
MARKET MATTERS
BETTING ON BUILDINGS

DAVE MOHR AND IZAK ODENDAAL | OLD MUTUAL MULTI-MANAGERS
15 JUNE - 19 JUNE 2020 175 BIRTHDAY LOGO - SUPPORT VERSION - FRESH GREEN - RGB AND WHITE



It has been said that while major crises tend to accelerate some 
existing trends, they reverse others completely. This is particularly 
true for investing in property. Property, or real estate, is by 
definition a physical asset that derives its value from the presence 
of people, be it to shop, live or work in. The need for social 
distancing therefore reduces the value of some types of property, 
while increasing others. 

The attraction of property as an asset class has always been 
that it delivers an income stream (rent) that should roughly 
grow with inflation over time. The rental growth in turn should 
lead to the rising capital value of the property or portfolio of 
properties. In addition, since land is a finite resource, economic 
and population growth should place some upward pressure 
on land prices over time (this does not mean that prices cannot 
fall though). Many investors see it as a hybrid asset class, 
theoretically delivering the capital appreciation of equities and 
the steady income of bonds. However, property captures the 
popular imagination in a way bonds or equities don’t. There 
are no TV programmes devoted to bond portfolio makeovers. 

ACCELERATION OF A TREND
Perhaps the biggest trend that has been supercharged by 
Covid-19 is the shift to online shopping. Over the past few years, 
this shift, along with other changes in consumer preferences, 
had already become a crisis for many retailers. Some were 
forced to downsize, others went out of business completely. In 
the US, employment in retail peaked in January 2017 at close 
to 16 million. It declined by half a million over the next three 
years despite a strong economy. (Following the arrival of Covid-19, 
a further three million jobs were lost in March and April.)

This ‘retail apocalypse’ clearly also hit the owners of shopping 
malls and other buildings where those stores rent space. By 
late 2016, this spilled over to the listed market when the share 
prices of these landlords slumped. When the Covid-19 crisis hit, 
the share prices of retail landlords (real estate investment trusts, 
or REITs) fell faster than the broader REIT market, losing 50%. 
It has also been slower to recover. 

However, this doesn’t mean bricks-and-mortar is dead-and-
buried. Online sales predictably surged during lockdown in most 
countries, but not enough to offset declines in retail sales 
elsewhere. Consider the US example again. Non-store retail sales 
jumped 20% from a year ago in April, but overall retail sales still 
slumped -20%. Things were a bit better in May as the US economy 
reopened and shoppers ventured outside again, with sales only 
6% lower than May 2019. Non-store sales (the name of the category 
dates from the days of catalogue buying, but is almost exclusively 
online sales now) jumped to 22% of the total in April. The recent 
spike on chart 1 could be a temporary feature of lockdown, but 
clearly the uptrend has been in place for several years.

CHART 1: US NON-STORE RETAIL SALES AS % OF THE TOTAL
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THE END OF SUPERSTAR CITIES?
One of the most notable trends at risk of reversing is the appeal 
of superstar cities. One of the early predictions of the Internet 
age in the 1990s was that everyone would be able to work from 
home (WFH), traditional office buildings would become obsolete 
and people would be free to move away from crowded cities. 

This prediction proved to be off the mark, however, as it overlooked 
the ‘economies of agglomeration’ – the substantial benefits of 
being located near other firms and people. The most extreme 
example, ironically, was the technology start-ups that clustered 
together in San Francisco’s Silicon Valley, where they could 
benefit from the ecosystem of available venture capital funding, 
engineering and development talent and marketing expertise. 

A standout recent example is Amazon’s highly publicised search 
for a site for its second headquarters. North American cities fell 
over themselves to offer the ecommerce giant tax incentives 
and cheap land. In the end it chose New York, which offered 
neither, but does have an unmatched talent pool. London, 
Hong Kong and other such global cities have seen a similar 
massive demand for office and living space. Consequently, 
these cities have become incredibly expensive, to the point 
where even families with decent middle-class jobs struggle to 
afford a house. This was a key factor in last year’s Hong Kong 
protests.

It is likely though that the appeal of living in such crowded and 
expensive cities, travelling daily on packed public transport has 
now diminished for many. The appeal of suburbs and less 
glamorous but more spacious cities must have increased for 
those who have been stuck in small flats for weeks on end, 
especially now that WFH has proven to be very viable. WFH 
technology is not new, of course, but old habits die hard and 
it took the coronavirus to shake people into adopting new ways 
of doing things. Now even our grandparents are hosting social 
events on Zoom. 

