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Key Research Findings
Retail trading performance as measured by the IPD Trading Density Index have come off somewhat for
the year ended September 2016. The index quantifies sales performance as well as other key retail
performance metrics across 24 merchandise categories in more than 100 retail centres, covering in excess
of 4 million square meters.
Trading density (sales per square meter; annualised), increased by 5.4% year on year (y/y) in current price
terms for the quarter ending September 2016Ð down from a revised 6.4% y/y recorded for the quarter
prior. The 5.4% increase in trading density was a function of a 7.2% sales growth & a trading density area
growth of 2.8%.
As at September 2016, the ratio of debt service cost to disposable income remain just below 10% while
household debt to disposable income continues to decline slowly ending the quarter at 74% - the lowest
level in 10 years indicating that consumers are still deleveraging some of their debt. The prime overdraft
rate currently stands at 10.5% possibly the peak of the current cycle- given that core CPI have remained
below 6% through 2016.
For the year ending September 2016, annualised trading density growth on a segment level continues to
diverge. For the period under review, the Neighbourhood segment (an underperformer over the past several
years) was the only segment to record an improving growth over the previous quarter.
Community Centre growth continues to outperform the other segments while the Regional, Small Regional
and Super Regional segments are now someway off their three and five year average year on year growth
rates.
Super Regional centres recorded a flat year on year annualised trading density growth for the year ended
September signalling a pronounced moderation from the past 3-4 years.
On an indexed basis since 2011, Community centres are the top performing segment with regards to
annualised trading density growth.
The main driver of this outperformance has been a significant decline in the segments vacancy rate Ð in
turn driven by consumers preferring the convenience offered by this segment relative to larger retail formats.
In addition to the improving occupancy rate, the outperformance was further helped by a structural shift
in the underlying merchandise category composition. Previously vacant space was taken up by categories
with inherently higher trading densities with faster annual growth rates.
On an aggregate level, trading density growth of 5.4% was driven by a 7.2% increase in sales while
occupied floorspace was up 2.8%. Sales, meanwhile was a function of spend per head increasing by 5.4%
while aggregate footcount was essentially flat.
RetailerÕs cost of occupancy, as measured by the ratio of gross rental to sales was flat on aggregate for
the quarter ended September 2016. Given that overall sales increased by 7.2% y/y, it can be deduced that
the gross rental increased at around the same pace for the period under review. Though the aggregate
rent to sales figure was flat there were some divergent moves in the underlying segments.
Retail vacancy rates remain low on aggregate and there has been a convergence in segment vacancy
rates in the past two quarters with Community & Neighbourhood centre vacancies declining noticeably
An ongoing trend is the wide spread with regards to in annualised trading densityÊ growth on a category
level. Category performance is not tied to centre type and in fact there were very few categories that
recorded strong growth across all retail formats. When analysing the five largest categories (percentage
of spend), only the Food category recorded above inflation growth all 4 retail formats large than 12,000sqm.
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Key economic drivers for the retail sector
Retail trading performance as measured by the IPD Trading Density Index have come off somewhat for
the year ended September 2016 (Fig 1). The index quantifies sales performance as well as other key retail
performance metrics across 24 merchandise categories in more than 100 retail centres, covering in excess
of 4 million square meters.
Trading density (sales per square meter; annualised), increased by 5.4% year on year (y/y) in current price
terms for the quarter ending September 2016Ð down from a revised 6.4% y/y recorded for the quarter prior.
The 5.4% increase in trading density was a function of a 7.2% sales growth & a trading density area growth
of 2.8%.
The 7.2% sales growth compares to StatsSAÕs retail sales growth of 8.4% y/y for the year ending September
implying that mall-based retailers grew at a marginally lower rate to the larger retail market for the period.
In saying that it must be taken into account that the ÕaverageÕ mall is quite diversified in terms of its exposure
to the different merchandise categories while the StatsSA number is heavily weighted towards general
dealers and retailers of textiles, clothing, leather & footwear (a combined 61.1%).

