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Rode Services

PROPERTY CONSULTANCY * REAL ESTATE VALUATIONS * REAL ESTATE ECONOMICS

Overview

As one of the large independent property valuation firms in South Africa, Rode & Associates offers the
property industry:

® Property journals — Quarterly countrywide surveys which feed three research
publications. One of the three publications contains 6-year forecasts of the
crucial value-forming attributes of property in the major cities of South Africa.
The forecasts are done using econometric models.

* Time series database — Over 7 000 property time series covering more than
three decades. These time series are sourced from our quarterly surveys.

® Property valuation — Our valuations expertise cover retail, residential,
commercial (including office buildings), industrial, agricultural and specialised
properties such as hotels, hospitals, dormitories, self-storage facilities,
airports, filling stations and the like

¢ Property consultancy — This covers a wide spectrum of areas.

Based in Cape Town, Rode serves clients from all over South Africa and Namibia
(surveys in Windhoek only).

GROUNDBREAKING RESEARCH

Over the years, Rode’s research has led to ground-breaking property models and methodologies. This includes
the regular, rigorous surveying of market rental levels and capitalization rates through the expert-panel
method of polling to provide more uniform and realistic market valuations. Other breakthroughs include:

¢ A unique econometric model to forecast the South African real estate market

¢ The statistical determination of standard capitalization rates

¢ Property demand forecasts

e The estimation of market rentals in shopping centres and for industrial
premises of various sizes

* Special methodologies to value income-producing properties

¢ The development of regression models to estimate the capitalization rates of
office properties, industrial properties and shopping centres

¢ The application of multiple regression techniques to value houses

¢ Rode’s Valuation Method — also known as the opportunity cash flow (OCF)
method — to value income-producing properties

e A further refinement to the valuation of land with residential township
potential using the direct-comparison method

e A further refinement to the valuation of bare dominiums.




Rode Valuations

As one of South Africa’s large valuation firms, Rode annually values property
portfolios which include shopping centres, agricultural property, residential,
commercial and industrial property. Rode also undertakes municipal property
valuations, as well as specialized valuations such as hotels, hospitals, bare
dominiums, airports, etc. Rode has been the annual overall top performer in
the pmr.africa awards since 2016.

Rode’s property valuation services are underpinned by the rigorous surveying
of, inter alia, market rental levels and capitalization rates. Rode’s valuation
services also rely extensively on techniques such as regression models, as well
as the opportunity cash flow (OCF) method. This ensures uniform and realistic
market valuations and is Rode’s competitive edge.

SHOPPING CENTRES

In the retail field, Rode is considered South Africa’s premier shopping-centre valuer owing to the firm’s
technique of calculating market rentals and standard capitalization rates. The firm regresses actual rental
rates of recently signed leases against their floor area size to determine the relationship between the market-
rental rate and floor area. The latter is a useful tool which landlords can employ to their advantage when
negotiating renewals.

FARM VALUATIONS

Rode specialises in the valuation of farms and smallholdings and understands the value-drivers within this
sector.

SPECIALIST PROPERTIES

Rode Valua ons has done pioneering research on several specialist-property typologies, and we regard
ourselves as leading valuers with respect to hospitals, self-storage facilities, hotels, retirement villages, bare
dominiums (leased fee estates in American parlance) and airports.

Rode Consult

Rode Consult renders property-related research services to the public and
private sectors.

As consultants, Rode & Associates are often called upon to do difficult tasks.
So, for instance in 1990 Rode analysed and forecast the property market in
Maseru for the Lesotho National Development Corporation (LNDC). This project
involved, inter alia, forecasting demand trends in Maseru. Another example is
estimating the demand for housing, including retirement villages.

Studies often utilise econometric analysis to forecast trends.



Examples of other assignments include:

e Compiling a macro overview of the South African housing market for the national Department of Housing;

¢ Demand forecasts for specific office nodes, industrial townships, and flats markets;

¢ Forecasts of rental levels using econometric modelling;

e Property-portfolio analysis;

¢ Long-term forecasts of property values in South Africa;

* An analysis of the property market in towns and municipalities;

e Acting as an expert witness in arbitration and litigation;

* Assessment of market potential for commercial property ventures such as new or existing office com-
plexes, retail centres, light industrial nodes, etc. To do this, property market indicators are identified and
analyzed, e.g. supply and demand analysis (type & size), rentals (R/m?), selling prices, escalation rates (%),
vacancies (%), take-up rates (%).

e Advisory services to implement the Government Immovable Asset Management Act, Act 19 of 2007 (GIA-
MA);

e Research to determine the highest and best use for unused and underutilised government immovable
assets.

Major recent clients of the division include: the City of Cape Town, the Western Cape Government, the
Auditor-General of South Africa (AGSA), engineering firms and property developers.

Rode Publications

RODE'S REPORT ON THE SOUTH AFRICAN PROPERTY MARKET

Rode’s Report analyses and reports on most sectors of the property market in
the metropolitan areas and some secondary cities. It covers, inter alia, rental
levels per m? by property type, grade, size and node/township; capitalization
rates by type of property, grade and location; building costs by type; building
activity; etc. It excludes the retail property market. The publication is updated
quarterly and available only in digital format.

RODE'S RETAIL REPORT ON SOUTH AFRICA

Rode’s Retail Report reports on the state of the retail property market by
analysing the most recent retail sales and trading-density statistics. Retail
property information includes street-front shop rentals per m? by size for about
120 street-front micro-locations in six metropolitan areas. The publication also
reports on developments of new shopping centres and major extensions to .I}odé‘mﬁ
existing shopping centres. The publication is updated quarterly and available R
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only in digital format. Rode’s South African Property Trends
2022-2027

RODE'S SOUTH AFRICAN PROPERTY TRENDS

Trends contains forecasts of crucial property variables like rentals and
capitalization rates by city, six years into the future. The forecasts are updated
every six months using econometric models and cover the major South African
metropolitan areas, thus giving a complete framework for property investment
planning and viability studies. The publication is updated biannually and is
available only in digital format.




TIME SERIES LITE

Use Rode’s reliable historical data to aid your research, strategic decision-making and presentations. This
digital database provides online access to more than 2 000 property-related time series — many going back
more than three decades. The database includes key property time series like capitalization rates, and
office and industrial rentals. The data covers all metropolitan areas and some secondary cities. It is
updated quarterly and available only in digital format.

TIME SERIES PRO

This is an extension of Rode’s Time Series Lite database and contains about 7 000 property-related time series
— many going back more than three decades. A must for the serious property analyst. Time Series is updated
quarterly and available only in digital format (Excel).

Contact us

o Tel: (+27) (0)21 946 2480 | MaxiCall: 0861 22 44 88
e Cell: (+27) (0)82 323 5799

e Fax: (+27) (0)21 946 1238

¢ E-mail: info@rode.co.za

® Postal address: PO Box 1566, Bellville 7535, Cape Town, South Africa

¢ Physical address: 11 De Villiers Road, Sunray (near cnr. Maree St), Bellville, Cape Town
¢ GPS: -33.89958, 18.63736

e Web address: www.rode.co.za




Rode’s Report 2023:1 vi Rode staff

Rode staff

Erwin Rode
BA, MBA (Stell): CEO

Kobus Lamprecht
BCom (NWU), BComHons and MCom (NWU)

Juliana Dommisse
BEconHons (Stell)

Marlene Tighy
BSc (Wits) Hons (OR) (RAU), MBL (UNISA), Pr Sci Nat

Monique Vernooy
BTech(QS), NDREES (UNISA), MSc (UCT)

Binty Britz
BA (Stell), MLPM (UOFS)

Pearl Johnson
Diploma: Real Estate (CPUT)

Samantha Harkers-Kies
ND: HRM (CPUT)

Lynette Smit
Elizma Hawksley
Juwayra Januarie
Abigail van Wyk

Shimonay Jonas




TO THE CREATORS,
THE INNOVATORS,
AND INDUSTRY SHAPERS.

Space for groundbreakers

By developing space for some of the most
industrious businesses in South Africa, we've
seen how innovative ideas and the right
environment can propel companies forward.
For prime space that meets your greatest |
industrial ambition visit our website. =

N

For prime space visit abland.co.za

Office | Industrial | Retail | Residential | Motor | Precincts A Abland

Property Developers




Rode’s Report 2023:1 Viii Contents

General article

Mind the gap 1
State of the property market

State of the property market in quarter 1 of 2023 3
Capitalization rates

Cap rates of industrial property showing some weakness 7

How to estimate capitalization rates - anywhere 21
Listed property

Listed property prices lose more ground 24
Office rentals, operating expenses, and office demand & vacancies

The office market battles on 31

Cape Town office vacancies decline further 67
Industrial rentals and vacancies and industrial stand values

Industrial rental growth slows 80

Stand-value growth weakens 121
Residential market

Western Cape flat vacancies fall further 151

House prices head lower 181
Building activity & building costs

Decline in building plans passed paints worrying picture 188




Rode’s Report 2023:1 ix

Tables

Tables

Table 1.1:
Table 2.1:
Table 2.2:
Table 2.3:
Table 2.4:
Table 2.5:
Table 2.6:
Table 2.7:
Table 2.8:
Table 2.9:
Table 4.1:

Table 4.2:

Table 5.1:
Table 5.2:
Table 5.3:
Table 5.4:
Table 5.5:
Table 5.6:
Table 5.7:
Table 5.8:
Table 6.1:
Table 7.1:
Table 7.2:
Table 7.3:
Table 7.4:
Table 7.5:

Rental performance as at quarter 2023:1

Prime industrial leaseback escalation rates

Survey of capitalization rates: Office buildings

Change in capitalization rates: Office buildings

Survey of capitalization rates: Industrial buildings

Change in capitalization rates: Industrial buildings

Survey of capitalization rates: Shopping centres

Change in capitalization rates: Shopping centres

Survey of capitalization rates: Street-front shops

Change in capitalization rates: Street-front shops

Total returns on listed property funds: Recent performance
and past three years

Change in distributions for half- and full-year periods ended
December 2021/22

Pioneer office rentals

Market rental rates for office buildings

Standard deviation of market rental rates for office buildings
Typical rent-free period in months

Market parking rentals

Office rental escalation rates on new leases

Escalation rates on operating costs

Typical gross outgoings for prime office buildings

Rode office vacancy factors

Pioneer industrial rentals

Mean prime industrial market rentals

Standard deviation from mean prime industrial market rentals

Predominant market escalation rates for industrial leases

Indicative operating expenses for industrial buildings

14
15
16
17
17
18
19
20
20

26

29
36
37
41
45
49
53
57
61
75
86
87

101
117
118




Rode’s Report 2023:1 X Tables

Table 8.1: Sensitivity of land value to changes in rent 121
Table 8.2: Mean market values for industrial stands 123
Table 8.3: Standard deviation for industrial stands 137
Table 9.1: Flat vacancies by city/province 155
Table 9.2: Flat rentals: Standard units 156
Table 9.3: Flat rentals: Upmarket units 164
Table 9.4: Flat: Parking rentals 172
Table 10.1: Change in nominal house prices by metro and province 187
Table 11.1: New non-residential buildings 192

Table 11.2: New residential buildings 193




Rode’s Report 2023:1 Xi Annexures

Annexures

Annexure 1

Glossary of property terms and abbreviations I

Annexure 2
Technical background to the Rode surveys Xl
Annexure 3
How to interpolate industrial rental rates and land values XIV
Annexure 4
Approximate building cost rates by AECOM XV
Annexure 5
Monthly forecast of Haylett by BER XXI
Annexure 6
BER Building Cost Index XXII
Annexure 7

Prime overdraft rate at month-end (%) XX




Rode’s Report 2023:1 Xii

Panellist codes

Panellist codes

Code

AA
AAG
ABA
ACU
Al
AN
AP/OP
AP/OP
AP/OP
ARN
AS
AV
AWP
AX
BCR
BLA
BON
BP
BPM
BR
BR
BR
BVF
CA
CAP
CAR
CBR
CIR
CM
COR
CPS
CR
CRI
DD
DE
DM
DN
DOR

Company

Ask Ash

Arden Avant-Garde

Abacus Divisions

Acumen Properties

Aida Pretoria

Annenberg Property Group

API Property Group/OfficePlace

API Property Group/OfficePlace

API Property Group/OfficePlace

Arnie Katz Realty

Airspace SA

5th Avenue Properties

Andrew Wood Properties

Avron Properties cc t/a Montague Gardens Property
Bedfordview Commercial Rentals (Pty) Ltd
Black Pepper Properties

Bonnins Estates

Brickfield Properties

Blue Asset & Property Management
Broll Property Group

Broll Property Group

Broll Property Group

Boshoff Visser Property Group

Chas Everitt

CapProp

Carleon Properties

CBRE Excellerate

Circle Properties

Capitol Commercial Properties

Core Property Group

3Cube Property Solutions

Colliers International

CRI Properties

Diamond Properties

Dedekind Real Estate

Dalmax Properties (Pty) Ltd

David Newham Property Management
Dormehl Phalane Property Group Pietermaritzburg

Telephone number

0825746747
0106300375
0123455555
0825574768
0123483720
0214657780
0126440522
0311008108
0219112906
0413731333
0614725023
0112346111
0832363848
0215520001
0114500588
0114631909
0312668446
0723476703
0829716402
0514303008
0114414108
0413635559
0448732801
0219154800
0837845895
0117891007
0119118259
0219813263
0219141840
0217972552
0103006441
0117832111
0123467777
0214340001
0366372297
0317641525
0219480934
0333425129




Rode’s Report 2023:1 Xiii Panellist codes
DT Deltahof 0826022777
DW Divaris Property Brokers 0215311551
ED Edric Trust 0514489431
EK Ellenberger & Kahts 0514301511
ENV Engel & Volkers 0119293096
EPG Edge Property Group 0212076016
EQv Equity Valuers 0514300907
ERA ERA Sun Properties 0437404556
ES Eli Stroh 0152873300
ETC Etchells and Young Property Brokers 0117915134
EXH Executive Homes 0114855019
GAM Granite Asset Management 0861177770
GB Galetti Corporate Real Estate 0117831195
GB Galetti Corporate Real Estate 0214186308
Gl Growthpoint Properties 0119446449
Gl Growthpoint Properties 0119446073
Gl Growthpoint Management Services 0315845100
GR Grove Properties 0834561924
GRV Garden Route Valuers 0762308680
GW Goldswain Investments 0437222876
HN Harcourts Patrick & Co 0333423340
HN Harcourts Maritz 0126530386
HP Horizon Capital 0214258586
IPC IPC/Rob Lopes Rentals 0413630000
JA Jawitz Properties 0217945500
JB Jack Bass CRE 0210231301
JLL Jones Lang LaSalle 0115072200
JR J Margolius & Associates 0861825848
JUS Just Property Amanzimtoti 0319037434
JUS Just Property Winelands (Paarl) 0218721487
JUS Just Property Atlantic Seaboard 0212017007
KA M.A. Krog & Associates 0832973140
KEL Kellaprince Property Group 0137544400
LA Landlords "We do Rentals" 0219751770
LIB Liberty 2 Degrees 0114485687
MAF Mafadi Western Cape 0210013410
MAS Massyn Acquisitions 0123452576
ME Mendace Properties 0828998304
MO Moolman Group of Companies 0152914700
MPR Millar's Properties 0123420527
MPV Masisizane Property Valuations 0834693555




Rode’s Report 2023:1 Xiv

Panellist codes

MR
MUL
MX
MY
NAN
NE
NET
NEX
NH
NR
OMN
ORI
0S0
PC
PG
PH
PHP
PLA
PM
PN
PPG
PPR
PR
PRS
PRU
PVN
PW
PX
Qu
RA
REA
REW
RIO
RIZ
RK
RM
RNP
RO
SA
sC
SCM

Marder Properties

Multi Properties

Maxprop Holdings

Mike Shefer Estates

Nangate Investments
Newbridge Property Services
Networth Group

Nexus Property Group
Netwater Properties

National Real Estate

Omnigro

Oriprops

Office Space Online

Propco (1985)

Pam Golding Properties Nelspruit
President Estate & General Agents
Platinum Hill Properties
Platinum Global

PDL Property Management
Propergation Property Solutions
Pulse Property Group

Parallel Property

Property Fellas

ProperSell

Properties R US

Property Valuations Namibia
Property Window

Pillay Properties

Quadrant Properties

Real Estate & Property Services
RealFMG

Real Estate @ Work

RIO Property

Rize Property Professionals
Renprop

Remax Border East London
RNP Properties

Reef Property Consultants
Sarkhot & Associates

Stockton Property Consultants
Sotheby's Commercial

0114531220
0448746907
0312517300
0413738676
0824113839
0219139131
0152988141
0214183911
0113261614
0514059990
0212762000
0137546562
0115933111
0315691334
0137542300
0118738707
0214244242
0514474711
0137527333
0219146444
0437000327
0110837171
0114546615
0117816281
0218632046
0026461241100
0538311319
0216857710
0115309840
0110271400
0118071760
0836328011
0837082098
0835567257
0114636161
0437485847
0116262630
0114501700
0318305434
0114259857
0217012446




Rode’s Report 2023:1 Xv

Panellist codes

SE
SF
SF
SH
SHP
SLT
SPI
SPI
SPS
sQ
SR
SS
SUM
SWi
SWi
TCP
TE
TG
TH
Tl
TR
TR
TR
TR
TR
TR
TR
TRD
VP
WD
WHF
WK
WP
WPM
77

Stipec Eiendomskonsultante
Seeff Polokwane

Seeff Properties Amanzimtoti
Share-List Property

Shalan Properties

Sandak-Lewin Trust

Spire Property Solutions

Spire Property Solutions
Strategic Property Solutions
Steer And Company

Sancus Realty

Six Squared Property Consultants
Summerton Edelson Commercial
Swindon Property Brokers
Swindon Property Brokers
Turnkey Commercial Properties
Trust & Estate Co.

Theo Goosen Estate Agents
Trevor Hosiosky Investment Properties
Torva Property Investments
Trafalgar

Trafalgar

Trafalgar

Trafalgar

Trafalgar

Trafalgar

Trafalgar

3rd Storey (Pty) Ltd

Vermaak Properties

Webprop

Warehouse Finder

Wakefields

Watprop

Watchprop Property Management
Anonymous

0152954537
0152971140
0319031234
0317647101
0836527341
0214190440
0216854020
0878050556
0315760387
0214261026
0218899759
0823872234
0415811768
0824056940
0112686315
0833067916
0026461231224
0152959014
0118035545
0117835370
0313017017
0112145200
0437266066
0413656840
0431250125
0123265963
0214105500
0795171696
0215552495
0219100180
0860009531
0317090213
0118870473
0219819756




Rode’s Report 2023:1 Xvi Acknowledgements

Acknowledgements

The writers of Rode's Report (RR) express their sincere thanks to:

1. The Bureau for Economic Research (BER) for the use of its building-cost data
(BER BCI).

2. AECOM for the use of its building-cost data for various building types.

3. All the panellists who so kindly gave of their time and expertise in responding
to our surveys. The complete list of panellists who contribute to the RR,
together with their codes, appears on p. xii. For each of the survey tables in the
RR you will find, listed against every node or area, the codes for all the panellists
who contributed information this quarter.

4. Loraine West, who has the task of making sure the grammar and style are up to
scratch.

5. Other property practitioners throughout South Africa, experts in their fields,
too numerous to mention individually. Without the generous assistance of
these professionals, much of our research would be impossible.

6. Samantha Harkers-Kies, who manages the surveys and compiles the annexures,
and Lynette Smit and Juwayra Januarie for their technical assistance.

7. The JSE Securities Exchange and Statistics South Africa for the use of their data.




Rode’s Report 2023:1 Xvii Foreword

Foreword

Dear Reader

Welcome to the first issue of Rode’s Report on the South African
Property Market (RR) for 2023, which reports on surveys conducted
in the first quarter.

As usual, we report on the movements of several critical property
variables, ranging from capitalization rates, market rentals,
operating costs, vacancies, escalation rates and land values to
house prices.

Lynette Smit and Samantha Harkers-Kies oversee our survey panel. We appeal to all
market participants who feel they have sufficient property-market knowledge to
become a panellist, to please contact Lynette. Her cell no. is 082 323 5799 and her
email lynette@rode.co.za. It's for the benefit of everyone in the industry. As a
panellist you will also get invaluable exposure.

If you want to communicate with a specific niche market, you can also contact
Lynette for RR advertising rates.

Enjoy the read!

Kobus Lamprecht
Editor

5 April 2023
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Mind the gap

How stalling market-rental growth
affects tenant installation allowances

Pieter-Jozua Erasmus

When tenants are considering leasing new
offices, they mainly consider attributes such
as the location, monthly rental and grade
of building when comparing various office
buildings with each other. However, one
crucial aspect is often overlooked and that is
the internal installation cost of the proposed
new office space.

Landlords normally provide incoming tenants
with a tenant installation allowance (TIA)
to assist tenants with the cost of building
their new office space. This allowance may
be used for the interior fixtures such as
air-conditioning, dry-walling, flooring,
kitchenettes, ceilings, etc. The formula to
calculate the TIA is always negotiated, but
the market norm is that landlords provide
as an allowance one month’s office rental
per year of the lease (parking and balcony/
patio costs excluded). For example, if you
conclude a three-year lease for a 250 m?
office at a rental of R160/m?, the TIA would
be calculated as follows: 250 m? x R160/m? x
3 years =R120 000 plus VAT. It is important to
note that this is applicable to spaces where an
existing installation is already present, i.e.
“second-hand space”. New buildings (with no
prior/existing office installation) are treated
differently. In these cases, a TIA of R3 200 to
R3 500/useable m? plus VAT is provided. This
may sound steep, but the incoming tenant
will have to fit out the space from a raw, grey-
box state to fully installed.! This will include
the cost of air-conditioning and ceilings,
which are normally present in pre-used office
spaces.

The rule-of-thumb TI allowance is directly
linked to the rental payable by the incoming
tenant. But, if we consider that during the
past 10 to 14 years we have lived through a
world financial crisis, the Zuma presidency,
pitiful economic growth, the Corona virus and
increasing inflation levels, one does not have
to be a property economist to know that
office rental rates have been under pressure
for many years. Since market office-rental
rates have seen meagre growth over this
period, it means Tl allowances — when using
the old rule of thumb — have been lagging
construction of office interiors over the same
period.

Capitol’s industry colleague and contractor,
Francois Burggraaff from Sashona Walling,
has provided us with a comparison of
installation costs used in 2014 vs 2022. The
table below shows the cost of certain items
and the resultant growth in costs over this
period. And this is exactly where the “gap”
has been created. Little rental growth is
causing flatlining of TI allowances, while
construction costs have soared over the same
period. Tenants are, therefore, faced with an
ever-growing gap between the TIA provided
by the landlord and the cost of installing the
new offices. Thus, office installation costs
are one of the biggest hurdles in concluding
office leases in the current economic climate.
It means one should question the practice
by some landlords to white-box their
preoccupied office units (demolishing the
interior layout when an outgoing tenant
vacates an office).

1 For a definition of grey box and white box, see Annexure 1 of this issue of Rode’s Report.
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Tl costs/useable m?
Item Increase
2014 2022
2,7-m high partitioning R980 R1 640 67%
Full-height painted doors R2 150 R3 450 60%
Normal plug R600 R1 050 75%
Dedicated plug R50 R1 150 53%
Data routes in partitioning R250 R450 80%
Light switch R 300 R480 60%
600x600 LED light panel R600 R850 41%
600x1200 suspended ceiling (vinyl) R220 R340 54%
Berber Point carpets R175 R310 77%
Painting (washable acrylic) R44 R74 66%
Painting (doors) R380 R520 36%
Unweighted average increase 61%

In these interesting times, some landlords
have incentivised tenants by granting
additional TI allowances depending on the
lease period, rental, and escalation rate
offered. This certainly helps tenants to bridge
the gap between installation costs and the old
rule-of-thumb Tl allowance.

Now we must consider what happened to the
rental rates of A-grade decentralized offices
in Cape Town over the same period. For
clarity, the term “decentralized” refers to all
office nodes in Cape Town, except the Cape
Town CBD and the V&A Waterfront. If we
consider the 61% by which construction costs
have increased, as indicated in the table,
the creation of the gap will make sense if
the office-rental growth was lower than that
of the construction costs. And so it is. The
rental growth has been only 29% over the
corresponding period and, using the old rule
of thumb, the tenant’s TIA has also grown by

For more information, please contact:

Pieter-Jozua Erasmus

Capitol Commercial Properties
021914 1840/ 082 853 9358
pje@capitol.co.za

a mere 29% — much slower than the growth in
construction costs, which was about 61% over
the period 2014 to 2022 (see the table).

