
 
 
 
 
 
 

 

“FLIGHT TO QUALITY” IS OFTEN THE 
STRATEGY IN TOUGH ECONOMIC TIMES 

With the multi-year weakening in South Africa’s 
economic growth looking likely to continue, as investor 
confidence deteriorates and further sovereign ratings 
downgrades loom, the question is what is the impact on 
property in South Africa? On a national basis, we have 
often made mention of the “need” for a “downward 
correction” in real house prices to a lower level that 
better reflects an economy which is now far weaker 
than a decade ago.  

But that is the national average, and we know that 
regions and areas can perform significantly differently 
from each other. So what is a long term period of 
economic stagnation likely to bring? 

For the answer to this, one should perhaps first as what 
happened during the boom times, and perhaps expect 
something that is more-or-less the opposite to that. 

A key feature of the economic and property boom of 
last decade  was that just about everything that was 
called property boomed, from high value to almost 
dysfunctional areas, and from the relatively high 
economic growth regions to the long term low growth 
ones.  

That is the key feature of economic boom periods. 
There is rapidly rising economic activity looking for 
somewhere to happen. Companies are expanding their 
operations, not only in major cities, but often 
increasingly to smaller traditionally “”ignored” 
regions who are experiencing booms themselves. In the 
major centres, prime industrial, office and retail 
property is in huge demand, driving up rentals and 
values, ultimately encouraging a greater number of 
businesses to look at “lower grade” areas for more 
affordable property, areas that they previously would 
have bypassed. 

On the housing market side, a similar thing happens. 
Aggressive interest rate cutting starting in the late-
1990s, which started South Africa’s greatest property 
boom on record. Suddenly, we could all afford more 

expensive properties than was previously the case, and 
the demand shifted up the price ladder to the more 
“prime” areas and properties first. But as their 
affordability deteriorated, the demand moved out to 
almost all parts of the market, to virtually every region 
of the country and to almost every segment. The 
massive demand, coupled with supply that for a few 
years could not nearly keep up, drove Former Black 
Township price booms, a wave of new Affordable 
Housing developments, and even significant residential 
development, and property and area upgrades in the 
struggling Johannesburg Central Business District 
(CBD) whose decay had arguably reached its worst 
point by around the late-1990s. 

Strong economic growth can rapidly send growing 
property demand “outward” from those prime areas 
and into the previously less popular areas in search of 
space and affordability. Economic stagnation could 
probably be expected to do more-or-less the opposite.  

In tough times, Corporate/Commercial South Africa 
often “streamlines” operations. This often means 
closing down or reducing operations in smaller or 
worse performing economic regions, and centralizing 
more functions to their head offices or major regional 
offices. This puts what we call “Major Head Office 
Regions” in a relatively strong position through times 
of national economic weakness. The most prominent 
example of such regions would be Gauteng, and to a 
lesser extent the City of Cape Town and surroundings, 
followed by Ethekwini Metro perhaps. 

A broad mediocrity in property performance, with 
higher vacancy rates, could furthermore, mean that 
prime nodes become a little more affordable. This 
could be expected to shift a portion of Commercial and 
Industrial Space demand towards these more prime 
locations. In addition, it may be that “lower grade” 
properties/nodes probably have, on average, business 
tenants that are less financially strong than in the 
Prime nodes, possibly meaning a higher rate of 
closures and cut-backs in tougher times. With less 
economic activity to go around, we would thus expect 
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the “lower grade” nodes to suffer a more significant 
rise in vacancy rates, and thus more downward 
pressure on property values than prime nodes and 
regions. 

Perhaps this is best illustrated by a view of some key 
historic Johannesburg Capitalisation Rates. During the 
tougher property times of the late-1990s and early-
2000s just prior to the boom, the Johannesburg CBD 
Prime Office Cap rate (Source: Rode and Associates) 
shot up more extremely compared to 3 others, namely 
Sandton Prime Office Leaseback, Central Wits Prime 
Industrial Leaseback and Central Wits Regional 
Shopping Centres, opening up a significant gap 
between itself and the rest. This gap narrowed as the 
office property boom gathered steam (everywhere 
becomes good in a low vacancy environment), but shot 
up more significantly than the rest once more around 
2009/10 as general office vacancy rates rose on the 
back of the 2008/9 recession. 

 

Data source: Rode and Associates 

 Similarly, on the residential side, one would not expect 
high quality areas to show as big a decline in 
maintenance and upkeep, and in real values, as the 
“lesser” quality areas. As those high quality areas 
become a little more affordable one would probably 
expect a portion of purchasing power that previously 
could not afford to be there to move in that direction. 

