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The South African Real Estate Investment 
Trusts (REITs) have maintained good 
returns to investors even in the most diffi cult 
economic climate. However, US quantitative 
easing and the carry trade have contributed 
to this rally over recent years.

This report provides an analysis of the REITs performance 
from a capital gains and a proi tability perspective. We question 
the extent to which REITs shares will continue to grow with 
the tapering off of US quantitative easing, which has been a 
key contributor to the carry trade, and the introduction of the 
European Central Bank’s programme. Aside from share price 
appreciation, we make a comparison of operational proi ts 
within the local REITs to ascertain the drivers of proi tability in 
the current economic climate.



Commercial property in any economy is affected by changes in the business 
cycle and how economies respond to these changes. However, REITs have 
converted a “real” asset, being property, into a “monetary tool” which can also 
be traded on the stock exchange and can be subjected to volatility and the 
effects of investor sentiments. 

Figure 1 provides the annual average value of the index from 2006 to 2014, 
showing a consistent and relatively stable upward trend. The shares of the 
REITs have consistently outperformed inlation over the past few years.
  

However, taking a closer look at one of the major drivers of this good 
performance raises more concern than comfort. Globalisation and technology 
has made it possible for links to appear where one might not have expected, 
and speculative portfolio inlows have been a major concern for emerging 
economies across the globe. 

Scope of analysis
This report reviews the 
performance of the REITs, 
irstly from a capital gains 
perspective, and secondly, from 
a proitability perspective. The 
analysis is aimed at outlining 
the investment value of the 
REITs, as well as their long term 
potential in the current climate. 
We also take a look at the 
characteristics which produce 
the best and worst performance 
in the local REITs that can 
inform investors when making 
a selection against the listed 
property trusts in the economy. 

COPYRIGHT © JONES LANG LASALLE IP, INC. 2015. All Rights Reserved.

The capital appreciation of REITs shares
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Figure 1: Real Estate Investment Trusts index  

The South African REITs have maintained good returns to 
investors even in the most difficult economic climate. REITs 
offer investors more affordable exposure to the commercial 
property market in South Africa through stability and 
profitability, from which one can draw the investment 
outlook. Investors gain from the capital appreciation of 
REITs shares, as well as the profitability of operations 
which transfer to investors though dividends. 
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One could argue that the timing of the 
European Central Bank’s introduction of a QE 
programme in 2015 is likely to have come just 
at the right time for the local stock market, 
as the economy deals with the outl ow of 
US capital. However, the EU’s approach 
to quantitative easing is notably different to 
that of the US programme, and it is likely to 
have a different impact. The magnitude of 
the initial programme is an example. The 
US’s QE programme was introduced at 
US$800 bn in 2008. In contrast, the EU’s 
€60 bn programme (valued at US$65 bn in 
dollar terms) is a mere 8.0% of the US’s initial 
programme. Aside from the magnitude of the 
programme, the investment culture in the US 
versus that of Europe is very different. Clive 
Ramatibela-Smith of Clivera Incorporated 
describes Europeans as more cautious and 

risk averse in contrast to their American 
counterparts. Hence the culture of “riding” 
the carry trade is less likely to take place in 
Europe, resulting in a weaker effect on the 
South African REITs.  

Worse still, even if Europeans were less risk 
averse, the decline in investor coni dence 
in South Africa is likely to have played 
against South Africa as an option. Investor 
coni dence has been challenged as a result of 
labour unrest, electricity supply issues and a 
generally weaker growth prospect than similar 
countries. Ratings agency downgrades will 
no doubt play a role in contributing to weaker 
investor sentiments. Finally, the exchange 
risk would likely crowd out any potential gains 
from quantitative easing with the Rand now 
trading above R12.00 to the US Dollar. 

On the upside, the absence of speculative 
investment l ows could contribute to stability 
in the local stock exchange as opposed to 
the volatility seen in the past. Furthermore, 
the JSE has continued to show strong 
performance in 2015, irrespective of the 
unfavourable climate.

Narrowing this down to the REITs, it is clear 
that share appreciation will not develop 
from carry trade activity, or the change in 
monetary policy at the European Central 
Bank. Nevertheless, the REITs remain 
investable assets, attractive for their own 
value more than being carried by the market. 
It is therefore not surprising that the REITs 
have continued to improve in 2015 on a year 
to date basis, indicating that investors are still 
seeing investment value in them. 

