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South Africans love property. Sometimes too much. 

Although property is one of the most trusted asset classes, too many investors 
do not appreciate the complexity of investment properties and consequently 

make very expensive mistakes. 

It is not difficult to buy a property. Investors must however be clear as to the long-
term nature of such an investment, and that other investments may yield a higher 
return. 

Any prospective investment must be preceded with attentive planning.  There is a 
common misconception that a property investment is easy to manage and always 
yields positive returns. This is not always the case. Careful planning and a firm 
understanding of the financial metrics and risks are critical.

It takes substantial skill to achieve above average returns. It is easy to say, “don’t pay 
too much for a property”, but few can actually value a property according to rental 
income, and fewer can properly calculate and compare capitalisation rates with yields 
of other asset classes.

Yet, there are many extremely successful property investors in South Africa. They 
understand the metrics of the industry and achieve above average returns, and 
possess rare and unintuitive skill. 

This edition of Property Mogul looks at residential property, the opportunities it 
presents and the many pitfalls novice investors must be careful of. We also interview 
a few of these investors, such as Reggie Kukama.

Lastly, I asked readers in the May edition whether they prefer to read Property Mogul 
in the interactive Joomag format, or as a normal PDF document. I was not only 
surprised by the 68 responses, but also with the verdict. It is clear that readers either 
love, or hate the Joomag format. The split between the lovers and haters was roughly 
50/50, so we have decided to give readers the best of both worlds. 

In future we will publish Property Mogul in both the Joomag and PDF formats.

Happy reading.

Regards
Ryk van Niekerk
Editor

EDITOR’S NOTE

FEW INVESTORS UNDERSTAND THE METRICS AND 
RISKS.

DON’T LOVE 
PROPERTY 
TOO MUCH

mailto:ryk%40moneyweb.co.za%20?subject=
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Portions of the barren riverbank 
of the Vaal River, south of 
Gauteng, are in for grand 
development plans over the next 

15 years.
 The greenfield site will soon see 

a new multi-billion rand city start to 
unfold at the end of the year – reviving 
the economic and industrial activity of 
the area.

 Vaal River City is a mixed-use 
development, which is one of the five 
new corridors identified by the Gauteng 
Provincial Government, which is set 
to create new economic nodes, cities 
and industries.

 The planned city in Gauteng’s 
Southern Corridor – which is made up 
of the Sedibeng district – is earmarked 
to revive the area’s once thriving steel 
industry which collapsed about two 
decades ago.

 It is dubbed South Africa’s “first 
post-apartheid city”, a private-
public partnership with an estimated 
construction cost of R4 billion but 
on completion the valuation will 
balloon to R11 billion, according to 
Reggie Kukama, the CEO of Vaal 
River City Development which is 
behind the development. The proposed 
development, which was unveiled 
to the media on May 15, resides in a 

250-hectare piece of land, spanning the 
upper end of Vanderbijlpark, Sharpeville 
and Emfuleni City through to Sasolburg 
and the Vaal.  

 Sedibeng has lacked proper 
investments, resulting in poor 
infrastructure and lack of proper job 
opportunities. On a social level, the 
dearth of facilities has led to residents 
travelling far to work, retail and 
healthcare amenities. 
 

A NEW CITY BORN 
 

Over the last ten years, gated and 
exclusive mixed-used developments 
have mushroomed catering largely to 
well-heeled individuals, but Vaal River 
City’s mandate is to be affordable and 
accessible to surrounding communities. 
It has been in the making since 2008 
when Kukama had a vision to create a 
city that all individuals had access to.

“I wanted to break the mentality 
where there are certain things that don’t 
belong to you. I bet you 90% of people 
at Sharpeville have never been to the 
Vaal River. When are people in this 
country going to enjoy these things?” 
Kukama asks.  

Portions of the Vaal River are 
privately owned, but the appeal of 

having a potential city with a 6km-
riverfront expanse made the investment 
case for the development strong. Also, 
the site is anchored by well-established 
road infrastructure such as the R59 into 
Johannesburg and two bridges across the 
river to Sasolburg, Vanderbijlpark and 
other townships – meaning there would 
be less capital invested in upgrading 
surrounding road infrastructure.

Kukama, who has been in the built 
environment for 18 years, approached 
government to plug in his vision, which 
he says was an easy sell, given that it 
was in line with government’s focus 
on mixed-income and high-density 
human settlements.

“All we needed to do was bring our 
fresh ideas to develop the site,” he says.

The government usually favours 
projects which have a potential for job 
creation – and Vaal River City is eyeing 
ambitious employment figures. “There 
will be 10 000 job opportunities during 
construction and a further 19 000 people 
will be employed after construction 
across the development’s components,” 
says Kukama.

The land for the development 
belonged to seasoned developer Giuseppe 
Plumari who owned it for about 
20 years. The land was non-core to 
Plumari and he sold it to The Vaal River 
City Development Company, a black 
economic empowerment consortium 
headed by Kukama. Plumari, who has a 
30% shareholding in the development, 
is also involved with insurance baron 
Douw Steyn in the mega-mixed use 
development Steyn City, sandwiched 
between Dainfern and Diepsloot. 
 

