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Value emerging in the SA office 
property sector for long-term investors 

Fundamentals showing signs of muted improvement 
By Thobelani Maphumulo 

 
Should investors buy REITs that have exposure 
to the office sector?  
Over the past five years, the office property sector has 
suffered from a mixture of negative factors, led by the 
oversupply of gross lettable space. According to the South 
African Property Owners Association, in December 2019 
the office vacancy rate was 12.7% and deteriorated to 18% 
in December 2021. It improved marginally to 16% in Q322. 
Rising office vacancies were exacerbated by the COVID-
19 lockdowns and an exponential increase in the adoption 
of remote working. Post the COVID pandemic, some 
companies have embraced a hybrid working model which, 
in most cases, allows employees to work onsite for two to 
three days a week. This has resulted in workspace 
optimisation and contributed to the downsizing of office 
space by tenants, especially at lease expiry. According to 
our research, more than 60% of listed property companies 
in South Africa have exposure to the office property sector. 
Given the low vacancy rates in retail (5%) and industrial 
(4%), it is prudent to conclude that high office vacancy rates 
have made a significant contribution to the de-rating of the 
listed property sector, which currently trades at a 40% 
discount to NAV. 

High vacancy rates negatively affect property 
valuations 
High vacancy rates do not bode well for rental growth as 
property owners experience negative rental reversions at 
lease expiry. When rental growth rates decelerate, property 
valuers write down property values. According to MSCI, in 
December 2021, the office property sector valuation 
declined by 10.2%. According to the Property Sector 
Charter Council, the total South African office market was 
worth ZAR437bn in December 2020, which means write-
downs were around ZAR45bn a year later. However, in 
recent months, property valuations seem to have stabilised 
against the backdrop of declining vacancy rates. Most 
REITs have reported marginal decreases in office property 
valuations. 

Strong rental growth rates underpin valuations 
According to property research company Rode & 
Associates, gross nominal rentals for decentralised grade 
A office space rose by 2% year-on-year in Q322. In real 
terms, rentals decreased by 8% due to the 10% increase 

in building costs. Furthermore, it is noteworthy that gross 
rents do not factor in tenant installation allowances, rent 
discounts and free months’ rent to attract tenants. The net 
rentals (revenues) received by property owners are, to a 
large degree, still in a depressed state. In Sandton, 
Johannesburg, some office landlords are offering six to 12 
months of free rent to prospective tenants, according to 
billboards and anecdotal evidence. 

Big metros posting negative real rental growth 
According to Rode & Associates, Cape Town’s grade A 
office rentals increased by 7.6% year-on-year in Q322, 
which was lower than the Bureau for Economic Research’s 
building cost index of 10%. In Durban, Johannesburg and 
Pretoria, nominal rentals rose by 1%, 3.8%, and 3.3%, 
respectively. In real terms, rental growth rates for all the big 
metropolitan areas were in negative territory. In a nutshell, 
rising building costs are putting a squeeze on property 
owners’ income in the face of a struggling office market. 
The building cost index is used by maintenance contractors 
for pricing purposes. 

Approved building plans for office space have 
collapsed  
According to MSCI, approved office building plans declined 
by 50.1% year-on-year in June 2022. Between June 2019 
and June 2022, building plans plunged by 74.2%. There is 
a muted development pipeline of office buildings. It is 
difficult to believe that there will be a quick recovery in the 
office construction market given the current glut of office 
space. Total South African office space is 19m sqm, and 
3m sqm of office buildings were unoccupied in Q421, 
according to MSCI. Forgone rental income due to this high 
vacant space is negative for revenue and net property 
income, the key variables used to value properties. Some 
property owners are repurposing their buildings, converting 
them into residential buildings, but this is still on a small 
scale. 