To summarize, tenants nowadays must
dig much deeper into their own pockets to
construct their new internal office areas,
unless the landlord comes to the party.
Ten to fifteen years ago, we saw that
tenants comfortably managed to do a basic
installation with the TIA offered, but that is
no longer the case. Therefore, tenants and
landlords will have to be more creative to
navigate this rising phenomenon. It will have
to be a partnership where both parties are
prepared to come to the table with, say, a
higher TIA, higher rental rates and a longer
lease period, to make a transaction financially
viable. Or does this signal the point where
tenants wanting their own front door have to
accept that generic, open-plan spaces are the
future? A
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Chapter 1: State of the property market

State of the property market

in quarter 1 of 2023

This issue’s front page depicts South African
house prices that in real terms are deflating.
This is being caused by the sharp rise in the
prime interest rate to 11,25% by end March
2023 from 7% in October 2021, as well as a
moribund economy. This comes after the
mini-boom during Covid when prices were
lifted by the sharp interest rate drop at the
time.

Many homebuyers have been caught off
guard by the extent of the interest rate hikes,
despite warnings by many that interest rates
will eventually have to rise. Vigilant readers
will remember the front page of Rode’s
Report 2021:3 that read “Beware the coming
interest rate hikes”.

That said, a positive for the property market
is that the top of the current upward cycle of
interest rates is close, with interest rates
likely to move lower towards the end 2023
or in 2024 - at least, that seems to be the
consensus opinion among economists. A wild
card is the impact of the surge in the oil price
at the beginning of April and the eventual
outcome of the Putin war.

Apart from higher interest rates, the huge
electricity crisis is also top of mind of property
companies and tenants. The cost to keep
properties running during load shedding is
enormous. As not all cost can be recovered
from tenants, this will negatively impact the
earnings and ultimately dividends declared by

REITs. Of course, this also adds to the tenants’
cost of occupancy, which eventually reduces
their ability to absorb rental hikes.

The property sector also faces numerous
other challenges, such as high vacancies,
rising operating costs and a lack of municipal
service delivery — not to mention the global,
and especially the SA economy, that faces a
period of low growth.

Encouragingly, the recent financial results for
the period ended December generally did
look better, especially for REITs exposed
to retail and industrial property. The
oversupplied office market remains a drag
on the results of REITs and other funds
that are heavily exposed to this sector.

A summary of the main findings by property
type follows.

Quantitative overview of the property
market

Table 1.1 on the next page provides a
snapshot of how the property market has
performed over the past four quarters by
comparing the latest information (quarter
2023:1) with data collected a year earlier.

Office market

The office market remains challenging due to
its significant oversupply. However, Rode
data shows that vacancy rates have moved
lower from higher levels, while nominal
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market-rental growth has also picked up
from a low base. That said, REITs are still
generally reporting large negative rental
reversion rates as rentals have escalated by
much more than market rentals.

The outlook for the office market is clouded
by the poor economic outlook and the
remote-working trend, with hybrid working
models proving popular. The electricity crisis
has worsened prospects for the economy and
office demand.

Nationally, weighted gross market rentals for
decentralized grade-A space rose by 3,2% in
nominal terms in the first quarter of 2023
compared to the first quarter of 2022. This
shows that rentals have bottomed out after
falling by 5,2% in 2021 and by 1,2% in 2020.
But to give perspective, the first-quarter
national nominal rental rate was still 3%
below 2019 levels (that is, before the Covid
pandemic). In real terms, rentals are still
in negative territory after deducting the
BER’s roughly 6% estimate of building-cost
inflation. The positive is that the cooling of
building-cost inflation will generally resultin a
smaller decline in real rentals than that seen
in 2022.

Regionally, Cape Town has been the clear
top performer over the past few quarters. In
the first quarter of 2023, grade-A nominal
rentals increased by 13% in Cape Town
decentralized compared to the first quarter
of 2022. Decentralized rentals rose by 2,3%
in Johannesburg and by 1,7% in Pretoria.
Durban took a turn for the worse, with
decentralized rentals down 2,3%. For readers
it is important to understand that these
increases are year on year, meaning the first-
guarter 2023 level is compared to the low
level of the first quarter of 2022. In real terms,
only Cape Town managed to record above-
inflation rental growth compared to a year
ago. The Mother City’s rentals now also
exceed the average 2019 level.

Industrial market

Rode’s first-quarter 2023 survey results show
that the industrial property market is still best
placed of the three major non-residential
property sectors thanks to its superior rental
growth and low vacancy rates. However,
there are signs that the market is starting to
slow, such as a weaker cap rate and slower
rental growth. This is not surprising given the
state of the economy and resultant hits to the
manufacturing and retail sectors.
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Table 1.1

Rental performance as at quarter 2023:1

% change from four quarters earlier (on smoothed data)

Sandton CBD

Rosebank

Randburg Ferndale
Centurion

Hatfield

La Lucia/Umhlanga Ridge
Berea

Tyger Valley

Century City

South Africa

Central Witwatersrand
East Rand

Durban

Cape Town

South Africa

Nominal

Real*

A-grade decentralized office rentals

1,1 -4,4
4,0 -1,7
-1,1 -6,4
14,2 7,9
0,9 -4,6
-2,1 -7,4
-4,9 -10,1
21,2 14,6
11,7 5,7
3,2 2,4
4,6 -1,1
7,4 1,5
3,5 -2,1
4,9 -0,8
51 -0,6

*Nominal values deflated by BER Building Cost Index

Nominal gross market rentals for space of
500 m? in the first quarter of 2023 grew by
5,1% compared to the first quarter of 2022.
This is slower than the 5,7% growth
recorded in the fourth quarter of 2022. In
real terms, rentals are still declining, but only
slightly as building-cost inflation (BER BCI)
was estimated to have cooled to about 6%.

The industrial market has been boosted by
continued low vacancies. It is puzzling that
vacancy rates have not worsened given the
poor economic environment - perhaps
landlords have kept vacancy rates low at the
expense of rental levels as reversion rates on
new leases have been negative for most
REITs. Vacancy rates are low, especially for
warehouses linked to logistics, thanks to
strong online sales.

Regionally, the East Rand surprised on the
upside, with rental growth of 7,4% compared
to the first quarter of 2022. The East Rand
struggled during the pandemic with nominal
rental growth of only 1% in 2020 and 2021,
which implies that it is playing catch-up.
Nominal rental growth in Cape Town and the
Central Witwatersrand was also relatively
strong at about 5%, while growth was slightly
slower at 3,5% in Durban.

Residential market

The housing market continues to slow down
due to lower effective demand for property as
a result of the weakening economy, the
higher cost of living and rising interest rates.
Nominal prices grew by 2,5% in the first two
months of 2023 compared to the same period
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in 2022, based on FNB data. This indicates a
slowdown after growth of 4,2% in 2022 and
3,5%in 2021. Thus, in real terms, house prices
are still declining sharply, after deducting the
consumer inflation (CPI) rate of close to 7%.

In this issue, we explain that the interest
rate hikes have started to affect prices and
activity levels more materially and the
impact is not over yet.

Turning to flats, vacancy rates on a national
level averaged 6,8% in the first quarter
of 2023, unchanged from the fourth
quarter of 2022, according to Rode’s
residential survey data. This is better than

the 8,3% average of 2022. However, vacancy
rates are still slightly above the 5,3% average
recorded in the three years from 2017 to
2019 that preceded the pandemic.

On a regional level, the Western Cape
continues to stand out with its low flat
vacancy rate of 2%, down further from
3,2% in the fourth quarter of 2022 and well
below the national average. In contrast,
Gauteng (flats in Johannesburg and
Pretoria) saw its vacancy rate worsen to
10,1% from 8,2%. KwaZulu-Natal’s vacancy
rate also worsened to 14% from 10,8%. All in
all, house prices and rentals are still declining
in real terms in most parts of the country. i
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Chapter 2: Capitalization rates

Cap rates of industrial property
showing some weakness

Kobus Lamprecht

The results of Rode’s first-quarter 2023
capitalization rate survey show that cap
rates of directly held industrial and office
properties remained roughly the same as in
the fourth quarter of 2022 but are somewhat
higher than in 2022. In contrast, cap rates
of regional shopping centres declined
(improved) slightly in the first quarter of
2023.

On the one hand, cap rates have been
pushed up by a riskier environment due to
expectations of weaker global and South
African economic growth in 2023, including
the local electricity supply crisis. On the
other hand, a factor that has put downward
pressure on cap rates in the first quarter
of 2023 has been the SA long-term bond
yield, which has declined in line with a
pullback in global yields due to expectations
of lower inflation, and ultimately a decrease
in interest rates towards the end of 2023. The
mini banking crisis in some parts of Europe
and the US has also led market participants to
think the end of the current hiking cycle is
near. Note, however, that long-bond vyields
are not the only driver of capitalization rates.

The industrial market remains fundamentally
in the best position of the three major non-
residential property types thanks to its low
vacancies and relatively strong rental growth.
Cap rates of directly held industrial property
worsened as 2022 progressed and moved
sideways in the first quarter of 2023. Perhaps,
there are some doubts whether the sector’s
strong performance is sustainable.

The retail property market made a strong
comeback in 2022 but has been under
pressure over the past few months as
evidenced by the weaker retail sales
performance. Real retail sales declined by
0,8% in January 2023 compared to January
2022. This is reflected in the cap rates of
regional shopping centres remaining high
compared to pre-Covid levels. Nonetheless,
cap rates have improved somewhat from
fourth-quarter 2022 levels as discussed later.

Turning to the office market, it is still the
riskiest property type by far, as demonstrated
by its high cap rates. Office cap rates in the
first quarter of 2023 averaged the same as
in the fourth quarter of 2022 but are up
compared to 2022 and pre-Covid (2019)
levels. The survey results reflect a sector that
remains under pressure from an oversupply.

Nationally, the weighted cap rates
were 11,1% for grade-A multi-tenanted
decentralized office properties, 9,8% for
prime industrial leasebacks and 8,9% for
regional shopping centres (see the chart).

National capitalization rates
by property type
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Below, we first briefly discuss the
outlook for capitalization rates, followed
by the movement in these rates for
the different non-residential property
types.

Cap rate outlook

Interest rates in general can affect the
income vyields investors expect on property
in three ways, viz. (1) the substitution
principle (alternative, long-term investments
like 10-year government bonds experience
a change in yields), (2) changes in the cost
of financial gearing (shorter-term interest
rates), and (3) changes in the market’s
rating of listed property funds like REITs.
The market’s rating of REITs is especially
important as REITs are big buyers of
institution-quality directly-held properties,
and a poor rating of REITs (high forward
yields) means these funds want to pay less for
the same expected cash stream (thereby
raising capitalization rates of directly-held
properties). In fact, since the Covid-19
pandemic, REITs have been net sellers of
properties, which goes a long way in
explaining the rise in cap rates. The reason for
this sell-off is the need to contain the loan-to-
value (LTV) ratios in the light of declining
market values.

The outlook for the growth in
income streams from directly held non-
residential property continues to be
marred by poor property fundamentals,
such as above-average vacancy rates
and, therefore, weak market rentals.
Industrial property could be seen as an
exception. Poor fundamentals should
generally affect  capitalization rates
negatively in the next year or so, meaning

cap rates will tend to stay high and could
even worsen, holding all other factors
constant.

As explained above, another predictor
of capitalization rates is long-bond yields.
The vyield of SA’s long-term bond (10
years and longer) moved upwards for the
most part of 2022 in line with growing
inflation globally and locally. The Reserve
Bank has lifted short-term interest rates by
4,25% points since it started hiking rates
in  November 2021, resulting in a prime
rate of 11,25% by the end of March - see
Annexure 7. This means the prime rate is
now above the roughly pre-pandemic
level of 10% in 2019. Surprisingly, the
Reserve Bank hiked interest rates by 0,5% in
March, despite the US lifting its rate by only
0,25% in the same month, as South Africa’s
inflation is proving very sticky due to
the upward pressure on production cost
from load shedding.

However, looking at the monthly trend in
long-bond yields shown in the chart, it
has moved lower, albeit in a volatile
manner, since its peak of 11,6% in
October 2022. The latest level was 11,2%
in March. The decline since that peak
was due to market expectations that the
current rate-hiking cycle was near its top
as inflation is set to fall more with
lower energy prices, among other factors.
However, as we write this, OPEC+ at the
beginning of April decided to reduce oil
production further, which led to a surge
in oil prices. This befuddles previous
optimistic inflation forecasts. Much also
depends on the outcome of the Putin
war.
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South Africa long bond yields
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Office capitalization rates
Nationally
Office capitalization rates of grade-A

multi-tenanted properties in South Africa
decentralized averaged 11,1 % in the first
quarter of 2023, roughly unchanged from
the fourth quarter of 2022. These rates are
slightly higher than the 2022 average and
the pre-Covid (2019) level of just under 10%.
The survey results reflect a sector that
remains under pressure from an oversupply,
and it could stay this way for a long time,
considering the weak economic growth
prospects and the lasting impact of the
work-from-home trend.

Johannesburg

The office capitalization rate of grade-A
multi-tenanted properties in Johannesburg
decentralized was 11,7% in the first quarter of
2023, unchanged from the fourth quarter of
2022. Cap rates are still up significantly from
their pre-Covid (2019) average of 10%.

Fundamentals in Johannesburg decentralized
have improved somewhat over the past few
guarters but are still poor. The decentralized
vacancy rate for grades A+, A and B office
space combined edged up slightly to 16,4% in
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the first quarter of 2023, but is still well
below the high levels of close to 20% of
a year ago, according to Rode’s vacancy
survey discussed in Chapter 6. Nominal,
decentralized grade-A market rentals in the
first quarter rose by about 2% compared to a
year ago (see Chapter 5), which was slower
than the 4,8% growth of the fourth quarter
of 2022. The slowing rental growth trend is
apparent in most of the major Johannesburg
nodes, but rentals are still up compared to
the low base of the first quarter of 2022. This
shows that rentals bottomed out after the
Covid lows.

Capitalization rates
Johannesburg decentralized grade-A offices

Smoothed
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Source of data: Rode's Time Series

The two accompanying graphs show which
decentralized nodes in Johannesburg are
not investors’ favourites (the nodes with
the highest capitalization rate). They are
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Randburg, Sunninghill,  Parktown and
Midrand. Of course, there are others, but
these are the ones that stand out on the two
graphs.

The top office nodes (the nodes with the
lowest cap rate) in Johannesburg in the
first quarter of 2023 were Rosebank CBD
and Waterfall. Sandton CBD used to be
considered a top node, but it has lost
significant ground, as shown in the chart, due
to its high oversupply. For example, brokers
that took part in Rode’s office market survey
perceive Sandton’s average vacancy rate for
grade A*, grade A and grade B combined as
about 17%, while the aforementioned two
nodes have vacancy rates of about 11% (see
Chapter 6).

Note that we do not consider the
poor fundamentals of Sandton CBD as
permanent — rather, they are the result of
overenthusiastic developers oversupplying
the node temporarily.

Capitalization rates
Johannesburg decentralized grade-A offices
Smoothed
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In the first quarter, capitalization rates
of grade-A multi-tenanted properties in
Johannesburg decentralized ranged from
9,9% in Waterfall to as high as 13%
in Randburg/Ferndale. It was a mixed
performance across the different nodes
compared to the fourth quarter of 2022, with
some (such as Sandton and Bryanston)
showing improvement and others (like
Rivonia) weakening.

The differences in capitalization rates can be
used as a guide to the market’s perception of
these nodes. The higher the capitalization
rate, the worse the expected growth in
income streams and/or the higher the
perceived risk of the node (or individual

property).

Thus, risk and expected growth in rentals are
intimately linked. We also see this link in the
way rating agencies like Standard & Poor’s
evaluate the creditworthiness of countries
(high economic growth reduces risk of default
even when the debt-to-GDP ratio is high).

Pretoria

Our respondents believe investors currently
require a minimum net income return of
10,4% to induce them to buy or sell
prime multi-tenanted office properties in
Pretoria decentralized.! This percentage is
slightly better than the fourth quarter
of 2022 and it is also better than the
10,7% average in 2022. Pretoria did not
experience the better nominal rentals and
vacancy rates generally observed in other
major cities in 2022 and appears to be
playing catch-up. This is clear from the
recent rental rate and vacancy rate
improvement, discussed in Chapters 5 and 6.

Capitalization rates

Pretoria decentralized grade-A offices
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On a nodal level, cap rates are the
lowest in Brooklyn, Menlyn/Lynnwood and
Centurion.

1 Note that we report on standard capitalization rates. These assume the property is let at market-related rentals as distinct from
escalated contractual rentals, which may be far higher than market levels. See the Glossary (Annexure 1).
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Note Centurion’s sharp improvement in the
first quarter, which is line with the better
rentals Rode has observed recently. Cap rates
are comparatively worse in Hatfield.

Durban

The average capitalization rate for grade-A
Durban decentralized office property was
11,5% in the first quarter of 2023, better
than in the fourth quarter of 2022. Durban’s
cap rate is still the highest of the four major
cities, despite the improvement of late. In
other words, brokers perceive Durban to be
the riskiest. Cap rates unsurprisingly have
remained the lowest in the flagship node of
La Lucia/Umhlanga.

Capitalization rates
Durban decentralized grade-A offices
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Cape Town

Capitalization rates
Cape Town decentralized grade-A offices
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Grade-A capitalization rates in Cape Town
decentralized worsened to 10% in the first
quarter of 2023 from 9,6% in the fourth
quarter of 2022; thus, most nodes saw higher
cap rates. The latest data is surprising given

the strong rental recovery and better
fundamentals seen over the past year or so.
Nonetheless, the Mother City still has the
lowest (best) office cap rate of the major
cities.

Industrial capitalization rates

In the first quarter of 2023, capitalization
rates of industrial leasebacks in the country’s
major industrial areas were about the
same as in the fourth quarter of 2022.
Our respondents opined that investors in
prime industrial properties with a leaseback
covenant required a minimum net income
yield of 9,9% in the country’s top cities and
nodes. In today’s market, this is not a bad
return, provided the tenant is of a AAA
quality, considering that government bond
yields of 10 years plus averaged 11,2% in
March. Looking at the bigger picture, cap
rates are up slightly from the average 2022
level of 9,7% and still higher than the (pre-
pandemic) 2019 figure of 9,4%.

It is too early to draw a conclusion from
the latest cap rate data, but there are a
few signs that the industrial market is
slowing, like the weaker rental growth.
However, vacancy rates are still low and
declining. For more on the industrial property
market, read Chapter 7.

Capitalization rates
Prime industrial leasebacks
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Regionally, it was a mixed performance, with
some conurbations showing improving cap
rates and others weakening. Cap rates
remained the lowest in Cape Town at 9,6% in
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the first quarter of 2023, albeit rising sharply
since the third quarter of 2022.

Shopping centre capitalization rates

The chart shows the capitalization rate
trend of regional shopping centres in the
major conurbations. Regional centres are
the second-largest type of shopping centre
and have 50 000 to 100 000 m? of rentable
space (see Annexure 1 for shopping centre
definitions).

Rode’s survey results show that capitalization
rates of regional shopping centres in South
Africa averaged 8,9% in the first quarter of
2023, down from 9,1% in the fourth quarter
of 2022. This improvement is surprising given
the weaker prospects for the retail market. Of
course, the lower long-bond yield could have
played a role here. Most of the major cities
surveyed by Rode have seen better cap rates
in the current quarter. Nationally, weighted
regional-centre cap rates averaged roughly
the samein 2022, but remain well up from the
2019 average of 7,9%, which makes sense as
mall vacancy rates are still relatively high,
while rentals have been under pressure.

We found that, nationally, the cap
rates for the smaller community and
neighbourhood centres averaged 9,5%

and 10,1% respectively, both lower (better)
compared to the fourth quarter of 2022.

Capitalization rates
Regional shopping centres
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Reflecting concerns about the outlook for
the sector, retail confidence fell further to

34 index points in the first quarter of 2023
from 42 points in the fourth quarter of
2022, according to the BER at Stellenbosch
University. The neutral level is 50, which
separates expansion from contraction. This
data is not surprising, given expectations
of weaker consumer spending amid high
inflation and high interest rates. This could
put upward pressure on retail cap rates in
2023.

Rode’s discussion on the performance of
retail sales and trading densities, as well as
vacancy rates by shopping centre size, is
provided in our sister publication Rode’s
Retail Report.

Discount rates

The discount rate is traditionally calculated
as the cap rate plus the expected constant
growth rate of the cash flow in perpetuity.
The cap rate reflects the risk of the subject
property, and the discount rate reflects the
total return reasonably expected by the
market. In good times (which are gone for a
long time to come) a typical discount rate
calculation looked like this:

Cap rate 9%
Constant growth of cash flow 5%
Discount rate 14%

But today, both the cap rate and the growth
in cash flow have changed. The former is
much higher and the latter much lower. Thus,
an example would look something like this
today:

Cap rate 11%
Constant growth of cash flow 1%
Discount rate 12%

The problem is that numerous valuers do
not realize that we are now in a period
of ultra-low cash-flow growth, say, 1%
per vyear, and these valuers are still
using, say, 14% as a discount rate. Using a
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lower discount rate when using the
DCF valuation method would of course
increase the value, holding all other factors
constant. This is counter-intuitive, given
today’s depressing fundamentals. So, what is
wrong?

The answer is that the first year’s cash flow
should, in our example, grow at 1% per year
for, say, the first five years before capitalizing
year 6’s expected market net income in
perpetuity at the end of year 5. A cash-flow
growth rate of only 1% implies high vacancies
and negative reversions at renewals. If the
subject property has a AAA tenant with
fixed escalations of 7% until the end of, say,
year 5, then the cash flow for the first five
years would not grow at 1% p.a. But, when
capitalizing in perpetuity, the net market
income of year 6 should reflect the 1% p.a.
growth rate during the first five years. Thus,
the low rental reversions, low market-rental
growth and high vacancies will more than
make up for the market-boosting effect of
the lower discount rate during the first five
years.

In all SA’s CBDs, except Cape Town, the
capitalization rate is, say, 12%, while the
expected growth in cash flow is, say, -2% per
year (yes, minus 2). Thus, the discount rate
is 10%, because that is the realistically
expected total return over the next, say, five
years! One can only wonder how many
property portfolios are overvalued ... Auditors
should take note.

In our experience, many valuers get this
wrong.

Leaseback escalation rates

Table 2.1 shows that the average leaseback
escalation rate (on new or renegotiated

leases) was 7,3% in the first quarter of
2023, down from 7,4% in the fourth quarter
of 2022. However, this was up from a
year ago when escalation rates averaged
7%, likely to compensate for higher inflation.
To give further perspective, the average was
7,9% in 2019, before the Covid pandemic.
The standard deviation of 0,9 percentage
points in the first quarter of 2023 suggests
escalation rates generally vary between 6%
and 8,5%.

The escalation rate is an (often unsuccessful)
attempt by the market to forecast the
average growth in market rentals until the
expiry of the lease. However, we argue the
market’s prognosis is far too optimistic, as the
subscribers to Rode’s SA Property Trends
know.

Note that we define a leaseback as a lease
agreement with a prime tenant and which
has, inter alia, a term at inception of 10 years
or longer. These leases are typically triple
net (NNN), which means the tenant pays
for all operating costs, including internal
maintenance.

The initial rental on a new custom-built
property with a long lease and a single tenant
should never be accepted as reliable market
evidence. This is so because the developer
would insist on an initial net yield that reflects
the (high) building costs and land value at
the time of negotiating the lease — and which
is only by chance equal to the ruling market
rents at the inception of the lease. This is
especially true in the current market, where
new developments based on market-rental
rates are hardly viable.

This concludes our analysis of capitalization
and escalation rates. The capitalization rate
tables follow.H
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Table 2.1
Prime industrial leaseback escalation rates in South Africa
Quarter 2023:1
Change .
Mean SD n 2023:1 less 2022:4 Panellist codes
7,3 0,9 19 -0,1% ARN,AWP,ED,EQV,GB,HP,MAS,ME,PC,REW,SA,SH,
SUM,TG,TH,TRD,WD,WHF,ZZ

Interpretation tip: It is dangerous to rely on one quarter’s figure, as it may be an outlier owing to small sample sizes.
Instead, consider the trend or contemplate using the average of at least two quarters for a more accurate assessment.
For this reason, the graphs accompanying this article are smoothed.

A standard capitalization rate (colloquially referred to as a cap rate) is the expected net operating income
for year 1, assuming the entire building is let at open-market rentals, divided by the purchase price. This
calculation ignores VAT, transfer duty and income tax, and assumes a cash transaction (not paper). All
references in Rode’s Report to “cap rates” and “capitalization rates” mean “standard capitalization rates”.