*All graphics sourced from The Vaal River City Development Company 

See the planned development below: 

BY RAY MAHLAKA 

VAAL RIVER CITY, A 
NEW RIVERFRONT 
DEVELOPMENT  
A MIXED-INCOME AND HIGH-DENSITY 
DEVELOPMENT EMERGES.

It is dubbed South 
Africa’s ‘first post-

apartheid city’, a private-
public partnership with an 
estimated construction 
cost of R4 billion.

“
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THE DEVELOPMENT’S 
FEATURES 

 
The master plan of the development 
promises many features. It will boast 
400 000 square metres of commercial 
office space, with various municipalities 
making an intention to set up offices 
in Vaal River City. The Emfuleni and 
Midvaal local municipalities is set to 
consolidate with the Sedibeng district 
municipality to establish a single 
metropolitan municipality. A court of 
law and various government departments 
will set up at the new city.

The development will also have a  
60 000 square metre regional shopping 
centre and a healthcare facility. 
Commercial and retail space will 
make up 75% to 80% of the Vaal River 
City development.

Furthermore, four-storey apartment 
buildings with 5 000 units will be 
on offer. Howard Rawlings, who is 
involved in the town planning process 
of the development, says developers 
can buy land at the site and turn it 
into residential space. The apartments, 
Rawlings says, will largely fall into the 

category of affordable housing units – 
valued at R400 000 to R800 000. 

The government might also get 
into the residential act through leasing 
units, in a bid to address South Africa’s 
housing backlog. It is expected that 60% 
of people who reside in the development 
will be from the Vaal.

The Vaal University of Technology is 
a stone’s throw away from the planned 
city which also presents opportunities 
for student accommodation within the 
development, says Kukama.

Kukama says the vision for Vaal River 
City is for it to be as pedestrian-friendly 
as possible, as it will have a 20-hectare 
bird sanctuary and parklands with 
walkways and picnic spots.

As part of the development’s 
sustainability agenda, buildings at Vaal 
River City will have environmentally 
friendly features. They will be designed 
to incorporate energy efficient heating 
and cooling, water saving systems, 
designs allowing for the use of natural 
lighting and recycled construction 
materials, says Nishal Mistry of DBM 
Architects.

“Those are the conscious initiatives 
that we will put in and obviously the 

rest become determined by budget. The 
intention is to go as green as possible 
and get some of the buildings green star 
rated in the long term,” Mistry explains.

For now, the priority for developers is 
luring more partners to invest in making 
Vaal River City possible. Kukama says 
the phases of the development are fluid, 
as he foresees up to five phases; the first 
focusing on road infrastructure to the 
tune of R2 billion.

Part of the road infrastructure spend 
will be dedicated to make way for 
public transport access, as Rea Vaya 
Bus Rapid Transit System stops will be 
dotted across the city, together with 
taxi ranks. Cycle lanes are also in the 
pipeline. Another pressing issue facing 
the developers is dealing with sewerage 
at the site, as it is “the biggest issue to 
address in the area”.

Projects of this nature are capital-
intensive and a return on investment 
might take a while to materialise. 
At this point, key players behind the 
development are cautious about targets. 
“My view on property is we never look 
at short-term returns, everything we do 
is on a long-term basis,” Plumari says.  ■

 

MEET THE MAN 
BEHIND THE VAAL'S 
REJUVENATION: 
REGGIE KUKAMA 
F rom humble beginnings in the 

township of Mafikeng, property 
developer Reggie Kukama 
over the last 18 years has risen 

through the ranks to become one of the 
seasoned developers in South Africa. 

Kukama worked in the US and 
subsequently embarked on a master’s 
degree from the University of London, 
but vowed to return to South Africa. 

In his words, he wanted to “build the 
South Africa” with his acquired skill. 

Since then Kukama has ventured 
into the entrepreneurial space by co-
founding construction and project 
management company Tau Pride 
Projects and recently started Yaetsho 
Investments & Projects specialising in 
project management, property asset 
management and renewable energy. 

Kukama, who attributes his career 
to hard work and perseverance, recently 
became part of the Vaal River City 
Development. 

In this Property Mogul feature we 
speak to Kukama about his life and 
times in the built environment and the 
Vaal River City Development, dubbed 
South Africa’s first post-apartheid city. ■

To watch the video, click here

https://www.youtube.com/watch?v=Ifks4eOLj5U&feature=youtu.be
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…if one looks at the 
entire Rosebank, 

Melrose Arch and Illovo 
corridor, extending into 
Sandton, we can see how 
strongly apartment living 
has caught on.

“

BY JUDY GILMOUR

THE MIXED-USE 
DEVELOPMENT 
DECADE  
RESIDENTIAL, RETAIL, OFFICE AND 
INDUSTRIAL PROJECTS TAKE SHAPE 
AROUND THE COUNTRY.

South Africa’s mixed-use develop-
ment trend kicked off in the late 
1990s and early 2000s, as Century 
City, in Cape Town, and Melrose 

Arch, in Johannesburg, came to life. In 
the broadest sense, the concept aims to 
closely link people to their work, resi-
dence, shopping and leisure activities, of-
fering a high convenience factor as road 
congestion in the country mounts.

