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Developers have been making the switch  
from residential to office real estate.  
Should you join in the investment fun?  
Jackie Cameron speaks to the experts
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residential property investments Have lost tHeir appeal, especially  

for those who like to brag about their financial arrangements. But the fun is  
not over for developers. 

They are deftly switching from residential to commercial or mixed-use 
buildings. Keeping their cranes in place, they simply inform those who have  
put down deposits that the plans have changed.

Take La Residence in Sandton. The original plan was to sell apartments in 
what was set to be one of the area’s iconic buildings. But months after launching 
this R1.6 bn project to much fanfare, Nedbank Corporate Property Finance 
announced it was changing tack on the luxury apartments.

‘Market conditions, which included a slowdown in residential property sales 
and dramatic increases in development costs, necessitated a revision of the 
original plans,’ said the bank. Translated into everyday speech the message was: 
Terribly sorry, but we’ve decided to cancel the mixed-use La Residence in favour 
of offices only with a very small retail component on the ground floor – probably 
little more than a branch of our own bank.

The property agents were somewhat annoyed. They believe developments for 
the high end of the market are not affected by market fluctuations. Having 
apparently already sold half of the units off-plan, they may have had a point. 

Nevertheless, that building will now become an office block as will, no doubt, 
many other developments originally scheduled as residential. A major reason 
developers and investors are favouring commercial investments these days are 
the returns they can expect on completion of the buildings. 

Office space is in short supply. Not helping matters was that much office 
supply was removed because so many office buildings were transformed to 
loft-style blocks during the residential boom earlier this decade.  

As Erwin Rode, a respected property valuer and economist recently pointed 
out, office vacancies are very low at the moment and when vacancies go below 
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five percent ‘then the market explodes.  
All we need is some growth in the 
economy,’ he says.

Add to this soaring building costs  
and you have a recipe for good returns. 
John Lottering of Rode & Associates says 
that over the next five years, nominal office 
rentals are expected to grow in excess of 
building costs, which are expected to come 
in around an annual 12 to13%. Increases 
of up to 20% are not out of the question. 

A new office building requires a gross 
market rental of about R140/m2. Currently, 
grade-A space is going for around R100/m2 
and climbing, says Lottering. Of course,  
the irony is that these types of returns will 
attract increased supply, possibly putting  
a lid on what investors can expect. 

Anton de Goede, a top property  
analyst at Coronation Fund Managers, 
says office property is the last of the 
three commercial real estate sectors  
(the others being retail and industrial) 
 to head into boom times. 

If you are investing only now, you have 
missed getting in on the ground floor of 
the office run. ‘Office property has already 
entered the upswing and has the most  
legs,’ says De Goede. According to him,  
companies with exposure to B- and C-grade 
space are spending money refurbishing, 
extracting yield-enhancing value. 

De Goede says rental reversions, the 
increase when a lease comes up for  
renewal as opposed to being stipulated  
as an increase in a contract, are of the 
order of 15 to 20%. It appears that rental 
concessions are for shorter periods. 

Basically, landlords are generally  
getting more and doing less, says Joanne 
Bushell, chief executive officer of work-
place solutions provider Regus Africa. 
There has been a dramatic increase in 
enquiries for flexible office space, but 
‘Landlords are not nearly as receptive  
and helpful as they used to be. Going  
the extra mile to put signatures on long 
leases seems to be coming to a halt’. 

Bushell says not so long ago office 
tenants looking at traditional leases  
had found landlords ‘extremely accom-
modating’ on issues like redecoration  
and refitting to meet IT or specialised 
operational needs, ‘but this has changed’.

Office property is the last  
of the three commercial real 
estate sectors (the others being 
retail and industrial) to head 
into boom times

Jackie cameron is the editor of realestateweb.co.za – sa’s premier property news portal.

investor options

If you’re wondering how to get in on the profit action, you could consider direct 
investments. However, the funding requirements can be onerous as banks generally 
prefer much shorter repayment periods than for residential loans, and large deposits  
are usually a must. You also have the hassle of being the landlord.

Some business owners may be contemplating buying their premises rather than 
renting. That decision would be dependent on many factors, ranging from whether  
your business is likely to grow or shrink and whether ownership would suit your 
financial reporting requirements.

One way to access office property is to buy property companies that are listed on  
the Johannesburg stock exchange, either directly through a stockbroker or in the form 
of a unit trust fund that in turn makes the selections for you. Benefits would include 
lower investment sums, ownership of a diversified portfolio and the ability to get in  
and out of the asset class quickly if necessary. 

De Goede points out that it is very difficult to get direct, office-only access through 
listed counters as there aren’t any specialist listed office property companies. Across the 
sector, the breakdown is roughly 50 to 60% retail, 10 to 20% industrial and 20 to 30% 
office, he says. That, in turn, would be the weighting you could expect if you put money 
into PropTrax, an exchange traded fund that focuses on the real estate sector and 
invests in a basket of shares based on the index.

You could opt for a fund manager like De Goede, who can tweak weightings to sector 
preferences as market expectations change. Currently, his suggested stocks for those 
who want greater exposure to office property include Redefine Income Fund, Growth-
point Properties, ApexHi Properties and Acucap Properties. ‘These are companies that 
offer value as well as having sizeable office property portfolios.’

Many individuals have been attracted to unlisted property syndications, where a 
company will offer a stake in a scheme that in turn buys commercial property. Think 
carefully before going this route because these offerings are opaque and the problems 
are only likely to emerge when the market turns. When that happens, you may find  
you are unable to sell your stake in such a scheme to anyone else.

Says De Goede: ‘Of the three commercial sectors, office is probably the most fickle. 
For example, tenants can decide to move to another office if one is available.’ 

As for whether you should be investing now, consider these commonsense tips from 
Rode. He says you have to do three things in order to make money with property: get 
the timing right, find a fool who sells cheaply and use gearing (borrow money).  
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