
31 January 2021FEATURE: WHERE TO INVEST A LUMP SUM IN 2021

18 WWW.MONEYMARKETING.CO.ZA

After several challenging years, SA’s property 
sector appeared to be facing a promising 
outlook at the start of 2020. However, the 

COVID-19 pandemic amplified the industry’s 
difficulties and altered retail property fundamentals. 
Despite this, the sector presents opportunities to 
those companies that can adapt to changed operating 
conditions.

Online retail activity
The pandemic and resulting lockdowns of non-
essential retail stores resulted in an increase in online 
retail activity. The FMCG basket categories in South 
African retail have held up well.

Although SA’s ecommerce activity has grown 
steadily from 0.5% about eight years ago, it remains 
low at just under 3% of all sales. Globally, online sales 
flourished as a result of COVID-19, especially in 
developed markets, where they represent around 15% 
of total sales and continue to rise. In the US, 18% of 
total sales are through online platforms, while China 
continues to dominate with 25%.

SA has to overcome three key challenges to grow 
online sales: 
• High data costs and limited internet access 
• Insufficient adequate payment selections
• Trust in the distribution or delivery process.

Retail shopping space
Trading density has grown in rural and township 
shopping centres since the outbreak of COVID-19. 

This is mainly due to a larger share of spending being 
allocated to essentials such as food, and a slight 
increase in social security grants. 

In contrast, trading densities in SA’s super regional 
shopping centres have come under pressure, as some 
were previously over-rented. The situation is starting 
to improve, with both footfall and spending levels 
improving in the third quarter of 2020. 

Over the next few years, there will be a deliberate 
focus on less space, as there will be an oversupply of 
retail space at both the regional and super-regional 
levels. This should increase competition and drive 
trading density growth. 

We expect future retail development in SA will 
probably fall into the 10 000m2 to 30 000m2 category, 
with reduced office exposure, since working from 
home has created a surplus of office space. SA has a 
large informal retail market that is still growing, and 
we expect developers will be able to raise capital at 
attractive yields to fund these developments.

Subsectors bucking  
the recessionary trend
Apart from retail shopping, sub-sectors like data 
centres, towers, storage, and logistics have experienced 
very little disruption in rental collections and continue 
to maintain their long-term secular growth drivers. 

Within our South African listed property portfolio, 
we find good value in Equites Property Fund, with 
its strong pipeline of logistics opportunities in SA 
and the UK. Offshore, and on the back of the surge 

in demand from e-commerce, which increased the 
need for quality distribution centres, we continue to 
back the long-term growth prospects of Prologis, a 
logistics real estate business. The firm rentals in some 
of these sectors mean we would also expect some 
capitalisation rate compression.

Outlook for local and global REITs 
We are cautious about property funds with retail 
exposure. A few years of underperformance in the 
retail sector have put pressure on company balance 
sheets and increased gearing, which is evident 
primarily in rising loan-to-value (LTVs) rates. 

Retailers with diversification across multiple 
jurisdictions will do well, but some will need to 
raise capital to bring down debt and repurpose their 
businesses. In the short term, we may see further 
impairments of retail assets as companies reset 
and re-base. The retail exposure in global property 
benchmarks is significantly lower than it was a decade 
ago. We expect the global REIT market will deliver 
sustainable 10% US dollar growth over the next five 
years. Despite the lacklustre growth seen in retail, 
growth sectors like storage, logistics, residential and 
data centres continue to support this upward trajectory. 

In SA, REITs will emerge from COVID-19 
with much stronger balance sheets and a focus on 
resuming normal distribution growth. We expect 
15% total returns on a compounded basis will be 
delivered by the SA listed property sector over the 
next five years.

Opportunities in South Africa’s 
retail property sector

NESI CHETTY 
Listed Property 
Senior Portfolio 
Manager, STANLIB

While 2020 will go down in 
history for a virus that knew 
no geographic boundaries, 

it also could be remembered as the 
year of cancellations (from movies 
to vacations), the controversial US 
elections, lockdowns and social 
distancing. Fortunately, your clients 
have come through it all with a lump 
sum to invest but, given the uncertainty 
of 2020, where should they invest their 
hard-earned money?

Let’s consider the three (broadly 
classified) types of investments.

Short-term investments 
The past couple of years have been great 
for investors who invested in money 
markets pre-COVID. Many achieved 
positive real returns without having 
to take on too much risk. However, 
those days are gone. Interest rates that 
averaged 12.29% from 1998 until 2020, 
now sit at a record low of 3.50%. These 
yields will likely remain below inflation 
and are projected to trend around 3.50% 
in 2021 and 3.75% in 2022. 

In stark contrast to a money market 

investment, the South African bond 
market currently offers the highest real 
yields in the world. Many believe that 
these high yields are factoring in certain 
risks, with the government defaulting 
on its local currency debt at the top of 
the pile. This scenario (high as it may 
be), is unlikely as the government would 
put the entire financial system at risk of 
collapsing. Against this backdrop, expect 
increased volatility in the bond market, 
but with scattered opportunities.

Long-term investments 
Over the past five years, local shares have 
barely produced positive returns. Where 
will equity returns come from?
• Local equities: Most SA shares are 

pricing in a dreadful outcome for SA, 
and a merely bad outcome could see 
SA Inc. shares do quite well. 

• FANG: The technology stocks 
consisting of Facebook, Amazon, 
Netflix and Google have driven 
returns in many client portfolios. 
At the time of writing, FANG 
stocks, which have flourished in 
the low-interest-rate environment, 

have delivered returns in excess of 
230% over a five-year period, or an 
annualised return of about 27% in 
dollar terms. While there are some 
regulatory concerns from the US, 
Europe and China, the FANG stocks 
still have some value.

• China and India: Both China and 
India could continue to do well as 
components in a diversified portfolio. 
With the Biden administration, 
the relations between the US and 
China are likely to get better. There 
will also be considerable continuity 
in (favourable) American policy 
towards India.

Alternative investments 
These type of investments, as part of 
a portfolio, potentially involve a very 
high level of risk and require a better 
understanding of the markets. Investing 
in gold is one of the most well-known 
options. Investors looking to invest in 
gold have two choices: purchase the 
physical asset (gold coins), or purchase 
gold shares through a collective 
investment scheme (CIS) or exchange-

traded fund (ETF) that replicates the 
price of gold. Gold’s demand, especially 
in an environment of low interest rates 
and unending uncertainty and turmoil, 
remains the singular driving force in its 
price, which is up (at the time of writing) 
above 30% for the year. However, 
factors such as the development of a 
coronavirus vaccine could change the 
fortunes of the precious metal.

Give it time and stay invested
Investing is personal, and there is no 
single form of investment that is suited 
for every investor. 

While there are many options to 
invest a lump sum, the most important 
consideration is time. Most attempts at 
timing the market will fail and missing 
out on some of the market’s best days 
during the early stages of a recovery 
can significantly affect your client’s 
investment returns.

There is no crystal ball when it comes 
to investing, but following a consistent 
investment process and staying invested 
in a diversified portfolio will help your 
clients achieve their financial goals.
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