RESEARCH
Industrial Vacancy
Report

Results for the
6 months ended
June 2019

NOVEMBER
2019

KEY FINDINGS
As at June 2019, the national industrial vacancy rate as recorded was 3.4% as measured by the MSCI
Annual Property Index Ð unchanged on the revised December 2018 figure. The industrial sector
vacancy rate has now been below 4% since 2012Q1 barring a temporary development-driven blip in
the first half of 2017 underlining the sectorÕs high level of occupancy despite a challenging macroeconomic
backdrop.
The low & stable vacancy rate has see the sectorÕs base rental growth remain closely tied to inflation
which suggests that little excess supply remains in the marketplace. During the first half of 2019, base
rental growth increased to 5.3% from 4.7% as at December 2018.
This basic rental growth of 5.3% hasnÕt filtered through to an equal level of capital growth which
suggests that valuers are still taking a slightly cautious view on future earnings and instead preferring
to leave some return on the table. That said, industrial sector capital growth at 2.4% outstripped the
retail (0.9%) and office (0.2%) sectors over the last year.
Industrial property fundamentals have benefited from relatively constrained supply, stable capacity
utilisation, andÊ steady (though not spectacular) growth in manufacturing volumes despite an unfavourable
macroeconomic climate.
Historically, there has been a 12-24 month lag between economic data releases and meaningful shifts
in industrial property fundamentals. For that reason, the level of building completions and manufacturing
production recorded for the rest of 2019 will be critical to the sector's short term fortunes.
In July 2019, building completions reached a 9 year high (on a 12 month rolling basis) and manufacturing
volumes recorded one of its worst single-month drop in the last five years. If this signals the start of
a softening trend, industrial property fundamentals might deteriorate while a rebound in production
and moderation in supply will likely see the sector continuing its outperformance.
All industrial segments saw their vacancy rates improve further during the year to June 2019 Ð with
the exception of Industrial Multiparks which saw a 120bp from 5.6% to 6.8%. The vacancy rate of
manufacturing property at 0.3% is the lowest among the industrial segments suggesting that the
improved manufacturing output of 2018 has had a positive impact on the segment's occupancy.
The vacancy rate of Warehouse & Distribution related property improved 50bps to 4.0% with its base
rental growth declining to 4.2% from 5.6%. This suggests that landlords are having to trade off rental
growth in favour of filling vacant space.
Analysing industrial property by box size reveals a mixed picture. Small units below 2.5k sqm and
large units of above 25k sqm saw its vacancy rates rise in the year to June 2019. So too units with a
GLA of between 5k and 10k sqm.
It would appear as if occupiers in the 5-10k sqm and >25k brackets are trading down into smaller
boxes as the challenging macroeconomic environment and sideways trending capacity utilisation has
occupiers searching for consolidation benefits and operational efficiency gains.
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NATIONAL INDUSTRIAL VACANCY
& RENTAL GROWTH TREND
As at June 2019, the national industrial vacancy rate as recorded was 3.4% as measured by the MSCI
Annual Property Index Ð unchanged on the revised December 2018 figure. The industrial sector vacancy
rate has now been below 4% since 2012Q1 barring a temporary development-driven blip in the first half
of 2017 underlining the sectorÕs high level of occupancy despite a challenging macroeconomic backdrop.
Among the three major property sectors, industrialÕs vacancy rate is currently lower than that of retail
(4.7%) and office (12.8%).
The low & stable vacancy rate has see the sectorÕs base rental growth remain closely tied to inflation
which suggests that little excess supply remains in the marketplace. During the first half of 2019, base
rental growth increased to 5.3% from 4.7% as at December 2018.
This basic rental growth of 5.3% hasnÕt filtered through to an equal level of capital growth which suggests
that valuers are still taking a slightly cautious view on future earnings and instead preferring to leave some
return on the table. That said, industrial sector capital growth at 2.4% outstripped the retail (0.9%) and
office (0.2%) sectors over the last year.
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ECONOMIC DRIVERS OF THE INDUSTRIAL SECTOR
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PERFORMANCE BY INDUSTRIAL SEGMENT
All industrial segments saw their vacancy rates improve further during the year to June 2019 Ð with the
exception of Industrial Multiparks which saw a 120bp from 5.6% to 6.8%. The vacancy rate of manufacturing
property at 0.3% is the lowest among the industrial segments suggesting that the improved manufacturing
output of 2018 has had a positive impact on the segment's occupancy.
Manufacturing production pulled back during the 2nd quarter of 2019 which could see heightened pressure
on the segmentÕs vacancy in the short to medium term given the lag that exists between the economy
and property fundamentals.
The vacancy rate of Warehouse & Distribution related property improved 50bps to 4.0% with its base
rental growth declining to 4.2% from 5.6%. This suggests that landlords are having to trade off rental
growth in favour of filling vacant space. Anecdotally, this segment has seen the most speculative
development which likely is a factor in this trend.
The ÔOther IndustrialÕ segment which includes the historically defensive High Tech Industrial segment saw
its vacancy rate remain low at 1.7% - down 10bps on a year before. As with the Warehousing segment
it seems gains in occupancy are coming at the expense of rental growth. The segmentÕs rental growth
declined from 4.4% to 0.8% during the year.
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PERFORMANCE BY BOX SIZE
Analysing industrial property by box size reveals a mixed picture. Small units below 2.5k sqm and large
units of above 25k sqm saw its vacancy rates rise in the year to June 2019. So too units with a GLA of
between 5k and 10k sqm.
The smallest size bracket saw its occupancy rate soften the most with its vacancy rate rising from 2.3%
to 4.5% in the 12 month period. This suggests that there is currently relatively more pressure on the lower
end of the size spectrum as the difficult macroeconomic environment weighs heavier on smaller operations.
Industrial units sized between 10k-25k sqm ended the period with a vacancy rate of 2.2% - the lowest
among the size segments and an improvement on the 3.2% recorded for June 2018. The vacancy rate
of units in this size bracket has trended down ever since reaching a high of 4.8% in mid-2016. Industrial
units with a GLA of between 2.5k and 5ksqm has also seen its vacancy rate improve for the 12 months
ended June 2019.
It would appear as if occupiers in the 5-10k sqm and >25k brackets are trading down into smaller boxes
as the challenging macroeconomic environment and sideways trending capacity utilisation has occupiers
searching for consolidation benefits and operational efficiency gains. At the same time, there is seemingly
little downside in this for tenants as properties with a rentable area in excess of 2.5k sqm are usually
equipped with the same features as larger properties, whether it be on-grade or dock loading and levelers
for distribution-focused tenants or three-phase power, on-grade vehicle access and sufficient ablutions
for manufacturing concerns.
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NODAL PERFORMANCE

