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PROPERTY BAROMETER  
Commercial Property Outlook 

Slower it all goes, but can Retail Property be the 
downturn “outperformer” again”? 

The Commercial Property Market has been seeing its average capital 
growth slowing in recent times, driven by economic growth weakness and 
interest rate hiking of recent years. We project further slowing in 2017 in 
all 3 major Commercial Property Segments, i.e. Retail, Industrial and Office 
Property, but with Retail Property, as has been typical in prior periods of 
weakness, being the “relative outperformer”. Such a “relative 
outperformance” expectation is not without its risks though. 

KEY POINTS 

 The signs of slowing in the Commercial Property Sector have been 
emerging for some time. From a multi-year high of 10% year-on-year in the 
1st half of 2013, Bi-Annual IPD Commercial Property Data showed a gradual 
slowdown in All Property Average Capital Growth Per Square Metre to 3.5% 
by the 1st half of 2016. It must be emphasized that such estimates of capital 
growth are net of capital expenditure on properties though. 

 The slowing in capital growth was broad-based according to IPD bi-
annual data, extending across all 3 of the major Commercial Property Sub-
Segments. While all 3 segments showed slowing capital growth in the 1st 
half of 2016, Retail Property was still holding up best with growth of 5.3% 
year-on-year, Industrial and Warehouse Property in the middle with 3.5%, 
and Office Property the weakest with a negative rate of -0.9%. 

 Recent SARB (Reserve Bank) data, too, has pointed to weakening in 
the Commercial Property Market, with its estimate for the value of New 
Commercial Property Mortgage Loans Granted declining by -16.44% year-on-
year in the 2nd quarter of 2016, the 2nd successive quarter of year-on-year 
decline.. 

 Our econometric model-driven forecasts are for Retail Property 
Capital Growth to slow to 3.9% in 2017, which is low but positive. However, 
as was typical in the last 2 periods of market weakness, we project some 
capital depreciation (remembering that this data is net of capital 
expenditure) for both the Industrial and Office Property Sectors. 

 But while we forecast Retail Property getting through the slow 
property period as the “outperformer” relative to the other 2 sectors, there 
are some risks to such a projection. We say this, firstly, because Retail 
Property has run the hardest of all of the major property segments over the 
past 2 decades. Since 1995, Retail Property’s Capital Value per Square Metre 
(inclusive of Capex), according to IPD annual stats, has risen by a massive 
770.7%. By comparison, Industrial Space has inflated by a lesser 466.7% and 
Office Space by 464.5%. In addition, there is the potential retail mall 
challenge from online shopping, something of an unknown. 



OVERVIEW – COMMERCIAL PROPERTY OUTLOOK – CAN RETAIL PROPERTY ONCE AGAIN BE 
THE RELATIVE “OUTPERFORMER” IN A SOFT PROPERTY PERIOD? 

 Signs of slowing in the Commercial Property Sector have been evident for some time 

The signs of slowing in the Commercial Property Sector have been emerging for some time. From a multi-year 
high of 10% year-on-year in the 1st half of 2013, Bi-Annual IPD Commercial Property Data showed a gradual 
slowdown in All Property Average Capital Growth per Square Metre to 3.5% by the 1st half of 2016. It must be 
emphasized that such estimates of capital growth are net of capital expenditure on properties. 

The slowing in capital growth was broad-based, extending across all 3 of the major Commercial Property Sub-
Segments. While all 3 segments showed slowing capital growth in the 1st half of 2016, Retail Property was still 
holding up best with growth of 5.3% year-on-year, Industrial and Warehouse Property in the middle with 3.5%, 
and Office Property the weakest with a negative rate of -0.9%. 

Recent SARB (Reserve Bank) data, too, has pointed to weakening in the Commercial Property Market, with its 
estimate for the value of New Commercial Property Mortgage Loans Granted declining by -16.44% year-on-year in 
the 2nd quarter of 2016, the 2nd successive quarter of year-on-year decline. 

 

 A slowing in the Commercial Property Sector is easily explained by the past few years of economic 
weakening and mild interest rate hiking 

The slowing in various forms of growth in the Commercial Property Market of late is explained in part by a broad 
economic growth stagnation which started back around 2012. Following the massive global and local monetary 
and fiscal stimulus packages which lifted the economy out of its 2008/9 recession, South Africa’s GDP growth 
accelerated to peak at 3.3% in 2011. Since then, however, it has tapered all the way to an average of 0.3% year-
on-year for the 1st half of 2016, the result of South Africa’s myriad of structural constraints, a global commodity 
price slump and a domestic drought to add to the pressures.  

In addition, short term interest rates have risen by 200 basis points since January 2014, while Government Long 
Bond Yields have risen from a 6.9% average for May 2013 to 8.7% by November 2016. 

Weakened growth, implying the prospect of higher vacancy rates, along with increased interest rates, have 
conspired to lift capitalization (cap) rates off their best levels. 

 FNB forecasts are for slight improvement in overall economic conditions in 2017, but perhaps not yet 
enough to turn the Commercial Property Sector stronger just yet 

We do believe that interest rate hiking may be over for the time being. As the drought conditions look set to ease, 
domestic food prices could come off quite strongly, helping CPI inflation back into its target 3-6% range. That 
would end the need for further rate hiking for the time being, provided the Rand behaves reasonably well. 
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Economic growth could also be given a mild boost to around 1% in 2017, as Agriculture picks up after the drought 
and slightly higher commodity prices begin to provide some additional support to especially the mining sector.  

But slightly improved economic conditions may not yet turn the Commercial Property Sector stronger as early as 
next year. 

This is due to certain leads and lags built into the economic cycle. “Mainstream” Retail Sales have seen growth 
beginning to slow more sharply only in recent months. This Retail, most relevant to shopping centre space 
demand, lags the cycle a little, unlike the more ‘leading” Vehicle Retail component. We thus project further 
annual slowdown in real retail sales growth from a forecast 2.1% for 2016 to 0.7% in 2017, which could be 
expected to raise the average Retail Property Vacancy rate. 

Our 1% overall economic growth forecast is also not expected to be sufficient just yet to lift Manufacturing 
Capacity Utilisation or economy-wide inventory growth significantly, which would be required to boost Industrial 
and Warehouse Space demand. 

And with regard to growth in demand for Office Space, the fortunes of the Finance, Real estate and Business 
Services Sector are crucial, though not its GDP growth but rather its employment growth. This sector lagged the 
recovery post-2009 and has also lagged in the economic slowdown since 2011. Unfortunately, therefore, it is 
expected that it will weaken further before turning the corner, and that during the forecast period there could be 
some job loss that could slow the demand for office space. 

 2017 expected to be another year of slowing in capital growth (net of capital expenditure) 

Therefore, despite some expected turn in fortunes for the overall economy, we would still expect 2017 to be a 
slower year on the Commercial Property front than 2016. 