Security is also an appealing part 
of the design as is the green building 
technology – often a core element of 
this philosophy. Mixed-use developments 
come in various combinations of 
residential, retail, office, hotel and 
sometimes even industrial properties, 
ranging from a single building to 
sprawling nodes.

Kent Gush of Kent Gush Properties 
distinguishes two main types of mixed-
use developments that we are seeing 
in South Africa – one based on the 
European apartment-style of living, 
and the other being the suburban 
estate lifestyle.

“South Africans have surprisingly 
warmed to mixed-use developments that 
combine apartment living into retail and 
commercial properties. We have seen just 
how successful the Sandton Michelanglo  
concept, which replicates a European 
way of life, has been,” says Gush. “At the 
start of this millennium, we were very 
much entrenched in a suburban mindset, 
wanting to live in houses with long 
commutes to work. This has changed 
notably, and if one looks at the entire 
Rosebank, Melrose Arch and Illovo 
corridor, extending into Sandton, we 
can see how strongly apartment living 
has caught on.”  
 

GAUTENG
Another imminent mixed-use 
development is Central Square in 
Morningside, Sandton. Commissioned 
by Lushaka Investments, with financing 
from Mercantile Bank, this hub 
combines apartments and retail space, 
and will offer a shuttle service to 
residents to get around the Sandton 
area. With the Sandton gridlock now 
extending to several hours a day, people 
want to live where they work.

In Johannesburg, the mixed-
use development of the decade is 

undoubtedly Steyn City, north of 
Fourways. “This is the resort lifestyle 
mixed-use concept, appealing to families 
who want a more suburban way of life 
and more spacious living conditions,” 
says Gush. “In a development such 
as the Steyn City Lifestyle Resort, 
you can cycle or jog on specifically 
constructed boulevards, something 
that the apartment option would not 
typically offer.” Gush points out that 
close proximity living could certainly be 
found in the more built-up component 
of these vast developments and the 
Steyn City ‘City Centre’ will feature 
restaurants, retail and commercial 
outlets, and apartment blocks. A medical 
facility and school are also scheduled for 
this mega project. 

The Waterfall development in 
Midrand is another Gauteng project 
under construction. Its offering includes 
residential estates, retirement villages, 
business parks, hotels, a school and 
hospital as well as a Gautrain Station. 

Construction has now begun in 
Modderfontein, Johannesburg, on land 
bought from chemical and explosives 
company AECI. Owned by Hong 
Kong-listed Shanghai Zendai Property, 
this development will include a central 
business district, churches, library, 
hospital, medical facilities, sports and 
international conference centre, schools, 
and lower-cost housing. 

Winning the 2015 South African 
Property Owners Association 
(SAPOA) Innovative Excellence in 
Property Development Awards, in the 
Mixed-use Development category, is 
Newtown Junction. This retail and 
business development project is aimed 
at regenerating the Newtown node in 
Johannesburg’s CBD.  
 

KWAZULU-NATAL
In the KwaZulu-Natal area, Tongaat 
Hulett is leading the way as it converts 
its agricultural landholdings, north of 
Durban, into property precincts. Bridge 
City is a mixed-use commercial and 
residential town centre and business 
estate; RiverHorse Valley Business 
Estate is mainly manufacturing and 
warehousing, with small elements of 
commercial, office and residential; 
and the mega Cornubia development 

is described as a large-scale mixed-
use, mixed-income integrated human 
settlement and covers industrial facilities, 
commercial properties, housing and 
public amenities. 

 

CAPE TOWN 
In Cape Town, the forerunner of 
mixed-use development Century City, 
is undergoing an expansion; new 
owners Growthpoint and the Public 
Investment Corporation are injecting 
funds into the V&A Waterfront; in 
the CBD there are many examples of 
European-style apartment living with a 
retail experience; and various mixed-use 
themes are popping up around the city. 
The decommissioned Athlone Power 
Station site has been identified as suitable 
for mixed-use, and a development 
strategy is now being kicked into action, 
after alleged tender irregularities stalled 
this project for a few years.  

Joshco building, Johannesburg CBD
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BY RAY MAHLAKA 

RESIDENTIAL 
INVESTMENTS: 
A NEW ERA FOR 
THE JSE’S LISTED 
PROPERTY SECTOR  
ARROWHEAD PROPERTIES BRINGS THE 
FIRST RESIDENTIAL-FOCUSED FUND TO 
THE MARKET.

Investors in the JSE’s R590 billion 
real estate sector will soon be able to 
cash in on residential opportunities, 
as more rental housing funds debut 

on the local bourse. 
For many years, residential property 

yields were perceived as low. The asset 
class subsequently fell out of favour 
among investors given the high-
risk profile. 

But recently the demand for 
specialist residential portfolios has been 
growing on the back of shortages for 
housing options. 

US exposure to housing real estate 
investment trusts (REITs) is about 15%, 
with New York Stock Exchange-listed 
Equity Residential and AvalonBay 
Communities among the biggest players, 
each managing apartment portfolios 
over $20 billion (R250 billion). 