Slow economic growth hampering the office 
market in South Africa  
The South African National Treasury expects GDP growth 
to remain below 2% in 2023 and 2024. The combination of 
weak economic growth and high unemployment does not 
provide a conducive environment for the office property 
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segment to recover. The official unemployment rate 
remains above 30%, and the expanded definition of the 
unemployment rate is above 40%. Similarly, youth 
unemployment is around 70%. Together with severe 
energy problems, this remains a major constraint on 
economic activity and the demand for office space.  

Exhibit 1: REITs’ South African office property exposure   
Ticker Market cap 

(ZARm) 
Office % of SA 
portfolio (GLA) 

SA office 
vacancy rate 

Growthpoint Properties GRT 46,727 30% 20.7% 
Redefine Properties RDF 27,010 29% 14.4% 
Liberty Two Degrees L2D 3,933 33% 11.4% 
Investec Property Fund IPF 7,485 24% 9.3% 
Source: Companies’ financial reports 

Growthpoint’s office portfolio suffers from high 
vacancy rate  
Growthpoint’s office portfolio accounts for 30% of the South 
African portfolio’s gross lettable area (GLA), which is 5.4m 
sqm. The company’s office segment has suffered from 
oversupply, especially in the Sandton area, where vacancy 
rates are currently hovering around 26%. This area 
represents 21.6% of the total office GLA of 1.6m sqm, 
according to the company’s FY22 report. Its total South 
African vacancy rate peaked at 24.4% in Mach 2022, with 
lease renewals up 58% in FY22, an improvement from 
52% in FY21. The vacancy rate was recorded at 20.7% in 
the FY22 results. This marginal improvement has been 
supported by tenants’ adoption of the hybrid work format; 
companies want workers to work at office sites, albeit on a 
part-time basis. 

Exhibit 2: Growthpoint office vacancy rate 

 
Source: Growthpoint annual reports 

Growthpoint’s office vacancy rate increased from 7.5% in 
2016 to 20.7% in 2022. This was a function of oversupply 
and muted demand for office space. Furthermore, the slow 
growth in market rentals has had a negative impact on rent 
escalations which, undoubtedly, has an adverse effect on 
revenue and net operating income.  
On a positive note, the V&A Waterfront’s office 
segment recorded a 1.8% vacancy rate because 
60% of office space is let to blue-chip companies 
that have signed long leases. According to 
management, this property has strong demand for 
office space. It is worth noting that V&A Waterfront 

office space accounts for only 5% of Growthpoint’s 
total office GLA. 
In our view, the stock has borne the brunt of the 
office segment’s underperformance. It is trading at a 
40% discount to NAV per share at ZAR21.58, with a 
10% dividend yield. 

Liberty Two Degrees (L2D) 
The office portfolio contributes 33% to L2D’s total GLA of 
946,318 sqm. In June 2022, the office vacancy rate was 
11.4%, a marginal increase from 11.0% in June 2021. This 
is clear evidence that the recovery in the office sector is still 
in the distant future. The high vacancy rate, together with 
rising operating costs, has put pressure on net operating 
income for the office segment. In the six months ending 30 
June 2022 (H122), the office segment only contributed 6% 
to net property income of ZAR272m. According to MSCI, 
municipal charges, rates and taxes and electricity have 
increased by 7.5%, 9.7% and 9.4%, respectively since 
2006.  
Exhibit 2: L2D office rent reversion trend 

 
Source: L2D HY22 financial report 

L2D has struggled to negotiate office rent increases at 
lease expiry over the last seven years. This situation has 
deteriorated in recent years, with negative reversions in 
double digits, contributing negatively to office revenue and 
net property income. As mentioned above, the office 
segment accounts for 33% of GLA but only 6% of net 
property income, and 3% of the total investment portfolio. 
The share price was ZAR4.43 at close on 7 December, a 
38% discount to the NAV per share of ZAR7.53. L2D has 
a very strong balance sheet, reflected in the 24% loan-to-
value ratio. Moreover, the retail property segment, which 
accounts for 82% of net property income, is performing 
well. The retail segment’s vacancy rate is now 2%, 
according to management. That said, this segment is also 
posting negative rental reversions at lease expiry. 