 Retail Property expected to again be the “relative outperformer” in a weaker property period, while Office 
and Industrial could see some capital depreciation (net of capital expenditure) 

Our econometric model-driven forecasts are for Retail Property Capital Growth to slow to 3.9% in 2017, which is 
low but positive. However, as was typical in the last 2 periods of market weakness, we project some capital 
depreciation (remembering that this data is net of capital expenditure) for both the Industrial and Office Property 
Sectors. These 2 sectors already showed significantly weaker capital growth than the Retail Property Sector in the 
1st half of 2016, according to IPD bi-annual stats, and have typically performed weaker than Retail Property in the 
past 2 periods of market weakness. 

From 1998 to 2003, Office Property experienced a 
capital depreciation per square metre of -16.2%. 
From 1998 to 2002, Industrial and Warehouse 
Property experienced a -20.7% capital 
depreciation. During the same weak property 
period, Retail Property managed to grow by low 
positive rates in each of those years, although 
certain sub-sectors of Retail Property did have 
some mild depreciation. In the very short-lived 
2008/9 dip in the market, Office Property (-1.5% 
and Industrial Property (-0.2%) once again 
experienced slight capital depreciation while Retail 
Property (+1.2%) had very low positive capital 
growth. 
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 Some questions must admittedly be asked as to whether Retail Property can remain an “outperformer” 
after 2 decades of “running the hardest” of the 3 main Commercial Property segments? 

But while we once again forecast Retail Property 
getting through the slow property period as the 
“outperformer” relative to the other 2 sectors, 
admittedly there are some risks to such a 
projection. We say this, firstly, because Retail 
Property has run the hardest of all of the major 
property segments over the past 2 decades. Since 
1995, Retail Property’s Capital Value per Square 
Metre (inclusive of Capex), according to IPD annual 
stats, has risen by a massive 770.7%. By 
comparison, Industrial Space has inflated by a 
lesser 466.7% and Office Space by 464.5%. 

Even our estimates of cumulative house price 
inflation since 1995 haven’t kept pace with Retail 

Property values, despite having inflated by an impressive estimated 594.6% since 1995. 

Some key further questions that we have to raise with regards to our projections of relative segment 
performances are: 

1. How will online retail affect the way we shop and the extent to which we visit retail centres? Whereas 
Retail Property has been the best performing segment in previous periods of market weakness, could the 
additional challenge of online shopping change its position relative to Industrial and Office Property 
performance? 
 

2. Within Retail Property, will the larger Regional Centres be the better performers in a downturn? Many 
smaller Neighbourhood Centres have received major ugrades, and have some strong brands as tenants. 
Will they compete better with Regionals in tougher economic times in future? 
 

For the time being, though, early signs in IPD bi-annual data are once again that the Retail Property Sector’s 
capital growth is slowing a little less than the Industrial and Office Segments of late.  
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COMMERCIAL PROPERTY MARKET ECONOMIC FUNDAMENTALS 

GENERAL COMMERCIAL PROPERTY-RELATED ECONOMIC ENVIRONMENT 

 In recent years, the broader commercial property-related economic fundamentals have been weakening 

The general picture for Commercial Property fundamentals in recent years has been one of gradual weakening. 
Real GDP (Gross Domestic Product) has broadly slowed from a post-recession high of 3.3% in 2011 to a lowly year-
on-year average of 0.3% for the 1st half of 2016. In addition, the SARB has raised short term interest rates by 2 
percentage points since early-2014, while Government Long Bond Yields 10 Years and Longer have risen from a 
monthly average low of 6.9% in May 2013 to 8.7% by November 2016. 

Not surprisingly, All Property Total Returns, as per IPD’s bi-annual annualized set of data, have shown recent 
decline from 14.1% in the 2nd half of 2014 to 12.1% by the 1st half of 2016. And whereas All Property year-on-year 
capital growth (net of capital expenditure) reached a post-recession high of 10% year-on-year in the 1st half of 
2013, this has tapered to 3.5% by the 1st half of 2016. 

RETAIL PROPERTY-RELATED FUNDAMENTALS 

 As real retail sales growth begins to slow more noticeably , the risk of rising vacancy rates increases 

After a few years of slowing economic growth 
and weak consumer confidence, it appears that 
the Real Retail Sales growth slowdown has 
picked up downward speed of late. 

From a relative high of 4.3% year-on-year in 
December 2015, real retail sales growth has 
slowed markedly to 0.2% by August 2016. Even 
the smoother 3-month moving average has 
slowed to 0.9% year-on-year for the 3 months 
to August 2016.  

Retail building activity also looks to be slowing 
of late, after a relatively strong period. 

From a very high 1,432,421 square metres of 
Retail Space Plans Passed for the 12 months up 
to and including March 2016, the level has 
dipped quite noticeably to a still-strong 901,659 
square metres for the 12 months to August 
2016. 

As yet, though, there has not been any 
noticeable sign of square metres of Retail Space 
completed slowing yet. For the 12 months to 
August 2016, square metres completed totaled 
631,848, which represents year-on-year growth 
of 17.5% on the previous 12 month period. 

However, slowing plans passed in recent times 
suggests that a slowdown in Retail Building Completions is probably not far away. 
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Our Ratios of Additional New Real Retail 
Sales/Square Metre of New Retail Space 
suggests that a national rise in the average 
Retail Space Vacancy Rate may be getting close. 

We calculate the value of Additional Real Retail 
sales each month (if Real Retail Sales grows, 
otherwise the value is negative). Then, together 
with the number of square metres of new 
space completed and those whose plans are 
passed, we calculate ratios for the Real Value of 
“Additional Retail sales”/Square Metre of Retail 
Space Completed and the Real Value of 
“Additional retail Sales/Square Metres of Retail 

Space Plans Passed. When these 2 ratios are very low, and even sometimes move into negative territory, we 
believe that time is approaching where inappropriately high levels of new space are being built or planned, and an 
oversupply could begin to contribute to a rise in the National Average Vacancy Rate. We use a 12-month moving 
average for smoothing purposes. 

Indeed, since late-2015 both of these ratios have declined significantly. For the 12 months to December 2015, the 
average monthly Additional Real Retail Sales/Square Metre of Space Completed was R6,518 at 2012 prices (Per 
Square Metre of Space Plans Passed the average was R3,205). By the 12 months to August 2016, this ratio had 
dropped to an average of R173 (Per Square Metre of Space Plans Passed the average was R124). 

INDUSTRIAL PROPERTY AND THE MANUFACTURING LINK 

 Industrial Property-related fundamentals have arguably been leading the way weaker 

The Industrial and Warehouse Property Sector’s economic fundamentals have been weakening in recent years. 
The Industrial Production Index has not crashed in spectacular style such as was the case in 2008/9.  