South Africa is still playing catch up, 
with its exposure to housing funds less 
than 2%, but this is expected to grow. 

Arrowhead Properties (Arrowhead) 
listed the first residential-focused 
fund on the main board in June. The 
property counter spun off its subsidiary 
Arrowhead Residential into Indluplace 
Properties (Indluplace), bringing an 
affordable rental housing portfolio to the 
market. 

But listing an outright housing fund 
is no easy feat. Industry veteran and 
CEO of Arrowhead, Gerald Leissner, 
is testimony to this, having to drop his 
plans to list Kwami Residential Fund 

in 2010. Leissner struggled to come up 
with a significant portfolio to court the 
interest of institutional investors to back 
the listing. 

Five years later, Arrowhead’s 
executive director Imraan Suleman 

believes the market is ready for its 
offering. “We believe there are many 
people who would put their money and 
backing behind a residential-focused 
fund who don’t want exposure to the 
commercial sector.”

He also points to the advantage 
of diversifying housing portoflios to 
hedge against corporate tenant failures, 
which can result in a commerical 
building standing empty. “If you have an 
apartment block with 60 apartments it 
means that you have 60 tenants. You are 
spreading the risk over a larger number 
of tenants. Your risk of tenant failures is 
reduced,” Suleman says.

South Africa’s tepid economic 
growth - likely to falter at 2% this year 
with interest rates expected to rise in the 
second-half - has prompted property 
investors to look for new growth beyond 
the commercial sector. The Department 
of Human Settlements’ data peg the 
country’s housing shortages at more 
than 2.1 million units, as supply fails to 
meet insatiable demand. This is good 
news for Arrowhead, as the counter 
expects to achieve rental escalations of 
7% to 9% in the first year for Indluplace, 
and average rentals of R5 300 across its 
portfolio.   
 

INDLUPLACE 
RESIDENTIAL PORTFOLIO
Indluplace, in which Arrowhead holds 
a 78% stake, boasts 95 properties and 
over 3 600 units collectively worth R1.6 
billion. Over the past year, Arrowhead 
has assembled a significant residential 
portfolio, acquiring housing units 
spread across Johannesburg in areas 
like Randburg, Berea and Yeoville, 
from Jika Properties for R406 million. 
Additionally, it bought 333 residential 
units for R150 million from Standard 
Bank. Its other residential units are 
located in Pretoria, Vanderbijlpark 
and Witbank.

Chief operating officer Mark Kaplan, 
says Arrowhead has the option of 
exercising a further acquisition pipeline 
of up to R800 million. The earmarked 
property pipeline is starting to unfold, 
with Arrowhead recently entering into 
an agreement to acquire Connaught 
Properties’ R420 million residential 

New York Stock 
Exchange-listed 

Equity Residential and 
AvalonBay Communities 
are among the biggest 
players, each managing 
apartment portfolios over 
$20 billion (R250 billion).

“

portfolio, comprising 1 182 units in 
nine high-rise buildings in Joubert Park 
and Hillbrow.  

Indluplace won’t undertake 
developments, but will acquire 
completed residential developments 
from various vendors. “We expect to be 
growing fast and we are very aggressive 
to grow the fund into a large one and 
we think it is achievable,” Kaplan says.  

In preparation for its JSE debut, 
Indluplace embarked on a R400 million 
capital raise in which the proceeds will 
be deployed to repaying a Standard Bank 
loan. Thus Indluplace will have no debt 
and is expected to have an initial market 
capitalisation of R1.6 billion.  
 

MORE COMPANIES GET 
IN ON THE ACT
Currently, listed property companies 
have residential properties as a small 
part of their commercial portfolios 
(retail, office and industrial). Octodec 
Investments’ (Octodec) merger with 
sister company Premium Properties 
(Premium), saw it creating the biggest 
housing portfolio among the 50-odd 
listed property companies.  

Octodec’s merged entity Premium has 
been converting office buildings in the 
Johannesburg and Pretoria CBD node 
into apartments since 1998, offering 
income-chasing investors exposure to 
its R11 billion portfolio, of which 30% is 
made up of rental housing units. 

After the merger, Octodec has about 
1 000 units in its portfolio where rentals 
are priced up to R5 000. Octodec is 
embarking on four redevelopments 
(one in Johannesburg and the rest in 
Pretoria) to the tune of R653 million, 
but MD Jeffrey Wapnick cautions that 
the residential market is starting to 
become crowded. 

“There are more opportunities 
available in the market, but it is 
becoming difficult as more players are 
coming into the market,” Wapnick says. 

Recently, Vukile Property Fund 
(Vukile) announced that it’s converting 
the Randburg Square Office Tower into 
180 apartment units near its recently 
refurbished Randburg Square Mall, 
north of Johannesburg. 
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The R80 million development is 
set to begin in September and will be 
completed in a year.  

CEO of Vukile, Laurence Rapp, 
says the idea is to create a mixed-use 
precinct for the lower- to middle-
income bracket, with rentals priced 
between R5 000 to R6 000 per month. 
“We have done thorough research and 
the rent that we are pitching indicates 
that the apartments are doable. Time 
will tell if the market takes up the 
apartments,” he says.