Capitalization rates for CBDs (excluding the Cape Town CBD) are of little use because when office
properties are sold, they are invariably converted to flats.

The high standard deviation from the mean capitalization rate for office and industrial properties in some
nodes, as reported in the accompanying capitalization rate tables, is indicative of the uncertainty prevailing
in these nodes or areas. With few sales taking place, the evidence on ruling capitalization rates is thin and
opinions vary more than in the more popular areas. This means the income-producing property market has
become even more inefficient in these nodes, which makes the valuation of these properties a rather
hazardous exercise.

We are indebted to our expert capitalization rate panel, comprising major owners and leading brokers who
know their market segments intimately. This survey would not be possible without their invaluable
contributions. Codes of those panellists who supplied information for this quarter's survey appear in
the tables on the following pages. An explanation of the panellist codes can be found on p. xii.
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Table 2.2
Survey of capitalization rates (%)

Office buildings
Means for quarter 2023:1

Grade A: Grade A: Grade B: Grade C:
Best location Multi-tenant Leaseback Multi-tenant Multi-tenant
Mean \ SD \ n | Mean \ SD \ n Mean\ SD \ n | Mean \ SD \ n

Johannesburg CBD 129 0,1 2 11,3 1,0 3 13,3 0,3 2 145 05 2
Braamfontein 12,4 0,1 2 11,5 05 2 129 0,1 2 13,5 05 2
Parktown 12,0 0,0 2 11,0 0,0 2 13,0 05 2 14,0 -1
Rosebank 1001 04 3 9,7 02 3 10,8 0,6 3 12,3 0,7 2
Bedfordview 12,0 -1 11,5 -1 12,0 -1 13,3 -1
Sandton CBD 11,1 1,1 4 10,3 1,2 5 119 1,7 5 13,0 1,2 4
Rivonia 12,4 04 3 11,2 1,1 4 129 20 4 13,7 0,2 2
Bryanston 104 0,7 3 99 04 3 11,2 0,2 3 12,2 0,2 3
Sunninghill 129 03 3 11,8 09 3 13,7 11 3 140 05 2
Randburg Ferndale 13,0 0,0 2 12,0 0,0 2 13,4 04 2 150 1,0 2
Midrand 11,4 05 3 10,8 0,2 3 12,7 0,6 3 136 10 3
Waterfall 1000 04 3 92 05 3 - - - - - -
Germiston CBD 13,5 -1 12,0 -1 14,3 -1 14,8 -1
Pretoria CBD - - - 11,0 -1 11,9 09 2 12,8 0,8 2
Hatfield 11,0 -1 10,5 -1 11,5 -1 11,8 0,8 2
Brooklyn 10,1 0,6 2 - - - 109 04 2 11,8 0,8 2
Centurion 1001 09 3 10,0 -1 11,2 05 3 12,2 0,8 3
Nieuw Muckleneuk 10,0 0,5 2 - - - 10,5 0,5 2 11,8 0,8 2
Menlyn/Lynnwood 10,0 0,5 2 10,0 -1 10,5 0,5 2 11,8 0,8 2
Vaal Triangle 13,0 -1 11,5 -1 13,0 - 1 14,0 -1
Mbombela 108 04 5 10,0 - 1 11,8 04 5 124 02 5
Polokwane 11,8 08 2 108 08 2 123 08 2 13,8 - 1
Durban CBD 12,8 -1 11,9 01 2 13,0 0,0 2 140 0,0 2
Berea - - - 10,5 1,5 2 11,4 16 2 12,0 2,0 2
Essex Terrace - - - 11,5 2,5 2 - - - - - -
Westway - - - - - - - - - - - -
La Lucia Ridge 103 13 2 98 08 2 - - - 11,4 14 2
Pietermaritzburg 10,6 09 2 10,1 0,6 2 - - - 12,0 1,0 2
Cape Town CBD 10,5 05 2 10,1 04 2 10,8 -1 - - -
Bellville CBD - - - - - - - - - - - -
Bellville Tyger Valley 9,0 -1 9,0 -1 10,3 -1 11,0 -
Century City 10,1 04 2 98 03 2 - - - - - -
Westlake 11,0 -1 10,5 -1 - - - - - -
Claremont 10,3 0,3 2 10,0 0,0 2 10,5 -1 11,3 -1
Gqgeberha CBD 10,0 -1 10,5 -1 11,5 05 2 12,5 1,0 2
Gqgeberha dec. 10,3 0,3 2 10,5 0,0 2 11,0 0,0 2 11,8 0,3 2
East London CBD - - - - - - 12,3 0,3 2 12,8 0,8 2
East London dec. 11,0 -1 - - - 12,0 -1 12,5 05 2
Bloemfontein CBD 11,0 04 3 10,7 0,2 3 11,3 05 3 116 05 3
Bloemfontein dec. 10,7 0,2 3 106 0,3 3 11,2 0,2 3 11,4 0,3 3
George Central 10,0 -1 9,5 -1 10,5 -1 11,0 -1
George dec. 9,8 -1 9,3 -1 10,3 -1 10,8 -1
Windhoek 94 04 2 93 03 2 94 04 2 99 0,1 2
n = Number of respondents
- = Not available or fewer than two respondents
SD = See Glossary of terms and abbreviations in Annexure 1.
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Table 2.3
Change in capitalization rates (% points)

Office buildings
Means for quarter 2023:1 less quarter 2022:4

Grade A: Grade A: | GradeB: | GradeC:
Best location Multi- Lease- Multi- Multi- Panellist codes
tenant back tenant tenant
Johannesburg CBD 0,1 0,0 0,3 0,5 REW,TH,TRD
Braamfontein 0,1 0,5 0,1 -0,5 REW,TH
Parktown -0,3 0,0 0,0 0,0 0OSO,TH
Rosebank -0,3 -0,1 -0,4 0,0 0SO,SHP,TH
Bedfordview 1,5 1,5 0,4 0,8 TH
Sandton CBD -1,0 -1,1 -0,6 -0,5 OSO,REW,SHP,TH,TRD
Rivonia 1,5 1,1 1,6 1,4 OSO,SHP,TH,TRD
Bryanston -1,6 -1,6 -0,8 -1,1 0OSO,SHP,TH
Sunninghill 0,1 0,6 0,6 0,0 OSO,SHP,TH
Randburg Ferndale 0,0 0,0 0,4 1,0 0SO,TH
Midrand -0,1 0,5 2,0 -0,1 OSO,SHP,TH
Waterfall 0,3 -0,4 0,0 -0,3 OSO,SHP,TH
Germiston CBD -0,5 0,0 -0,3 -0,3 TH
Pretoria CBD - 0,0 0,0 0,0 CRI,TH
Hatfield 0,0 0,0 0,0 0,0 CRI,TH
Brooklyn 0,0 - 0,0 0,0 CRI,TH
Centurion 0,0 0,0 0,0 0,0 CRI,MAS,TH
Nieuw Muckleneuk 0,0 - 0,0 0,0 CRI,TH
Menlyn/Lynnwood 0,0 0,0 0,0 0,0 CRI,TH
Vaal Triangle 0,0 0,0 -0,3 0,0 TH
Mbombela -0,1 - -0,4 -0,4 KEL,MPV,ORI,PG,PM
Polokwane 0,3 0,0 0,3 0,0 TG,TH
Durban CBD 0,9 0,3 0,5 0,0 SA,TH,ZZ
Berea - - - - SA,ZZ
Essex Terrace - - - - SA,ZZ
Westway - - - - SA
La Lucia Ridge -1,0 -0,8 - -1,4 SA,TH
Pietermaritzburg -0,9 -0,6 - -1,0 SA,TH
Cape Town CBD 0,0 0,1 0,3 - HP,TH
Bellville CBD - - - - WD
Bellville Tyger Valley -0,3 1,0 -0,2 0,3 TH,WD
Century City 0,5 0,9 - - HP,TH
Westlake - - - - HP
Claremont 0,0 0,0 -0,5 0,0 HP,TH
Gqgeberha CBD 0,0 0,0 -0,3 -0,3 ARN,SUM
Gqeberha dec. 0,0 0,0 -0,3 -0,3 ARN,SUM
East London CBD - - 0,0 0,0 CAP,TH
East London dec. 0,0 - 0,0 0,0 CAP,TH
Bloemfontein CBD 0,3 0,1 0,3 0,0 ED,EK,EQV,TH
Bloemfontein dec. 0,2 0,2 0,1 0,0 EK,EQV,TH
George Central 0,8 0,5 0,7 0,7 TH
George dec. 0,0 0,1 0,2 -0,2 TH
Windhoek -0,1 0,3 -0,1 0,4 PVN,TE
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Table 2.4
Survey of capitalization rates (%)

Industrial buildings
Means for quarter 2023:1

Prime leaseback Prime quality Secondary Prime industrial
Best location (AAA Tenant) non-leaseback | quality building Park

Mean‘ SD ‘ n |Mean ‘ SD ‘ n Mean‘ SD‘ n Mean‘ SD ‘ n
Central Wits 10,1 0,2 5 10,3 0,2 5 11,2 06 5 10,2 05 5
West Rand 101 04 3 104 0,7 3 116 04 3 106 0,8 3
East Rand 95 04 6 10,2 0,6 6 11,4 0,6 6 99 06 6
Far East Rand 10,1 0,1 4 10,5 0,55 4 11,3 04 4 10,5 0,6 4
Pretoria 96 06 2 106 0,1 2 11,0 -1 10,0 05 2
Vaal Triangle 10,8 -1 11,3 -1 12,0 -1 11,0 -1
Mbombela - - - 10,5 0,0 4 11,8 0,0 4 95 00 4
Polokwane 10,8 -1 11,0 -1 11,0 0,7 2 10,8 -1
Durban 96 1,1 7 9,7 05 7 10,7 0,7 7 96 05 7
Pietermaritzburg 96 06 2 10,0 0,8 2 10,5 05 2 98 03 2
Cape Town 96 0,7 3 10,0 0,8 3 10,1 0,1 2 98 06 3
Ggeberha (ex PE) 95 04 3 98 02 3 10,8 0,8 3 10,2 0,6 3
East London 10,1 0,1 2 109 0,1 2 11,9 01 2 109 01 2
Bloemfontein 106 0,3 3 11,0 00 2 11,3 03 3 10,8 0,2 3
George 9,8 -1 10,3 -1 10,5 -1 10,0 -1
Windhoek 91 01 2 91 01 2 94 04 2 94 04 2
n = Number of respondents
- = Not available — fewer than two respondents
SD = See Glossary of terms and abbreviations in Annexure 1.

Table 2.5
Change in capitalization rates (% points)

Industrial buildings
Means for quarter 2023:1 less quarter 2022:4

. Prime |Secondary| Prime
] Prime . . . .
Best location non- quality | industrial Panellist codes
leaseback oy
leaseback | building park

Central Wits 0,0 -0,3 -0,6 -0,5 CPS,0SO,REW,SHP,TH
West Rand -0,4 -0,6 -0,4 -0,7 OSO,SHP,TH
East Rand -0,1 -0,5 -0,5 -0,5 CPS,GB,ME,0SO,SHP,TH
Far East Rand -0,3 -0,6 -0,7 -0,7 GB,0SO,SHP,TH
Pretoria -0,1 -0,1 -0,8 -0,1 MAS,TH
Vaal Triangle -0,3 -0,3 -0,3 -0,3 TH
Mbombela - 0,0 0,2 -0,2 KEL,MPV,PG,PM
Polokwane 0,8 0,4 -1,0 -0,3 TG,TH
Durban -0,1 -0,4 0,0 -0,3 AP,AWP,PC,SA,SH,TH,ZZ
Pietermaritzburg -0,3 0,0 -1,6 0,1 SA,TH
Cape Town 0,0 0,2 -0,1 -0,1 HP,TH,WD
Gqgeberha 0,0 0,0 0,0 0,0 ARN,CAP,SUM
East London -0,1 -0,1 -0,1 -0,1 CAP,TH
Bloemfontein -0,3 -0,3 -0,3 -0,3 ED,EK,EQV,TH
George 0,3 0,6 0,1 0,4 TH
Windhoek 0,4 0,4 0,1 0,1 PVN,TE
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Table 2.6
Survey of capitalization rates (%): Shopping centres
Means for quarter 2023:1
Best location Super-regional Regional Small regional Community

Mean ‘ SD ‘ n | Mean ‘ SD ‘ n | Mean ‘ SD ‘ n | Mean ‘ SD ‘ n
Witwatersrand 84 09 2 89 09 2 90 1,0 2 9,4 0,9 2
Pretoria 84 09 2 91 06 2 93 08 2 96 06 2
Vaal Triangle 9,8 -1 10,3 -1 10,5 - 1 10,8 - 1
Mbombela - - - 80 00 4 85 00 4 85 00 4
Polokwane 10,3 -1 10,5 -1 10,8 -1 11,0 -1
Durban 85 0,7 3 91 08 4 91 05 4 91 08 4
Pietermaritzburg 91 04 2 89 08 3 96 0,6 2 9,8 0,8 2
Cape Town 81 06 2 85 05 2 88 08 2 91 06 2
Gqgeberha-Kariega 83 03 2 87 05 3 95 0,0 p 9,8 0,3 2
East London 9,8 -1 10,0 -1 10,1 0,1 2 10,8 0,3 2
Bloemfontein 96 01 2 97 05 3 10,1 01 2 102 05 3
Platteland 10,0 0,0 2 10,5 -1 106 0,1 2 11,0 00 2
Townships - - - - - - 96 1,1 2 99 14 2
George 9,3 -1 9,5 1 9,8 -1 10,0 -1
Windhoek 88 03 2 90 00 2 90 00 2 91 01 2
n = Number of respondents
- = Not available
SD = See Glossary of terms and abbreviations in Annexure 1.

Table 2.6 (continued)

Survey of capitalization rates (%): Shopping centres
Means for quarter 2023:1

. Neighbourhood Local convenience Big box/Retailer
Best location warehouse
Mean ‘ SD ‘ n Mean ‘ SD ‘ n Mean ‘ SD ‘ n

Witwatersrand 10,0 1,0 2 10,8 1,3 2 9,8 0,8 2
Pretoria 10,5 0,7 3 11,0 1,0 2 10,0 0,5 2
Vaal Triangle 11,5 - 1 12,3 - 1 10,8 - 1
Mbombela 9,0 0,0 4 10,0 0,0 4 9,5 0,0 4
Polokwane 11,8 - 1 12,0 - 1 10,8 - 1
Durban 9,4 1,1 4 10,6 0,8 3 9,8 0,6 4
Pietermaritzburg 10,3 0,8 2 10,9 0,6 2 9,9 0,6 2
Cape Town 9,8 0,8 2 10,1 0,6 2 9,3 0,3 2
Ggeberha-Kariega 9,9 0,4 2 10,0 0,5 2 10,0 0,5 2
East London 11,3 - 1 11,4 0,4 2 10,8 0,3 2
Bloemfontein 10,9 0,4 2 11,4 0,4 2 10,5 0,0 2
Platteland 11,5 - 1 12,3 - 1 11,0 - 1
Townships 10,4 1,4 2 - - - - - -
George 10,1 0,6 2 11,0 - 1 9,8 - 1
Windhoek 9,1 0,1 2 9,1 0,1 2 9,4 0,4 2
n = Number of respondents
- = Not available
SD = See Glossary of terms and abbreviations in Annexure 1.
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Table 2.7

Change in capitalization rates (% points): Shopping centres
Means for quarter 2023:1 less quarter 2022:4

Best location Su.per Regional Sn.'lall Contlmu- Panellist codes
regional regional nity

Witwatersrand -0,6 -0,6 -1,0 -0,9 REW,TH
Pretoria -0,6 -0,4 -0,8 -0,6 REW,TH,TRD
Vaal Triangle 0,0 0,0 -0,3 0,0 TH
Mbombela - 0,0 0,0 0,0 KEL,MPV,PG,PM
Polokwane 0,0 0,0 0,0 0,0 REW,TH
Durban 0,0 0,1 -0,4 -0,6 REW,SA,TH,ZZ
Pietermaritzburg -0,1 -1,1 -0,6 -0,8 REW,SA,TH
Cape Town -0,4 -0,5 -0,8 -0,6 REW,TH
Gqgeberha-Kariega 0,0 -0,3 0,0 0,0 ARN,REW,SUM
East London 0,3 0,3 0,0 0,0 CAP,TH
Bloemfontein 0,1 -0,1 -0,1 -0,2 EK,EQV,TH
Platteland 0,0 0,0 0,0 0,0 BVF,EK,EQV,MAS,TH
Townships - - -1,1 -1,4 REW,TH
George 0,3 0,3 0,4 0,0 BVF,TH
Windhoek 0,0 0,3 0,3 0,4 PVN,TE

Table 2.7 (continued)

Change in capitalization rates (% points): Shopping centres
Means for quarter 2023:1 less quarter 2022:4

. Big box
Best location Neighbour- LOC?I thailet{ Panellist codes
hood convenience
warehouse

Witwatersrand -1,0 -1,3 -1,0 REW,TH
Pretoria -0,5 -1,0 -0,8 REW,TH,TRD
Vaal Triangle 0,0 0,0 -0,5 TH
Mbombela 0,0 0,0 -0,3 KEL,MPV,PG,PM
Polokwane 0,0 0,0 -0,3 REW,TH
Durban -0,6 -0,3 0,0 REW,SA,TH,ZZ
Pietermaritzburg -0,8 -0,6 -0,4 REW,SA,TH
Cape Town -0,8 -0,6 -0,3 REW,TH
Gqgeberha-Kariega 0,0 0,0 0,0 ARN,REW,SUM
East London 0,0 0,0 0,1 CAP,TH
Bloemfontein -0,3 0,0 -0,4 EK,EQV,TH
Platteland 0,0 0,0 0,0 BVF,EK,EQV,MAS,TH
Townships -1,4 - - REW,TH
George -0,3 0,0 0,2 BVF,TH
Windhoek 0,4 0,4 0,6 PVN,TE
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Table 2.8
Survey of capitalization rates (%): Street-front shops
Means for quarter 2023:1
. Metro CBD Decentralized
Best location
Mean ‘ SD ‘ n Mean ‘ SD n

Johannesburg 11,9 0,7 3 - - -
Pretoria 12,5 0,0 2 12,0 - 1
Vaal Triangle 12,8 - 1 12,3 - 1
Mbombela 12,0 0,0 5 10,6 0,1 5
Polokwane 11,1 0,6 2 - - -
Durban 11,6 0,9 4 11,0 0,8 3
Pietermaritzburg 11,8 1,2 3 11,1 0,6 2
Cape Town 10,8 0,3 2 - - -
Gqgeberha 9,5 0,5 2 10,3 0,3 2
East London 12,0 0,0 2 10,8 0,8 2
Bloemfontein 11,1 0,5 3 10,9 0,3 3
George 9,4 0,9 2 9,8 - 1
Windhoek 9,3 0,3 2 9,1 0,1 2

n = Number of respondents

- = Not available

SD = See Glossary of terms and abbreviations in Annexure 1.

Table 2.9

Change in capitalization rates (% points): Street-front shops
Means for quarter 2023:1 less quarter 2022:4

Best location Metro CBD Decentralized Panellist codes
Johannesburg -0,8 - REW,TH,TRD
Pretoria 0,0 0,0 REW,TH
Vaal Triangle 0,0 0,0 TH
Mbombela -0,4 -0,3 KEL,MPV,ORI,PG,PM
Polokwane 0,8 - TG,TH
Durban -0,9 -1,0 REW,SA,TH,ZZ
Pietermaritzburg -0,4 -0,6 REW,SA,TH
Cape Town 0,3 - REW,TH
Gqgeberha 0,0 0,0 ARN,SUM
East London 0,0 0,0 CAP,TH
Bloemfontein 0,3 0,0 EK,EQV,TH
George -0,1 -0,3 BVF,TH
Windhoek -0,3 -0,4 PVN,TE
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Chapter 3: Capitalization rate equations

How to estimate capitalization

rates — anywhere

Kobus Lamprecht

This chapter provides the reader with
a handy, updated tool to estimate the
market capitalization rates of office and
industrial properties anywhere in South
Africa, provided the valuer is confident about
the subject property’s gross market-rental
rate. For a definition of ‘gross’ market rent,
see the Glossary in Annexure 1.

As the reader will see below, in this
cross-sectional study,® market-rental rates
are amazingly successful in explaining the
level of capitalization rates. On reflection,
though, this should not be all that
surprising, considering that all the good and
bad pertaining to a property is encapsulated
in the ruling market-rental rate. Here we
think of rental-level drivers such as:

e Location

e Typology (offices vs industrial property vs
shopping centres, etc.)

e Risk (examples of varying risk profiles are
a leaseback compared with a multi-
tenanted property; the robustness of the
covenant)

e Grade/age.

Thus, the moderately strong relationship
between market-rental rates and
capitalization rates allows the researcher to
build a regression model with which to
estimate the capitalization rate.

An important risk factor typically not
reflected in a rental is the design of the
building, as it affects its ability to be re-let.
Here one thinks of purpose-built buildings.

Office building equation

In our regression analysis of office buildings,
we use the market capitalization rates
(dependent variable) and gross market-rental
rates (predictor or independent variable) of
grades A, B and C buildings combined in the
areas surveyed by Rode’s Report (RR). The
source of the national equation given below
is this issue of RR. The regression is based on
51 observations in decentralized nodes across
the country.

The updated equation is:

office capitalization rate % = 15,674 —
(0,034* gross rental)

where:

gross rental = the market gross rental rate per
rentable m? per month for grade A, B or C
office buildings in quarter 2023:1.

The r-squared = 0,71 (which means the level
of market rentals explains 71% of the
variation in capitalization rates, without
controlling for other predictors). The
standard error (SE) is 0,63 and n = 51.

1 A cross-sectional analysis is a type of observational study that analyses data from a population, or a representative subset, at a
specific point in time. This is in contrast to longitudinal analyses, for instance using historical trends to do forecasts.
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Readers should note that it is not advisable to
use this function for gross market-rental
rates that fall much outside the range of
R70/m?/month to R183/m?2/ month.

Example:

If the market gross office rental rate is
R150 per rentable m? per month, then the
office capitalization rate % is:

= 15,674 — (0,034 * 150)
=10,5%.

Industrial property equation

This national equation expresses the
relationship between the capitalization rates
and gross market-rental rates of prime non-
leasebacks. Please note, the gross market-
rental rates are those applicable to 1 000 m?
units. The source of the data is this issue of
Rode’s Report.

The industrial regression equation, which is
based on 14 observations, includes most
major primary and secondary industrial cities.

The updated equation is:

industrial capitalization rate % = 13,193 —
(0,0529 * gross rental)

where:

gross rental = the gross market rental
per rentable m? per month as in quarter
2023:1 for prime non-leaseback industrial
space of 1 000 m? in primary and secondary
cities.

The r-squared = 0,72 (which means market-
rental levels explain 72% of the variations in
capitalization rates, without controlling for
other predictors). The standard error (SE) is
0,27 and n = 14.

It is not advisable to use this function for
gross market-rental rates that fall much
outside the range of R28/m?/month to R68/
m?/month. Also, remember to use the rental
rate applicable to a notional floor area of
1 000 m? (even if the subject property’s actual
floor area is completely different).

Example:

If the gross industrial rental for a 1 000 m?
building, located in a primary or secondary
city, is R50 per rentable m? per month,
then the industrial capitalization rate %
is:

= 13,193 - (0,0529 * 50)
=10,5%. I}

Warning:

To reduce volatility in the latest survey data, the reader is advised also to consult the regression
equation and its applicable rental rate in the previous issue of RR, and to consider using a two-
quarter average capitalization rate (unsurveyed) if necessary.
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Office unsurveyed capitalization rate
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Chapter 4: Listed property

Listed property prices

lose more ground

Kobus Lamprecht

The property sector has overcome the
Covid pandemic, but it will not survive the
power crisis unscathed. The crisis is forcing
REITs to spend millions to ensure the
continued running of shopping centres,
offices, warehouses, and other types of
property. Growthpoint, the largest SA REIT,
spent R47 m on diesel to power its generators
in the six months to December 2022. Another
REIT, Emira, spent R17 m.

Property owners must either provide
backup power or risk tenants going under.
Unfortunately, not all the cost can be
recouped from tenants and the fiscus, which
means this will negatively impact the earnings
of REITs and as a result their distributions.
Encouragingly, many REITs started to invest
in solar power long before the current
severe load shedding and are ramping up
investments in alternative power. This will
alleviate the power crisis, but at a cost.