Rather, its growth has merely faded away in 
recent years, and in 2014 and 2015 
Manufacturing Output grew at near to zero, 
while in 2016 may end up near to 1% 

Manufacturing Capacity Utilisation has “held” 
up reasonably, measuring 82% in the 2nd 
quarter of 2016, which is still far better than 
the 77.6% bottom point in crash of 2009. 

But while Manufacturing Output and Capacity 
Utilisation has not crashed, with a lack of 
growth in this industry it is not likely to offer 
significant growth in demand for additional 
Industrial Property Space. 
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Since the 2nd quarter of 2015, economy-wide 
inventory levels have been in decline for most 
of the time in real terms, a normal feature of an 
economy in slowdown. 

The Manufacturing Sector and the Retail and 
Wholesale Trade Sector are the 2 big inventory 
accumulators. 

Declining inventories has implications for the 
demand for warehouse space, and the recent 
decline could be expected to weaken the 
demand for warehouse space nationally. 

Viewing Industrial and Warehouse Building 
Activity, we see no noticeable decline in the 
level of square metres of Industrial and 
Warehouse Space completed of late. For the 12 
months to August 2016, 1.091,790 square 
metres of new space were reported as 
completed, which represents a 5.82% growth 
rate on the previous 12 months. 

However, the planning of new space suggests 
slowdown in completions to come soon. For 
the 12 months to August, square metres of 
Industrial and Warehouse Building Plans Passed 
amounted to 1,434,207. This reflects a -3.23% 
decline on the previous 12 months, and a 

cumulative decline of -25.4% since the 12 months to August 2014.  

OFFICE SPACE – BEWARE THE LEADS AND LAGS 

 Office Space-related economic fundamentals not that bad….yet 

The Office Property Sector is the one of the Major 3 Commercial Sectors that has arguably been the most prone 
to “over-building” and a high vacancy rate during the 2 prior downturns.  

Demand for office space is linked more to employment numbers than output, and is believed to have a very 
strong link to employment numbers in the large Finance, Real Estate and Business Services Sector.  

During economic downturns, this sector’s 
employment growth can dip to levels well 
below that of its Real GDP growth, with 
employers able to achieve significant 
productivity gains. We saw big gaps between 
the sector’s GDP growth and its employment 
growth around 2000-2003 and in 2010/11, both 
periods proving to be periods of significant 
weakness for the Office Property Sector. 

During the current economic downturn, we 
have not yet seen such a major gap open up, 
but this we believe is merely due to “leads and 
lags”, with the broader economic downturn of 
recent years not yet having impacted in a major 
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way on the Finance, Real estate and Business 
Services Sector. 

The sector lagged the overall economy in the 
2009-11 recovery period, and appears to be 
lagging in the downturn too. In recent quarters, 
however, we have some slowing in its year-on-
year GDP growth rate, from a high of 3.2% in 
the 3rd quarter of 2015 to 2.17% by the 2nd 
quarter of 2016 

And IHSGlobalinsight employment estimates 
for the sector put its employment growth for 
2015 at 2.4%, still reasonable, but already 
having slowed for 2 years from a 3.6% high in 
2013. 

Our view is that, in lagged response to a broader economic slowdown, with economy-wide growth near to zero in 
recent times, the Finance’ Real Estate and Business Services Sector will still see significant economic and 
employment growth slowdown, which would likely lead to a decline in the demand for office space in the near 
term. 

On the supply-side, we see a noticeable response from the Office Sector emerging, in the form of a significant 
recent decline in Square Metres of New Office Space Plans Passed. However, this has not yet translated into a 
noticeable decline in the Square Metres of New Office Space completed, and that, combined with expectation of 
declining demand for office space, could be expected to see the national office vacancy rate rising in the near 
term.  

On a 12-month Moving Total Basis, Square 
Metres of Office Space Building Plans Passed 
for the 12 months to August 2016 amounted to 
553,348 square metres. This represents a 
cumulative decline of -44.8% since the 
December 2014 high of 1,002,586 square 
metres. 

While the plans passed slowdown signals a 
looming slowing in the pace of new space 
completed, to date such a slowing in 
completions doesn’t appear to have set in yet 
in a big way. 

For the 12 months to August 2016, square 
metres of new office space completed totaled 701,741 square metres. This is +24.8% higher than a multi-year low 
reached in May 2014. The recent years of high levels of space planning are thus still feeding through strongly into 
the completions numbers.  
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MAJOR COMMERCIAL PROPERTY SECTOR RELATIVE 1ST HALF 2016 PERFORMANCES 

The IPD Bi-Annual data is a smaller sample size than its annual data, but nevertheless provides a useful interim 
indicator shortly after mid-year. In the IPD data’s 20-year history, the trend changes in Industrial and Warehouse 
Space Vacancy Rates appear to have often led the other 2 major property sectors (Retail and Office), thus often 
being something of a leading indicator for trend changes in the broader Commercial Property Sector. 

It would appear that this sector could be 
leading the others yet again, with its 1st half of 
2016 vacancy rate beginning to rise more 
noticeably than previous semesters, to 4% from 
the 2nd half of 2015’s 2.6%. The Industrial and 
Warehouse Bi-Annual Vacancy Rate has now 
risen past that of Retail Property, the latter 
recording a 2.9% rate, although still well- below 
the 7.8% estimate for Office Space. However, 
both Retail and Office Vacancy Rates in this 
data set have not yet begun to turn upward. 

Was it to be expected that Industrial and 
Warehouse Vacancy Rates should have turned 
upward before the other 2 sectors? Probably, 

yes. We say this because the Manufacturing Sector has been one of the leading sectors in the economic growth 
downturn. Manufacturing Output Volume averaged near to 0.5% per annum from 2013-2015, while Real Retail 
Sales averaged a stronger 2.6% for those 3 years, only slowing more noticeably in 2016. Regarding Office Space, 
the Finance, Real estate and Business Services Sector Employment averaged annual growth of 2.6% from 2013 to 
2015, only looking likely to have slowed more significantly in 2016.  

Therefore, the Manufacturing Sector has been the “weakest link” in terms of growth for quite some years, with 
the latter 2 sectors lagging behind in the slowdown. We would thus expect the Industrial and Warehouse 
Property Vacancy Rate to be leading on the rise. 

The Bi-Annual IPD data places Retail Property as still the strongest of the 3 main Property Subsectors. Retail 
Property Base Rental growth for the 1st half of 2016 measured +6.4% year-on-year, whereas Industrial and 
Warehouse Base Rental growth was negative to the tune of -4.6% year-on-year. While there was not a 1st half 
2016 datapoint yet for Office Property, its 2nd half of 2015 Base Rental growth was a negative -1.6% year-on-year. 