Freedom Property Fund (Freedom) is 
also making progress on its residential 
portfolio, which makes up 70% of the 
fund. At Steelpoort, Limpopo, Freedom 
is initiating its Tweefontein Residential 
Estate development, providing the 
company with more than 4 000 
residential development opportunities. 
This development will be rolled out in 
eight phases over the next six years.

In Pretoria’s Montana near the 

Kolonnade Shopping Centre, Freedom 
will be developing 90 sectional title 
units for R35 million. The first 22 units 
will come to market in December and 
the overall development is set to be 
completed in April 2016.

In the Western Cape, Freedom is 
initiating a mixed-use development, 
Langebaan Beach Resort, bordering 
Saldanha. The development comprises 
about 300 000 square metres of zoned 
residential land and 427 000 square 
metres of unzoned residential land. 

Other counters upping the ante on 
the residential sector include Redefine 
Properties and SA Corporate Real 
Estate Fund. 
 

RISKS
Industry players agree that while the 
foray into the residential sector might be 
attractive, it has its challenges. Sesfikile 

Capital director Evan Jankelowitz 
says the sector is management-
intensive in dealing with the large 
scale of rental collections every month, 
possible delinquent tenants and 
property maintenance.  

“There is no doubt that residential is a 
different product, which comes with its 
perils as well,” Jankelowitz says. 

Despite setbacks, director of Meago 
Asset Managers, Jay Padayachi, says the 
residential sector can still be a defensive 
sector for Arrowhead, provided that it 
has “the right quality property stock 
with a strong hands-on management 
team, with a proven track record for the 
LSM segment it is servicing”.

Only time will tell if Arrowhead’s 
residential venture might indicate 
a new era for the listed property 
sector. Padayachi says there may be 
room for another residential fund, 
depending on the appetite following 
Arrowhead’s listing. ■

BY RAY MAHLAKA 

BUY-TO-LET MARKET: 
THE GOOD TIMES 
STILL A LONG WAY 
AWAY  
LANDLORDS BATTLE TEPID RENTAL 
GROWTH AS THE ECONOMY HITS 
CONSUMER AFFORDABILITY –  
PART ONE OF A TWO-PART SERIES.
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The depressed state of the mar-
ket for investment properties 
is set to continue due to low 
growth rates for both property 

values and rental income.
Also investors continue to be hit 

by rising costs of maintaining a rental 
property coupled with cash-strapped 
tenants who cannot absorb further 
increases in rentals.  

South Africa’s largest processor of 
residential rental transactions, PayProp, 
in its first quarter rental index report, 
reflecting on the market over the past 
four years, points to slowing rental 
growth. Landlords are factoring in 
nominal annual rental growth of 6% 
to 8%. 

In some cases, landlords had to accept 
lower growth in rentals which dipped 
to 5% in October 2012, before heading 
upwards again. The 5% figure is the 
lowest growth recorded since PayProp 
established its rental index in 2011. 

But there was a brief indication that 
the market had turned over a new leaf in 
the latter half of 2013, as rental growth 
surged past the 10% mark. It was the 
first such growth spike since 2010 when 
rentals grew by 12% on the back of the 
Fifa World Cup. 

PayProp CEO Louw Liebenberg says 
the recent short-term rally in rentals was 
likely due to the mismatch in supply 
and demand dynamics, artificially 
pushing rentals up as far as 10.4% in 
September 2013. 

Investors continue 
to be hit by rising 

costs of maintaining a 
rental property.
“

Net yields 2014 Q2 2014 Q3 2014 Q4 2015 Q1

Eastern Cape 4,8% 4,9% 5,2% 5,4%

Free State 4,3% 4,2% 4,2% 4,3%

Gauteng 4,7% 4,4% 4,3% 4,3%

KwaZulu-Natal 5,5% 5,6% 5,1% 5,0%

Limpopo 9,4% 9,6% 8,7% 8,1%

Mpumalanga 6,3% 6,5% 6,4% 6,5%

North West 5,0% 4,8% 4,9% 4,8%

Northern Cape 6,5% 6,4% 6,7% 7,1%

Western Cape 4,6% 4,1% 4,0% 4,0%

“Also, landlords at the time felt 
that they could push the rentals, but 
the market could not handle 10% 
rental growth because of consumer 
affordability dynamics,” Liebenberg says.   

Since then it has been a downward 
spiral for landlords. 

Given that the property market is 
still reeling from the onslaught brought 
on by the 2007/8 global credit crisis, 
the market is not expected to shoot the 

lights out in the medium term. This 
is as total buy-to-let property sales 
dropped from highs of 25% in 2004 
to 9% currently, according to figures 
from FNB. 

Even on a capitalisation rate or yield 
perspective, investors are likely to be 
patient for lucrative returns. Figures 
from PayProp indicate that the estimated 
national average gross yield (before 
costs such as rates and taxes, repairs, 
and monthly bond repayments have 
been deducted) marginally declined to 
7% from the previous quarters 7.03%. 
The net yield (after operating costs have 
been deducted) is 4.88%. Furthermore, 
pressure on the yield is seen when 
benchmarking it to the cost of finance, 
as the prime rate is currently 9.25%. 