Similarly, the trend for office buildings to replace internal walls 
with open plan areas may reverse. In many large corporations, 
including our own, even senior executives were expected to 
give up their corner offices and move to a desk among the 
troops. This densification not only saved money, it also aimed 
to foster collaboration, creativity and idea-sharing, exactly the 
kinds of benefits agglomeration brings. But it hit a brick wall, 
so to speak, with Covid-19.

DON’T WRITE IT OFF JUST YET
However, we should be careful about making big long-term 
predictions. After the 9/11 attacks, it was widely assumed that 
supertall buildings had no future. Yet, 18 of the 20 tallest buildings 
in the world were built after 2001, according to the Council on 
Tall Buildings and Urban Habitat. Perceptions of risk and reward 
can change over time. 

There are three positives to global listed property as an asset 
class at this stage. Firstly, unlike equities, it has not run up to 
expensive levels. Secondly, the big decline in global interest 
rates not only makes it a more attractive proposition than 
bonds, but also has a more direct impact since property 
companies tend to carry quite a lot of debt. (It should be noted 
that overall debt levels are generally still very reasonable, certainly 
compared to the past.) Thirdly, the global listed property universe 
is extremely diversified and specialised. Some companies focus 
on retail (shopping malls), some on office buildings, some on 
residential property, others on hotels and hospitals. Companies 
that let out portfolios of warehouses have benefited from the 
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rise in ecommerce, as have firms that let out space for data 
centres. Chart 2 shows the top three and bottom three global 
property sectors this year and the divergence has been notable.

CHART 2: GLOBAL LISTED PROPERTY SECTORS (FTSE 
EPRA/NAREIT DEVELOPED INDEX)

30

40

50

60

70

80

90

100

110

120

130

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

RETAIL OFFICE

LODGING & RESORTS

INDUSTRIAL

DATA CENTERS

INFRASTRUCTURE

Source: Refinitiv Datastream

KNOCKED DOWN
In the South African context, no asset class was as badly hit by 
Covid-19 as listed property, for much the same reasons as 
discussed above. However, the 50% slump in February and 
March was worse than its global counterparts. 

CHART 3: SOUTH AFRICA LISTED PROPERTY 
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This is a far cry from the golden age of listed property. Between 
2002 and 2017, South African listed property was the top 
performing asset class available to local investors in seven of 
16 calendar years, and was the top performer over the entire 
16-year period with a 22% annual return. This incredible run 
convinced many investors that property was an asset class 
immune to gravity. Many also forgot that they already had 
significant exposure to real estate through their homes, and 
sometimes second or third properties.

However, in reality it benefited from a number of tailwinds that 
were unlikely to be repeated. Starting in the early 2000s, property 
was a deeply unloved asset class trading at yields in the mid-
teens. The buildings were largely owned by insurance companies 
and other investors who sometimes treated them as an 

afterthought. The shift towards specialist ownership and 
management unlocked a great deal of value. This also coincided 
with a global property boom in the years before 2008, and 
strong domestic economic growth. 

After 2008, property rebounded quickly (adding to its halo) but 
this time the tailwind was increasing offshore exposure by local 
companies, including forays into Eastern Europe. As the rand 
depreciated from 2011 onwards, the trickle became a flood and 
today JSE-listed property companies earn more than 50% of 
their income abroad, from only 1% in 2009, according to Avior. 
Investors eyed the incredible return history, the money poured 
in and more shopping malls and gleaming office buildings 
went up. However, weak local economic growth and higher 
costs (including Eskom’s ever-rising tariffs) eventually placed 
pressure on distributions.

In an effort to maintain an attractive yield, some companies 
used financial engineering to boost distributions through one-
off items, unsustainable borrowing and skimping on maintenance. 
This practice started to unravel in early 2018 after the high-profile 
allegations of corporate governance failures in the Resilient 
stable of companies. From the all-time high in December 2017 
to the eve of the Covid-crisis, SA listed property lost 30%. 

Covid-19 could therefore not have come at a worse time. It has 
led to lost rental income for the shopping centres and office 
buildings that make the bulk of local listed portfolios. Some of 
these losses may even be permanent, depending on the state 
of the economy in the next few years, shifts in consumer 
behaviour and WFH. (Neither ecommerce nor WFH is likely to 
advance to the same degree as in other countries due to 
expensive broadband and a lower portion of jobs that can be 
done from home.) Meanwhile the cost of enhanced health and 
safety measures such as regularly sanitising buildings takes its 
toll. It is an echo of the earlier need to install generators in case 
of load-shedding (which, by the way, is likely to return as soon 
as the economy picks up a bit of momentum). 