Apart from the power problems, the property
sector also faces numerous other challenges
like the higher interest rates, rising operating
costs, including rates and taxes, and poor
municipal service delivery. One can assume
most REITs have fixed their interest rates, but
when these run out or where variable rates
apply, the higher interest rates will impact
their bottom line. A positive for listed
property is that the upward cycle of interest
rates is close to peaking, with interest rates
likely to move lower towards the end 2023 or
in 2024 - at least, that seems to be the
consensus opinion among economists.

The South African Listed Property Index
(SAPY) was 5,3% lower at the end of the first
quarter of 2023 compared to end of 2022
due to expectations of weaker global and
local economic growth amid stubbornly high
inflation and increased interest rates. Locally,
the power crisis is a large negative factor, as
mentioned earlier. This comes after prices
fell by about 7% in 2022. Noteworthy is that
at the end of March 2023 prices were still
roughly 17% below the level that prevailed at
the end of February 2020, just before Covid-
19 emerged in South Africa. This implies that
the sector has lost further ground.

Yearly change in listed property prices

vs
Yearly change in listed property yields

e
]

—— SAPY yield

=== SAPY price r\ﬁ/\“\j\,\ [

S — /\
T A g SV A W e V
L A

"
i

-
)

(K-0-A ‘siod-96)

Lo a

&
splaIA ur aBueyd

@
3

X

5

IS
S
N
]

'
R LA AN Y
' ' aaert, JURRRY o '

' L) tes Pad Y " ' 5,

°
e
s

Change in price
(% y-0-y)
IS
5

-80

The fall in listed property prices has led to
better trailing income yields (calculated on
the latest available historical net income) of
about 8% in the first two months of 2023, up
from 7,6% in the same period in 2022. But
do not get too excited by yields, as one must
bear in mind that the past year’s net income
is a poor indicator of next year’s income,
considering the above-average vacancies and
negative market reversions. This statement
applies especially to office buildings, which
are under the most pressure.
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Total return of listed property versus other asset classes
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Listed property versus other asset classes

Listed property started the year on the back
foot, with the total return! of the SA REIT
Index (which excludes property developers
and non-SA REITs) a negative 4,7% over the
first two months of 2023, as shown in the
chart. This means listed property performed
worse than the other asset classes, according
to data published by the SA REIT Association.
This comes after listed property delivered a
total return of 1,5% in 2022.

Equities have performed the best so far in
2023, with their total return measured at
6,5%. This was as a result of a rise in risk
appetite due to signs that the top of the
current rising interest rate cycle is near
amid cooler inflation and the reopening of
China after three years of Covid-related
lockdowns. Some also believe that interest
rates cannot rise much further as this could

Y Income yield plus capital return

trigger a full-scale global financial crisis.
Some banks in the US and parts of Europe
already came under significant pressure in
March.

However, as we write this, at the beginning
of April OPEC+ decided to reduce oil
production further, which has led to a
surge in oil prices. This befuddles previous
optimistic inflation forecasts and makes the
future interest rate path more uncertain.
Much also depends on the outcome of the
Putin war.

Cash, the safe option for investors (as
measured by the STeFl Composite Index?),
showed growth of about 1%. SA bonds saw a
total return of 2,1% (see chart). This implies
that the total return of all the asset classes
was below inflation over the first two months
of 2023, after deducting consumer inflation
of about 7%.

2 The Alexander Forbes Short-term Fixed Interest (STeFl) Composite Index is a proprietary index that measures the performance of
short-term fixed interest or money-market investment instruments in South Africa. It is a benchmark index constructed by Alexander
Forbes, calculated and published daily by the South African Futures Exchange (SAFEX), and has become the industry benchmark for

cash-equivalent investments (i.e. up to 12 months).
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Table 4.1
Total returns on listed property funds

Recent performance and past three years

Performance of individual stocks

Jan-Feb 23 Jan-Dec 22 3 years to Feb 23*
Accelerate -27,7% 8,3% -9,2%
Attacq 15,6% 1,2% 2,6%
Delta Prop -22,6% -47,5% -17,0%
Dipula-B 2,2% 23,4% 45,5%
Emira 3,9% 22,3% 9,5%
Equites -8,2% -19,4% 5,3%
Fairvest-A -12,2% 1,9% 19,7%
Fairvest-B -4,5% -15,6% 13,9%
Fortress-A 0,0% -15,9% -9,2%
Fortress-B -3,3% 47,4% 9,8%
Growthpoint -7,6% 3,8% 1,0%
Heriot 0,0% 9,1% 8,2%
Hyprop 1,9% -1,8% 2,3%
Indluplace 0,0% -7,2% 6,1%
Investec Property Fund -9,4% -14,5% 1,1%
Liberty 2D -8,5% 7,5% 0,7%
Oasis Crescent 2,7% -6,5% 1,5%
Octodec 1,8% 37,4% 3,8%
Rebosis-A 0,0% -41,1% 7,6%
Redefine -9,7% 6,5% -3,8%
Resilient -5,2% -2,4% 4,0%
SA Corporate -8,3% 14,0% 15,8%
Safari -0,2% 23,4% 24,7%
Spear -3,0% -1,0% 4,0%
Stor-Age -3,0% 3,3% 9,9%
Texton -21,5% -24,1% 2,8%
Transcend 0,0% -3,7% 7,4%
Vukile 1,1% 16,7% 7,4%
*Annualized
Source of data: SA REIT Association; Counterpoint Asset Management

Performance of SA-focused JSE-listed
property funds

In Table 4.1 we show the individual
performance of some JSE-listed property
funds for the first two months of 2023, the full
2022 and the past three years, expressed
as total returns (income yield plus capital
return).

The two best performers in the first
two months of 2023 were Attacq and Emira.

Attacq delivered a total return of 15,6% after
it had declared a dividend for the second half
of 2022 after none in the same period a
year ago. Its income was boosted by much-
improved retail results, notably at Mall of
Africa in Waterfall City. Attacq’s share price
was also boosted by news that the Public
Investment Corporation (PIC) will acquire
a 30% stake for R2,8 bn in its Waterfall
Investment Company (AWIC). Unsurprisingly,
the total return of most REITs was negative in
the first two months of the year. The REITs
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that struggled the most were Accelerate,
Delta and Texton.

The total returns delivered by funds in 2022
show a mixed performance in comparison to
2021, when the sector staged a good recovery
from its Covid lows. The table also shows that
funds generally disappointed over the past
three years.

We now delve into the recent company
financial results.

In Table 4.2 we show the change in
distributions of various SA listed property
companies for the half- and full-year periods
ended December 2022. The financial results
generally did look better than the previous
year, especially for REITs exposed to retail and
industrial property. The oversupplied office
market remains a drag on the results of REITs
heavily exposed to this market.

The retail sector staged a strong comeback in
2022 and this is reflected in the retail
company results, with shopping centre
vacancy rates heading lower and rental
reversion rates less negative or even positive
in some cases. However, dividend growth for
most REITs was generally below inflation and
still well below pre-Covid levels. Some REITs
also withheld dividends to preserve capital,
such as Texton and Hyprop. Of course, there
are outlier REITs with dividends already above
pre-Covid levels, such as Equites (logistics

focused), Stor-Age and retail player Safari
Investments.

Many funds have brought loan-to-value (LTV)
or gearing ratios under control to under 40%,
for example by selling assets, as shown in the
chart. The lowering of distribution or payout
ratios has also boosted liquidity. For example,
Growthpoint and Attacq’s payout ratios were
just above 80%. Before the pandemic, payout
ratios of close to 100% were the norm, which
made listed property an attractive asset
class for pension funds and life insurance
companies — not least because rental
distributions to these funds are not taxed.
However, to retain their REIT status, these
funds must distribute at least 75% of their
rental income, provided they are solvent and
liquid. Below we discuss some of the REIT
results that caught our eye.

Emira, a well-diversified REIT, boasted
an above-inflation distribution increase of
17,4% in the half-year ended December
2022 compared to the second half of 2021.
However, its distribution was still 10% lower
than in 2019 (before Covid). Its SA industrial
and retail portfolios performed better, with
vacancies relatively low at 2,6% and 3,4%
respectively, while rental reversions declined
at a much slower pace. Its office vacancy rate
fell to 11,6% from 18,2%, but it had a total
negative rental reversion rate of 16,9% and
tenant retention of only 63%, measured by
gross rental.
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Loan-to-value ratios of REITs that reported
results in the first quarter of 2023
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Emira also offers investors exposure to
the US, where it is invested in 12 open-air
shopping centres. Its American portfolio has
performed better than its SA portfolio, thanks
to a stronger economic recovery since Covid,
with its vacancy rate down to 2,5% from
5,9%, while the rental reversion rate was
6,9%, which is much better than the -0,3% a
year ago. It also benefited from a weaker
rand. Emira’s share price on 4 April still traded
ata40% discount to its net asset value or NAV
of R16,95 per share. Its loan-to-value (LTV) or
gearing ratio rose to 43,1% from 41,8%, partly
due to its increased stake in residential fund
Transcend.

Emira’s dependence on Eskom electricity has
steadily declined to 78% of its total energy
consumption compared to 100% in the half-
year ended December 2019. Interestingly,
8,1% of its energy needs are from renewable
energy and 13,9% from generators. Its diesel
cost amounted to R16,6 m as mentioned
earlier, with 80% of that recovered. The high
recovery ratio of 60-80% seems to be par for
the course but it does add to the retailers’
cost of occupancy, which eventually reduces
the retailers’ ability to absorb rental hikes.

Growthpoint, the largest and very diversified
SA REIT, intends doubling its completed solar

capacity by June 2023 as it moves to further
shield itself and tenants from load shedding.
The REIT saw its distribution recover by a
further 4,6% in the half-year ended December
2022, but it was still about 40% below
the pre-Covid level of 2019. Growthpoint
continues to see green shoots in its local retail
and industrial portfolios. Its vacancies in
its core retail portfolio (without offices)
improved to 3% from 3,8% a year ago.
However, its rental reversion rate was -13,1%,
albeit somewhat better than the -15,4% a
year ago. Its retail portfolio was valued 1,9%
higher. Growthpoint’s industrial vacancy rate
declined to 4,3% from 6,5%. However, its
industrial renewal success rate decreased
sharply to 51% and its rental reversion rate on
renewals fell by 13,7% (-9,9% a year ago).

Unsurprisingly, Growthpoint’s office portfolio
is under the most pressure, with rental
reversions on new leases down by -20,7%.
However, vacancy rates improved somewhat
to 20,4% from a record-high 21,2%, while
its renewals success rate increased to
66,4% from 55%. Growthpoint’s share price
on 4 April was still trading at a 37% discount
to its NAV of R21,10 per share.

Texton’s office
The

Similar to Growthpoint,
portfolio also has high vacancies.
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company is heavily saddled with office space,
which makes out 87% of its direct SA
portfolio. Its core vacancy rate has risen to
19,6% from 16,6% a year ago and if it includes
assets held for sale rises to 33,3%. Texton
said the office sector still face significant
challenges and the reduction of vacancies
will take time. To strengthen its balance
sheet, the REIT did not declare a dividend for
the half year ended December 2022, even
though its distributable income per share
rose 8%, boosted by income from its foreign
investments. This, together with asset sales,
helped to reduce its LTV ratio to 26,9% from
31,2%.

SA Corporate, another diversified REIT,
saw its distribution grow by 5,5% in the

year ended December 2022, albeit still
substantially lower than pre-Covid levels.
Its industrial portfolio (80% logistics) saw
vacancies decline further to almost zero,
while its rental reversion rate on the expiry
of leases ‘improved’ to -3,1% from -7%.
Encouragingly, SA Corp saw its retail rental
reversion rate improve to 0,2%, after a
decline of 8% a year ago. However, its
LTV ratio lifted slightly to 38,1%. SA
Corp's residential portfolio also shone with
a low vacancy rate of 2,9%, while rental
growth was 2,6%. Its residential portfolio
currently is valued at about 30% of its
total portfolio and this will increase
with  its  proposed  acquisition  of
Indluplace, a residential REIT listed on the
JSE.

Table 4.2

Change in distributions for half- and full-year periods ended December 2021/22

Distribution change Distribution change .
Company Period
2021 2022
Attacq ¥ 27,3%** Half-year
Emira 8,8% 17,4% Half-year
Fortress-A - - Half-year
Fortress-B - - Half-year
Growthpoint 5,1% 4,6% Half-year
Hyprop - - Half-year
L2D 5,5% 7,0% Full year
Resilient 11,8% -10,0% Half-year
SA Corporate 27,7% 5,5% Full year
Texton -55,9%** * Half-year

* No distribution.

**Distributable income growth instead of distribution change as no dividend was declared in the previous period.
Source: Financial results of the various listed property funds
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In sum service delivery — not to mention the global
and SA economies that face a period of low
The property sector faces numerous growth.
challenges, such as higher interest rates,
high vacancies, the power crisis, rising Thus, squeezing more money out of tenants

operating costs and a lack of municipal in a moribund economy will be tricky. B
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Chapter 5: Office rentals

The office market battles on

Kobus Lamprecht

The office market remains in the worst
position of the three major non-residential
property types due to its significant
oversupply. However, fundamentals did
improve somewhat over the past few
quarters, with vacancy rates moving lower
from high levels, while nominal market-rental
growth also picked up from a low base.
However, REITs are still generally reporting
large negative rental reversion rates as
rentals have escalated by much more
than market rentals. Remember, contractual
rental escalation rates have averaged
between 7% and 8% over the past few years
and we all know that market rentals have not
kept up.

The office market has been boosted by the
return of workers to offices, albeit in many
instances in a hybrid way, with the pandemic
now firmly out of many people’s minds.
However, fundamentals are still poor, and we
advise to not get too optimistic about the
future given the general expectation of slow
economic growth and the remote-working
trend, with hybrid working models proving
popular. The electricity crisis has worsened
prospects for the economy over the next
few years, which will put downward pressure
on the demand for office space as more
businesses close.

The cost to keep the lights on during load
shedding is enormous — Growthpoint, the
largest SA REIT, for example, spent R47 m
on diesel for its generators in the six months
to December 2022. Growthpoint stated in
March that it provides backup power to
more than 70% of its office portfolio, or
1,2 million square metres of offices,
through 233 generators.

In the remainder of office space in the
portfolio most tenants have their own
generators, or are based in areas that do
not experience significant load shedding.
Growthpoint said that it recovers about 60%
of its diesel cost from tenants. This means
occupation costs have grown for tenants,
which affects affordability, which may in
future inhibit the growth of achievable
rentals.

Nationally, weighted gross market rentals for
decentralized grade-A space increased by
3,2% in nominal terms in the first quarter of
2023 compared to the first quarter of 2022.
This comes after growth of 3,4% in the fourth
quarter of 2022, which shows that rentals
have bottomed out after falling by 5,2%
in 2021 and by 1,2% in 2020. But to give
perspective, the first-quarter nominal rental
rate on a national level was still 3% below
2019 levels (i.e. before the Covid pandemic).

However, as we discuss later, these are
nominal rentals that do not incorporate the
below-the-horizon generous incentives like
subsidised tenant installation (TI) expenses,
rent-free  months and free parking. The
practical implication is that our nominal
market rentals reported below are on the
optimistic side because they exclude these
leasing incentives.

In real terms, first quarter rentals are still
in negative territory after deducting the
BER’s roughly 6% estimate of building-cost
inflation. The positive is that the cooling of
building-cost inflation from the level of close
to 10% in the second and third quarters of
2022 will generally result in a smaller decline
in real rentals.
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We believe the impact of the work-from-
home trend over the long term probably
will not be as value destructive as expected
as working completely from home will not
work for many companies, especially large
corporates, as humans need face-to-face
interaction to build a company culture and
morale. Hot-desking and open-plan offices
have been with us for decades, and with
hybrid policies these could grow in popularity.

Below we provide an update on recent
South African rental trends. Note that all
changes in rentals are calculated using a two-
guarter weighted moving average (that is, we
smoothed the data slightly).

National rentals

Before we deal with market rentals, a word
on our survey method. The question put to
the same panel every quarter includes the
following instruction:

0 “Nominal” rental assumes no leasing
incentives like a rent-free period or
short-term discounts. It also excludes
amortization of tenant installation
costs.”

The practical implication is that with the
current granting of incentives, our nominal
market rentals reported below are on the
optimistic side because they exclude these
leasing incentives.

As noted above, nationally, nominal
market rentals for grade-A office space in
decentralized nodes in South Africa (outside
the CBDs) increased by 3,2% in the first
quarter of 2023 compared to a year ago,
according to Rode’s office market survey. In
real terms, rentals fell by about 2% after
deducting building-cost inflation (BER BCI).
This is a much smaller decline compared to
2022 due to decelerating construction-cost
inflation.

Rentals in the major decentralized nodes

Rode’s survey data for the first quarter of
2023 shows that nominal rental growth in
nodes outside CBDs in the major cities are
generally still positive compared to the low
levels of a year ago, with Durban bucking the
trend. However, rental growth did slow in
Johannesburg and Cape Town — perhaps a
sign of what is to come for the market, given
the weaker economy?

Nominal decentralized grade-A office rentals

P 5 |
‘,,||i|n|III||“'-..!' ........ v
|"'

o I "
i |
F‘ﬂ i
Tl
| - Cape Town
NIRRT RO

| |
[ Pretoria
00 02 04 06 08 10 12 14 16 18 20 22

Smoothed

140

120

100

80

R/m2
(log scale)

60 o

Johannesburg
Durban

Source of data: Rode's Time Series

As shown in the chart, Cape Town has been
the clear top performer over the past few
guarters, albeit from a low base in 2021. In
the first quarter of 2023, grade-A nominal
rentals increased by 13% in Cape Town
decentralized compared to the first quarter of
2022. Rentals of grade-A decentralized office
space increased by 2,3% in Johannesburg and
by 1,7% in Pretoria. Durban took a turn for the
worse, with decentralized rentals down 2,3%.
For readers it is important to understand that
these increases are year on year, meaning the
first-quarter 2023 level is compared to the
low level of the first quarter of 2022. In real
terms, only Cape Town managed to record
above-inflation rental growth compared to a
year ago (when using the BER Building Cost
Index as a deflator). The Mother City’s rentals
also have now exceeded the average 2019
level (the level before Covid).

Fundamentals in Johannesburg decentralized
improved somewhat over the past few
quarters but are still poor.



Rode’s Report 2023:1

33

Office rentals

Decentralized grade-A nominal rentals
increased by 2,3% compared to a year ago, as
mentioned above.

This was slower than the 4,8% growth of the
fourth quarter of 2022. The decentralized
vacancy rate for grades A*, A and B office
space combined edged up slightly to 16,4% in
the first quarter of 2023, but it remains well
below the high levels of close to 20% of a year
ago, according to Rode’s vacancy survey
discussed in Chapter 6.

The slowing nominal rental growth trend in
the first quarter of 2023 is evident in most
of the major nodes, but rentals are still up
compared to the low base of the first quarter
of 2022, as can be seen in the two charts. This
indicates that rentals bottomed out after the
Covid lows. However, in real terms the city’s
decentralized rentals are still trending down
after deducting construction-cost inflation.

Nominal Johannesburg decentralized
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Nominal market rentals in Rosebank and

Sandton CBD increased by 4% and 1,1% year

on year respectively — both slower compared
to the fourth quarter of 2022. Rentals
disappointed in Parktown and Randburg,
declining by 1%. Interestingly, Growthpoint
said in March its strategy is to reduce office
exposure in non-performing nodes in
Gauteng and increase exposure in the
Western Cape.

Note that when we use building costs as a
deflator, we look at the movement of rentals
over time from a developer’s point of view.
The higher the rise in building cost, holding
constant the change in market rents and
operating costs, the lower the viability of new
developments.

Declining real rentals indicate that new
developments are becoming less viable,
holding all other factors constant. Reflecting
this reality, new developments have declined
sharply on a national level over the past few
years (see Chapter 11 for more information
on building activity).

Nominal Johannesburg decentralized
grade-A office rentals
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Nominal Pretoria decentralized
grade-A office rentals
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Note that the above graphs have a log scale
on the y-axis (vertical axis). The advantage of
alog scale is that when the lines move parallel
to each other, one can safely infer that the
lines move at about the same rate.

In Pretoria decentralized, nominal grade-A
rentals increased by 1,7% in the first quarter
of 2023 compared to a year ago — the first
quarterly increase since 2019. Pretoria did
not experience the better nominal rentals
and vacancy rates generally observed in
other major cities in 2022 and appears to be
playing catch-up. This is also evident in
the recent vacancy rate improvement, as
discussed in Chapter 6. Nodes that have
made a comeback include Centurion
and to a lesser extent Hatfield. However,
Pretoria’s real rentals remain in negative
territory after adjusting for the roughly
6% increase in construction-cost inflation.

Real Pretoria decentralized

grade-A office rentals
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Durban decentralized grade-A rentals in
the first quarter of 2023 decreased by 2,3%
compared to a year ago, after rising by 1,5%
in the fourth quarter of 2022. The flagship
node by far in Durban is La Lucia Ridge/

Umhlanga, where grade-A rentals fell by
2,1% compared to the first quarter of 2022.
However, one of Rode’s panellists noted
that this node is “experiencing stock
shortages”. In fact, La Lucia Ridge/Umhlanga
vacancy rate for grades A+, A and B office
space combined did improve slightly to 11%
in the first quarter of 2023 (see Chapter 6).

Westville and Berea’s rentals fell by 3% and
5% respectively. This implies that rentals in
Durban fell even more in real terms.

Nominal Durban decentralized
grade-A office rentals
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Real Durban decentralized
grade-A office rentals
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In the first quarter of 2023, Cape
Town decentralized nominal office rentals
increased by 13,2% year on vyear. This is
slower than the 16,1% growth in the fourth
quarter of 2022. Clearly, the low base did
play a role in the rebound, but we believe
office demand is also being boosted by Cape
Town’s perceived better governance and
lifestyle, and better electricity supply outlook.
Based on anecdotal evidence, this has
contributed to several companies relocating
(or “semigrating”) from other parts of the
country.

280

Smoothed
240

]
\ |||||
(
lll
120 |’m
|:| Berea

La Lucia Rldge
— Westville

o o

00 02 04 06 08

R/m2
(log scale)

@

Source of data: Rode's Time Series



Rode’s Report 2023:1

35

Office rentals

With regard to electricity supply, moves
by Cape Town to obtain its own electricity
supply independent of Eskom are positive
for the local economy and, therefore, for
long-term property rentals and values. Most
of the time, Cape Town already has one or
two lower ‘stages’ of load shedding. The City
said in January that it aims to provide
progressively at least four stages of load-
shedding protection over the next three
years. Some of its plans include buying power
on the open market, paying businesses and
residents to sell power back to the city, and
solar farms (like the Atlantis development)
and gas projects. This should help its
economy to fare slightly better than the rest
of the country.

We expect more cities, like Johannesburg
and Durban, to shield themselves from
Eskom’s unreliable and costly supply. Of
course, implementation will be key.

Rode data shows a strong rental rebound in
most Cape Town nodes, with Century City,
Claremont, and Tyger Valley shining with
double-digit growth compared to the first
quarter of 2022. But note on the chart

the low base from which these increases are
coming.
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Turning to real rentals, the story is looking
more positive, but much ground needs to be
made up, as shown on the chart.

axis is called the x axis.)

How to interpret a log vertical scale (y axis) on a graph

Most of the graphs in Rode’s Report show the natural logs of the data on the y axis. When two lines on a
vertical log scale run parallel, it means the two (rental) series are growing or declining at the same rate. A
log scale is especially important to judge relative growth rates when the lines are far apart. (The horizontal

also the Glossary.

rentals indicate great upside potential.

Recap: nominal versus real rentals

The term “nominal” refers to money rentals, while the term “real” refers to nominal less inflation. See

Rode mostly deflates nominal rentals using the Bureau for Economic Research’s Building Cost Index (BER
BCl) to arrive at real rentals. The rationale for using building costs as deflator is the substitution principle
and because building costs can serve as a proxy for replacement costs. To illustrate, why would you buy
a property for R110 when you could have it built (replaced) for R100? When rentals are low relative to
replacement costs, the upside potential for rentals is great and vice versa. Thus, high real rentals (relative
to previous periods) may be an indication of a market that is vulnerable to a downswing, and low real/
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Our sincere thanks to our expert panellists for the information they supplied. Codes of the brokers and
landlords who contributed to this quarter's survey appear in the table on p. 37. An explanation of the

codes can be found on p. xii.