Data Source: Grindrod, South African Reserve Bank, Standard Bank

Figure 2: US quantitative easing and its impact on South African Real Estate Investment Trusts 

The capital 
appreciation 
of REITs 
shares

South Africa has not been 
immune to this effect and 
neither have the local REITs. 
South Africa’s experience of US 
quantitative easing (QE) in the 
past six years (which introduced 
access liquidity to our market) 
has played a signii cant role in 
the performance of the REITs. 
This is clearly visible in the 
annual growth performance 
of the local stock exchange, 
as well as the REITs during 
this time. Figure 2 reviews the 
impact of US monetary policy 
intervention over these years. 
From the announcement of the 
US QE programme in 2008, 
South Africa saw an average 
21.0% annual growth in foreign 
portfolio inl ows, coupled with 
Rand strengthening. The REITs 
experienced 13.9% annual 
growth during this period. This 
set the tone for a chain of events 
with weaker performances in the 
REITs when QE sessions ended, 
and recoveries whenever the 
programme was renewed.
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2008 2009 2010 2011 2012 2013 2014 

QE2 Nov 2010-Jun 2011 
The Fed introduces 
US$600 bn liquidity 
programme. This was 
followed by Operation 
Twist from Sep 2011-Oct 
2012, designed to extend 
the QE2 programme

QE1: Dec 2008-Jun 2010 
The Fed introduces US$800 bn 
liquidity programme 

Dec 2013: 
Fed announces 
decision to begin 
tapering off QE  

In December 2013, the US Federal Reserve System announced that it would begin tapering the QE 
programmes. This has seen the Rand weakening against the Dollar, lower growth in portfolio infl ows into the 
economy and, subsequently, lower performance in the local REITs index.
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Overall proit growth speaks to the real investment value of 
businesses. This is driven by real activity as opposed to monetary 
movements which can be short-lived or subject to spontaneous 
gains and losses in conidence, as is often seen in the stock market. 
The day to day volatility of the market is something that all investors 
can expect. However, what will set a business apart in the long run is 
a good strategy and the ability to adapt to a changing market.

As with any industry, the performance of listed REITs has not been 
balanced across the trusts, and selecting the best investment 
boils down to the property assets in each company’s portfolio, 
as well as how it is managed. In this section we review the list of 
REITs and group them by their 2014 proit growth. Within each 
group we have analysed the key driving factors that contribute 
to a proitable property portfolio, including vacancies, property 
quality, tenant quality, and portfolio diversiication into the different 
commercial property segments. The comparison highlights the key 
characteristics which are common within each group, differentiating 
the group from the others.  

The groups have been arranged as follows:

• Best performer: top performing REITs by operating proit 
growth, showed exponential proit growth in 2014 from 2013

• Good return: well above inlation proit growth, in lower double 
digits during 2014

• Inlation beater: moderate proit growth in 2014, marginally 
above inlation

• Below inlation performer: trusts which showed a proit 
growth below inlation, or even showed a proit loss

REITs profitability comparison

So where does the confidence in the REITs stem from? And more importantly, what will carry the 
performance of REIT shares and continue to make REITs investable assets when the effect of the carry 
trade dies? It comes down to the real performance of the REITs: their profitability. Even in the weaker 
economic climate of 2014, the top REITs showed a weighted average operating profit growth of 37.2% y/y 
when weighted by total asset value per REIT. This was coupled with an overall vacancy rate of less than 
6.0% in 2014. 

Even in the weaker economic climate of 
2014, the top REITs showed a weighted 

average operating profit growth
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Figure 3: 2014 vacancy rate Overall vacancy
 
In terms of vacancies, most of the REITs showed an overall 
vacancy rate below the acceptable 10.0% (see Figure 3). At 
a sectoral level, vacancies were higher in the ofice segment 
than in the industrial or retail segments, but remained at a 
manageable level.  As can be expected, vacancies were 
the lowest in the best performing REITs at a weighted 
average of 2.8% of their portfolios. However, even the worst 
performing REITs in the past year managed a vacancy rate 
of just 4.2%, well below the inlation beating REITs at 6.09%. 
At the right price, most buildings can ind a tenant. Reducing 
prices to capture demand, especially with market conditions 
being more favourable to tenants, is a strategy that some 
landlords might take. However, this is not always the most 
proitable solution. The ability to attract tenants and remain 
proitable is linked to the quality of the asset and its ability to 
retain good tenants. 