The yield, a measure of the 
percentage of income returns investors 
get from their rental property relative to 
the value of the property, varies across 
provinces. Limpopo and the Northern 
Cape recorded the highest net yields  
(see table below). ■

BY RAY MAHLAKA 

BUY-TO-LET MARKET: 
THE GOOD TIMES 
STILL A LONG WAY 
AWAY  
RENTAL SHORTAGES AND DEMAND -
PART TWO.

Source: PayProp
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A recurring theme has been the 
shortage of rental properties 
in the market. Managing 
director for credit bureau 

Tenant Profile Network (TPN) Michelle 
Dickens says this trend started around 
2011 and has since become pronounced 
in many areas. This has put the 
performance of tenant payment in good 
stead, as the first quarter figures from 
TPN indicate that tenants who pay their 
rent on time reached 84.2% compared 
with 86% in the previous quarter. 

Dickens says there is normally a slight 
deterioration in payment from tenants in 
the first quarter, as a portion of tenants 
in the 'paid on time' category move into 
the 'paid late' category.  Despite the drop 
in good-standing tenants for the period, 
Dickens says the figure (84.2%) is still 
relatively healthy. She adds: “If you had 
to look at that percentage in the broader 
picture of consumer priorities you will 
see that a roof on their heads in the form 
of rentals or mortgage payments is still a 
payment priority.” 

The sheer demand for rental 
properties in the midst of shortages in 
the market has created a big pool of 
tenants for landlords to pick from. This, 
Dickens says, has made landlords more    
discerning of the tenants they pick. 
“Landlords are trying to hold on to good 
quality tenants. They would rather see 
vacancies in their properties than have 
troublesome tenants,” she adds. 

There are signs that the dearth of 
rental properties might be addressed, if 
approved building plans figures from 
Statistics South Africa for the first 
quarter are anything to go by.  The 
value of residential building plans 
passed increased to R11.4 billion from 
R9.9 billion in the first quarter of 2014. 
Furthermore, R6.3 billion worth of 
residential buildings were completed, 
compared with the previous year’s  
R5.9 billion. 

The sheer demand 
for rental properties 

in the midst of shortages 
in the market has created 
a big pool of tenants for 
landlords to pick from.

“

Gauteng Gross yield % Rentals per month 

Edenvale and Bedfordview 8% to 10% N/A

Braamfontein and Hillbrow 7% to 14% R2 200 - R6 500

Randburg 6% R5 200

Centurion 5.5% to 9% N/A

Source: Seeff Property Services

Western Cape Gross yield % Rentals per month 

Rondebosch, Wynberg, 
Constantia and Kenilworth 

8% R12 000 to R22 000

Atlantic Seaboard (Bantry 
Bay, Clifton, Camps Bay and 
Fresnaye)

N/A R40 000 to R120 000 

Source: Pam Golding Properties 

PROVINCIAL AVERAGE RENTALS

According to PayProp, the current 
national average rental stands at R6 354 
and has been on an upward curve. The 
rental value can vary across areas (see the 
above graph).

Areas that have seen the rapid 
supply of rental properties over the 
last two years are Limpopo and the 
Northern Cape, which were also the 
most expensive provinces to rent in 
over the last four years, says PayProp's 
Liebenberg. This is a result of rapid 
industrial projects by mainly Eskom 
with Medupi Power Station in Lephalale 
and new platinum mine explorations. 
However, Liebenberg says rentals are 
decreasing in those markets, as new 
and cheaper rental developments are 
coming into the market, making tenants 
opt for affordable rental units. He adds 
that the Northern Cape’s rentals are 
starting to decline as a result of mining 
pressures (strikes and potential job losses) 
in the province impacting on tenant 
affordability, which will eventually see 
rental growth decline. 

As rental growth declines in the 
Northern Cape, as seen by PayProp, 
months of consistent growth has helped 
Gauteng reach the top spot of the most 
expensive province to rent. Gauteng has 
seen rental growth of 8%. Liebenberg 

says KwaZulu-Natal, which saw rental 
growth of 7%, is also expected to see 
growth in rentals.  

RENTAL MONEY 
SPINNERS 
CEO of Jawitz Properties Herschel 
Jawitz, says the yields recorded differ 
across property values, as properties 
valued at less than R1.2 million, have 
a gross yield (before deductions) of 
about 10%. The yield falls lower when 
properties with a higher valuation are 
in focus, given that the maintenance 
costs of these properties becomes high. 
Properties worth more than R4 million 
achieve a yield of 6% to 7%, Jawitz 
explained. (see Gauteng graph.) 

Pam Golding Properties rentals 
manager for the Western Cape 
metropolitan region, Dexter Leite, says 
Southern suburbs such as Rondebosch, 
Wynberg, Constantia and Kenilworth 
are active on the capital growth front. 
(see Western Cape graph.)