Redefine Properties’ office portfolio vacancy rate 
remains elevated 
Office properties account for 29% of Redefine’s 
South African total GLA of 3.8m sqm. At the same 
time, its office portfolio comprises 37% of the total 
ZAR89bn South African property portfolio. 
According to Redefine’s FY22 results (year to 31 
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August 2022), the office property active vacancy 
rate was 14.4%, a slight increase from the 12.9% 
that was posted in FY21. The company has been 
struggling to reduce its vacancies, especially in the 
A-grade and secondary-grade segments. In FY22, 
fair value for A-grade and secondary grade 
decreased by 3.2% and 2.9%, respectively. The 
chart below shows that a significant percentage of 
the company’s lease agreements expire beyond 
2024, which is positive for net property income. 

Exhibit 3: Redefine expiry lease profile 

 
Source: Redefine FY22 annual report 

Furthermore, 51% of Redefine’s office portfolio is in 
premium-grade properties, with the balance in A-
grade (37%) and secondary-grade (12%) properties. 
In FY22, the premium-grade segment posted a 
7.4% vacancy rate, outperforming A-grade (14.3%) 
and secondary grade (24.4%). On a positive note, 
Redefine has a globally diversified portfolio; 34% of 
the investment property portfolio of ZAR89bn is 
offshore. On a negative note, its balance sheet is 
weak due to the 40% loan-to-value ratio. The stock 
is trading at a 43% discount to NAV per share of 
ZAR7.20 with a 10% dividend yield. 

Investec Property Fund’s office portfolio 
outperforming its peers 
The office sector accounts for 37% % of Investec 
Property Fund’s (IPF’s) South African investment 
property portfolio of ZAR14.9bn. In the interim 
results for the six months ending 30 September 
2022 (H123), the office vacancy rate was 9.3%, 
lower than 10.7% in H122. In October 2022, the 
vacancy rate improved to 8.9%. The decline in 
vacancies contributed to 4.2% like-for-like growth in 
the office segment’s net property income. 

Exhibit 4: IPF office segment fundamentals (H123 vs H122)  
H123 H122 

Asset value (ZARbn) 5.5 5.7 
Net property income growth 4.2% 6.9% 
Vacancy rate 10.3% 13.9% 
Weighted average lease expiry  3.2 years 3.4 years 
In-force escalation 7.3% 7.6% 
Source: Investec Property Fund financial reports 

Although the office segment remains under 
pressure, it is worth noting that IPF is operationally 
outperforming its peers (Growthpoint, Redefine, 
L2D). Its vacancy rate is significantly lower than its 
peers. According to management, the majority of 
IPF’s office portfolio (75%) is made up of quality 
assets with strong tenant covenants. Its strategy is 
to own office assets that have the following 
characteristics: multi-tenanted, long-dated leases 
and proximity to retail. Although the office rental 
reversion was posted at 17.5%, this represented 
less than 5% of the total gross lettable area. 
IPF is trading at a 40% discount to NAV per share of 
ZAR17.36 with a 10% dividend yield. 

Outlook 
We expect the office property sector to remain a 
drag on the overall listed property sector in the 
months ahead. There is a glut of office space, which 
continues to contribute to high vacancy rates and 
negative rent reversions. A weak South African 
economy, combined with the hybrid office work 
format, has exacerbated the vacancy and weak 
rental revenue problem for the office segment. We 
believe that muted rental growth, despite stable 
capitalisation rates, could further reduce office 
property values in the medium term. On a relative 
basis, IPF seems to be well-positioned to weather 
the storm. We believe the REITs exposure to the 
office market has led to a significant de-rating as 
investors are still worried about the segment’s 
prospects. The listed property sector is currently 
trading at a 40% discount to NAV, significantly lower 
than the 20-year average 20% premium. 
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