Property quality
A common trend in the property market at present is 
an increased preference for higher quality buildings, 
most with modern inishes and innovative designs. The 
standard measure for quality in the commercial property 
market is the grading of buildings from Grade P being the 
highest quality, to Grade A, Grade B and down to Grade 
C. In analysing the REITs, there was inconsistency in the 
description of properties with these grades from group to 
group. However, more of the REITs in the top three groups 
provided an indication of property value, boasting P and 
A grade accommodation, than was the case in the lowest 
group. In essence, quality does matter. However, there is 
some subjectivity in classiication between Grade P, A, B 
and C buildings which makes it dificult to draw conclusions 
from these classiications. The advantage of being able to 
demand higher rental rates is limited to the highest quality 
properties which still experience demand even in the most 
dificult periods of the business cycle.

Tenant quality 
  
The tenant proile (see Figure 4) provides some conidence 
in the tenant’s ability to consistently make rental payments, 
providing cash-low stability to the property investor. Most 
of the REITs provide an indication of the tenant proile, 
based on the credit rating of the tenants in the occupying 
accommodation. The best performing REITs showed a 
signiicant majority of A graded tenants at 71.0%. The 
proportion declined to 66.0% for the good performing REITs 
and 58.0% in the inlation beating REITs. REITs which grew 
below the inlation rate typically did not disclose their tenant 
proiles. 
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Figure 4: 2014 tenant proile - proportion of A graded tenants 
by credit rating 
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Property types
With regard to property type, the analysis focused on the gross lettable area (GLA) make-up of 
the different portfolios (see Figure 5). Overall, REITs that performed well showed some level of 
diversiication between ofice, industrial and retail. However, it is interesting to note that the best 
performing REITs showed a signiicant leaning towards ofice accommodation, making up over half of 
the portfolios. The middle groups were more heavily invested in retail accommodation, whilst the worst 
performers showed a greater leaning towards industrial accommodation. The trend is most likely linked 
to the poor performance of the manufacturing sector in recent years, whilst some stability has been seen 
in the inancial and business services sectors. 
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Figure 5: 2014 property portfolio diversiication
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Table 1: 2014 performance of South African REITs

 Best Performer Good Return Inlation Beater Below Inlation

Operating proit growth 25.0% + 16.0%-25.0% 7.0%-15.0% below 7.0%

Vacancy rate 2.8% 4.9% 6.09% 4.2%

Property quality A A/B A/B  Undisclosed

Tenant proile (% of A graded tenants) 71.0% 66.0% 58.0%  Undisclosed

Portfolio diversiication Majority ofice Majority retail Majority retail  Majority industrial

Given the more challenging economic climate, it is 
encouraging to see the good performance of South 
African REITs, and investors are likely to continue 
to see both capital gains and dividend appreciation. 
Be that as it may, it goes without saying that REITs 
will not all perform evenly. A combination of good 
quality accommodation coupled with good quality 
tenants sets the best and worst REITs apart. REITs 
with a higher ofice portfolio are showing a stronger 

performance and this could continue for some time 
to come, given the challenges in the productive 
sectors and the stability in the business services 
sectors. On the other hand, retail-heavy investments 
are coming up as the second-best performers. Whilst 
consumer conidence has weakened from historical 
levels, South Africa is a consumption-led economy 
and is likely to continue to gain from retail growth, 
even if it shows marginal slowing during 2015. 

Concluding remarks

South Africa is a 
consumption-led economy 

and is likely to continue 
to gain from retail growth, 
even if it shows marginal 

slowing during 2015. 
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This report has been prepared solely for information purposes and does not necessarily purport to be a complete analysis of 
the topics discussed, which are inherently unpredictable. It has been based on sources we believe to be reliable, but we have 
not independently veriied those sources and we do not guarantee that the information in the report is accurate or complete. 
Any views expressed in the report relect our judgment at this date and are subject to change without notice. Statements 
that are forward-looking involve known and unknown risks and uncertainties that may cause future realities to be materially 
different from those implied by such forward-looking statements. Advice we give to clients in particular situations may differ 
from the views expressed in this report. No investment or other business decisions should be made based solely on the views 
expressed in this report.
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