In KwaZulu-Natal, Russell Pearson 
from RE/MAX says the most active 
rental property market is among 
properties valued at R750 000 to  
R1.5 million in areas such as Montclair, 
Berea and Yellowwood Park, which are 
“still getting reasonable rentals”. He adds 
that rentals below the R10 000 segment 
are also showing strong rental growth. 
The luxury market is also seeing strong 
interest from tenants as sea-facing 
properties in Umhlanga and gated 
estates in Kloof and Hillcrest could fetch 
R15 000 to R25 000 per month. ■
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Grant Duncan Smith, subiacophotography.co.za

BY ERWIN RODE

IS BUYING BETTER 
THAN RENTING? 
A CASHFLOW ANALYSIS PROVIDES 
ANSWERS IN RANDS AND CENTS.

There is only one way to 
compare buying with letting, 
and that is by analysing 
the cash flows. Crucial in 

such a comparison is the assumed 
capital appreciation.

As such, we have designed a scenario, 
with various assumptions*.

We chose a five-year period for our 
comparison, because, based on our 
research, we believe that house prices 
will grow over the next five years at 
only about half the inflation rate. This is 
because house prices are still overpriced 
by 25%.

For the sake of completeness, we 
compared three scenarios: buying with 
100% equity, buying with a 100% 
mortgage bond, and letting the same 
property at a market-related rental (see 
the table).

Ignoring the time value of money, 
the buy scenario with 100% equity 
yields a cash flow of R46 000 when 
selling after five years. In addition, the 
occupier gets “a roof over the head”. 
Compared with this rather positive 
outcome, the 100% bond scenario results 
in an outflow of R651 000, which is 
significantly worse than the renting 
scenario (–R349 000). This shows that 
having to borrow when buying results 
in a worse outcome than if you rent. 
However, in 2004, when we were in a 
different phase of the residential property 
cycle, the situation was vastly different.

Investors often motivate their 
decision to buy rather than let by 
stating that they do not want “to make 
a landlord rich”. However, this analysis 
shows that if you were to buy with the 
help of a mortgage bond, the bank is 
“enriched” even more.

The comparison can be improved 
by adjusting the outcomes for the 
time value of money. This is done by 
calculating the net present value (NPV) 
– that is, by discounting future inflows 
and outflows. Discounting is nothing 
but the opposite of compounding 
interest. The importance of the time 
value of money can be illustrated by 
stating that R1 received today is worth 
more than R1 received in five years’ time 
(the difference being the return you can 
reasonably expect on an investment).

We used a discount rate of 8%, which 
implies that a typical household can – 
in today’s investment climate – expect 

a total return of only about 8% on 
investments. Eight percent is moot, but 
a sensitivity analysis shows that using 
a higher discount rate does not change 
the conclusion.

When comparing the three scenarios 
using the NPV, we see there is little 
to choose between letting and buying 
with 100% equity. However, once 
the purchase is geared by 100%, the 
outcome is much worse for the owner.

This is a financial analysis. In real life, 
however, consumers are not necessarily 
fully rational – even economists are 
realising this.

 
ASSUMPTIONS 
• The house is worth R1 million today. 
Transfer duty and transfer costs are 
excluded in the case of the two purchase 
scenarios.
• Interest at 10% a year is paid only if 
the house is purchased with a 100% 
mortgage bond.
• The house is sold after five years, after 
having appreciated at 3% a year (half the 
inflation rate).
• The initial rental is R6 666 a month 
(which would provide a gross initial 
yield of 8% should the property be let 
rather than owner-occupied).
• The rent grows at the inflation rate of 
6% a year.
• No capital gains tax is paid when the 
house is sold at the end of the five-year 
period.

Buying a house 
worth R1 million

Renting a house 
worth R1 million

100% 
equity

100% 
bond

Rent 
outflow

Cumulative 
saving 
relative to 
100% bond

Total outflows: 

(ignoring the time 

value of money)

R46 532 -R651 832 -R349 969 R374 139

Net present 

value of outflows 

(adjusting for time 

value of money)

-R278 003 -R487 749 -R487 749 -R288 167

RENT IN 
NUMBERS
Patterns of renting and buying in Europe 
(2010) and the US (2011):

■ In Germany, 53.2% of the 
population are homeowners - and 
they are evenly split between those 
with mortgages and those who own 
outright. Of the remainder who rent, 
five out of six do so at market rates.

• The owner pays operating costs, 
such as insurance, assessment rates and 
maintenance, and these costs increase at 
the rate of inflation.
• The net present value is calculated 
using a discount of 8%. ■

*Erwin Rode is the chief executive of 
Rode & Associates. 
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BY RAY MAHLAKA 

AFFORDABLE 
HOUSING MARKET 
CONTINUES TO FLY   
DEVELOPERS SEEK LUCRATIVE 
OPPORTUNITIES IN THIS SECTOR.

The affordable housing market, 
which many property de-
velopers shied away from for 
many years, is now starting to 

amass strong interest on the back of an 
insatiable demand for low-cost housing 
solutions.

The lull seen in the performance of 
other residential markets has pushed 
many investors to look for new 
growth avenues. 

Yet it is only recently that industry 
players have started to understand the 
affordability dynamics and housing 
needs of consumers.  