SIGNIFICANT VARIANCE ON NODAL LEVEL
As at June 2019, the aggregate industrial vacancy rate remains low at 3.4% while base rental growth
increased to 5.3% year-on-year. However, there is still significant variance between the underlying nodesÕ
vacancy rate and base rental growth.
Some nodes have very limited amounts of space available to let coupled with robust rental growth while
elsewhere, excess supply is weighing on rental growth.
The graphic below emphasises this point as the major industrial nodes are well dispersed in their current
position in vacancy cycle. Active asset management with a focus on tenant retention and portfolio
diversification Ð via different geographies & property subtypes- remain key at a time when tenants are
looking to unlock efficiencies rather than expand.
Centurion is a good example of a node where landlords are prioritising tenant retention, even if it does
come at the cost of rental growth. As at June 2019, the nodeÕs vacancy rate was a low 1.6% but a rental
growth of -4.3% has see the nodeÕs three year annualised rental growth fall below 5%.
In contrast, the Cape Town industrial area encompassing Epping & Airport Industria also had a vacancy
rate of 2.4% as at June 2019 but stronger rental growth of 6.7% over the last 12 months and 11.4% over
the last three years.
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SAMPLE COMPOSITION AS AT JUNE 2019
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ABOUT MSCI
For more than 40 years, MSCIÕs research-based indexes and analytics have helped the worldÕs
leading investors build and manage better portfolios.Ê
Clients rely on our offerings for deeper insights into the drivers of performance and risk in their
portfolios, broad asset class coverage and innovative research.
Our line of products and services includes indexes, analytical models, data, real estate
benchmarks and ESG research.Ê
MSCI serves 98 of the top 100 largest money managers, according to the most
recent P&I ranking.
For more information, visit us at www.msci.com
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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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