We perhaps got a little taste of this during 2008. 
Although that was a very short 3-quarter recession, 
around that time we saw our House Price Index for 
Upper Income Metro Areas bottoming at year-on-year 
deflation of -2.4%, Middle and Lower Middle Income 
Areas’ deflation rates were a little worse, while the 
worst dip during this time was our Lower Income Areas 
House Price Index, whose year-on-year deflation rate 
bottomed at -8.1% in the 2nd quarter of 2009. 

This was not long after this Lower Income Area 
segment had reached house price inflation of a massive 
31.3% back in the good times early in 2007, as 

purchasing power searched frantically for relative 
affordability in an increasingly in-affordable market at 
the time. 

 

In short, a national property correction in response to 
long term economic weakness would affect most if not 
all property regions, nodes and segments. But as 
stagnation happens, we would expect demand to 
concentrate more on certain “prime” regions, areas 
and properties, thus leaving the less illustrious 
regions and areas more negatively affected. 

 The reality is that a weak economy means less 
property purchasing power to “go around”. Depending 
on how severe the economic downturn gets, the 
formally traded property market can even shrink in 
size, with certain decaying areas eventually dropping 
to a level where the interest of businesses and 
households with the purchasing power in being there 
becomes so low that the properties are no longer 
traded, and sometimes even abandoned by their 
owners. This  was the scenario for a large part of the 
Joburg CBD through the last major economic and 
property slump of the 80s and early-90s, whereas the 
far more popular Sandton node saw values hold up far 
better. It was the beginning of the end for Eloff Street’s 
position as the top property location on the South 
African Monopoly Game board.  

SOME KEY LIKELY TOP PERFORMING 
ECONOMIC REGIONS 

So what are the regional “performance picks”? In a 
weak national growth environment, one probably has 
to search for key longer term structural characteristics 
that can keep certain regions growing at faster rates 
economically than others. These would be a highly 
skilled labour concentration which mostly goes hand in 
hand with a high level of income, wealth and 
purchasing power. 

This group has greater means to maintain ailing 
infrastructure itself with private funding, or develop its 
own new infrastructure, at times when such 
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infrastructure and public services are coming under 
pressure (which becomes more the case during weak 
economic times). Security services and infrastructure 
are a key priority for this group too. This group also 
searches for quality lifestyle. 

The search for property regions that will perhaps hold 
up better in tougher economic times (though not 
necessarily boom themselves), therefore probably 
requires a search for the places of high GDP and 
Income Per Capita. At a provincial level, the 2 that win 
the game in this regard are Gauteng and the Western 
Cape, and we believe they will in future be the superior 
long term economic growth provinces.  

Within Gauteng, one probably has to look largely 
(though not only) to Northern Joburg’s existing prime 
nodes in and around the likes of  Sandton. In addition, 
there are the big new secure mixed use developments to 
the north of that, emerging as the drive continues to 
find privatized alternatives to the city’s ailing 
infrastructure, services and high crime rate. 

In the Western Cape, it is slightly different. Rather than 
seeing a move away from its CBD, the City Bowl and 
the sought after Southern Suburbs and Western 
Seaboard look set to remain most popular despite 
already “exorbitant prices” 

In KZN, the big and strong economy is very much 
Ethekwini Metro, and the growth of a prime economic 
and property region seems firmly northbound up the 
coast from Durban. 

This is not to write smaller prime centres off. 
Significant wealth has gone in search of lifestyle along 
the Southern Cape Coast to towns such as Knysna, or 
City of Cape Town surrounding towns such as 
Stellenbosch. This can conceivably continue, as there is 
a portion of the high income population that does not 

have to be where the big economic action is in the big 
cities. For them, there are a relative few select towns, 
arguably more pristine than the big metros, which offer 
them their sought after lifestyle. 

And there are other prime nodes/regions which I 
haven’t mentioned, the above being merely prominent 
examples. 

CONCLUSION 

The point is that in a toughening economic 
environment, I would expect “prime” regions/areas’ 
property values to hold up better, whereas the “below 
prime” areas could take greater strain.  

A weak economic performance can mean a smaller size 
of economic “pie” to be shared, and as space becomes 
less scarce in all nodes, including the prime ones, a 
greater portion of the residential and commercial 
property demand would be expected to gravitate 
towards high quality areas. 

The price/performance gap between Prime and lesser 
quality property nodes could thus widen, the opposite 
to an apparent narrowing of this gap for a while during 
last decade’s boom years, as an increased portion of 
the property market sees maintenance levels weaken. 

In short, while booms bring about dramatic increases 
in the size of the traded market, widespread new 
developments, and upgrades in the quality of existing 
nodes, recessionary conditions can bring about 
something that resembles the opposite. The size of the 
overall market as well as the size of the “Prime” 
market can actually diminish. But certain Prime 
markets will continue to exist, and will probably be 
better placed to attract demand.  

 

 