In the third quarter of 2016, South Africa saw its real economy expand by 0.7% y/y (0.2% quarter on quarter,
seasonally adjusted, annualised), following +0.7% y/y (+3.5% qqsaa) in the first quarter. The economy has
managed to avoid recession but is still likely to record a sub 1% growth rate for the year as a whole.
South AfricaÕs consumer confidence recovered in the third quarter of the year but was still in negative
territory, indicating that households remained concerned about the outlook for the economy. The FNB
consumer confidence index compiled by the Bureau for Economic Research, recovered to minus three in
the third quarter after registering minus 11 in the second quarter - well below the long-term average of four.
Individual centreÕs sensitivity to exogenous variables differ though as they are subject to varying levels &
quality of competition as well as different growth drivers and detractors. The sector will keep a close eye
on the SARBÕs next rates decision as well as the likely future impact of this on household debt service
costs and debt as a proportion of household income (Figure 2).
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Key economic drivers for the retail sector

continued

As at September 2016, the ratio of debt service cost to disposable income remain just below 10% while
household debt to disposable income continues to decline slowly ending the quarter at 74% - the lowest
level in 10 years indicating that consumers are still deleveraging some of their debt. The prime overdraft
rate currently stands at 10.5% possibly the peak of the current cycle- given that core CPI have remained
below 6% through 2016.
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Sales Performance
For the year ending September 2016, annualised trading density growth on a segment level continues to
diverge. For the period under review, the Neighbourhood segment (an underperformer over the past several
years) was the only segment to record an improving growth over the previous quarter. Community Centre
growth continues to outperform the other segments while the Regional, Small Regional and Super Regional
segments are now someway off their three and five year average year on year growth rates.
It has to be added that the trading density growth recorded by community centres was aided by a 4%
improvement in vacancy rate over the past year. The next section of this report takes a deeper look at the
drivers of Community centreÕs outperformance. Super Regional centres recorded a flat year on year
annualised trading density growth for the year ended September signalling a pronounced moderation from
the past 3-4 years.
On an indexed basis since 2011, Community centres are the top performing segment with regards to
annualised trading density growth. On a cumulative basis, annualised trading density has grown by 43%
for the 5 years ended September 2016. This is followed by Regional and Super Regional centres with
cumulative increases of 39% and 33% respectively. Small Regional centres delivered a cumulative growth
of 29% over the period while neighbourhood centres lag with a growth of 22% (translates into a sub-inflation
CAGR of 4.1%).
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WhatÕs driving the outperformance of Community centres?
As illustrated in Figure 2a, the Community shopping centre segment has been the top performer with
regards to annualised trading density growth since Q3 of 2015. The main driver of this outperformance
has been a significant decline in the segments vacancy rate Ð in turn driven by consumers preferring
the convenience offered by this segment relative to larger retail formats.
In addition to the improving occupancy rate, the outperformance was further helped by a structural shift
in the underlying merchandise category composition. Previously vacant space was taken up by categories
with inherently higher trading densities with faster annual growth rates. The most recent growth spurt
was driven buy the Health & Beauty, Food, Apparel and Food Service Categories. These categories
accounted for approximately 9% of the 12% growth on a sales weighted basis. (figure 2b.)
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WhatÕs driving the outperformance of Community centres?
continued

Source: MSCI Real Estate
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Drivers of trading density growth
On an aggregate level, trading density growth of 5.4% was driven by a 7.2% increase in sales while occupied
floorspace was up 2.8%. Sales, meanwhile was a function of spend per head increasing by 5.4% while
aggregate footcount was essentially flat.
Figure 4 below illustrates this trend for the period 2005 to 2016. Over time, the amount of spend per head
is the primary driver ofÊ retail sales growth while the impact of footcount growth is secondary. However,
over the past 12-18 months, there was an almost equal contribution to growth from shopper numbers and
spend per head growth suggesting that -on aggregate- shoppers are spending less but visiting malls more
frequently.
This assessment should be viewed against the current background of high unemployment and slow
economic growth Ð thus successful centres are the ones that can both attract shopper numbers and
maximise their dwell time and spend.