Table 5.1
Pioneer office rentals

Highest gross nominal market rental rate achieved
Quarter 2023:1

Rands per rentable m?, gross leases (excl. VAT)

Pioneer Normal Inferred
grade A mean growth potential
Johannesburg dec. R230 R142 62%
Pretoria dec. - - -
Durban dec. R200 R138 45%
Cape Town dec. R225 R153 47%

Pioneer rentals

Table 5.1 shows the difference between
pioneer rentals and grade-A market rentals as
in the first quarter of 2023. This the reader
can use as a rough indicator of prospects for
eventual market-rental growth should the
deus ex machina come down from the skies
and generate sustainable growth in the SA
economy.

Pioneer rental levels often represent leases
signed on newly erected on-demand
buildings like leaseback developments, and

these rentals inevitably reflect today’s or
recent building and land acquisition costs
as developers naturally expect a fair initial
yield on their development costs. Typically,
the lease is signed before construction
starts.

Thus, when the economy eventually climbs
out of its current lethargy, market rentals will
shoot up to levels closer to these pioneer
rentals.

This concludes our section on office rentals.
The office rental tables follow. Il
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Table 5.2
Market rental rates for office buildings

Quarter 2023:1
Rands per rentable m? per month, gross leases (excl. VAT)

Grade A* | Grade A | Grade B | Grade C .
Panellist codes
mean mean mean mean
Johannesburg CBD - 100,00 91,88 57,83 |BR,CBR,JLL, TRD,WHF
Braamfontein - 95,00 85,00 75,00 [BR,JLL
Sandton CBD 217,86 169,44 127,50 97,08 |BR,CBR,CPS,CR,EPG,GB,JLL,MR,
TRD,SHP,WHF,WP
Dunkeld West 170,50 136,00 106,60 85,00 |BR,CPS,JLL,MR,SHP
Wierda Valley 155,00 135,83 112,50 86,00 |BR,GB,JLL,SHP
Randburg Ferndale - 84,00 74,17 58,33 |BR,JLL,NH,PRS
Rivonia 128,50 111,90 93,50 79,17 |BR,CPS,CR,GB,JLL,SHP,TRD,WHF
Rosebank 227,81 182,22 131,39 106,67 |BR,CBR,CPS,CR,GB,JLL,MR,SHP,
WHF,WP,z2Z
Illovo 198,57 149,38 123,38 104,00 |BR,CBR,CPS,GB,JLL,MR,SHP,WHF
Illovo Boulevard 187,50 135,00 107,50 - |BR,CPS,JLL,MR
Chislehurston 155,00 140,00 122,50 97,50 |BR,CPS,GB,JLL
Parktown 160,00 115,00 105,00 82,50 [BR,CR,JLL
Richmond/Milpark - 107,50 84,50 67,50 |BR,CR
Bedfordview 125,00 115,83 101,88 79,17 |BR,JLL,MR,SS
Bruma - 100,67 83,13 67,50 |BR,JLL,MR,SS
Woodmead 135,00 118,33 94,58 76,50 |BR,CPS,GB,JLL,SHP,WHF
Sunninghill 115,00 98,13 87,57 73,42 |BR,CPS,CR,GB,JLL,SHP,WHF
Bryanston/Epsom Downs 181,25 148,00 111,43 96,00 |BR,CBR,CPS,CR,GB,JLL,SHP,WP
Fourways 165,00 142,08 108,33 90,63 |BR,CBR,CPS,EPG,GB,JLL,SHP
Houghton 200,00 146,67 110,00 100,00 |BR,CBR,JLL,WHF
Melrose Arch 225,00 191,00 131,67 100,00 |BR,CPS,GB,JLL,MR
Hyde Park 140,00 127,50 109,38 93,33 |BR,CBR,CPS,JLL,MR,WHF
Eastgate/Kramerville - 148,33 112,50 90,00 |CPS,JLL,MR,WHF
Ormonde - - 77,50 62,50 |BR,JLL
Midrand 154,00 115,00 90,42 70,36 |BR,GB,JLL,SHP,SWI,WHF,WP
Hendrik Potgieter - 110,00 90,00 - |BR
Corridor (incl. Ruimsig)
Waterfall 211,25 176,00 - - |BR,CBR,CPS,GB,JLL,SHP,SS,SWI,
WHF
Waverley/Bramley 167,50 135,00 111,25 - |BR,JLL
Constantia Kloof - - 115,00 97,50 |JLL
Morningside - - 115,00 92,50 |JLL
Greenstone - 133,33 120,00 77,50 |CPS,JLL,MR,SS
East Rand
Germiston - - 120,00 92,50 [JLL
Benoni CBD - - - 55,00 |SS
Benoni dec. - - - -
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.2 (continued)
Market rental rates for office buildings

Quarter 2023:1
Rands per rentable m? per month, gross leases (excl. VAT)

Grade A*| Grade A | Grade B | Grade C .
Panellist codes
mean Mean mean mean

Benoni (Lakeside Mall - - - -
area)
Boksburg CBD - - 78,75 56,25 |JLL,SS
Boksburg North - 145,00 85,00 45,00 [JLL
Springs - - - -
Pretoria CBD - 95,00 77,50 62,50 |AP,CRI
Lynnwood Glen - 135,00 120,00 97,50 |AP,CRI,WHF
Lynnwood 155,00 139,67 108,33 87,50 |AP,CRI,HN,WHF
Lynnwood Manor 212,50 182,50 135,00 112,50 |AP,CRI,HN,WHF
Lynnwood Ridge - 150,00 118,33 95,00 |AP,CRI,WHF
Faerie Glen 130,00 125,00 108,33 80,00 |AP,CRI,WHF
Val de Grace - - 115,00 - |AP,CRI
Menlyn 208,33 156,67 121,67 102,50 |AP,CRI,WHF
Menlo Park/Hazelwood 190,00 170,00 135,00 100,00 |AP,CRI
Brooklyn/Waterkloof 210,00 160,00 127,50 110,00 |AP,CRI,WHF
Nieuw Muckleneuk 180,00 150,00 122,50 100,00 |AP,CRI
Hatfield/Hillcrest 175,00 142,50 115,00 85,00 |AP,CRI,WHF
Centurion 198,33 155,00 125,00 97,50 |AP,CRI,WHF
Highveld Technopark - 142,50 116,67 - |AP,CRI,WHF
Highveld Extensions 181,67 153,33 106,67 82,50 |AP,CRI,WHF
Sunnyside - - - 50,00 |[AP,CRI
Arcadia - 117,50 87,50 72,50 |AP,CRI
Route 21 Corp. Park 142,50 123,33 106,67 90,00 |AP,CRI,MAS,WHF
Silver Lakes/Die Wilgers 145,00 137,50 115,00 105,00 |AP,CRI,HN,WHF
Mbombela CBD - - 105,00 88,00 |KEL,MPV,ORI,PG,PM
Mbombela dec. 177,00 159,00 137,00 99,50 |KEL,MPV,ORI,PG,PM
Polokwane - 138,33 115,67 91,00 |ES,MO,SF,TG
Bloemfontein CBD - 132,50 94,50 73,75 |BR,ED,EK,EQV
Westdene 138,33 128,75 100,50 79,00 |BR,ED,EK,EQV
Durban CBD - 110,00 93,75 72,50 | MX,SA,SPS,zZZ
Durban Berea 135,00 116,25 91,67 78,75 |MX,SA,SPS,z2Z
Essex Terrace 120,00 115,00 110,00 87,50 |SA,SPS,z2Z
Westway 152,50 136,67 120,00 - |ACU,SA,SPS
La Lucia Ridge 165,83 149,00 130,00 106,00 | BLA,SA,SPS,SWI,ZZ
Westville CBD 142,50 125,00 111,25 82,50 |ACU,SA,SPS,ZZ
Pinetown - - 80,00 69,67 |SA,SPS,ZZ
Hillcrest-Kloof (Upper 135,00 125,67 115,00 95,00 |SA,SWI,Z2Z
Highway)
Umbhlanga 183,75 168,13 140,00 120,00 |SA,SPS,SWI,2Z
Ballito - - 110,00 91,75 |SA,ZZ
Point Waterfront - - - -
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.2 (continued)
Market rental rates for office buildings

Quarter 2023:1

Rands per rentable m? per month, gross leases (excl. VAT)

Grade A*| Grade A | Grade B | Grade C
mean mean mean mean

Panellist codes

Gqgeberha CBD - 85,00 65,00 53,33 |ARN,SUM,TR

Greenacres: Parks 120,00 105,00 80,00 67,50 |ARN,SUM

Greenacres: Single 100,00 85,00 - - |ARN

Walmer Park 1,2 & 3 131,67 116,67 90,00 76,67 |ARN,MY,SUM

South End 110,00 97,50 75,00 57,50 |ARN,SUM

Humerail/Humewood 140,00 125,00 95,00 85,00 |ARN,SUM

Newton Park/Cape Road 107,50 95,00 83,33 68,75 |ARN,MY,SUM,TR

East London CBD - - - 60,00 |CAP,GW,TR

Southernwood - 75,00 72,00 50,00 |CAP

Berea - 110,00 90,00 85,00 |CAP,TR

Chiselhurst - - 83,00 80,00 |CAP

Beacon Bay - 118,00 110,00 92,50 |[CAP,TR

Vincent - 118,00 110,00 100,00 |CAP, TR

Cape Town CBD 182,00 146,67 112,22 86,00 |AN,AP,DN,DW,EPG,HP,NEX,SPI,
VP, WHF

Sea Point 150,00 130,00 115,00 95,00 |AN,AP,WPM

Waterfront: Portswood 175,00 - - - |AN,WHF

Ridge

Waterfront: Silo District 172,50 150,00 138,00 115,00 |AN,BLA

Granger Bay 155,00 150,00 130,00 120,00 |AN,AP,VP

Gardens 173,33 151,25 136,67 113,33 |AN,AP,EPG,HP

Salt River 145,00 120,00 98,00 82,50 |AP,COR,DN,EPG,GB,SCM,WHF

Woodstock 133,75 122,00 105,00 95,00 |AP,COR,EPG,GB,SCM,WHF,
WPM

Observatory/Black River 160,00 132,50 107,50 92,50 |AP,COR,DN,EPG,SCM,SPI,WHF
Park

Mowbray 137,50 131,67 97,50 - |AP,DN,SPI
Kenilworth (Racecourse) 160,00 140,00 131,50 - |AP,COR
Rondebosch 155,00 140,00 132,50 115,00 |AP,COR,DW
Newlands 222,50 187,50 148,33 - |AP,BLA,COR,SPI
Wynberg - 110,00 100,00 90,00 |COR

Westlake - 139,00 116,00 105,00 |AN,COR,DW,HP
Tokai 125,00 120,00 113,00 100,00 |AN,COR
Claremont Lower* 160,00 151,00 125,00 100,00 |AP,COR
Claremont Upper 208,33 179,00 146,25 135,00 [AP,BLA,COR,SPI
Hout Bay - - - -

Noordhoek (Sun Valley) - - - -

Pinelands/Golf Park 147,50 131,00 112,50 - |AP,COR,GAM,HP,RIO
Athlone - - - -

Milnerton 110,00 95,33 85,00 - |AP,RIO,WHF
Panorama - - - -

*Claremont Lower: east of Main Road
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.2 (continued)
Market rental rates for office buildings

Quarter 2023:1

Rands per rentable m? per month, gross leases (excl. VAT)

Grade A*| Grade A | Grade B | Grade C .
Panellist codes
mean mean Mean mean
Table View/Parklands 187,50 157,50 112,50 - |AP,RIO
Century City 190,00 | 160,25 133,33 115,00 |AP,BLA,DN,EPG,HP,RIO,SPI,
WHEF
Maitland - | 100,00 82,50 67,50 |AP,RIO
Goodwood (N1 City) 145,00 | 130,00 98,33 92,50 |AP,DW,WPM
Tygerberg Hills/Plattekloof - 160,00 130,00 - |CM,NE,VP,WPM
Bellville CBD -| 110,00 102,50 - |AP,CM,DN,DW
Tyger Valley area 205,00 157,50 125,00 115,00 |AP,CM,DN,NE,PN,SPI
Durbanville - 131,67 116,67 - |CM,DN,VP
Mitchells Plain - - - -
Airport - - - -
Khayelitsha - - - -
Kuils River 82,50 77,50 68,33 - |DN,OMN,WPM
Paarl - - - -
Wellington - - - -
Stellenbosch
The Vineyard - - - -
Technopark - - - -
Other - - - -
Helderberg
Gordon’s Bay - - - -
Somerset West CBD - - 95,00 - |OMN
Somerset Mall area - - - -
Strand - - - -
George Central 180,00 130,00 90,00 70,00 |BVF
George dec. - - - -
Pietermaritzburg Core - - 80,00 65,00 |HN
CBD
Peripheral CBD - - 110,00 75,00 [HN
Pietermaritzburg dec. 155,00 140,00 120,00 90,00 |HN
Richards Bay - - - -
Empangeni - - - -
Windhoek 232,50 | 200,00 160,00 127,50 |PVN,TE
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.3
Standard deviation of market rental rates for office buildings

Quarter 2023:1
Rands per month

Grade A* Grade A Grade B Grade C
Johannesburg CBD - 10,00 6,93 5,72
Braamfontein - - - -
Sandton CBD 11,61 29,01 15,28 14,03
Dunkeld West 14,50 14,63 7,86 5,00
Wierda Valley 5,00 13,59 16,01 8,29
Randburg Ferndale - 8,29 9,65 5,14
Rivonia 11,50 11,42 6,22 4,71
Rosebank 11,76 20,53 18,75 15,72
lllovo 16,19 20,22 17,74 7,87
Illovo Boulevard 19,47 6,12 12,50 -
Chislehurston - 0,00 10,31 2,50
Parktown - - 17,80 17,50
Richmond/Milpark - - 4,50 -
Bedfordview 10,00 10,07 10,81 7,17
Bruma - 7,36 5,96 7,50
Woodmead 16,58 12,80 8,71 14,63
Sunninghill 5,00 7,37 6,30 10,73
Bryanston/Epsom Downs 11,16 10,30 12,16 11,58
Fourways 31,36 23,47 15,39 7,15
Houghton 10,00 20,14 15,00 -
Melrose Arch 4,08 24,98 13,12 -
Hyde Park 10,00 16,01 8,73 9,43
Eastgate/Kramerville - 20,14 9,01 7,07
Ormonde - - - -
Midrand 16,25 4,08 13,57 12,28
Hendrik Potgieter Corridor - - - -
(incl. Ruimsig)
Waterfall 6,96 17,08 - -
Waverley/Bramley - - 8,75 -
Constantia Kloof - - - -
Morningside - - - -
Greenstone - 4,71 4,08 -
East Rand
Germiston - - - -
Benoni CBD - - - -
Benoni dec. - - - -
Benoni (Lakeside Mall area) - - - -
Boksburg CBD - - 13,75 3,75
Boksburg North - - - -
Springs - - - -
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.3 (continued)
Standard deviation of market rental rates for office buildings

Quarter 2023:1
Rands per month

Grade A* Grade A Grade B Grade C
Pretoria CBD - - 2,50 2,50
Lynnwood Glen - 18,71 10,00 2,50
Lynnwood 5,00 7,76 10,27 7,50
Lynnwood Manor 7,50 7,50 - 7,50
Lynnwood Ridge - - 6,24 10,80
Faerie Glen - - 9,43 -
Val de Grace - - 5,00 -
Menlyn 2,36 2,36 8,50 7,50
Menlo Park/Hazelwood - 20,00 - -
Brooklyn/Waterkloof 14,14 0,00 2,50 -
Nieuw Muckleneuk 0,00 0,00 12,50 -
Hatfield/Hillcrest 5,00 2,50 15,00 -
Centurion 6,24 15,00 0,00 12,50
Highveld Technopark - 7,50 11,79 -
Highveld Extensions 33,25 36,82 17,00 2,50
Sunnyside - - - 15,00
Arcadia - 22,50 7,50 2,50
Route 21 Corp. Park 7,50 2,36 4,71 10,00
Silver Lakes/Die Wilgers 5,00 7,50 7,91 5,00
Mbombela CBD - - 5,00 4,00
Mbombela dec. 21,00 17,00 11,00 1,00
Polokwane - 14,34 18,37 7,87
Bloemfontein CBD - 7,50 16,22 5,45
Westdene 14,34 21,32 10,40 5,74
Durban CBD - 21,60 14,31 16,01
Durban Berea - 24,08 19,29 19,49
Essex Terrace - 15,00 14,14 12,50
Westway 7,50 8,50 10,00 -
La Lucia Ridge 7,73 18,00 21,68 19,80
Westville CBD 2,50 7,07 14,31 7,50
Pinetown - - 20,00 13,91
Hillcrest-Kloof (Upper Highway) - 19,43 18,71 15,00
Umbhlanga 12,44 5,96 14,14 -
Ballito - - 10,00 11,75
Point Waterfront - - - -
Gqgeberha CBD - - 10,00 10,27
Greenacres: Parks - 20,00 5,00 2,50
Greenacres: Single - - - -
Walmer Park 1,2 & 3 8,50 11,79 10,80 8,50
South End 30,00 22,50 10,00 2,50
Humerail/Humewood 20,00 15,00 5,00 15,00
Newton Park/Cape Road 7,50 10,00 6,24 4,15
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.3 (continued)
Standard deviation of market rental rates for office buildings

Quarter 2023:1
Rands per month

Grade A* Grade A Grade B Grade C
East London CBD - - - 4,08
Southernwood - - - -
Berea - - - -
Chiselhurst - - - -
Beacon Bay - - - 12,50
Vincent - - - 0,00
Cape Town CBD 19,39 26,56 23,11 8,00
Sea Point - 10,00 5,00 5,00
Waterfront: Portswood Ridge 25,00 - - -
Waterfront: Silo District 12,50 10,00 - -
Granger Bay 15,00 24,49 - -
Gardens 37,71 30,08 28,67 26,25
Salt River 22,80 15,81 27,31 22,78
Woodstock 22,19 21,12 18,37 24,70
Observatory/Black River Park 31,89 30,52 27,04 32,50
Mowbray 22,50 25,93 22,50 -
Kenilworth (Racecourse) 20,00 5,00 3,50 -
Rondebosch 5,00 4,08 2,50 15,00
Newlands 12,50 8,29 22,48 -
Wynberg - - - -
Westlake - 25,47 - -
Tokai - - - -
Claremont Lower* 20,00 19,00 5,00 0,00
Claremont Upper 22,48 5,35 22,19 5,00
Hout Bay - - - -
Noordhoek (Sun Valley) - - - -
Pinelands/Golf Park 2,50 14,97 12,50 -
Athlone - - - -
Milnerton - 6,60 5,00 -
Panorama - - - -
Table View/Parklands 12,50 7,50 12,50 -
Century City 37,19 21,34 17,95 -
Maitland - - 2,50 2,50
Goodwood (N1 City) 15,00 10,00 19,29 7,50
Tygerberg Hills/Plattekloof - 17,32 20,00 -
Bellville CBD - - 12,50 -
Tyger Valley area 25,00 12,99 7,07 10,80
Durbanville - 30,09 29,53 -
Mitchells Plain - - - -
Airport - - - -
*Claremont Lower: east of Main Road
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.3 (continued)
Standard deviation of market rental rates for office buildings

Quarter 2023:1
Rands per month

Grade A

Grade A

Grade B

Grade C

Khayelitsha
Kuils River
Paarl
Wellington

17,50

17,50

16,50

Stellenbosch
The Vineyard
Technopark
Other

Helderberg
Gordon's Bay
Somerset West CBD
Somerset Mall area
Strand

George Central
George dec.

Pietermaritzburg Core CBD
Peripheral CBD
Pietermaritzburg dec.

Richards Bay

Empangeni

Windhoek

17,50

20,00

For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 5.4

Typical rent-free period in months
Average periods on offer in quarter 2023:1

Mean SD
Johannesburg CBD 1,3 0,5
Braamfontein - -
Sandton CBD 3,0 2,6
Dunkeld West 2,0 0,7
Wierda Valley 2,5 0,5
Randburg Ferndale 3,0 1,0
Rivonia 1,8 1,0
Rosebank 2,3 1,6
[llovo 1,7 0,7
Illovo Boulevard 2,3 0,8
Chislehurston 3,3 1,5
Parktown 1,3 0,3
Richmond/Milpark 6,0 -
Bedfordview 1,0 0,0
Bruma 1,0 0,0
Woodmead 2,5 2,1
Sunninghill 1,8 1,0
Bryanston/Epsom Downs 2,0 0,6
Fourways 1,9 0,2
Houghton 1,5 0,4
Melrose Arch 1,4 0,4
Hyde Park 1,4 0,4
Eastgate/Kramerville 1,0 0,0
Ormonde - -
Midrand 2,6 1,7
Hendrik Potgieter Corridor (incl. Ruimsig) - -
Waterfall 2,1 0,8
Waverley/Bramley 2,0 -
Constantia Kloof - -
Morningside - -
Greenstone 2,0 0,8
East Rand
Germiston - -
Benoni CBD 1,0 -
Benoni dec. - -
Benoni (Lakeside Mall area) - -
Boksburg CBD 1,0 -
Boksburg North - -
Springs - -
Pretoria CBD 1,0 -
Lynnwood Glen 2,5 1,5
Lynnwood 2,3 1,2
Lynnwood Manor 3,7 1,2
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Table 5.4 (continued)

Typical rent-free period in months
Average periods on offer in quarter 2023:1

Mean SD
Lynnwood Ridge 2,5 1,5
Faerie Glen 2,0 1,0
Val de Grace 1,0 -
Menlyn 2,5 0,5
Menlo Park/Hazelwood 1,0 -
Brooklyn/Waterkloof 2,0 1,0
Nieuw Muckleneuk 1,0 -
Hatfield/Hillcrest 2,0 1,0
Centurion 2,0 1,0
Highveld Technopark 2,0 1,0
Highveld Extensions 1,0 0,0
Sunnyside 1,0 -
Arcadia 1,0 -
Route 21 Corp. Park 2,0 1,0
Silver Lakes/Die Wilgers 2,0 1,0
Mbombela CBD 1,0 0,0
Mbombela dec. 1,0 0,0
Polokwane 3,0 2,2
Bloemfontein CBD 5,5 4,5
Westdene 5,5 4,5
Durban CBD 2,0 1,0
Durban Berea 2,0 1,0
Essex Terrace 3,0 -
Westway 3,0 -
La Lucia Ridge 2,0 0,0
Westville CBD 2,0 -
Pinetown 3,0 -
Hillcrest-Kloof (Upper Highway) 1,0 -
Umbhlanga 2,0 0,0
Ballito - -
Point Waterfront - -
Ggeberha CBD 1,7 0,9
Greenacres: Parks 1,0 0,0
Greenacres: Single 1,0 -
Walmer Park 1,2 & 3 2,0 1,0
South End 1,0 -
Humerail/Humewood 1,0 -
Newton Park/Cape Road 1,7 0,9
East London CBD 4,0 -
Southernwood 2,0 -
Berea 2,0 -
Chiselhurst 3,0 -
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Table 5.4 (continued)

Typical rent-free period in months
Average periods on offer in quarter 2023:1

Mean SD
Beacon Bay 2,0 -
Vincent 2,0 -
Cape Town CBD 1,9 0,7
Sea Point 2,3 0,3
Waterfront: Portswood Ridge 2,0 -
Waterfront: Silo District 2,0 0,0
Granger Bay 2,3 0,3
Gardens 1,8 0,3
Salt River 1,5 0,5
Woodstock 1,5 0,5
Observatory/Black River Park 2,0 1,0
Mowbray 2,3 0,8
Kenilworth (Racecourse) 1,3 0,3
Rondebosch 1,3 0,3
Newlands 1,8 0,8
Wynberg 1,0 -
Westlake 1,5 0,5
Tokai 1,0 -
Claremont Lower* 1,3 0,3
Claremont Upper 1,8 0,8
Hout Bay - -
Noordhoek (Sun Valley) - -
Pinelands/Golf Park 1,3 0,3
Athlone - -
Milnerton - -
Panorama - -
Table View/Parklands 1,0 -
Century City 2,0 0,7
Maitland 1,0 0,0
Goodwood (N1 City) - -
Tygerberg Hills/Plattekloof 1,5 0,5
Bellville CBD 1,0 -
Tyger Valley area 2,3 0,8
Durbanville 1,0 0,0
Mitchells Plain - -
Airport - -
Khayelitsha - -
Kuils River 2,0 -
Paarl - -
Wellington - -
*Claremont Lower: east of Main Road
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Table 5.4 (continued)
Typical rent-free period in months

