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S

outh Africa’s commercial property industry is facing a number of challenges –
yet it is also an extremely innovative industry full of people with great ideas and
entrepreneurial spirit who continually find ways to counter new challenges. This
is the comment of Dr Dirk Prinsloo, MD of Urban Studies, who spoke to Asset about
how he has seen the market change over many years, and what new challenges we
might expect.
There are a number of different trends that he has observed in the past few years –
some interesting and some concerning. For example, an interesting trend is that of the
conversion of existing office buildings into residential developments (such as affordable
housing or student accommodation) in parts of the inner cities and in older office nodes
that have started to see increasing vacancies over the past two or three years.
Then there are various large residential schemes aimed at various tiers in the market.
There are developments such as Fleurhof south-west of Johannesburg, which is aimed
at the affordable housing market; and for the more affluent residential buyers, there are
wine estate and golf course conversions to luxury housing developments.
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One of the more concerning situations that he highlights is that of retail oversupply and
the possibility of dead malls around the country. South Africa’s retail industry has seen
an excellent boom in recent years, and has advanced in leaps and bounds – but we
now have the fifth highest number of shopping centres in the world. “Dead malls are
already a problem in the USA – there must be about 450 of them across the country,”
Dirk tells us in an interview. “There are various reasons for this, ranging from too much
competition in the market to incorrect tenant mix, to failure to maintain or upgrade
centres appropriately.
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He comments that South Africa certainly does have its share of problem malls – some of
which have been redeveloped several times but with little success, and others of which
have been cut off from their markets through inappropriate locations, or beaten to the
finish line by newer and better offerings in their neighbourhoods.
Certainly, he believes that there is little room for new regional or super-regional developments at the moment, with only another 500,000 to 600,000 square metres of regional mall
space likely to come onstream over the course of the next few years. Beyond this, new and
existing regional or super-regional developments run the risk of market cannibalisation, and
their developers or owners are likely to see rising vacancies and pressure on rentals. Where
there is still room for development is in the rural areas, some of the bigger towns around
South Africa, and some of the new growth areas in the larger metropolitan regions.
Refurbishments and even redevelopments, on the other hand, are likely to continue for
some time. “Most of the established regional and super-regional centres have gone through
expansions and revamps over the past 15 years or so, and it’s necessary to do so if you
have a good location, are well established and want to maintain your customer base,”
comments Dirk. “Centre designs and tenant mixes get old and need refreshing, and often
more space is needed for new tenants to come in – especially some of the international
retailers who are starting to look for space,” he adds.

Converted unused office space in Virginia, USA
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Shifting demographics have played a role in the kinds of tenants that many
of the larger shopping centres attract. “Since the early 2000s we have
seen evidence of a very strong and growing middle market. The LSM 5-7
demographic has grown by about four million households, while the LSM
8-10 category has grown by about 1.5 million households,” he notes. What
has happened is that centres which catered for narrower LSM groups have
now broadened their offerings to appeal to a far wider range of customers,
in order to benefit from this growth.
As a particular category of retail offering, petrol stations have also seen a
massive increase in numbers over the past few years, and have also begun
to fulfil a dual role. Not only do we need more petrol stations to serve the
growing number of car owners in the country, but retailers have seen the
opportunity to service customers in these locations and have opened what
we often refer to as quick stops, where people can buy basics without
having to go out of their way.

An example of a dead mall in the USA

Coming back to the office market, Dirk believes that the strong and
established office nodes will remain robust for the time being, but that the
secondary office nodes may start to decline. “However, we often think
we’re in for a problem with situations like this, and then someone comes
up with an idea like converting offices to residential. I think we have a very
innovative property industry in South Africa – and despite the challenges
we face, there are always entrepreneurs looking for opportunities and
finding ways to overcome the challenges,” he observes.
Overall, he believes that with South Africa being about 65% urbanised at
present, and with the rate of urbanisation set to increase, there will still be
a number of opportunities as well as challenges in the property sector. “It
is important to make sure that all the people moving to the city areas have
job opportunities, education, housing and infrastructure, and unfortunately
cities are not coping very well with that at the moment, and informal
areas are growing. I do believe that there are opportunities to look at infill
development where there is still a need to supply housing, or develop
commercial activities,” he continues.
It seems that there will still be opportunities for those who are prepared to
look for them, or perhaps adapt themselves and their formulas to suit new
demands in the market. The growing number of mixed use developments
around the country is already a testament to the fact that developers
and property owners have been prepared to shift away from having a
specialised focus in many instances, and the ability to adapt may likely be
as important a survival tool as it has always been. A+
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