Small

e 2 Bedroom — Large
2 bedroom — Medium
o 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 Bedrooms and Less - Large
2 Bedrooms and Less - Medium
® 2 Bedrooms and Less - Small

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

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



o 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

*  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).

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

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.