For the last two years, the strong 
performance of this market has 
continued to trump major metropolitan 
areas on a house price growth front. 

According to the latest figures 
from FNB, former townships saw a 
house price growth of 11.6% for the 
first quarter of 2015, compared with 
9.3% in the previous quarter. The 
market has continued to outperform 
major metropolitan areas like Cape 
Town, Johannesburg, Tshwane, Nelson 
Mandela Bay and eThekwini, which 
showed a growth rate of 7.3%.

FNB household and property sector 
strategist John Loos says the market 
is driven by the entrance of first-time 
buyers who are value conscious. The 
market, he says, saw 25% of first-time 
buyers, from a high of 28% in the 
previous year. 

“The former townships are still on 
average the most affordable markets. 
Hence we’ve seen big first-time buying 
in recent times,” Loos says. 

Affordability can be a good and bad 
thing in this market. The good is that 
the market is viewed as a springboard for 
consumers to enter the housing market 
but on the other hand, these consumers 
are vulnerable to macroeconomic shocks. 

Furthermore, Loos cautioned that 
interest rates – expected to rise in the 
second half of the year and domestic 
economic growth set to falter at 2% - 
could result in a market cool down. 
 

AFFORDABLE HOUSING 
SEGMENTS
The bottom end of the affordable 
housing market can fetch property 
values of around R350 000 and below, 

whereas R600 000 is a price level 
considered as the top-end market, says 
property economist Francois Viruly.  

Viruly says there is a difference 
between the social (which is considered 
as the RDP market, backed by 
government subsidies) and affordable 
market.  

“If you are earning R3 500 per month 
you are probably in the RDP market. 
If you are in the affordable market you 
are probably in the bonded market and 
probably earn R7 500 per month,” he 
says. The bottom-end affordable market 
is often referred to as the 'gap market' 
as these consumers do not qualify for 
bonds or housing subsidies from the 
government. “Only about 30% of South 
Africans do not need housing subsidies, 

Steady access to 
finance and credit is 

still a challenge.“
but 70% are in social and RDP housing.”

“It’s very nice to say we’ve got 
a market growing at 11%, but the 
affordability issue really starts hitting 
home because most people’s salaries 
don’t go up by 8% or  9%,” says Viruly.

Part of the reason for the renewed 
optimism within this market is because 
banks have come to the party in not 
only approving bonds for developers but 
also for consumers. Adelaide Steedley, 
director for the Centre for Affordable 
Housing Finance in Africa, says banks 
are starting to understand the risk profile 
of this market. 

“Builders are figuring out how 
to build properties for this market, 
with a view of talking to buyers and 
understanding them. However, the 
steady access to finance and credit is still 
a challenge,” Steedley says.  
 

SHORTAGE AND SUPPLY 
OF PROPERTIES
Despite the shortage of units being a 
key theme, there are signs that more 
affordable rental units will be rolled out 
in the medium to long term. Figures 
from the Department of Human 

Settlements peg the country’s housing 
backlog at more than 2.1 million units.

The JSE’s R590 billion listed property 
sector is starting to see companies 
being drawn to this market. One of the 
notable players is Arrowhead Properties, 
which in June listed its first residential-
focused fund Indluplace Properties 
(Indluplace). The company will bring 
a R1.6 billion affordable rental housing 
portfolio to the market, with average 
rentals across its portfolio in places like 
Randburg, Berea, Yeoville Pretoria, 
Vanderbijlpark and Witbank fetching 
R5 300. Funds like Octodec Investments 
and Freedom Property Fund are also in 
on the act.

The Johannesburg Social Housing 
Company (Joshco), which offers 
affordable rental housing to individuals 
earning between R3 500 and R7 000 per 
month, targets those who do not qualify 
for RDP housing at the lower-end or 
a bond to purchase a property. Joshco 
is a City of Joburg entity which Rory 
Gallocher has been at the helm of for 
ten years.  

“A lot of people [who apply for 
Joshco apartments] earn their income 
through hustling, selling stuff and 
through small businesses… they 
don’t necessarily have a pay slip,” 
Gallocher explains.

Apartment units vary in cost, with 
rental prices ranging from R840 up to 
R3 500 per month for a one-and two-
bedroom unit with a kitchen, lounge 
and bath based in Soweto, Roodepoort 
and larger parts of the inner city. 

It recently broke ground on a R200 
million housing project in Dobsonville, 
Soweto, where 502 rental housing units 
were rented out for R750 to R2 000 per 
month. Completion is expected to be in 
December 2016.

Besides Dobsonville, Joshco has 17 
pending projects, some of which are 
in the process of being completed and 
waiting for tenders to be awarded. 
Some of the pending developments are 
located along the Golden Highway in 
Devland, Lombardy East, Lombardy/
Alexandra, Orlando in Soweto, 
Randburg, Turffontein and more. 
Gallocher says the roll-out of apartment 
units depends on the performance of 
Johannesburg’s economy.

Another factor is that Joshco depends 
on the contribution made by its tenants. 
Because Joshco is a municipal entity, 
it does not have the scope to increase 
rentals haphazardly compared with 
private players. ■
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