Average periods on offer in quarter 2023:1

Stellenbosch
The Vineyard - -
Technopark - -
Other - -
Helderberg
Gordon's Bay - -
Somerset West CBD 3,0 -
Somerset Mall area - -
Strand - -
George Central 2,0 -
George dec. - -
Pietermaritzburg Core CBD 1,0 -
Peripheral CBD 1,0 -
Pietermaritzburg dec. 1,0 -
Richards Bay - -
Empangeni - -
Windhoek - -
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Table 5.5
Market parking rentals

Rands per bay per month (excl. VAT)
as in quarter 2023:1

Covered reserved parking Shade | Open-
Gr A* GrA GrB GrC net air

Johannesburg CBD - 875 733 542 - 463
Braamfontein 738 575 575 475
Sandton CBD 1.111 963 758 621 658 540
Dunkeld West 800 763 600 400 510 375
Wierda Valley 813 638 615 499 480 390
Randburg Ferndale 525 450 400 325 375 275
Rivonia 643 601 553 476 442 338
Rosebank 1.117 886 689 572 566 456
Illovo 960 764 659 603 545 425
Illovo Boulevard 793 651 611 563 510 438
Chislehurston 800 700 583 500 492 400
Parktown 725 700 595 450 467 425
Richmond/Milpark 550 450 375 300 200 200
Bedfordview - 575 550 483 488 363
Bruma - 500 463 350 407 298
Woodmead 726 652 595 496 468 375
Sunninghill 740 580 547 439 447 370
Bryanston/Epsom Downs 748 669 595 508 506 404
Fourways 717 643 576 524 476 380
Houghton 1.000 800 631 - 572 467
Melrose Arch 1.142 1.088 775 500 450 400
Hyde Park 683 615 534 500 494 393
Eastgate/Kramerville 850 651 585 472 445 343
Ormonde - - 750 275 388 300
Midrand 792 670 586 455 477 363
Hendrik Potgieter Corridor - 500 300 - 250 200
(incl. Ruimsig)

Waterfall 1.033 893 - - 675 548
Waverley/Bramley 725 675 642 625 575 500
Constantia Kloof - - - 525 525 400
Morningside - - 650 550 500 425
Greenstone 595 583 525 500 447 381
East Rand

Germiston - - 550 - 450 -
Benoni CBD - - - - 450 350
Benoni dec. - - - - - -
Benoni (Lakeside Mall area) - - - - 450 300
Boksburg CBD - - 220 - 450 300
Boksburg North - 650 - - 500 375
Springs - - - - - -
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Table 5.5 (continued)
Market parking rentals

Rands per bay per month (excl. VAT)

as in quarter 2023:1

Covered reserved parking Shade | Open-
Gr A* GrA GrB GrC net air

Pretoria CBD - 810 705 650 - 350
Lynnwood Glen - 700 600 425 475 300
Lynnwood 850 700 533 450 410 294
Lynnwood Manor 890 825 625 600 525 375
Lynnwood Ridge - 750 700 525 450 343
Faerie Glen - 625 500 450 433 310
Val de Grace - - 375 300 300 280
Menlyn 970 850 717 700 550 450
Menlo Park/Hazelwood 1.000 850 550 550 500 450
Brooklyn/Waterkloof 775 717 625 600 433 350
Nieuw Muckleneuk 710 675 600 550 475 450
Hatfield/Hillcrest 733 683 617 550 477 403
Centurion 860 717 570 475 444 361
Highveld Technopark 600 550 500 450 385 368
Highveld Extensions 633 583 450 450 365 333
Sunnyside - - - 450 - -
Arcadia - 705 630 600 - 400
Route 21 Corp. Park 483 475 388 383 333 283
Silver Lakes/Die Wilgers 600 575 350 350 400 318
Mbombela CBD - - 440 456 282 180
Mbombela dec. 540 540 500 472 330 190
Polokwane - 500 393 357 290 280
Bloemfontein CBD - 337 305 277 217 130
Westdene 393 360 320 280 235 135
Durban CBD - 550 500 425 - -
Durban Berea 600 550 500 450 350 250
Essex Terrace - 583 533 525 575 500
Westway 788 588 500 - 575 517
La Lucia Ridge 908 775 600 500 775 650
Westville CBD - 700 675 - 700 575
Pinetown - - - - - -
Hillcrest-Kloof (Upper 550 550 450 - 350 250
Highway)

Umbhlanga 925 806 663 - 725 550
Ballito 550 550 500 - - -
Point Waterfront - - - - - -
Gqgeberha CBD - 350 300 250 350 250
Greenacres: Parks 450 425 325 275 350 300
Greenacres: Single 450 425 300 275 300 263
Walmer Park 1,2 & 3 450 425 325 275 300 228
South End 400 350 275 200 250 175
Humerail/Humewood 475 425 300 200 350 250
Newton Park/Cape Road 550 475 300 250 300 225
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Table 5.5 (continued)
Market parking rentals

Rands per bay per month (excl. VAT)
as in quarter 2023:1

Covered reserved parking Shade | Open-

Gr A* GrA GrB GrC net air
East London CBD - 550 500 375 550 500
Southernwood - 550 500 500 550 450
Berea 600 550 500 500 550 500
Chiselhurst - 500 500 500 550 450
Beacon Bay 600 550 500 500 550 500
Vincent 600 550 500 500 550 450
Cape Town CBD 1.642 1.443 1.357 1.175 1.050 867
Sea Point 1.450 1.375 1.250 1.000 900 800
Waterfront: Portswood 1.600 1.575 - - - -
Ridge
Waterfront: Silo District 1.600 1.575 - - - -
Granger Bay - - - - - -
Gardens 1.250 1.217 1.150 1.125 950 700
Salt River 983 850 - - 975 650
Woodstock 1.450 1.367 1.300 1.200 1.200 900
Observatory/Black River 1.150 1.113 1.100 1.075 1.167 850
Park
Mowbray 1.600 1.500 1.000 900 1.100 965
Kenilworth (Racecourse) - 1.100 - - - 725
Rondebosch 1.450 1.283 925 800 983 838
Newlands 1.750 1.550 1.450 - 1.650 1.200
Wynberg - - 550 500 550 500
Westlake 1.100 1.025 1.000 950 925 817
Tokai - - 850 750 850 750
Claremont Lower* 1.433 1.300 1.083 825 975 825
Claremont Upper 1.833 1.617 1.300 1.100 1.100 975
Hout Bay - - - - - -
Noordhoek (Sun Valley) - - - - - -
Pinelands/Golf Park - 1.017 900 800 943 795
Athlone - - - - - -
Milnerton 700 550 450 400 300 250
Panorama - 800 - - - 750
Table View/Parklands 1.300 983 950 850 - 550
Century City 1.180 1.042 850 750 767 683
Maitland - - - - - -
Goodwood (N1 City) 1.000 950 800 600 425 383
Tygerberg Hills/Plattekloof - 988 850 - 800 650
Bellville CBD 800 700 - - 800 433
Tyger Valley area 1.210 933 850 733 575 521
Durbanville - 850 700 - 400 300
Mitchells Plain - - - - - -
Airport - - - - - -
Khayelitsha - - - - - -
*Claremont Lower: east of Main Road




Rode’s Report 2023:1

52

Office rentals

Table 5.5 (continued)
Market parking rentals

Rands per bay per month (excl. VAT)

as in quarter 2023:1

Covered reserved parking Shade | Open-
Gr A* GrA GrB GrC net air

Kuils River - - - - - 180
Paarl - - - - - -
Wellington - - - - - -
Stellenbosch

The Vineyard - - - - - -
Technopark - - - - - -
Other - - - - - -
Helderberg

Gordon's Bay - - - - - -
Somerset West CBD - - - - - 655
Somerset Mall area - - - - - -
Strand - - - - - -
George Central - - - - 300 250
George dec. - - - - - -
Pietermaritzburg Core CBD - - 350 300 260 230
Peripheral CBD - - 400 350 320 270
Pietermaritzburg dec. 600 550 450 400 360 300
Richards Bay - - - - - -
Empangeni - - - - - -
Windhoek 1.125 1.000 825 650 500 375
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Table 5.6

Office rental escalation rates on new leases (%)
Average escalation rate on net rentals for quarter 2023:1

Mean

Johannesburg CBD 6,8
Braamfontein 7,8
Sandton CBD 7,6
Dunkeld West 7,6
Wierda Valley 8,0
Randburg Ferndale 7,4
Rivonia 7,4
Rosebank 7,5
lllovo 7,5
Illovo Boulevard 7,5
Chislehurston 7,8
Parktown 7,6
Richmond/Milpark 8,0
Bedfordview 8,0
Bruma 8,4
Woodmead 7,9
Sunninghill 7,4
Bryanston/Epsom Downs 7,4
Fourways 7,4
Houghton 7,8
Melrose Arch 7,8
Hyde Park 7,8
Eastgate/Kramerville 8,0
Ormonde 8,0
Midrand 7,5
Hendrik Potgieter Corridor (incl. Ruimsig) 8,0
Waterfall 7,6
Waverley/Bramley 8,0
Constantia Kloof 8,0
Morningside 8,0
Greenstone 8,0
East Rand

Germiston 7,3
Benoni CBD 7,1
Benoni dec. 7,3
Benoni (Lakeside Mall area) 7,3
Boksburg CBD 7,1
Boksburg North 7,3
Springs 7,3
Pretoria CBD 8,0
Lynnwood Glen 7,0
Lynnwood 7,7
Lynnwood Manor 7,7
Lynnwood Ridge 7,0
Faerie Glen 7,0
Val de Grace 8,0
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Table 5.6 (continued)

Office rental escalation rates on new leases (%)
Average escalation rate on net rentals for quarter 2023:1

Mean
Menlyn 7,5
Menlo Park/Hazelwood 8,0
Brooklyn/Waterkloof 7,5
Nieuw Muckleneuk 8,0
Hatfield/Hillcrest 7,5
Centurion 7,5
Highveld Technopark 7,0
Highveld Extensions 7,0
Sunnyside 8,0
Arcadia 8,0
Route 21 Corp. Park 7,0
Silver Lakes/Die Wilgers 7,0
Mbombela CBD 7,0
Mbombela dec. 7,0
Polokwane 6,8
Bloemfontein CBD 7,3
Westdene 7,3
Durban CBD 7,5
Durban Berea 8,0
Essex Terrace 7,8
Westway 7,7
La Lucia Ridge 7,6
Westville CBD 7,5
Pinetown 7,5
Hillcrest-Kloof (Upper Highway) 8,5
Umhlanga 7,5
Ballito 8,0
Point Waterfront -
Ggeberha CBD 6,2
Greenacres: Parks 6,3
Greenacres: Single 6,5
Walmer Park 1,2 & 3 6,5
South End 6,3
Humerail/Humewood 6,3
Newton Park/Cape Road 6,9
East London CBD 7,0
Southernwood 7,0
Berea 7,0
Chiselhurst 7,0
Beacon Bay 7,0
Vincent 7,0
Cape Town CBD 7,4
Sea Point 7,5
Waterfront: Portswood Ridge 7,0
Waterfront: Silo District 7,0
Granger Bay 7,0
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Table 5.6 (continued)

Office rental escalation rates on new leases (%)
Average escalation rate on net rentals for quarter 2023:1

Mean
Gardens 7,5
Salt River 7,3
Woodstock 7,5
Observatory/Black River Park 7,8
Mowbray 7,5
Kenilworth (Racecourse) 7,5
Rondebosch 7,7
Newlands 7,5
Wynberg 6,5
Westlake 7,5
Tokai 7,0
Claremont Lower* 7,5
Claremont Upper 7,5
Hout Bay -
Noordhoek (Sun Valley) -
Pinelands/Golf Park 7,3
Athlone -
Milnerton 7,0
Panorama -
Table View/Parklands -
Century City 7,6
Maitland 8,0
Goodwood (N1 City) 8,0
Tygerberg Hills/Plattekloof 7,3
Bellville CBD 7,3
Tyger Valley area 7,2
Durbanville 8,0
Mitchells Plain -
Airport -
Khayelitsha -
Kuils River 8,0
Paarl -
Wellington -
Stellenbosch
The Vineyard -
Technopark -
Other -
Helderberg
Gordon's Bay -
Somerset West CBD 7,0
Somerset Mall area -
Strand -
*Claremont Lower: east of Main Road
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Table 5.6 (continued)

Office rental escalation rates on new leases (%)
Average escalation rate on net rentals for quarter 2023:1

Mean
George Central 6,0
George dec. -
Pietermaritzburg Core CBD 6,5
Peripheral CBD 7,0
Pietermaritzburg dec. 6,5
Richards Bay -
Empangeni -
Windhoek 5,0
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Table 5.7
Escalation rates on operating costs (%)
for quarter 2023:1
Mean

Johannesburg CBD 7,8
Braamfontein 7,8
Sandton CBD 7,8
Dunkeld West 7,7
Wierda Valley 8,0
Randburg Ferndale 7,4
Rivonia 7,7
Rosebank 7,6
lllovo 7,7
Illovo Boulevard 7,8
Chislehurston 8,0
Parktown 8,0
Richmond/Milpark 8,5
Bedfordview 8,5
Bruma 8,6
Woodmead 7,9
Sunninghill 7,7
Bryanston/Epsom Downs 7,7
Fourways 7,8
Houghton 7,9
Melrose Arch 7,9
Hyde Park 7,9
Eastgate/Kramerville 9,0
Ormonde 8,0
Midrand 7,8
Hendrik Potgieter Corridor (incl. Ruimsig) 8,0
Waterfall 7,7
Waverley/Bramley 8,0
Constantia Kloof 8,0
Morningside 8,0
Greenstone 8,0
East Rand

Germiston -
Benoni CBD 7,0
Benoni dec. -
Benoni (Lakeside Mall area) -
Boksburg CBD 7,0
Boksburg North -
Springs _
Pretoria CBD -
Lynnwood Glen 7,0
Lynnwood 8,3
Lynnwood Manor 9,3
Lynnwood Ridge 7,0
Faerie Glen 7,0
Val de Grace 8,0
Menlyn 7,5
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Table 5.7 (continued)

Escalation rates on operating costs (%)
for quarter 2023:1

Mean
Menlo Park/Hazelwood 8,0
Brooklyn/Waterkloof 7,5
Nieuw Muckleneuk 8,0
Hatfield/Hillcrest 7,0
Centurion 7,0
Highveld Technopark -
Highveld Extensions 7,0
Sunnyside -
Arcadia -
Route 21 Corp. Park 6,5
Silver Lakes/Die Wilgers 7,0
Mbombela CBD 8,6
Mbombela dec. 8,6
Polokwane 7,3
Bloemfontein CBD 7,7
Westdene 7,7
Durban CBD 8,0
Durban Berea 8,0
Essex Terrace 8,0
Westway 8,0
La Lucia Ridge 8,5
Westville CBD 8,0
Pinetown -
Hillcrest-Kloof (Upper Highway) -
Umbhlanga 8,0
Ballito -
Point Waterfront -
Ggeberha CBD 17,5
Greenacres: Parks 13,5
Greenacres: Single 15,0
Walmer Park 1,2 & 3 11,0
South End 13,0
Humerail/Humewood 14,3
Newton Park/Cape Road 15,0
East London CBD 8,0
Southernwood 9,0
Berea 9,0
Chiselhurst 9,0
Beacon Bay 9,0
Vincent 9,0
Cape Town CBD 7,2
Sea Point 7,5
Waterfront: Portswood Ridge 7,0
Waterfront: Silo District 8,0
Granger Bay 6,5
Gardens 7,5
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Table 5.7 (continued)

Escalation rates on operating costs (%)
for quarter 2023:1

Mean
Salt River 7,3
Woodstock 7,5
Observatory/Black River Park 7,8
Mowbray 7,5
Kenilworth (Racecourse) 7,5
Rondebosch 7,5
Newlands 8,0
Wynberg 6,5
Westlake 7,0
Tokai 7,0
Claremont Lower* 7,5
Claremont Upper 8,0
Hout Bay -
Noordhoek (Sun Valley) -
Pinelands/Golf Park 8,3
Athlone -
Milnerton 7,0
Panorama -
Table View/Parklands -
Century City 8,1
Maitland 8,0
Goodwood (N1 City) 8,0
Tygerberg Hills/Plattekloof 7,3
Bellville CBD 7,3
Tyger Valley area 7,0
Durbanville 8,0
Mitchells Plain -
Airport -
Khayelitsha -
Kuils River 8,0
Paarl -
Wellington -
Stellenbosch
The Vineyard -
Technopark -
Other -
Helderberg
Gordon's Bay -
Somerset West CBD 7,0
Somerset Mall area -
Strand -
George Central 10,0
George dec. -
*Claremont Lower: east of Main Road




Rode’s Report 2023:1 60 Office rentals

Table 5.7 (continued)

Escalation rates on operating costs (%)
for quarter 2023:1

Mean
Pietermaritzburg Core CBD 7,0
Peripheral CBD 7,0
Pietermaritzburg dec. 7,0
Richards Bay -
Empangeni -

Windhoek 7,0
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Table 5.8
Typical gross outgoings for prime office buildings

As reported by brokers
R/rentable m? per month: quarter 2023:1

Mean SD n
Johannesburg CBD 10,00 - 1
Braamfontein 7,50 - 1
Sandton CBD 31,25 2,16 6
Dunkeld West 28,00 3,56 3
Wierda Valley 30,00 3,56 3
Randburg Ferndale 22,50 4,30 3
Rivonia 25,75 2,17 4
Rosebank 33,70 1,33 5
Illovo 35,00 0,00 3
Illovo Boulevard 35,00 0,00 2
Chislehurston 28,67 3,40 3
Parktown - - -
Richmond/Milpark 22,50 - 1
Bedfordview 25,00 - 1
Bruma 15,00 - 1
Woodmead 32,33 5,56 3
Sunninghill 23,00 3,00 2
Bryanston/Epsom Downs 32,10 7,63 5
Fourways 26,50 3,92 4
Houghton 27,50 - 1
Melrose Arch 36,67 6,24 3
Hyde Park 32,50 - 1
Eastgate/Kramerville - - -
Ormonde - - -
Midrand 30,20 10,87
Hendrik Potgieter Corridor 22,50 - 1
(incl. Ruimsig)
Waterfall 35,00 14,23 5
Waverley/Bramley 30,00 - 1
Constantia Kloof - - -
Morningside - - -
Greenstone - - -
East Rand
Germiston - - -
Benoni CBD 8,00 - 1
Benoni dec. - - -
Benoni (Lakeside Mall area) - - -
Boksburg CBD 8,00 - 1
Boksburg North - - -
Springs - - -
Pretoria CBD 20,00 - 1
Lynnwood Glen 25,00 0,00 2
Lynnwood 22,00 2,16 3
Lynnwood Manor 31,67 4,71 3
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Table 5.8 (continued)
Typical gross outgoings for prime office buildings

As reported by brokers
R/rentable m? per month: quarter 2023:1

Mean SD n
Lynnwood Ridge 23,00 2,00 2
Faerie Glen 19,50 0,50 2
Val de Grace 20,00 - 1
Menlyn 30,00 - 1
Menlo Park/Hazelwood 27,00 - 1
Brooklyn/Waterkloof 23,00 2,00 2
Nieuw Muckleneuk 22,00 - 1
Hatfield/Hillcrest 21,50 0,50 2
Centurion 21,50 0,50 2
Highveld Technopark 28,00 - 1
Highveld Extensions 28,00 - 1
Sunnyside 20,00 - 1
Arcadia 20,00 - 1
Route 21 Corp. Park 36,33 20,42 3
Silver Lakes/Die Wilgers 24,67 4,50 3
Mbombela CBD 32,00 6,00 5
Mbombela dec. 37,60 3,80 5
Polokwane 27,20 4,78 4
Bloemfontein CBD 22,00 4,30 4
Westdene 25,50 3,64 4
Durban CBD - - -
Durban Berea 34,23 - 1
Essex Terrace - - -
Westway - - -
La Lucia Ridge 29,00 - 1
Westville CBD - - -
Pinetown - - -
Hillcrest-Kloof (Upper Highway) - - -
Umbhlanga 32,50 -
Ballito - - -
Point Waterfront - - -
Ggeberha CBD 15,00 - 1
Greenacres: Parks 18,00 - 1
Greenacres: Single - - -
Walmer Park 1,2 & 3 18,00 - 1
South End 18,00 - 1
Humerail/Humewood 20,00 - 1
Newton Park/Cape Road 18,00 - 1
East London CBD 22,00 - 1
Southernwood 22,00 - 1
Berea 22,00 - 1
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Table 5.8 (continued)
Typical gross outgoings for prime office buildings

As reported by brokers
R/rentable m? per month: quarter 2023:1

Mean SD n
Chiselhurst 22,00 - 1
Beacon Bay 22,00 - 1
Vincent 22,00 - 1
Cape Town CBD 32,00 11,05 4
Sea Point 30,00 - 1
Waterfront: Portswood Ridge - - -
Waterfront: Silo District - - -
Granger Bay 30,00 - 1
Gardens 30,00 0,00 2
Salt River 19,18 7,79 4
Woodstock 21,68 9,14 4
Observatory/Black River Park 27,68 5,25 4
Mowbray 25,00 5,00 2
Kenilworth (Racecourse) 17,50 2,50 2
Rondebosch 32,50 2,50 2
Newlands 40,24 6,82 3
Wynberg 15,00 - 1
Westlake - - -
Tokai - - -
Claremont Lower* 35,00 5,00 2
Claremont Upper 43,33 10,87 3
Hout Bay - - -
Noordhoek (Sun Valley) - - -
Pinelands/Golf Park 23,35 6,65 2
Athlone - - -
Milnerton 20,00 - 1
Panorama - - -
Table View/Parklands - - -
Century City 29,33 0,94 3
Maitland 10,00 - 1
Goodwood (N1 City) - - -
Tygerberg Hills/Plattekloof 22,00 - 1
Bellville CBD 15,00 0,00 2
Tyger Valley area 25,00 4,42 4
Durbanville 16,00 - 1
Mitchells Plain - - -
Airport - - -
Khayelitsha - - -
Kuils River 16,60 - 1
Paarl - - -
Wellington - - -
*Claremont Lower: east of Main Road




Rode’s Report 2023:1 64 Office rentals

Table 5.8 (continued)
Typical gross outgoings for prime office buildings

As reported by brokers
R/rentable m? per month: quarter 2023:1

Stellenbosch
The Vineyard - - -
Technopark - - -
Other - - -
Helderberg
Gordon's Bay - - -
Somerset West CBD 21,18 - 1
Somerset Mall area - - -
Strand - - -
George Central 15,00 - 1
George dec. - -
Pietermaritzburg Core CBD 31,00 -
Peripheral CBD 29,00 -
Pietermaritzburg dec. 26,00 -
Richards Bay - -
Empangeni - - -
Windhoek 21,25 6,25 2
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Our heartfelt thanks to the companies that contributed to the office-market survey. By
clicking on their logos, you will learn more about these panellists.
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Office demand and vacancies

Chapter 6: Office demand and vacancies

Cape Town office vacancies

decline further

Kobus Lamprecht

The results of Rode’s office vacancy survey
show that vacancy rates of grades A*, A
and B space in South Africa improved
slightly to 14,9% in the first quarter of 2023
compared to the fourth quarter of 2022,
largely thanks to less vacant space in
Cape Town. The latest national vacancy rate
is also better than 2022’s average of about
16%, which indicates somewhat better
demand. But this is not the case everywhere
in the country, as we explain later. Looking
at the bigger picture, current vacancy rates
are still well above the pre-Covid level
of 10,5% in 2019 and the long-term
average of about 9%, as per SAPOA
data.

Office demand over the past year or so
was boosted by the return of more
workers to the office as Covid has become
less of a factor. However, a proportion of
those companies requiring their employees
to return to the office favour flexible or
hybrid working and more collaboration
areas, implying less demand for space
compared to before the pandemic. Two
to three days a week at an office is a
popular policy. This, together with renewed
weakening in economic activity, notably
pulled down by the power crisis, makes
a return to normal vacancies over the next
few years unlikely. A likely scenario is that
the national vacancy rate could get worse,
before improving.

It is important to grasp how Rode’s survey
is constructed before digesting the data
provided in this chapter. Rode asks panellists
across the country to fill in a vacancy factor
for the different office grades, using a scale of
1to 9, asshown in the first table. For instance,
if a broker is of the opinion that the vacancy
rate in a given node is between 0% and 10%
(low), a 1, 2 or 3 must be filled in, with 1
representing fully let or almost fully let and 3
indicating close to 10%. If vacancy rates are
between 10% and 20% or medium, a4, 5 or 6
must be filled in, with 6 representing close to
20%. The scale of 7 to 9 indicates vacancy
rates are very high, between 20% and 30%.