Although all 3 main Property Sectors show signs 
of slowing, the Retail Sector’s Capital Growth 
Remains the strongest of the 3. IPD’s Capital 
growth is net of capital expenditure. Year-on-
year, the Retail Property Sector showed +5.3% 
year-on-year capital growth for the 1st half of 
2016. This represents the 2nd consecutive 
semester of slowing growth. However, the 
Industrial and Warehouse Sector showed a 
slower 2.4% rate in the 1st half of 2016, also 
having slowed on the previous semester. The 
weakest segment was Office Space, whose 
capital growth had turned negative to the tune 
of -0.9% year-on-year in the 1st half of 016. 

It appears, therefore, that at this stage in the economic “stagnation phase”, Retail Property continues to hold on 
to its status as the relative “outperformer” in tougher times.  
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THE BROAD MODELLED APPROACH TO COMMERCIAL PROPERTY FORECASTS 

In this section, we introduce our set of econometric model-driven “macro” Commercial Property Sector forecasts. 

The FNB Home Loans Econometric Model is a “top down” econometric model in which we can view how 
macroeconomic forecast simulations could impact on the Property and Mortgage Market. 

 

For this exercise, we “super-impose” FNB’s “Core View”, or in other words the bank’s main macroeconomic 
forecast on the model. 

THE FNB MACRO FORECAST OVERVIEW 

 Weak but mildly accelerating economic growth forecast, and interest rates on hold  

The FNB Macroeconomic Forecast is one of “muted economic recovery” in 2017 and 2018. The view is that the 
global economy has shown some indications of mild turnaround, and that this means that the worst part of the 
global commodity price slump could be behind us.  

Indeed, we have seen some key Leading 
Business Cycle Indicators turning gradually for 
the “better”, with the Composite OECD + 6 
Major Economies’ Leading Business Cycle 
Indicator’s year-on-year growth turning slightly 
positive in August and September, after almost 
2 years of year-on-year decline. 

The IMF Metals Commodity Price Index, too, 
has seen some mild increase through much of 
2016, after a massive broad decline all the way 
from 2011. 

The global economy is thus expected to provide 
SA’s export-dependent economy with some 

The broad scope of the FNB Home Loans “Top 
Down” Commercial Econometric Scenario Model

Macroeconomic  Model Forecast Scenario
Key Forecast Areas: GDP  Demand-Side Components;  Macro-Fiscal  Variables;  
Balance of Payments; Long Bond Yields;  Consumer Inflation; Rand; Household 
Sector

Key Economic Sector Forecast Scenarios
Key Forecast Areas: Retail Sales; Manufacturing Capacity Utilisation; Retail, 
Industrial and Office Building  Construction Activity

Key Assumptions
- Global  Econ. Growth;  Key Commodity Prices;  US Interest Rates;  US Dollar 
Index; Domestic Repo Rate;  Domestic Government Finance

Retail, Industrial and Office Property Sector  Forecast Scenario
Key Forecast Areas: Total Returns; Vacancy rates; Key Capitalisation Rates; 
Capital Growth’ Rental Growth; Income Returns
Yields
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mild additional support in 2017. The assumption doesn’t come without risks, given the extreme level of 
indebtedness in the global economy as a whole. 

Domestically, we assume some alleviation of drought conditions across South Africa, which would “normalize” 
Agriculture conditions to a degree and boost Agriculture GDP. 

In addition, we are of the opinion that the SARB (South African Reserve Bank) has finished with interest rate 
hiking for the time being, and that its policy Repo Rate is set to move sideways through 2017-2019 at the current 
level of 7% (Prime Lending Rate at 10.5%). A direction change from rising interest rates to sideways movement, 
too, is expected to be mildly positive for economic growth in 2017. 

Government Bond Yields 10 Years and Longer are nevertheless projected to rise mildly further on the back of 
expected rise in US Long Bond Yields as the US Fed does some mild interest rate hiking in our forecast period. 

The Rand forecast remains on the “weak side”, with ratings downgrades still believed to be on the cards, albeit 
not just yet. 

 

 
COMMERCIAL PROPERTY MARKET MODEL PROJECTIONS 

 Broad further slowdown expected in 2017 for Commercial Property  

For the Commercial Property Sector, all 3 major sub-sectors, i.e. Retail, Commercial and Industrial are projected 
to slow in 2017, despite forecasts of a mild improvement in economic growth performance. An improvement to a 
still-weak economic growth rate of 1% next year appears insufficient to yet turn the slowing Commercial Property 
Sector around. The lagged impacts of the past 4-5 years of economic stagnation are expected to feed into the 
sectoral numbers for a while yet. In addition, the slight improvement in economic growth may not yet be due to 
an improvement in the Retail or Manufacturing Sectors, but more due to some slight Mining Sector and notably 
Agriculture Sector “normalization”, which would have limited impact on Retail, Industrial or Office Space demand. 

In Retail, “Mainstream” Retail sales growth trends lag the more leading area of Retail, namely Vehicle Sales, 
considerably, and has only recently started to slow more noticeably. Therefore, after a still-respectable 2.1% Real 
Retail Sales growth projected for 2016, the Real retail sales growth forecast for 2017 is a significantly weaker 
0.7%. 

Similarly, the ongoing weakness in the Manufacturing Sector that even a slight improvement in GDP growth to 1% 
would bring is expected to ultimately lead to a decline in Manufacturing Capacity Utilisation throughout our 
forecast period to 2018, which has implications for demand for Industrial and Warehouse Space Demand, along 
with some negative impact for warehouse demand emanating from a weakening in Retail Sector Inventory build 
up. 

The Finance, Real Estate and Business Services Sector has been lagging in the broader economic growth 
slowdown, and the bulk of its slowdown in employment growth probably still has to come. 

  

FNB MACROECONOMIC FORECAST SUMMARY
2014 2015 2016 2017 2018

Gross Domestic Product - % change 1.6% 1.3% 0.2% 1.0% 1.6%

Consumer Price Index - % change 6.1% 4.6% 6.3% 5.9% 5.3%

Prime Interest Rate (Annual Average) 9.1 9.4 10.4 10.5 10.5

Govt Bond Yield - 10 yrs and longer (Annual Average) 8.1 8.1 8.9 8.9 9.1

US Dollar/Rand Exchange Rate (Annual Average - Rand per $) 10.84    12.75    14.80    15.00    15.70    

Forecast Period



In addition to Sectoral weakness across those 
economic sectors that relate to the 3 main 
Commercial Property sub-sectors most strongly, 
Long Bond Yields have risen noticeably since 
2013, and are projected to rise further in our 
forecast period with United States Treasury 
Yields expected to rise on gradual US Fed rate 
hiking.  

Key capitalization rates are therefore projected 
to increase mildly in our forecasts.  

For all 3 Commercial Property Sub-Sectors, 
therefore, the fundamentals still point to near 
term weakening to come, it would appear.  