Therefore, the solid inflation-beating distribution growth over 
more than 15 years has dried up. It will probably fall in the medium 
term as companies face the three pressures of declining rental 
income, rising operational costs and repairing balance sheets. 

DIGGING FOR OPPORTUNITIES
However, when an asset class falls this hard, instead of running 
for the hills, investors should look where the opportunities are. 
South African listed property now trades at a very attractive 
forward yield of 9% – even after accounting for potential 
distribution declines – which is comparable with bonds for the 
first time in years. The sector also trades at a discount to its net 
asset values. In theory, this means you could buy all the underlying 
buildings for less than they are worth. For a long time, it traded 
at a premium. The huge tailwinds of the past are unlikely to 
blow again; future returns will likely be more pedestrian though 
still reasonable.

Just as it was a mistake to allocate too much to property when 
it was doing well, it would be imprudent to write it off completely 
now. We are not bullish on local property, but maintain that it 
has a place in a diversified portfolio as a growth asset. We are 
more positive on global property, where there is diversification 
not only across regions, but importantly across sectors. 
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Source: I-Net, figures as at 19 June 2020

EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 209.0 2.08% 2.84% -6.32% 2.17%

United States S&P 500 US$  3 098.0 1.87% 1.77% -4.12% 5.88%

Europe MSCI Europe US$  1 550.0 2.65% 4.94% -13.12% -6.46%

Britain FTSE 100 US$  7 771.0 1.50% 3.54% -22.31% -16.98%

Germany DAX US$  1 295.0 2.45% 1.54% -5.87% 1.09%

Japan Nikkei 225 US$  210.3 1.25% -4.16% -3.38% 6.56%

Emerging Markets MSCI Emerging Markets US$  1 001.0 1.42% 7.63% -10.22% -3.56%

Brazil MSCI Brazil US$  1 494.0 -1.45% 11.66% -37.04% -31.50%

China MSCI China US$  87.4 3.14% 8.46% 2.64% 13.29%

India MSCI India US$  483.6 2.06% 5.82% -18.31% -17.47%

South Africa MSCI South Africa US$  357.0 0.28% 10.19% -25.31% -25.93%

EQUITIES - SOUTH AFRICA (TR UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  54 224.0 1.09% 7.41% -5.01% -7.41%

All Share All Share (Total Return) Rand  8 363.0 1.09% 7.44% -3.44% -4.13%

TOP 40/Large Caps Top 40 Rand  7 647.0 1.15% 7.03% -0.39% -1.87%

Mid Caps Mid Cap Rand  13 585.0 1.16% 9.44% -23.30% -15.68%

Small Companies Small Cap Rand  13 982.0 0.20% 14.34% -18.80% -20.62%

Resources Resource 20 Rand  3 470.0 0.54% 5.16% 2.84% 10.55%

Industrials Industrial 25 Rand  15 051.0 2.51% 7.82% 9.22% 5.13%

Financials Financial 15 Rand  6 579.0 -2.07% 8.47% -29.97% -35.02%

Listed Property SA Listed Property Rand  1 215.1 1.45% 17.63% -35.26% -37.27%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  526.1 -0.03% 0.72% 2.81% 5.05%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  699.4 -0.07% -1.36% 0.13% 3.56%

Government Bonds BESA GOVI Rand  691.6 -0.07% -1.36% 0.12% 3.44%

Inflation Linked Bonds BESA CILI Rand  257.1 0.10% 0.28% -1.14% -0.72%

Cash STEFI Composite Rand  454.2 0.10% 0.31% 3.02% 6.92%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  42.2 8.93% 11.03% -36.08% -29.68%

Gold Gold Spot US$  1 731.0 -0.12% 0.58% 13.58% 28.89%

Platinum Platinum Spot US$  809.0 -0.86% -2.76% -16.68% 0.87%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  17.32 -1.55% 1.27% -19.16% -17.31%

ZAR/Pound ZAR/GBP Rand  21.40 -0.09% 1.26% -13.27% -15.37%

ZAR/Euro ZAR/EUR Rand  19.36 -0.83% 0.62% -18.96% -16.95%

Dollar/Euro USD/EUR US$  1.12 0.89% -0.80% 0.09% 0.00%

Dollar/Pound USD/GBP US$  1.23 1.55% 0.41% 7.70% 2.03%

Dollar/Yen USD/JPY US$  0.01 -0.47% -0.86% -1.66% -1.12%



Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• Special Adjustment Budget

• Retail sales

• Consumer and producer inflation

• Unemployment rate

US
• Flash Markit Purchasing Managers’ Index

• Durable goods orders

• Personal income and spending

EUROPE
• Flash Markit Purchasing Managers’ Index

• Eurozone loan growth
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