Like SAPOA, Rode defines vacancies as the
available floor area for leasing at any given
time, irrespective of whether there is still a
valid lease over the space.

The reader may wonder why we use a scale of
1to 9 and not 1 to 10. The reason is that 1-9
has a whole-number median — 5. When you
use a scale of 1 to 10, the median is an
uncomfortable 5,5 - which is not a whole
number. We use the same logic for the
industrial vacancy scale.

To convert these vacancy factors to a
percentage, the factor must be multiplied by
3,333. The percentages that correspond with
each vacancy factor are shown in the second
table.
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Vacancy factors for office nodes
Rode scale 1 2 3 4 5 6 7 8 9
Low to medium Medium to high Very high
Percentage 0% - 10% 10% - 20% 20% - 30%
interpretation
Scale 1 2 3 5 6 7 8 9

factor

Percentage | 3,3% 6,7% 10,0% | 13,3%

16,7% 20% 23,3% | 26,7% | 30,0%

In this chapter we report on the smoothed
results of the vacancy survey, which were
calculated by using a two-quarter moving
average. The reason for smoothing the data is
that it is dangerous to rely on one quarter’s
figure, as it might be an outlier owing to small
sample sizes.

Importantly, Rode weighted the national
decentralized vacancy rate by using SAPOA’s
office stock data per grade for the five
major cities, namely Johannesburg, Pretoria,
Durban, Cape Town and Ggeberha. The
decentralized vacancy rates of these cities are
also weighted based on the stock level per
node. The weighted averages are provided at
the end of Table 6.1.

Vacancy rates on a national level

Turning to the results of the survey, the
national weighted decentralized vacancy

factor for grades A*, A and B combined stood
at 4,5 points in the first quarter of 2023,
slightly better than the restated fourth-
quarter 2022 factor of 4,6 points. The latest
vacancy factor equates to an average vacancy
rate of about 15%. This is still well above the
long-term average of 9% as per SAPOA data.

A long-term vacancy rate of 9% has an
important implication when valuing prime
office buildings. It is dead wrong to assume
that even if an office building is near fully let
at the time of valuation, this will persist in
perpetuity. The rule is that the older the
building (the lower the grade), the higher the

typical vacancy factor. This is especially a
problem at present as tenants in grades C
and B tend to upgrade to A because market
rentals of A-grade office space are so low
in real terms. Apart from the cost factor,
some tenants are relocating to newer offices
because of their excellent amenities. In
practice, this flight to quality means landlords
are generally seeing higher vacancies in
older buildings and lower vacancies in newer
buildings (see chart), albeit with negative
rental reversions. Thus, you don’t want to
own old office buildings — unless you can
buy them at a bargain-basement price with
a view to conversion. The higher cost of
conversion due to the rise in building costs
(see Chapter 11) will continue to hold back
conversion projects in the short term.

Office construction activity remains at
very low levels

A positive for landlords is that the office
market is looking better from a new-supply
perspective. Office space completed fell by
32% in 2022 to its lowest level since at least
1997. Activity has been on a clear downtrend
over the past few years (see chart) as Covid-
19 and a decelerating economy reduced the
feasibility of offices. In this environment,
landlords are either looking to sell older
offices or to convert them to another use,
such as residential or storage space. High
construction cost will further deter the
construction of new projects in the short
term.
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Fewer new offices and the conversion of older
offices to other property types imply that
green shoots could emerge from a supply
perspective in a few years’ time, but stronger
demand will also be needed for the sector to
move on a sustained recovery path.
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Poor business confidence does not bode well
for office demand

In the first quarter of 2023, 36% of
respondents in business surveyed by the
BER were satisfied with prevailing business
conditions — down slightly from 38% in the
fourth quarter of 2022. The latest decline
was the fourth in a row after the 45%
level recorded in the first quarter of
2022. This implies that the number of
respondents dissatisfied with prevailing
business conditions continues to outnumber
those who were satisfied, as the neutral
level is 50%. This is not surprising given
expectations of weaker global and local
economic growth amid stubbornly high
inflation and elevated interest rates. Eskom’s
woes no doubt also played a role in the
weaker confidence figure. In this uncertain
and poor economic environment, companies
will generally remain hesitant to expand their
premises or hire new employees. In fact, this
could mean more businesses could close.
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In the text that follows, we delve deeper into
the latest vacancy rates on a city level.
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Vacancy rates in the major cities

The Johannesburg weighted decentralized

vacancy factor for grades A*, A and B office
space combined in the first quarter of 2023
edged up to 16,4% from fourth-quarter
2022 levels. To give perspective, vacancy
rates have generally improved from the
roughly 20% level a year ago. Even with the
improvement, this figure is still higher than
the 12% pre-Covid average in 2019 (SAPOA
data).

Vacancy rates in the first quarter of 2023
were higher compared to the fourth quarter
of 2022 in the majority of the major nodes
shown in the chart. The vacancy rates of
several of the major nodes average between
15% and 20%.

The major Johannesburg nodes with the
lowest average vacancy rates are Rosebank
(11,2%) and Waterfall (10,9%), as shown in
the chart. Both these nodes have mostly
newer office space, which is in higher demand
compared to older grade B and C office space.
Sandton, the largest office node in South
Africa, saw its vacancy rate worsen to 17,2%,
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but it has improved compared to the high
levels of just above 20% a year ago.

For more on Rode’s office rentals and other
office variables, see Chapter 5.

Johannesburg weighted vacancy factors of major nodes in 2301

Factor

grades A%, A and B combined (smoothed)

To convert a scalefactorto a vacancy %, multiply by 3,333
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Source of data: Rode’s office market survey

Pretoria weighted vacancy factors of major nodes in 2301
grades A+, Aand B combined (smoothed)

Factor

Hatfield/Hillcrest  Centurion

To convert ascalefactorto a vacancy %, multiply by 3,333
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Source of data: Rode’s office market survey

Staying in Gauteng, the Pretoria weighted
decentralized vacancy factor of grades A" A
and B offices combined decreased to 13,4%
from 14,3% in the fourth quarter of 2022. The
Jacaranda City did not see the improvement
experienced by the other major cities in 2022,

but now seems to be finally showing some
green shoots. Vacancy rates in the major
nodes generally averaged between 10%
and 20% in the first quarter of 2023 and all
improved compared to the fourth quarter of

2022.
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Turning to Durban, the weighted
decentralized vacancy rate for grade A, A
and B office space declined slightly to
12,1% from 12,3% in the fourth quarter of
2022. However, vacancy rates are still
up slightly compared to a year ago. The
largest decentralized node in Durban is La
Lucia Ridge/Umhlanga, where vacancy rates
improved to 10,8% from 11,8% in the fourth

guarter. One of Rode’s panellists noted that
this more affluent area are “experiencing
stock shortages”. However, the CBDs vacancy
rate worsened to above 20%, while Berea
worsened to 15%. The same panellist noted
that the “Durban CBD, Berea and Pinetown
are showing high vacancies with low
prospects due to the subdued economy,
crime and poor infrastructure in these areas”.

Durban weighted vacancy factors of major nodes in 2301
grades A+, A and B combined (smoothed)

Factor

CBD Durban

Source of data: Rode’s office market survey

La LuciaRidge

To convert a scalefactorto a vacancy %, multiply by 3,333
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Cape Town weighted vacancy factors of major nodes in 2301
grades A+, A and B combined (smoothed)

To convert a scalefactor to a vacancy %, multiply by 3,333
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The Cape Town weighted decentralized
vacancy rate for grades A", A and B office
space combined in the first quarter of 2023
decreased further to an average of 12,7%.
This was the fourth consecutive improvement
after a peak of 16,6% was hit in the first
quarter of 2022. This helps to explain the
strong rental growth discussed in Chapter 5.

Most of the major decentralized nodes,
such as Century City and Rondebosch, saw
vacancies decline in the first quarter. Due to
strong demand from international and
tech companies, the office market in Century
City has turned around strongly, with its
average vacancy rate declining further to
12,9% as shown in the chart on the previous
page. To give perspective, Century City
still had a vacancy rate of 23% in the first
quarter of 2022. The average vacancy rate of
Rondebosch has also fallen to 12% thanks
to a notable improvement in its Grade B
vacancy rate.

Vacancy rates at the V&A Waterfront
remained low at just above 10%, but
have worsened somewhat since the end of
2022. Growthpoint, which owns a significant
percentage of the offices in this node, said in
March its vacancies are very low. Other nodes
where vacancy rates have weakened include
the CBD, Sea Point and, to Rode’s surprise,
Tyger Valley in Bellville.

The Gqgeberha (PE) decentralized vacancy
factor for grades A*, A and B office
space combined in the first quarter of
2023 averaged about 12,2%, slightly better
than in the previous quarter. Of the
decentralized nodes, vacancies are the
highest in Newton Park/Cape Road and
Greenacres and the lowest in Walmer Park
and Humerail/Humewood, as shown in the
chart. Not shown in the chart is the
Gqgeberha CBD, where Rode has noted a sharp
deterioration in its vacancy rate to north
of 20%.

Ggeberha weigted vacancy factors of major nodes in 2301
grades A+, Aand B combined (smoothed)

Factor

7]
I
]
1

-

Greenacres
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To convert a scalefactor to 2 vacancy %, multiply by 3,333
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Decentralized vacancy rates of secondary cities since 2103
grades A+, Aand B combined (smoothed; unweighted)
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Vacancy rates in the smaller cities The vacancy survey results  for
the smaller cities showed a mixed

The decentralized vacancy rates for grades A,
A and B office space combined in secondary
cities averaged 11,4% in the first quarter of
2023, edging down from the fourth quarter of
2022. To give perspective, all these cities still
have lower vacancy rates since the third
quarter of 2021 when Rode’s data starts,
except for Bloemfontein, as shown in the first
chart.

performance in the first quarter, with
East London standing out due to a
sharp rise in vacant space to about 12%.
George continues to have the lowest
vacancy rate at about 10% (see second
chart), down from a peak of 16% in the
third quarter of 2021. But then, George
is a boom town, which benefits from

semigration..
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In Table 6.1 we provide the Rode vacancy factors by node. Rode asked panellists across the
country to fill in a vacancy factor for the different office grades, using the scale of 1 to 9 shown
in the table below.

Vacancy factor for office nodes
Rode scale i1 2 3 4 5 6 7 8 9
Low to medium Medium to high Very high
Percentage 0% - 10% 10% - 20% 20% - 30%
interpretation

To convert these vacancy factors to a percentage, the factor must be multiplied by 3,333. Below
are the percentages that correspond with the vacancy factors.

Scale 1 2 3 4 5 6 7 8 9
factor

Percentage | 3,3% 6,7% | 10,0% | 13,3% | 16,7% | 20,0% | 23,3% | 26,7% | 30,0%
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Table 6.1
Rode’s office vacancy factors (on a scale of 1 to 9; smoothed)

To convert a scale factor to a %, multiply by 3,333
Quarter 2023:1

Grade Grade Grade | Grade Panellist codes
A* A B C

Johannesburg CBD - 4,60 8,15 6,15 |COE,JLL,RA,REA,TRD,WHF

Braamfontein - 3,30 6,25 5,30 |OSO,JLL,REA,WHF

Sandton CBD 4,40 5,73 6,12 6,05 |BLA,BR,COE,CPS,EPG,GB,JLL,MR,
0SO, SPI,SWI, TRD,WHF

Dunkeld West - 5,05 5,20 - COE,JLL,MR,0SO,SWI,TRD

Wierda Valley 2,00 5,25 5,60 5,90 |CPS,GB,JLL,OP,0SO,SWiI

Randburg Ferndale 1,00 4,05 6,25 5,00 |JLL,NH,0SO

Rivonia 5,40 6,24 5,74 5,88 |COE,CPS,GB,JLL,0SO,SHP,TRD,WHF

Rosebank 2,44 3,53 5,00 5,29 |BLA,BR,CPS,GB,JHI,JLL,MR,0S0O,
SHP,SPI,SWI,WHF

Illovo 4,64 4,90 5,71 5,70 |BR,CPS,GB,JLL,MR,0SO,SHP,SPI,
SWI,WHF

Illovo Boulevard 3,40 4,67 5,60 3,60 |BR,CPS,GB,JLL,MR,0SO,SWI

Chislehurston 1,95 3,25 3,10 3,00 |CPS,GB,JLL,0SO,WHF

Parktown - 4,88 5,68 3,30 |CPS,JLL,0OSO,REA,SPI,WHF

Richmond/Milpark - 3,45 4,05 5,55 |JLL,0SO,SS

Bedfordview 6,35 4,63 6,25 3,10 |JHI,ILL,MR,0SO,SPI,SS

Bruma - 3,67 5,77 - JLL,MR,0S0,SS

Woodmead - 5,21 5,29 5,59 |BR,CPS,GB,JLL,REA,SHP,SWI,TCP,
WHF,WP

Sunninghill - 4,40 5,44 5,20 |CPS,GB,JLL,REA,SHP,WHF,WP

Bryanston/Epsom Downs 2,82 3,98 6,23 5,78 |BR,CPS,EPG,GB,JLL,0S0,SHP,SPI,
TCP,WHF,WP

Fourways 3,30 4,20 5,73 5,48 |BR,COE,CPS,EPG,GB,HP,JLL,0SO,
SHP, SPI, TCP,TRD,WHF,WP

Houghton 2,80 4,03 1,90 - CPS,JLL,0SO,SPI

Melrose Arch 4,43 4,48 - - BR,CPS,GB,JLL,MR,0S0O,SWI

Hyde Park - 5,45 4,56 5,68 |BR,CPS,JLL,MR,0SO,WHF

Eastgate/Kramerville 1,00 2,15 2,65 3,60 |[CPS,GB,JLL,MR,0SO

Ormonde - - 5,50 6,50 |GB,JLL,WHF

Midrand 3,87 5,01 6,12 6,74 |BR,GB,JLL,0SO,SHP,SPI,SWI,WHF,
WP

Hendrik Potgieter - 5,50 6,00 6,00 |JLL,0SO,SPI,WHF

Corridor (incl. Ruimsig)

Waterfall 3,10 3,59 - - BR,CPS,GB,JLL,0SO,REA,SS,SWI,
TCP,WHF

Waverley/Bramley 3,23 3,38 3,38 5,24 |CPS,GB,JLL,OP,0SO

Constantia Kloof - 4,00 3,60 - JLL,0SO,SPI,WHF

Morningside - 4,65 5,55 4,30 |GB,JLL,0SO,WHF

Greenstone - 2,68 - - BLA,CPS,JLL,MR,SS

For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 6.1 (continued)
Rode’s office vacancy factors (on a scale of 1 to 9; smoothed)

To convert a vacancy factor to a %, multiply by 3,333
Quarter 2023:1

Grade | Grade | Grade | Grade Panellist codes
A* A B C

East Rand
Germiston 3,00 4,00 6,00 6,00 |GB,JLL,SS
Benoni CBD - - 5,00 4,60 |JLL,SS
Benoni dec. 9,00 7,50 4,00 3,00 |JLL,OP,SS
Benoni (Lakeside Mall - 3,65 5,65 4,15 |JLL,SS
area)
Boksburg CBD - - 5,35 4,85 |JLL,SS
Boksburg North 5,50 6,00 4,00 4,60 |[JLL,SS
Springs - - - -
Pretoria CBD - - - -
Lynnwood Glen 3,60 3,87 2,87 4,70 |AP,CRI,WHF
Lynnwood 2,90 2,53 4,70 4,87 |AP,CRI,HN,WHF
Lynnwood Manor 2,63 2,73 4,70 4,70 |AP,CRI,HN,WHF
Lynnwood Ridge 3,60 3,30 3,70 6,40 |CRI,WHF
Faerie Glen 6,00 3,35 5,23 5,35 |AP,CRI,PR,WHF
Val de Grace - 1,00 6,00 2,50 |AP,CRI
Menlyn 4,15 3,46 4,46 5,55 |AP,CRI,PR,WHF
Menlo Park/Hazelwood 2,65 5,63 2,65 - AP,CRI,PR,WHF
Brooklyn/Waterkloof 5,15 6,43 3,73 3,60 |AP,CRI,WHF
Nieuw Muckleneuk 6,45 4,20 3,30 2,60 |AP,CRI,WHF
Hatfield/Hillcrest 3,63 3,87 5,65 2,87 |AP,CRI,PR,WHF
Centurion 3,33 5,00 5,00 4,67 |AP,CRI,GB,WHF
Highveld Technopark - 3,10 5,10 - AP,CRI,GB,WHF
Highveld Extensions 3,85 3,10 5,10 - AP,CRI,GB,HN,WHF
Sunnyside - - - 3,00 |AP
Arcadia - 3,00 3,50 3,00 |AP,CRI
Route 21 Corp. Park 2,67 2,24 2,94 3,67 |AP,CRI,MAS,PR,WHF
Silver Lakes/Die Wilgers - 3,93 3,28 4,77 | AP,CRI,HN,WHF
Mbombela CBD - - 5,36 5,50 |KEL,MPV,ORI,PG,PM
Mbombela dec. 3,10 2,86 3,72 4,00 |KEL,MPV,ORI,PG,PM
Polokwane - 3,00 4,25 5,24 |ES,MO,SF, TG
Bloemfontein CBD - 3,75 5,18 5,93 |BR,ED,EK,EQV,PLA
Westdene 3,43 3,68 4,78 5,60 |BR,ED,EK,EQV,PLA
Durban CBD - 6,58 5,85 6,00 |AP,MX,SA,SPS,z2Z
Durban Berea - 4,47 4,70 5,40 |AP,MX,SA,ZZ
Essex Terrace 4,25 4,25 4,83 4,60 |[SA,SPS,WHF,ZZ
Westway 4,87 4,53 4,75 6,10 |ACU,AP,DM,SA,SPS,WHF
La Lucia Ridge 3,53 3,10 3,68 4,90 |AP,DM,GI,SA,SPS,WHF,ZZ
Westville CBD - 3,85 4,53 4,00 |ACU,AP,GI,SA,SPS,WHF,ZZ
Pinetown 5,20 5,60 6,00 7,05 |SA,SPS,z2Z
Hillcrest-Kloof - 3,25 3,83 3,83 |AP,DM,SA,SWI,ZZ
(Upper Highway)
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Table 6.1 (continued)
Rode’s office vacancy factors (on a scale of 1 to 9; smoothed)

To convert a vacancy factor to a %, multiply by 3,333

Quarter 2023:1

Hout Bay
Noordhoek (Sun Valley)

Grade Grade Grade | Grade Panellist codes
A* A B C

Umhlanga 3,45 3,45 2,70 3,00 |AP,GI,SA,SPS,Z7

Ballito 3,00 4,00 4,35 5,40 |AP,SA,ZZ

Point Waterfront - - - -

Gqgeberha CBD - 6,05 7,15 7,01 |ARN,BR,SUM,TR

Greenacres: Parks 4,00 3,80 4,55 4,75 |ARN,BR,SUM

Greenacres: Single 4,00 3,80 4,30 4,40 |ARN,BR,SUM

Walmer Park 1,2 & 3 3,00 2,45 2,95 3,05 |ARN,BR,SUM

South End 3,00 2,45 2,45 2,45 |ARN,BR,SUM

Humerail/Humewood 2,90 2,90 3,35 3,35 |ARN,BR,SUM

Newton Park/Cape Road 3,70 3,80 4,75 5,30 |ARN,BR,IPC,SUM,TR

East London CBD - 4,02 5,35 7,35 |CAP,ERA,GW,TR

Southernwood - 2,00 5,00 5,00 |CAP,ERA

Berea - 4,00 3,55 4,00 |CAP,ERA,TR

Chiselhurst - 3,00 7,00 6,00 |CAP,ERA

Beacon Bay 3,00 3,00 3,00 2,00 |[CAP,ERA

Vincent 2,00 3,00 1,65 2,00 |CAP,ERA,TR

Cape Town CBD 3,95 4,44 6,19 5,70 |AN,AP,AS,BP,CR,DMP,DW,EPG,HP,
SPI,SWI,VP,WHF

Sea Point 2,20 5,20 4,80 5,10 |AN,BP,DMP,DW,SLT,VP

V & A Waterfront: 2,25 2,25 3,58 - AN,BP,CR,SPI,VP

Portswood Ridge

V & A Waterfront: 3,90 2,70 6,05 - AN,AS,BP,VP,WHF

Silo District

Granger Bay 3,70 3,60 5,82 - AN,BP,VP

Gardens 3,30 4,20 2,98 3,30 |AN,DMP,DW,EPG,HP,0OP,VP,WHF

Salt River 5,33 4,44 4,42 5,13 |AP,BP,COR,DW,EPG,GB,0P,SCM,
WHF

Woodstock 5,57 5,58 5,08 5,08 |BP,COR,DW,EPG,GB,0OP,SCM,SPI,
WHF

Observatory/Black River| 5,65 6,82 4,31 2,93 |BP,COR,DW,EPG,0OP,SCM,SPI,VP,

Park WHF

Mowbray 4,45 5,30 4,93 3,55 |AP,DW,SPI,WHF

Kenilworth (Racecourse) 4,20 3,84 3,95 3,60 |AP,BP,COR,DW,OP

Rondebosch 3,54 3,95 2,95 2,53 |AP,BP,COR,DW,GB,0OP,SPI,VP,WHF

Newlands 3,30 4,41 3,75 3,60 |AP,BP,COR,DW,GB,0OP,SPI,VP

Wynberg 7,80 7,85 3,75 4,15 |COR,DW,GB,0P

Westlake 2,98 4,17 4,30 3,30 |AN,COR,DW,HP,OP

Tokai 3,27 4,95 3,85 4,00 |[COR,DW,0OP

Claremont Lower 4,43 4,93 3,95 3,50 |AP,BP,COR,OP,SPI,VP

Claremont Upper 4,40 5,08 4,80 4,65 |AP,BP,COR,DW,OP,SPI, VP




Rode’s Report 2023:1

78

Office demand and vacancies

Table 6.1 (continued)
Rode’s office vacancy factors (on a scale of 1 to 9; smoothed)

To convert a vacancy factor to a %, multiply by 3,333

Quarter 2023:1

Grade | Grade | Grade | Grade Panellist codes
At A B C
Pinelands/Golf Park 3,00 3,25 3,45 3,70 |AP,COR,DW,GAM,HP
Athlone - - - -
Milnerton 2,00 3,85 3,85 3,00 |AP,RIO,SWI,VP
Panorama 2,00 5,00 5,00 5,00 |AP,OP,WHF
Table View/Parklands 2,15 3,85 4,70 2,85 |AP,RIO,SCM,SWI
Century City 2,35 4,33 3,98 3,30 |AP,AS,DMP,EPG,HP,RIO,SCM,SPI,
SWI,VP
Maitland 6,05 4,05 5,05 7,20 |DW,RIO,SCM,VP
Goodwood (N1 City) 6,00 6,15 4,95 3,50 |AP,DW,SCM,VP
Tygerberg Hills/ 4,15 5,73 3,78 3,10 |AP,CR,DW,NE,SCM,VP,WHF
Plattekloof
Bellville CBD - 2,80 2,75 5,70 |AP,DW,0MN,SCM,VP,WHF
Tyger Valley area 3,85 5,93 3,69 2,67 |DMP,DW,NE,PN,SCM,SPI,VP,WHF
Durbanville 5,00 5,78 5,70 6,70 DMP,DW,NE,SCM,VP,WHF
Mitchells Plain - - - -
Airport - 6,00 6,00 6,00 |AADW
Khayelitsha - - - -
Kuils River - - 5,35 2,00 DW,0OMN
Paarl 3,00 3,00 3,00 3,00 |PRU
Wellington 9,00 4,00 7,00 2,00 |MAF,PRU,WHF
Stellenbosch
The Vineyard - - - -
Technopark - - - -
Other - - - -
Helderberg
Gordon's Bay - - - -
Somerset West CBD 4,00 5,00 1,00 5,00 OMN
Somerset Mall area - - - -
Strand - - - -
George Central 1,20 1,30 2,50 5,30 |BVF,GRV,MUL
George dec. 2,00 2,50 4,50 4,00 BVF,GRV,MUL
Pietermaritzburg Core - - 5,00 5,00 HN
CBD
Peripheral CBD - - 4,00 5,00 HN
Pietermaritzburg dec. 2,00 4,00 4,00 5,00 HN
Richards Bay - - - -
Empangeni - - - -
Windhoek 3,05 3,05 4,05 4,40 |PVN,TE

*Claremont Lower: east of Main Road
For definitions, see Glossary of terms and abbreviations in Annexure 1.
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Table 6.1 (continued)
Rode’s weighted office vacancy factors (on a scale of 1 to 9; smoothed)

To convert a vacancy factor to a %, multiply by 3,333
Quarter 2023:1

Avg
(without
grade C)

Grade Grade

Grade
A

Grade
A+

Major cities

Johannesburg decentralized
Pretoria decentralized
Durban decentralized

Cape Town decentralized
Gqgeberha decentralized
South Africa
National decentralized
For definitions, see Glossary of terms and abbreviations in Annexure 1.