 Retail Property Sector expected to hold up a bit better than Industrial and Office Property Segments 

As has been typical in recent periods of weakness, Retail Property is projected to hold up a little better than 
Industrial and Office Space. Retail Property Average Capital Growth is projected to slow from 5.92% in 2015, to 
5.15% in 2016 and further to 3.91% in 2017. This would imply a decline in real terms (when adjusting for CPI 
inflation). With some slowing in Rental growth over the period, too, Total Retail Returns (Income and Capital 
Growth) are projected to slow from 14.3% in 2015 to 12.69% by 2017. 

Expectations of slowing Retail Sales growth leads to the projection of a decline in the level of Retail Building 
Completions through 2017 and 2018. 

 Industrial Property set to be the “middle-of-the-road” performer 

The Industrial and Warehouse Property Sector is forecast to be a little more negatively impacted, due to the 
lagged impact of very slow growth in Manufacturing over the past 3-4 years, as well as due to more recent decline 
in economy-wide inventory levels. After average capital growth projected at an almost insignificant level of 0.71% 
for 2016, this sector’s capital growth is expected to turn negative in 2017 to the tune of -2.92%. 

Total Industrial Property Returns are projected to decline from 14.16% in 2016 to 6.78% by 2017. 

 Office Space the “weak link” 

But the weakest of the 3 major Sub-Sectors is expected to be the Office Property Sector, with its still-high vacancy 
rate and limited “pricing power”. Already, 1st Half of 2016 Bi-Annual IPD results have shown a move into capital 
depreciation by the Office Sector.  Our model projections are done based on the Annual IPD dataset, which is 
slightly different to the Bi-Annual dataset. However, the projected direction is similar to what has recently been 
unfolding in the Bi-Annual dataset. From an already-lowly 2.06% average capital growth in 2015, we forecast 
capital depreciation for 2016 in the Office Sector to the tune of -3.6% and -6.67% for the 2 respective years. Total 
Office Sector Returns are projected to decline to a lowly 2.17% by 2017, from 12.03% in 2015, driven down largely 
by capital depreciation. 

Office Space is believed to be more prone to weakness in tough economic times, due to its greater dependence 
on employment numbers as opposed to a goods production or turnover growth. In tougher economic times, 
industries making extensive use of office space are able to achieve productivity improvements and limit the 
growth of staffing numbers, or even cut staff numbers. Staff numbers in the Finance, Real Estate and Business 
Services Sector, a sector whose employment is a strong driver of office space demand, have been known to 
decline in economic slower periods even while the GDP for this sector continues to grow. 

The Industrial and Warehouse Sector, as well as the Office Sector, are both projected to experience substantial 
declines in the level of new space building completions on the back of rising vacancy rates in existing properties. 
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KEY COMMERCIAL PROPERTY FORECASTS

Key Retail Property Forecasts

2013 2014 2015 2016 2017 2018

Real Retail Sales Growth 2.8% 2.0% 3.3% 2.1% 0.7% 1.6%

Retail Property Average Capital Growth (%) 9.60 5.32 5.92 5.15 3.91 4.09

Retail Property Base Rental Growth (%) 6.69 6.92 6.34 6.01 5.84 6.13

Retail Property Base Rental Yield (%) 8.22 8.19 8.31 8.33 8.52 8.66

Income Return (%) 7.85 8.10 7.95 8.11 8.29 8.39

Total Return (%) 18.13 13.78 14.30 13.98 12.69 12.95

Retail Building Completions (Square Metres) 6.9% 1.2% -4.7% 8.8% -6.5% -9.1%

Key Office Property Forecasts

2013 2014 2015 2016 2017 2018

Office Property Average Capital Growth (%) 3.43 2.15 2.06 -3.60 -6.67 -5.37

Office Property Base Rental Growth (%) 4.14 3.80 1.72 1.27 1.52 -0.12

Office Property Base Rental Yield (%) 9.93 10.08 9.82 10.18 10.83 11.13

Office Income Return (%) 9.46 9.54 9.78 9.63 9.78 10.00

Office Total Return (%) 13.18 11.86 12.03 5.33 2.17 3.76

Office Building Completions (Square Metres) 72.0% -23.4% -0.8% -4.3% -14.5% -2.9%

Key Industrial Property Forecasts

2013 2014 2015 2016 2017 2018

Manufacturing Capacity Utilisation (%) 81.6 81.4 80.8 79.5 78.0 77.0

Industrial Property Average Capital Growth (%) 6.09 3.76 4.23 0.71 -2.92 -6.16

Industrial Property Base Rental Growth (%) 5.33 6.25 7.19 4.86 5.78 4.82

Industrial Property Base Rental Yield (%) 10.58 10.13 9.95 10.06 10.57 11.27

Industrial Income Return (%) 10.06 9.70 9.55 9.53 9.72 10.05

Industrial Total Return (%) 16.71 13.79 14.16 10.62 6.78 3.52

Industrial Building Completions (Square Metres) -15.4% 17.7% -11.6% 5.0% -6.1% -6.3%



FORECAST RISKS: CAN WE RELY ON FEATURES OF PAST DOWNTURNS TO DRIVE OUR 
EXPECTATIONS OF BEHAVIOUR IN THE NEXT DOWNTURN? 

Our econometric modeling relies on the behavior of data from the past 2 decades to drive projections of future 
behavior. While much of the market behavior will be similar in nature to previous downturns, there are always 
“structural” changes to an economy or to a sectoral economy which can alter aspects of market performance 
from previous cycles. 

Some flags that we raise in this regard are: 

3. How will online retail affect the way we shop and the extent to which we visit retail centres? Whereas 
Retail Property has been the best performing segment in previous periods of market weakness, could the 
additional challenge of online shopping change its position relative to Industrial and Office Property 
performance? So far, not, but this is perhaps a downside risk for Retail Property in future. 
 

4. Within Retail Property, will the larger Regional Centres be the better performers in a downturn? Many 
smaller Neighbourhood Centres have received major ugrades, and have some strong brands as tenants. 
Will they compete better with Regionals in tougher economic times in future? 
 

5. Does Warehouse Space displace a portion of demand for Retail Space with the shift to greater online 
shopping. If so, does the Warehouse Property sub-sector of Industrial and Warehouse Property become a 
relative outperformer in a future downturn. 
 

6. Will Office Property continue to be the underperformer during a downturn? Rapid technological 
advancement through the past few decades has led to major space saving initiatives in the office work 
place, in terms of storage space as well as employee space. But how much scope is there for further space 
saving in the work place? Does the pace of improvement in work space utilization slow? If so, can this 
slow the pace of office space demand decline in a downturn? Something to watch, but so far into the 
current downturn Office Property performance does look like being the underperformer yet again. 

KEY JOHANNESBURG CAPITALISATION RATE PROJECTIONS 

Our forecast includes a broad rise in capitalization rates (cap rates) through the forecast period, as vacancy rates 
move higher along with long bond yields. 