Source: MSCI Real Estate
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Retailer cost of Occupancy
RetailerÕs cost of occupancy, as measured by the ratio of gross rental to sales was flat on aggregate for
the quarter ended September 2016. Given that overall sales increased by 7.2% y/y, it can be deduced that
the gross rental increased at around the same pace for the period under review. Though the aggregate
rent to sales figure was flat there were some divergent moves in the underlying segments.
The Super Regional segment saw a pronounced increase in its cost of occupancy to end the quarter at
9.8%. (Figure 5). The Community and neighbourhood segments saw improvements in their rent to sales
ratios courtesy of declining vacancy rate.
Drilling down into a category level, Health & Beauty, Food, Department Stores and Food Service were
among the categories recording improved cost of occupancy ratios on the back of growing trading densities.
The entertainment category saw its cost of occupancy deteriorate by more than 1% over the quarter while
Apparel and electronics both recorded 10bp increases on an annualised basis.

Source: MSCI Real Estate
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Retail Vacancy Rates
Retail vacancy rates remain low on aggregate and there has been a convergence in segment vacancy
rates in the past two quarters with Community & Neighbourhood centre vacancies declining noticeably
(Figure 6).
The community centre vacancy rate has declined from 8.8% in 2015Q3 to end the latest quarter at 3.7%.
The neighbourhood centre segment (centres between 5000sqm and 12000sqm) vacancy rate has declined
from 8.9% in 2016Q1 to 5.6% as at the end of September 2016.
Super regional centres, being larger and typically having a more drawn out expiry profile, have a greater
ability to shift categories and tenants. The Super Regional vacancy rate trend has a seasonal element
where vacancies tend to tick up in Q2 and Q3 and decline again before the festive season as landlords
shift their tenant mix around, often introducing new local & international retailers.
Community & neighbourhood centres have followed a similar trend since 2009 with both segments
experiencing noticeable Òdouble dipÓ moves in vacancy rate. Post the 2008/09 recession these segments
have gone through two clear cycles.

Source: MSCI Real Estate
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Retail Vacancy Rates

continued

Interesting to note is that the neighbourhood shopping centre segment have lead the vacancy cycle on the
way down and up (Figure 7)- highlighting smaller centres increased sensitivity to the economic cycle.
Neighbourhood centres have lead the Community & Small Regional segments by 9-12 months which in
turn have lead the Regional and Super Regional segments by 12-18 months. This serves as proof to the
widely held notion that larger centres are more defensive through the cycle while smaller centres tend to
be more sensitive to pullbacks in consumer spend. Smaller centres also experience steeper moves in
vacancy rate change Ð whether as a result of their smaller tenant pool or the defensiveness thereof (lower
percentage of national tenants as an example)
Interestingly, the current upcycle has seen Small Regional vacancies peak alongside Community centres,
suggesting that occupants in centres of 25,000-50,000sqm have come under more pressure than those
in Community centres (12,000-25,000sqm).Ê This highlights the challenges faced by centres in this Òmiddle
segmentÓ which could find it hard to offer the merchandise category & tenant variety of a Regional mall
or match the community atmosphere and positioning of a smaller centre.

Source: MSCI Real Estate
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Merchandise Category Trends
An ongoing trend is the wide spread with regards to in annualised trading densityÊ growth on a category
level. Category performance is not tied to centre type and in fact there were very few categories that
recorded strong growth across all retail formats. When analysing the five largest categories (percentage
of spend), only the Food category recorded above inflation growth all 4 retail formats large than 12,000sqm.
The recent performance of the Food category matches the trend reported by StatsSA which also reported
it as the leading merchandise category from a sales growth point of view. It is indicative of the current
phase of the economic cycle where non-cyclical, non-discretionary merchandise categories like food would
be expected to outperform. In saying that though, the latest numbers out of the listed retail sector suggests
that nominal sales growth are driven by grocery retailersÕ internal food inflation rather than volume growth
raising questions around the sustainability of retailers passing on input price increases to the end consumer.
Other notable insights from the table below is the performance of the Food Services categoryÊ which
reported higher levels of trading density growth out of the Super Regional and Community segments. Super
Regional perhaps benefitting from its higher footcount and longer trading hours relative to Regional and
Small Regional segments while Community centres are benefitting from their convenience element.