4,33 3,22 4,03
4,41 5,37 3,64
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Chapter 7: Industrial rentals and vacancies

Industrial rental growth slows

Kobus Lamprecht

Rode’s first-quarter 2023 survey results show
that the industrial property market is still best
placed of the three major non-residential
property types due to its superior rental
growth and low vacancy rates. However,
there are signs that the market is starting to
slow, which is not surprising given the state of
the economy and resultant hits to the
manufacturing and retail sectors. Of course,
the electricity crisis is also a large negative
factor.

Nominal gross market rentals for space of
500 m? in the first quarter of 2023 grew by
5,1% compared to the first quarter of 2022.
This is slower than the 5,7% growth recorded
in the fourth quarter of 2022. Regionally,
growth was the strongest in the East Rand
and Cape Town. In real terms, rentals are still
declining, but only slightly as building-cost
inflation (BER BCI) was estimated to have
cooled to about 6%.

The industrial market has been boosted by
continued low vacancies. It is puzzling that
vacancy rates have not worsened given the
poor economic environment. Vacancy rates
are low, especially for warehouses linked to
logistics thanks to strong online sales.
However, as we discuss later, the retail
market is slowing down. Another key reason
for the outperformance of industrial property
is the largely non-speculative nature of
developments. A negative factor has been the
struggles of traditional manufacturing. But
the flipside of the coin is that imports that
replace SA manufactured goods also need
storage.

Note that the rentals in our survey do not
include the ultra-large premises like logistics
warehouses of 10 000 m? and greater. This

new generation of super buildings is generally
custom built, meaning the rentals tend to be
higher than market rents as the rent will be a
function of building-construction and land
costs and the initial return required by the
developer. One would expect the sharp
increase in building-cost inflation to also put
upward pressure on new-build rentals.

In the text that follows, we first discuss the
major factors influencing the market, before
delving deeper into the rental performance of
major industrial conurbations.

Major factors impacting the industrial
market

The key driver of industrial property
is the performance of the manufacturing
and retail sectors. The manufacturing sector
underpins the demand for industrial space for
manufacturing production purposes, while
the retail sector underpins the demand for
warehouse space (via local manufacturing
and imports).

The manufacturing sector in 2022 failed to
build on 2021’s recovery, with production
down 0,3% compared to 2021, as shown in
the first chart. Production in the fourth
quarter of 2022 fell by 1,8% year on vyear,
notably pulled down by the rise in power
outages and the October Transnet strike.
Production levels in 2022 was also well below
pre-Covid levels, which is indicative of the
sector’s underperformance.

Turning to 2023, the manufacturing sector
started the year on the back foot with
production down 3,7% in January compared
to January 2022. Furthermore, the Absa
Purchasing Managers’ Index (PMI) depicted in



Rode’s Report 2023:1

81

Industrial rentals and vacancies

the second chart fell to 48,8 index points in
February, the worst level since September
2022. The severe load shedding that reached
stage 6 several times no doubt played a
role in the lower activity for the year so
far. Another negative contributor is the
slowdown in global economic growth. Note
that on the chart, the 50 level separates
expansion and contraction.

We expect the manufacturing sector to at
best grow slowly over the medium term,
held back by continued electricity supply
disruptions, higher interest rates and
structural problems (like the high cost of

labour! and costly electricity). In the short
term, continued weaker global economic
growth, especially in Europe, poses a
downside risk to the demand for exports.

ABSA Purchasing Managers' Index
(Seasonally adjusted)
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South Africa retail sales in constant prices
January to December (2019 =100)

Index
points
105

55

2015 2016 2017

Source of data: Stats SA

Looking back at 2022, it was a vyear
characterized by better retail sales that
even exceeded pre-Covid levels (see chart),
while mall vacancy rates improved. But let
us remember that sales were boosted
by the release of pent-up demand post
Covid-19. Encouragingly, for the quarter
ended December 2022 gross retail rentals
moved into positive territory, growing by 2%
year on year as per MSCI/SAPOA data.

Turning to the first data for 2023, real retail
sales declined by 0,8% in January 2023
compared to January 2022. Sales for the
three months to January 2023 fell by 0,3%
year on year. This suggests that the rising
financial pressure experienced by consumers
is increasingly affecting the demand for
products and services. That said, the
consumer is still in a better position than
during the financial crisis in 2008/09. But for
how long? Looking ahead at the rest of 2023,
prospects for the retail property market have
worsened as growth in household spending
is set to slow further, held back by poor
consumer finances due to subdued income
levels, higher interest rates and elevated
expenses. The electricity disaster, which
has reached crisis levels, has worsened the
outlook further, particularly as it is pushing up

2018

2019 2020 2021 2022

production costs and, as a result, consumer
prices.

A key driver of the industrial market is the
ever-growing demand for new-generation
warehouse or distribution space. The drivers
are:

e Modern racking systems that make
stacking heights of more than 15
metres possible, thus requiring a
new generation of warehouses. This
has the potential to make some
existing distribution centres outdated.
However, it is technically possible to
increase the eaves height of existing
buildings.

Strongly growing online retail sales.
These sales made up 4,7% of total
retail sales in 2022, up from 4% in
2021 and 2,8% in 2020, according
to the World Wide Worx’s Online
Retail in South Africa 2022 study. This
comes after growth of 30% in 2022. In
developed markets, online retail sales
make up a much higher percentage of
total retail sales, which implies there
is still room for growth in SA. Having
said that, the SA society is socio-
economically not comparable to these
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countries, which will make such a
high level of online retail sales
unrealistic. Nevertheless, many local
retailers have embraced online retail,
such as Checkers (Sixty60) and
Woolworths (Woolies Dash). Local
online sales are poised to grow
further with the expected entry of
Amazon, the second-largest online
retailer globally, into the country
late in 2023. However, Amazon has
already delayed its opening from the
beginning of 2023 as it faces major
challenges, which include laying off
of another 9 000 employees globally
in a second round of job cuts. It
already cut 18 000 employees in the
first round. The company expanded
too fast and is now forced to
sell warehouses as global economic
growth slows.

We believe the negative sentiment about
Amazon also has had a detrimental impact on
other owners of logistics properties, such as
Equites, which has seen its share price fall by
about a third by end March from January
2022. Of course, other factors could also have
been at play as logistic-focused Equites is
invested in South Africa and the UK, where
economic prospects do not look too good.

Another factor to consider is changes
in business confidence as measured by
the RMB/ BER Business Confidence Index.
The accompanying graph shows the strong
inverse correlation between industrial
property vacancies (national) and business
confidence. Naturally, business decision
makers can be expected to be hesitant to
expand production capacity or storage
space by renting more space when they
are dissatisfied with prevailing business
conditions. The “r?> = 0,6” shown in the
graph implies that about 60% of the
change in industrial property vacancies can
be explained by changes in business
confidence levels, with a lag of about one
year. However, if one were to include

additional determinants of vacancies in
a regression model, the contribution of
business confidence to industrial vacancies
would be lower than the 60%.

Rode’s national vacancy factor rose to a peak
of 2,87 points in the first quarter of 2021 but
has trended down since then, reaching 2,43
points in the first quarter of 2023. The latest
figure is considered ‘low’ on Rode’s vacancy
scale of 1-9, implying that 4,1% of industrial
property was vacant at the time. Looking at
the bigger picture, vacancies are about the
same as the average 2019 level, before Covid
hit South Africa. In contrast, the vacancy rates
of the office, retail and residential property
markets are still above their long-term
averages, which showcases the resilience of
industrial property.

Rode's industrial vacancy factor (national)
vs
RMB/BER Business Confidence Index
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The improvement in industrial vacancies can
be attributed partly to a recovery in business
confidence compared to the lows of 2020. In
the first quarter of 2023, 36% of respondents
surveyed by the BER were satisfied with
prevailing business conditions — down slightly
from 38% in the fourth quarter of 2022 and
45% in the first quarter of 2022. This means
the respondents dissatisfied with prevailing
business conditions outnumbered those who
were satisfied. However, business confidence
is still well up from the extreme lows of 2020.

The better vacancy rates have led to a pickup
in market-rental growth, as can be seenin the
chart. Encouragingly, this is a reversal of the
trend seen in 2020. But note, as we have
pointed out before, we report on nominal
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rentals, which exclude incentives like tenant
installation allowances (in the case of offices)
and the number of months rental free after
inception of the lease.

Change in prime industrial rentals
vs
Industrial property vacancies
National
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The weaker business confidence level over
the past four quarters is not surprising, given
the expectations of slower global economic
growth amid higher inflation and interest
rates. Weaker domestic economic prospects
no doubt also played a role, especially given
factors such as the power outages and
dismal domestic unemployment situation.
The important question is whether the lower
business confidence of the past few quarters
will lead to a pickup in vacancy rates. It is
puzzling that it has not yet done so — perhaps
landlords have kept vacancy rates low at the
expense of rentals as reversion rates on new
leases have been negative for most REITs (see
Chapter 4). The weak economic environment
will no doubt again test the resilience of the
industrial property market.

Contractual escalation rates

It is important to distinguish between a
market growth rate and an escalation rate.
Rode defines a market growth rate as the
percentage by which market values or market
rentals (as the case may be) change over a
given period based on market dynamics. A
contractual escalation rate is the rate by
which a rental is hiked once a year in terms of

a lease. The ruling market escalation rate can
be seen as an attempt by the market to
forecast the growth in market rentals over
the duration of the lease, but this attempt is
evidently rarely successful (see Glossary).

In Table 7.4 we show the average contractual
rental escalation rates of new leases. Rode
has noted a slight pickup in escalation rates in
the first quarter of 2023 compared to 2022,
mostly likely to compensate for high inflation.
Some of the conurbations that had higher
escalation rates are the West Rand, East Rand
and Cape Town.

Rental performance

As stated above, in the first quarter of 2023
nominal industrial market rentals increased
by 5,1% nationally for prime space of 500 m?
compared to the first quarter of 2022, slower
than the 5,7% growth in the fourth quarter of
2022. In real terms, rentals declined slightly
after deducting the estimated 6% increase
in building-cost inflation. By using the BER
Building Cost Index as a deflator, we look at
real rentals from a developer’s point of view.

Regionally, the East Rand surprised on the
upside, with rental growth of 7,4% compared
to the first quarter of 2022. Rode has noted
animprovement over the past few quartersin
this conurbation’s vacancy rate to 2,4 points
on Rode’s vacancy scale (or 4%) in the first
quarter of 2023. The East Rand struggled
during the pandemic with nominal rental
growth of only 1% in 2020 and 2021, which
implies that it is playing catch-up.

Nominal rental growth in Cape Town and the
Central Witwatersrand was also strong at
about 5% in the first quarter of 2023, while
growth was slightly slower at 3,5% in
Durban.
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It is also important to look at rentals from a
real perspective, that is after building-cost
inflation. Real rentals were deep in negative
territory for most of 2022 as the sharp rise in
building costs outgrew rentals, but the gap
has narrowed in the first quarter of 2023 due
to the cooling in inflation, as shown in the
chart.
Real prime industrial rentals (500-m2 units)
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Source of data: Rode's Time Series; BER BCI

As a yardstick of potential future growth in
market rentals, we compare pioneer rentals
with prevailing market rentals for prime

industrial premises of 1 000 m? (see Table 7.1
on the next page). Pioneer rental levels often
represent (long) leases signed on newly
erected on-demand buildings, and these
rentals then reflect today’s building costs
(in contrast to today’s market rents), as
developers naturally expect an immediate fair
income return on their development costs.

Thus, these rentals are an early indicator of
the eventual level market rentals will reach
once demand catches up with supply in the
wake of hoped-for renewed economic growth
sometime in the future. Operating expenses
are also an important factor to consider when
assessing the profitability or viability of a
property (see Table 7.5). Note, as always, that
gross operating expenses exclude utility
charges like electricity, refuse removal, water
and sanitation, which are always for the
account of the tenant.

The remainder of this chapter includes:

e mean prime industrial rentals by
township;

e the standard deviations from these
mean rentals;

e indicative operating costs; and
e the predominant escalation rates.

This concludes our section on industrial
rentals and vacancies. Note that our industrial
tables follow. H

The reference to real means that nominal prices have been deflated (that is, adjusted for
inflation). In this chapter, industrial rentals are deflated by the Bureau for Economic Research’s
Building Cost Index (BER BCl). By using building costs as a deflator, the reader can interpret the
graphs from a developer’s point of view, that is they can serve as a proxy for the viability of new
developments over time, holding constant capitalization rates and operating expenses.

The industrial rental tables contain regression parameters to allow readers to interpolate rental
rates for area sizes other than those given in the tables. These parameters are necessary because
the relationship between rental rates and floor area is not linear. For more details on how to use
these equations, refer to Annexure 3 on annexure page XIV.
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Readers are reminded that the vacancy figures in the graph above are not actual vacancy
percentages, but rather graduations on a 1-9 vacancy scale. For more information, see the notes
to the industrial tables on p. 115. Furthermore, the vacancies are for all the unit sizes (250 m?,
500 m?2, 1 000 m?, 2 500 m?, 5 000 m? and 10 000 m?) combined, as surveyed by Rode. In reality,
vacancies could differ across the different-sized units.

Table 7.1
Pioneer industrial rentals

Highest gross nominal market-rental rate achieved (1 000 m? units)
Quarter 2023:1
Rands per rentable m?, gross leases (excl. VAT)

. Normal prime Inferred growth
Pioneer .
mean potential
Central Witwatersrand R99 R55 78%
West Rand R80 R50 62%
East Rand R85 R54 57%
Durban R120 R67 79%
Cape Town R95 R60 57%
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Notes to the industrial rental tables

1.  The rentals are the achievable or market rates for the quarter shown in the table heading and
apply to industrial and warehouse space for the floor sizes indicated. The rentals are the means
(averages) of the rates as per our panels of experts in the various cities.

2. The rental rates assume gross leases, market escalation rates and leases of 3 to 5 years.

3. In terms of a gross lease, the tenant in a stand-alone building typically pays for only his utilities,
like refuse removal, water, sewerage and electricity, as well as internal maintenance and maybe
increases in rates and taxes. He provides and pays for his own security. All other expenses are for
the account of the landlord. In a park, the tenant pays, in addition to his gross rental, his pro rata
share of security costs, security lighting and landscaping.

4.  The rental rates also apply to the office portion, where this is less than 10% of the total building
area. This means we quote ‘through rates’. (See Glossary — Annexure 1.) For larger office
portions, the office rental is, as a rule of thumb, about 150% of the industrial rental rate.

5. Prime space is space that is easily lettable because it satisfies each of the following quality criteria:

Generally, in a good condition

Satisfactory macro-access (i.e. access to freeway)
Satisfactory micro-access (i.e. from street to building)
Proper loading facilities

Eaves >6,0 m (excluding micro-/mini-units)

On ground level

Adequate three-phase electrical power

S @ 0 o o0 T o

Wide clear span of trusses (few internal pillars)
Roof insulation.

However, a building may have additional enhancements that could improve lettability by
increasing the size of the potential tenant pool. Such enhancements could include sufficient
office accommodation, adequate parking, sprinkler systems, masonry up to sill height,
adequate floor loadings and sufficient yard space.

6.  Secondary space is space that is not classifiable as prime because it does not satisfy all nine
prerequisites for prime space listed above. Such space is typically old buildings or structures that
have been haphazardly renovated. They would have poor access, too little yard space or office
accommodation, inadequate goods lifts, no three-phase power and obsolete electrics and
ablution facilities. Such space is often (but not exclusively) found in highly urbanised areas.

7. Vacancy scale for industrial nodes. The vacancy levels are based on a scale of 1 to 9 as shown
below:

| 123 | as6 | 789
‘ Low ‘Medium| High
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The scale should be interpreted as follows:

1=low vacancy
2 = low vacancy

3 = low* vacancy
4 = medium’ vacancy
5 = medium vacancy
6 = medium™ vacancy
7 = high” vacancy
8 = high vacancy
9= hithr vacancy
Where: low = <5% vacancy;

medium = 5%-10% vacancy;
high = >10% vacancy.

Please note that with effect from quarter 2 of 2019 we have changed the percentages corresponding
with the vacancy factors. The previous percentages were:

low = <10% vacancy
medium = 10-20% vacancy
high = >20% vacancy.

8. For notes on how to use a regression equation to interpolate a rental rate, see Annexure 3.
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Table 7.4
Predominant market escalation rates (%)

for industrial leases
Average as in quarter 2023:1

5-year leases

Mean SD n
Central Witwatersrand 7,28 0,68 15
West Rand 7,54 0,69 7
East Rand 7,43 0,73 13
Far East Rand 7,13 1,02 10
Pretoria 7,33 0,47 3
Polokwane 6,38 0,82 4
Mbombela 7,50 0,00 5
Durban 7,50 0,71 11
Ladysmith - - -
Lower Umfolozi - - -
Cape Town 7,50 0,46 12
Helderberg 7,00 - 1
Stellenbosch - - -
Gqgeberha 6,50 0,41 3
East London 7,00 - 1
Bloemfontein 7,38 0,65 4
George - - -
Pietermaritzburg 7,00 - 1
Windhoek 5,25 0,75 2
Notes:
1. These are the averages of the predominant — i.e. most often achieved — market escalation rates as reported

by our panel of experts.

2. SD =standard deviation (see Glossary).
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Table 7.5
Indicative operating expenses

for industrial buildings
As in quarter 2023:1 in rands per m? per month

Stand-alone Park

R/m? SD n R/m? SD
Central Witwatersrand 10,75 5,10 8 11,50 3,33 8
West Rand 8,37 1,34 3 10,38 1,92 4
East Rand 9,95 3,09 11 10,07 2,95 11
Far East Rand 7,71 3,18 7 8,93 2,16 7
Pretoria - - - 23,50 3,50 2
Polokwane 16,33 2,87 3 20,83 4,87 3
Mbombela 12,40 2,80 5 17,00 4,00 5
Durban 19,60 7,79 5 24,50 9,28 5
Ladysmith - - - - - -
Lower Umfolozi - - - - - -
Cape Town 11,82 3,80 8 14,00 5,72 8
Helderberg 12,00 - 1 15,00 - 1
Stellenbosch - - - - - -
Gqgeberha 16,00 - 1 22,00 - 1
East London - - - 24,00 - 1
Bloemfontein 21,75 4,09 4 23,00 4,30 4
George - - - - - -
Pietermaritzburg 17,00 - 1 20,00 - 1
Windhoek 17,50 2,50 2 20,00 5,00 2
Notes: The operating expenses are estimates for the past 12 months and are as per our expert panellists in the
various cities. The following items are included:
stand-alone buildings: rates and taxes and insurance (incl. Sasria) and
park buildings: as above, plus security, security lighting, landscaping and management.
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Our heartfelt thanks to the companies that contributed to the industrial-market
survey. By clicking on their logos, you will learn more about these panellists.
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www.3cubeproperty.co.za
www.pamgolding.co.za
www.andrewwoodproperties.co.za
www.annenberg.co.za
www.apiproperty.co.za
www.officeplace.co.za
www.montaguegardensproperty.co.za
www.blackpepperonline.co.za
www.blueapm.co.za
www.broll.co.za
www2.colliers.com
www.coreproperty.co.za
www.dnpg.co.za
www.dedekindrealestate.co.za
www.diamondproperties.co.za
www.property24.com/to-rent/agency/edric-trust/2207
www.ek.co.za
www.engelvoelkers.com
www.galetti.co.za
www.granitegroup.co.za
www.growthpoint.co.za
www.maritz.harcourts.co.za
www.dlpatrick.co.za
www.jackbasscre.co.za
www.jll.co.za
https://just.property/property/residential/rent/amanzimtoti-kwazulu-natal/
www.kellaprince.co.za
www.makrog.co.za
www.marder.co.za
www.maxprop.co.za
www.mendace.co.za
www.moolmangroup.co.za
www.networthprop.co.za
www.officespaceonline.co.za
www.oriprops.co.za
https://www.equity-valuers.com
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www.webprop.co.za
www.propertyvaluationnamibia.com
www.parallelproperty.co.za
www.pdlpropertymanagement.co.za
www.propco.co.za
www.reefprop.co.za
www.rioproperty.co
www.rnpproperties.co.za
www.sarkhot.co.za
www.shalanprop.co.za
www.sharelist.co.za
www.sixsquaredproperties.co.za
www.sircomm.co.za
www.spire.co.za
www.stratprop.co.za
www.summertonedelson.com
www.swindon.co.za
www.theogoosen.co.za
www.trafalgar.co.za
www.warehousefinder.co.za
www.watchprop.co.za
www.watprop.co.za
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Chapter 8: Industrial stand values

Stand-value growth weakens

Kobus Lamprecht

Table 8.1

Sensitivity of land value to changes in rent

A simplistic viability study

Scenario
% change
A B

Market rent year 1 (net) R10 R12 +20%
Capitalization rate 10% 10%
MV on completion (net rent capitalized) R100 R120 +20%
Construction costs -R60 -R60 +0%
Profit margin* -R17 -R20 +18%
Max value of land/standt R23 R40 +74%
* Assuming a constant profit margin of 20% of cost (construction costs plus land costs)
T Thus, land value is a residual item in this viability study: it is the maximum the developer can afford to pay for
the land.

Stand or land values tend to track industrial
rental trends, which implies that poor
market-rental growth translates into very
weak stand-value growth, and strong market-
rental growth results in very strong stand-
value growth.

The explanation for this leveraging effect
of rentals on stand values is demonstrated
in the pro forma viability study depicted
in Table 8.1. It shows how land values
are estimated using the land residual
(developers’) approach. Note the sensitivity
of stand values to changes in market rentals.
The principle is the same as financial gearing.

Stand-value performance

Nationally, the nominal value of serviced
and level stands increased by 4,1% in the
first quarter of 2023 compared to a year
earlier, slowing from the 6,1% growth
recorded in the fourth quarter of 2022.
This implies that stand values remain in

negative territory in real terms after
adjustment for building-construction inflation
as measured by the BER BCIl. The slower
growth in stand values is in line with the
weaker growth in rentals seen in Chapter 7.

Nationally, the increase in stand values in the
first quarter can largely be attributed to
strong growth in the Central Witwatersrand,
Cape Town and the East Rand. As expected
in the previous Rode Report, the upward
move in East Rand rentals over the
past few quarters has finally contributed
to a better stand-value performance, as
shown in the chart.

Note on the chart the significant disparity in
stand values between Durban and Cape Town
and the Central Witwatersrand and the East
Rand. The reason for the high stand prices in
Cape Town is largely the scarcity of land,
while in Durban a key landowner-developer
has held back supply during the past few
years.
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Nominal industrial stand values (1000-m?2 stands)
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Source of data: Rode’s Time Series

Real industrial stand values (1000-m=2 stands)
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Source of data: Rode's Time Series

These changes are calculated on smoothed
data. Note also, the y-scale (vertical scale) of
the graphs is in log form. The advantage of
this is that we can now reliably compare the
growth rates of the cities with each other. It
so happens that the cities’ stand values run
nearly parallel, meaning their trends (growth
rates) have been much the same since about
20009.

The remainder of this chapter includes
market values for level, serviced stands in
named industrial areas. The tables showing

industrial land values contain regression
parameters to allow readers to interpolate
land values for area sizes other than those
given in the tables. This is necessary because
the relationship between price per m? and
floor-area size is not linear; thus, straight-line
interpolation is not recommended.

Normally, the larger an industrial stand, the
cheaper the stand value per square metre,
but we find this is not always the case, most
likely due to a shortage or an oversupply in
certain size categories. However, in the case
of virgin land with industrial-development
potential, one would expect a huge difference
in the value per hectare depending on extent:
larger tracks take longer to sell out once
serviced, which dramatically pushes up the
risk for the developer, which in turn means
the present value per hectare of larger tracks
will be lower — holding all other factors
constant — because of the time value of
money and the higher risk (resulting in a
higher discount rate).

For more details on how to use these
equations, refer to Annexure 3 (annexure
page XIV).

This concludes our chapter on industrial stand
values. &

PS: If you do not understand a term used in
this article, please consult the Glossary
(Annexure 1) or let us know.
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