However, our modeling tends to show that the prime nodes should weather the storm of economic weakness 
better than “marginal nodes”. Therefore, in modeling cap rates for A Grade Office Space in the Johannesburg CBD 
(Central Business District) versus A-Grade Office Space in the prime node of Sandton, we see a far more significant 
increase in the cap rates for Joburg CBD , a marginal and significantly higher risk area than Sandton, given our 
macroeconomic forecasts. 

By comparison, B-Grade Office Space Cap Rates in Sandton are actually projected to hold quite well (i.e. a far 
more limited rise), and actually even narrow the gap slightly on Sandton A Grade Office Cap Rates during the 
forecast period. 

There is a limited widening in the gap between Witwatersrand Secondary Quality Industrial Property Cap Rates 
and those of Prime Industrial Property in the region, the former rising a little faster, and a limited narrowing of 
the gap in cap rates between Witwatersrand Community and Regional Shopping Centre Cap Rates, the former 
rising slightly slower than the latter. But when forecasting different property quality categories in the same 
region, the differences in movements in the forecast period appear significantly less than when we take a high 
quality node such as Sandton, and compare A-Grade Office Space with the same category of Office Space in the 
significantly lower quality node of Joburg CBD. 



We are of the belief that property values in high quality nodes should hold up better than that in more 
marginal nodes during lengthy periods of economic weakness, and that node perhaps matters more than 
property grade. 

 

 

KEY COMMERCIAL PROPERTY CAPITALISATION RATE FORECASTS

2014 2015 2016 2017 2018

Sandton Office A-Grade Leaseback 8.28 8.30 8.55 8.82 8.89

Sandton Office B-Grade 9.45 9.25 9.33 9.55 9.61

Joburg CBD Office A-Grade Leaseback 9.78 9.85 10.67 11.56 12.02

Witwatersrand Regional Shopping Centres 7.33 7.33 7.61 7.83 7.94

Witwatersrand Community Shopping Centres 8.43 8.70 8.98 9.11 9.15

Witwatersrand Prime Industrial Leaseback 8.50 8.93 9.19 9.48 9.99

Witwatersrand Secondary Quality Industrial 10.08 10.45 10.56 10.95 11.64

Forecast Period

95.0

100.0

105.0

110.0

115.0

120.0

125.0

0

2

4

6

8

10

12

14

1998 2003 2008 2013 2018

Central Witwatersrand Regional vs Community 
Centre Capitalisation Rate - Base Case

Differential - Community minus Regional (Right Axis)
Regional Shopping Centre Cap Rate
Community Shopping Centre Cap Rate

Forecast period

80.0

90.0

100.0

110.0

120.0

130.0

140.0

150.0

160.0

170.0

0

2

4

6

8

10

12

14

16

18

1995 2000 2005 2010 2015

Sandton Office Space A-Grade vs Joburg CBD A-
Grade Capitalisation Rates - Base Case

Differential - Sandton A-Grade as % of Joburg CBD A-Grade (Right Axis)
Sandton A Grade Leaseback
Joburg CBD A-Grade Leaseback

Forecast
period

100.0

105.0

110.0

115.0

120.0

125.0

130.0

0

2

4

6

8

10

12

14

16

18

1997 2001 2005 2009 2013 2017

Wits Prime vs Secondary Quality Industrial  
Capitalisation Rates - Base Case

Differential - Prime as % of Secondary Quality (Right Axis)

Wits Prime Industrial Leaseback

Wits Secondary Quality Industrial Property

Forecast period

95.0

100.0

105.0

110.0

115.0

120.0

125.0

0

2

4

6

8

10

12

14

1995 1999 2003 2007 2011 2015 2019

Sandton Office Space A-Grade vs Sandton B-
Grade Capitalisation Rates - Base Case

Differential - A-Grade as % of B-Grade (Right Axis)
Sandton A Grade Leaseback
Sandton B-Grade

Forecast
period



CONCLUSION 

The projected Commercial Property Market slowdown in our 2016-2018 forecast period is expected to be broad-
based. While we forecast slightly improved real economic growth of 1% for 2017, that is hardly believed to be 
sufficient to turn the Commercial Property Sector stronger just yet. 

Typically, Retail Property has performed mildly better in tough market periods over the past 2 decades than has 
Industrial and Office Space in terms of capital growth per square metre, and the initial signs are that it is doing 
slightly better again during the current slowdown. 

While we project Retail Property to be the “outperformer” relative to expected capital depreciations in Industrial 
and Office Property in 2017, such expectations do have some risks. A key question in the coming years is to what 
extent online shopping will take a portion of retail sales away from the malls? In addition, has Retail perhaps 
spread itself a bit more thinly in recent years with the emergence of many high quality community and 
neighborhood centres, centres increasingly competing for high frequency traffic with the larger malls. 

Retail Property has run the hardest in the past 2 decades in terms of the cumulative increase in capital values as 
well as in operating costs. Can it continue to outperform? 



  

APPENDIX: RELEVANT PRIOR COMMERCIAL REPORTS 

1. A LOOK AT PREVIOUS PERIODS OF COMMERCIAL PROPERTY WEAKNESS (WRITTEN ON 
11 AUGUST 2016) 

During periods of property market weakness that have occurred in the past 2 decades, the Retail Property 
Sector appears to have been least prone to capital depreciation, although the smaller retail centres have 
experienced some depreciation periodically. Linked to the weaker and more cyclical Manufacturing Sector, 
however, Industrial Property had a 1998-2002 period of significant capital depreciation, as did the Office Space 
Segment with its links to employment in the Finance, Real Estate and Business Services Sector. In times of 
weakness, weak CBD Office Property performance suggests that “prime” nodes may be a better bet. 

KEY ECONOMIC FUNDAMENTALS SUGGEST THAT INDUSTRIAL AND OFFICE PROPERTY SEGMENTS SHOULD 
HAVE TYPICALLY BEEN MORE CYCLICAL THAN RETAIL, AND SO THEY HAVE BEEN 

Going into an economic downturn, which typically can mean something of a property downturn too, we look back 
at the last 2 periods of economic and property weakness to see which property segments weathered the “storm” 
best. 

Before we do, though, we examine the major economic drivers of each major property sector to see what we 
think should have been the case. 

Real Retail and Wholesale GVA (Gross Value Added) should be the key economic driver of Retail Property 
performance, Manufacturing GVA should be most strongly tied to Industrial Property’s fortunes, and the large 
Finance, Real Estate and Business Services Sector is believed to be the key influencing sector when it comes to 
Office Property demand. However, it is not the latter’s sector’s GVA that is that important, but rather its 
employment levels and growth, because it is staffing requirements of businesses that largely drive their office 
space requirements as opposed to their output. 