Source: MSCI Real Estate
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Merchandise Category Trends

continued

Some merchandise categories have been performing better relative to others - thereby gaining market
share within these segments. The largest market share movements were seen in the Department Store
category which lost market share across all segments. Other categories Ð most notably Apparel Ð gained
market share across all retail formats.
Analysing the food category provides some interesting insights into the argument that consumer are currently
favouring convenience centres for specific type of purchases. Figure 9 illustrates the three year change
in the percentage of sales per retail segment.
For the three year ended September 2016, food retailers increased its share of sales in Community centres
by 5.6%. This virtually mirrors the market share losses reported in the three larger retail segments suggesting
that community-centre food retailers have been gaining market share at the expense of food retailers
tenanting larger centres.
The biggest loser with regards to the food category seems to be Regional centres which reported a 3.3%
market share loss for the three years ended September 2016.

Source: MSCI Real Estate
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Rejuvenation of IPD Retail classification
About the Service
The IPD Retail Performance Benchmarking Service tracks the performance of more than 100 individual
shopping centres spanning over 4 million square meters as at the fourth quarter of 2015. The service
provides clients with a detailed quarterly report that enables property & asset managers to accurately
benchmark the performance of their assets relative to the market on a number of key metrics Ð ranging
from trading performance and rental to spend per head and foot flow- enabling proactive decision making.
Data collected as part of the service also underpins the South African Council of Shopping Centres (SACSC)
sponsored Trading Density Index Ð providing a valuable quarterly insight to the broader retail community
into the performance of the formal retail property sector.
Data is collected on a tenant level, allowing a bottom-up view of the performance of merchandise categories,
centre and portfolios. Tenants are currently categorised into 27 primary & 65 secondary merchandise
categories, a level of detail that established the service as a world leader in retail benchmarking and
analytics with a history going back to 2002.

Why update the categorisation?
Notwithstanding the success & pioneering work of the service, South AfricaÕs dynamic retail environment
has necessitated changes to the serviceÕs categorisation, driven to a large degree by an engaging &
increasingly sophisticated retail management community.
The enhanced categorisation enables more accurate benchmarking of key performance indicators as it is
underpinned by an improved like for like sample. Changes in the technological and competitive landscapes
have also necessitated the need for owners and managers to accurately benchmark non-GLA income
streams which are becoming increasingly important as the fight for market share intensifies.
Changes to the data series is effective from quarter 1 2016.

What was done?
Following roundtable discussions & individual consultations with industry players, a new categorisation has
been drafted with implementation set for mid-2016.
The new categorisation consists of 72 detailed merchandise categories that roll up into 20 simplified primary
categories. The 72 secondary categories include 21 new categories that allows for a more accurate
classification and thus more accurate benchmarking on a like for like basis.
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Rejuvenation of IPD Retail classification

continued

Major impacts of new categorisation
The merchandise category changes can broadly be split into two categories:
1.Ê categories that had gained sufficient critical mass to justify their own primary category and;
2. categories with a diversified mix of tenants that necessitated a more granular breakdown
Among the more significant category changes are Department Stores where stores are no longer categorised
according to their gross lettable area but rather according to their orientation towards Food/Apparel/Home
or Electronics/Appliances. We believe this will improve the relevance of the service to landlords and
managers across all retail formats. However, as IPD collects the GLA of each store, it is still possible to
overlay GLA with the categories if needed.
Food Service is an example of a category where a greater degree of granularity was introduced. This will
enable more accurate benchmarking on a like for like basis since the different trading formats typically has
different business models, overhead structures and store formats. The Food Service category will now be
broken down into the following categories: Restaurant and Bar, Fast Food, Coffee shop, Ice-cream and
frozen yoghurt & Drive Thru.
Similarly, the Health & Beauty category will benefit from improved granularity which will see Pharmacy &
Personal care retailers such as Clicks and Dischem being separated from Hairdressers, Nail & Beauty
Therapists and Cosmetics retailers from a benchmarking point of view.
A comprehensive list of tenants will also accompany the new category list to make it easier for data
contributors to correctly classify their tenants.
Not only does the new set of merchandise categories better reflect the current South African retail
environment, itÕs also better aligned with that of the International Council of Shopping Centres (ICSC)
classification and can only benefit the South African retail industry in years to come. We would like to thank
all industry participants who contributed towards the drafting of the new categorisation and look forward
to our future engagements as we drive the retail sector forward.
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About the Sample
The IPD Retail sample consists of around 100 shopping centres across all geographies & centre types owned
by listed real estate investment trusts, life & pension funds as well as private property funds.
The full quarterly results from 2003 onwards are available for 24 merchandise categories across 5 retail formats
Ð from super regional down to neighbourhood centres. To subscribe to this quarterly publication
please contact sa@ipd.com