Examining the cumulative growth of the 3 key sectoral variables shows the Industrial Sector’s key driver, i.e. 
Manufacturing GVA, to be the “weakest link, having only grown by 49.08% since 1996 (up to 2015). The 
Employment numbers for the Finance, Real Estate and Business Services Sector fared better with 76.26% 
cumulative growth. The potentially positive impact of this growth in employment, however, may have been 
curtailed in part by significant “densification” of staff in the work place, along with technology-driven reductions 
in the need for storage space, which has significantly improved the utilization of office space. 

Retail and Wholesale Trade, Catering and 
Accommodation GVA’s cumulative rise of 
90.2% over the period suggests that Retail 
Property should have experienced the most 
solid growth in demand over the period. This 
relatively strong long term growth in the retail 
Property’s key driving economic sector should 
have contributed to it being more likely to  
weather a downturn well……but much also 
depends on the sector’s cyclicality in the 
downturn. 
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When it comes to cyclicality, the Manufacturing 
Sector is typically the most cyclical/volatile. 
Back in the property “soft patch” of the late-90s 
early-2000s just prior to the boom period, 
Manufacturing GVA dipped into negative 
growth territory twice, recording a -0.2% 
decline in 1998 and another dip to         -1.5% in 
2003. By comparison, Retail and Wholesale 
Trade GVA bottomed at positive growth of 1.9% 
in 2001. 

During that weak period, employment in the 
Finance, Real Estate and Business Services 
Sector also dipped into negative territory to the 
tune of -1.64% in 2001. 

Interestingly, the Finance, Real estate and 
Business Services Sector showed GVa growth 
which far exceeded its Employment growth 
from 1999 to 2003, reflecting the major 
productivity improvements that we have 
referred to, often with the help of technological 
improvement. And it was around that time that 
the National Office vacancy rate skyrocketed. 

During the 2008/9 recession, it was the 
Manufacturing Sector showing by far the most 
severe dip in GVA to -10.6% decline in 2009, 
while the Retail and Wholesale GVA and 
Finance, Real Estate and Business Services 

Employment growth dipped to less severe negatives of -1.12% and -1.11% respectively. 

However, both the Manufacturing, and Retail and Wholesale Trade GVA growth rates recovered very quickly in 
2010 on the back of huge global and domestic monetary stimulus. The Finance and Real Estate Sector 
Employment Rate, by comparison, took far longer, its growth only peaking 3 years later than the former 2 sectors 
in 2013. Post-2009, therefore, it should perhaps have been Office Space that was the underperformer. 

Does the history of industry/employment performance of the past 2 decades point to a greater propensity for 
capital depreciation in the case of Industrial and Office Space, compared with a more stable Retail Property sector 
over this period? Indeed it does appear to. 

Over the period 1998 to 2002, IPD data points 
to significant value decline in the areas of 
Industrial and Office Property, whereas Retail 
Property largely sailed through that weak 
period more smoothly. 

In 1998, the year of that big interest rate spike 
to Prime of 25.5%, Office Space recorded -7.4% 
capital depreciation net of capital expenditure, 
while Industrial Property recorded -7.7% 
decline. 

Retail Property by comparison bottomed at a 
slightly positive +0.1%. 
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In 2009, the most recent though short-lived recession, once again Office and Industrial Property showed capital 
depreciation (net of capital expenditure) to the tune of -1.5% and -0.2% respectively, while Retail showed low 
positive growth of +1.2%. 

As vacancy rates blew out more severely in the 
Office and Industrial Sectors, pricing power of 
landlords appeared far more constrained in 
these 2 sectors at the time. 

 

 

 

 

 

 

 

  The result was a decline in base rentals in both 
Industrial and Office Space at stages from 2001 
and 2003, whereas Retail Base Rental growth 
remained strongly positive. 
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Examining the cumulative capital depreciation rates (net of capital expenditure), as provided by IPD, for the 
period 1998-2002 in greater detail, however, we see that not all Retail Property was exempt from capital 
depreciation. Over the period, the smaller Neighbourhood and Community Shopping Centre categories saw mild        
-3.5% and -2.8% capital depreciation rates net of capital expenditure, whereas the stronger Small Regional and 
Regional Centres showed solid capital appreciation of +14.1% and +22% respectively. Should we be surprised? In 
many cases it is the larger retail centres that have in the past had the stronger “pulling power” for clientele 
through tougher times, and perhaps the stronger tenants on average too. 

All of the major Industrial Property categories showed cumulative capital depreciation through that 1998-2002 
period, as did those of Office Space. However, perhaps a further insight gained from examining sub-segments is 
the likelihood that “marginal” nodes can perform far worse than “prime” nodes. We say this because IPD 
reported Inner City Office Space (with many inner cities battling decay, a notable exception being Cape Town) as 
having a cumulative capital depreciation of -36.4% from 1998 to 2002, far more extreme than the -3% 
depreciation for decentralized Office Space. 

 

In conclusion, over the past 2 periods of property weakness, i.e those of the late-90s/early-2000s, and that of 
2008/9, the Office and Industrial Property categories were more prone to weakness and capital depreciation 
than in the case of Retail Property. Much of this arguably had to do with the Retail and Wholesale Economic 
Sector showing stronger long term growth than both Finance, Real Estate and Business Services Employment 
growth, and Manufacturing growth, 2 key macro drivers of Office and Industrial Property demand respectively. 
The latter 2 macro drivers have also been more cyclical than that of Retail and Wholesale GVA growth.  

But the Retail Property Sector has not been free of capital depreciation, with smaller centres having 
experienced some depreciation over the 1998-2002 period as well as in 2008/9 recession. Bigger appears to 
have been better in tougher times in retail. Then, a sharp Inner City Office Space capital depreciation during the 
1998 to 2002 weak period suggests to us that the more prime nodes and properties weather downturns better 
as a rule of thumb. 
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This view is perhaps best supported by 
viewing Rode’s Capitalisation Rate times series 
for Joburg CBD A-Grade Office Space, which 
showed significantly more upward movement 
in the 2 periods of economic and property 
market weakness than was the case for 
decentralized Joburg Office nodes. This 
happened both in the late-90s as well as 
around the 2008/99 recession. 
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2. RETAIL PROPERTY SECTOR – THE “HOTTEST” PERFORMER OF THEM ALL OVER THE PAST 
2 DECADES (WRITTEN ON 10 AUGUST 2016) 

Some may perceive the Commercial Property Sector not to have “boomed” to the extent of the Residential 
Sector over the past 2 decades, with the Residential Market having experienced an extreme price growth boom 
prior to 2008. Such perceptions may be true in the case of Office and Industrial Property, but not in the case of 
Retail Property. This Sector appears to have outperformed all other major property sectors over the past 20 
years, including the Residential Market. 

A LONG PERIOD OF CONSUMER STRENGTH HAS SEEN RETAIL PROPERTY BEING THE TOP PERFORMING 
PROPERTY SECTOR OVER THE PAST 20 YEARS 

We have become used to certain categories of retail property experiencing lower capitalization rates than any 
other major property categories, most notably the larger categories of shopping centre such as regional shopping 
centres.. It wasn’t always that way. Back when Rode’s Capitalisation Rate (or “Cap Rate”) data started in the late 
1980s, Witwatersrand Regional Shopping Centre Cap Rates averaged 10.5% at the end of 1988. By comparison, 

Joburg CBD A Grade Office Space had a lower 
average cap rate of 10.2%, and Sandton A-
Grade Space an average of 10.1%, while Central 
Witwatersrand Prime Industrial Property 
averaged only slightly worse at 11%. So at that 
stage, Witwatersrand Regional Shopping 
Centres were not the clearly favoured property 
class in the Johannesburg region. 

Over the past 2 decades or so, however, Retail 
Property has strongly outperformed the 
Industrial and Office Property Segment, and 
more recently even Residential, it would 
appear.  

By the 3rd quarter of 2015, Wits Regional Shopping Centre Cap Rates had reached a historic low of 6.9%, 
noticeably lower than Sandton A-Grade Office Leaseback’s 8.1%, Central Wits Prime Industrial’s 8.8%, and far 
ahead of the now-battling Joburg “CBD’s A-Grade Office Sector’s 9.5%. 

Viewing performance over the past 20 years 

Taking a view of Commercial Property Sector performance over a 20-year period from 1996 to 2015, using IPD 
data, the Retail Property Sector appears to run far stronger than the other major property sectors. 

Viewing the Average Capital Value Per Square Metre by property segments, Retail Property’s cumulative rise has 
far exceeded that of the Office and Industrial Segments over the past 20 years, from 1996 to 2015. 

Using 1995 as the base year, the Average capital Value Per Square Metre for Retail Property is estimated to have 
risen by a massive 770.7% over the 20-year period 1996 to 2015. 

By comparison, the Industrial and Warehouse 
Sector had a far more modest increase of 
466.7%, and Office Space 464.5%. Although 
estimates of average house price growth are 
not exactly comparable, because they are done 
on a per unit basis instead of a per square 
metre basis, it would appear that Retail 
Property has even outperformed Residential 
Property over 2 decades. Our FNB Long Term 
House Price Index has inflated by a lesser 
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594.6%. The Retail and Residential segments appeared to be running “neck and neck in the last years of the pre-
2008 property boom, but following the 2008/9 recession Retail Property has performed far more strongly. 

In real terms, using consumer price inflation (as 
measured by the PCE Deflator)to adjust for 
“general inflation” in the economy, Retail 
Property’s rise in Average Capital Value per 
Square Metre was an impressive 148.1% from 
1996 to 2005, Residential 97.9%, Industrial 
Property 61.5% and Office Space 60.8%. 

 

 

 

 

 

Capital growth estimates net of capital 
expenditure over the 20 year period also show 
Retail Property to have delivered by far the 
strongest performance, to the tune of 312.7% 
in total from 1996 to 2015. 

Industrial Property was the 2nd best performer 
with 139% total capital growth net of capex, 
and Office Space 68.1%.  

There is no measure available for Residential 
Property capital growth net of capex. 

 

 

 

The strong capital growth could be sustained 
over the period due to a high level of “pricing 
power” of shopping centres, as reflected in the 
cumulative inflation rate in retail base rentals 
to the tune of 536.9% over the 20 year period, 
compared to 277.5% for Industrial Property and 
275.5% for Office Space.  
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The cumulative result of this strength in Retail 
Property’s “pricing power” was that it was had 
the top average per annum total return of all 
the Commercial Property Sectors over the 1996 
to 2015 period. 

 

 

 

 

 
 
 
 

Strong Retail economic fundamentals explain a large part of the Retail Property Sector’s “outperformance” 

Retail economic fundamentals over the past 20 
year period can explain a large part of Retail 
Property’s superior performance. 

The 1996 to 2015 period was a phenomenal 
period of strength of the South African 
Consumer. 

The size of the South African economy (Gross 
Domestic Product, or “GDP”) grew cumulatively 
by 79.33% from 1996 to 2015. 

Over the same period, Real Household 
Disposable Income grew by a faster 87.69%, an 
additional boost for retailers.  
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A key factor contributing to disposable income 
outpacing GDP growth was a dramatic 
reduction in interest rates from the late-1990s 
to early last decade, which lowered the level of 
net interest payments on household debt 
significantly. The dramatically lower cost of 
credit not only boosted disposable income but 
enabled households to take on significantly 
more debt, a significant portion of it for 
consumer spend purposes. 

This is reflected in a far higher Household Debt-
to-Disposable Income Ratio today, 76.6% as at 
the beginning of 2016, compared to 57% at the 
beginning of 1995. 

It got even better for retailers, as the bullish 
Household Sector cut back on its Net Savings 
Rate from 1.6% of Disposable Income in 1995 to 
a negative low of -1.3% of Disposable Income 
Net “Dis-savings” rate by 2013. 

This “Net Dis-saving” rate has improved only 
marginally to -0.7% of Disposable Income by 
2015, still implying an extremely high 
propensity to consume by South African 
Households.  

 

 

Furthermore, as the economic boom times 
ended in 2007/8 and a more mediocre 
economic growth period set in, some additional 
support for the Consumer and thus for Retailers 
was received from above-inflation wage 
increases, driving a rising trend in the Wage 
Bill/GDP Ratio from a low of 47.6% in 2007 to 
52.7 in 2015. 
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The cumulative effect of the above-mentioned 
“support factors” was a Retail Sector whose 
real sales growth noticeably outperformed GDP 
growth over the past 2 decades, especially for 
the period 2004 to 2015. 

Whereas cumulative GDP growth from 1996 to 
2015 was 79.33%, Real Retail Sales grew by a 
faster 95.56%over the same period. 

This “outperformance” by the Consumer, and 
thus by Real Retail Sales growth, over the past 2 
decades goes a long way to explaining the 
Retail Property Sector’s superior performance 
compared to the other major property sectors, 
including, it appears, Residential Property. 

In short, the Retail Property Sector has been the strongest performer of the 3 major Commercial Property 
Sectors over the past 20 years from 1996 to 2015. Although IPD Commercial Property data is not exactly 
comparable with our long term FNB House Price Index methodology, it would appear that Retail Property 
experienced a significantly faster increase in Average Capital values than the Residential Property Sector too. 

This “outperformance” is not altogether surprising, given that the growth over the past 20 years in Real 
Household Disposable Income and in Real Household Consumption Expenditure have both exceeded economic 
growth over the past 2 decades, causing real retail sales growth to outperform the pace of economic growth 
too. 

But now, questions have to be asked over the sustainability of the “outperformance” of Retail Property going 
forward, as certain key drivers of Retail’s outperformance may have to be curtailed, notably Households’ high 
propensity to consume which translates into a dismal savings rate, and above inflation wage increase which 
can ultimately lead to greater levels of job shedding. 
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