SHOPPING CENTRE DEFINITION TYPES
Super Regional shopping centreÊ

> 100,000sqm

Regional shopping centreÊ

50,000-100,000sqm

Small Regional shopping centreÊ

25,000-50,000sqm

Community shopping centreÊ

12,000-25,000sqm

Neighbourhood shopping centreÊ Ê

5,000-12,000sqm

T: (011) 883 0679 F: (011) 883 0684
Email: marketingmanager@sapoa.org.za
Web: www.sapoa.org.za

16

RESULTS FOR THE PERIOD
ENDED SEPTEMBER 2016
DECEMBER 2016

NOTICE AND DISCLAIMER
This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the ÒInformationÓ) is
the property of MSCI Inc. or its subsidiaries (collectively, ÒMSCIÓ), or MSCIÕs licensors, direct or indirect suppliers or any third party involved in making
or compiling any Information (collectively, with MSCI, the ÒInformation ProvidersÓ) and is provided for informational purposes only.Ê The Information
may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI.
The Information may not be used to create derivative works or to verify or correct other data or information.ÊÊ For example (but without limitation),
the Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring,
managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise
derived from the Information or any other MSCI data, information, products or services.Ê
The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.Ê NONE OF THE INFORMATION
PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE
RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION
PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF
ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR
PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.
Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any
liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if
notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited,
including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or willful
default of itself, its servants, agents or sub-contractors.Ê
Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance,
analysis, forecast or prediction.Ê Past performance does not guarantee future results.Ê
The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees,
advisors and/or clients when making investment and other business decisions.Ê All Information is impersonal and not tailored to the needs of any
person, entity or group of persons.
None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or
any trading strategy.
It is not possible to invest directly in an index.Ê Exposure to an asset class or trading strategy or other category represented by an index is only
available through third party investable instruments (if any) based on that index.ÊÊ MSCI does not issue, sponsor, endorse, market, offer, review or
otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based
on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, ÒIndex Linked InvestmentsÓ). MSCI
makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns.Ê MSCI Inc.
is not an investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.
Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not
manage actual assets.
Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked
Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI
index performance.
The Information may contain back tested data.Ê Back-tested performance is not actual performance, but is hypothetical.Ê There are frequently material
differences between back tested performance results and actual results subsequently achieved by any investment strategy.Ê
Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the
relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI.Ê
Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment
advice.
Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research Inc. and Barra LLC, may be used in calculating
certain MSCI indexes.Ê More information can be found in the relevant index methodologies on www.msci.com.
MSCI receives compensation in connection with licensing its indexes to third parties.Ê MSCI Inc.Õs revenue includes fees based on assets in Index
Linked Investments. Information can be found in MSCI Inc.Õs company filings on the Investor Relations section of www.msci.com.
MSCI ESG Research Inc. is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.Ê Except with
respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses,
approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCIÕs
products or services are not intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of
MSCI or suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research.Ê MSCI ESG Research materials,
including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the United States
Securities and Exchange Commission or any other regulatory body.
Any use of or access to products, services or information of MSCI requires a license from MSCI.Ê MSCI, Barra, RiskMetrics, IPD, FEA, InvestorForce,
and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United
States and other jurisdictions.Ê The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and
Standard & PoorÕs.Ê ÒGlobal Industry Classification Standard (GICS)Ó is a service mark of MSCI and Standard & PoorÕs.
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