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The UCT Urban Real Estate Research Unit (URERU) is a research unit in the Department
of Construction Economics and Management

Aim is to provide a research platform for urban real estate economic, finance and

management issues on the African continent.

Urban

Real Estate
Market Dynamics
& Trends

Investment & African Real

Development &

Estate Markets
Management

Finance

— - ——

Public Land
Development
Research
Programme

Public Sector 0 hold Land
Property €aSENOIE tan Real Estate
Release . .
Developments Training
Models
Success Factors '

Johannesburg Property
Company (JPC)
CoCT

Other municipalities
& state entities

Mapping the
Development
Process / Cost

o —————

Drivers

URBAN REAL ESTATE
RESEARCH UNIT

N ———

________________



Cost and Time Consequences of Delays

LAND CONSTRUCTION OTHER

« Availability and cost of options * Increased sub-contracting to avoid fixed costs < Inability to secure a project pipeline

* Finance costs leads to: » Impacts ability to carry fixed costs

» Rates & taxes » Greater project management costs * Impacts ability to retain “IP“ ito

« Opportunity costs «  Profit ratcheting development team (sub-contractors)

* Professional costs * Poor quality work — “lowest tender to

 Lapsing of rights ensure viability* * Project managment cost of addressing the
delay

+ Over specification to address uncertainty
increases costs

» Time and uncertainty disincentivises banks to
finance land

« Change in market conditions undermines the
ability to assess feasibility

« Time AND Timing of the delay is important
Issues need to be identified early in the
process

« Time AND Uncertainty of the outcome
increases contigency, profit requirements.



Impact of Long Time-Frames and Increased Costs

« Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
« Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Shortfall - Numbers

Number of households =1 200 000
Number of formal houses*® = 880 000
Estimated shortfall = 320 000
Household growth =1,8% p.a.

Housing Growth (% of hholds) =1,1% p.a.

Building between 8 000 — 10 000 p.a.
Need between 30 000 — 40 000 houses p.a.

* Including shared
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@ FEATURES

A FLAT MARKET

Shortfall — Viability Issue

' Joburg apartment |
AMPS 20158 HOUSEHOLDS : Kk flatl . :
| Total MONTHLY — ! |
oo | | - | market 1latiines |
Income (before | . i ' Inner-city apartment sales of RTm or more have |
tax & other R20 000 p.m.: :  stalled, but there's still plenty of action in the sub-
deductions) Total . = R500 000 house : R500,000 bracket i
<R3,500 visss  18% e B0m2=R8000/M> :
R3,500 - R6,999 224854 23% 30% o « 30m2=R16 000/m?2 ! ! He says upper-end units in the inner city typically sell for
Rs000 120000 | ez | o ° . | R13,000-R18,000/m?, which is less than half the R30,000- |
R20,000 - R40,000 143506  15% \ 1 R35,000 sectional-title buyers pay in Killarney or Rosebank. !
R40000 + Qo0 % L | | However, demand remains strong for units in the R300,000- !
Total 973787  100% ] i R800,000 bracket. i
Real House Prices and Devgl)osggnent value
Building Costs Over Time in South Africa
; w1 ...need to deliver =3
] ' below R20 000/m2 | — m
| e e
S —— | =

(Njokweni et al, 2016)
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Impact of Long Time-Frames and Increased Costs

« Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
« Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Impact of a 2 — year delay on a 14m? micro-unit

R20 000/month (R24 654) household, paying R5 000/month (R6 163) = 14m?

Unit Size (m2)

0 1 2

...23% decline in affordability
...11% decline in affordability for every year of delay

R30 000
R28 000
R26 000
R24 000
R22 000
R20 000
R18 000
R16 000
R14 000
R12 000
R10 000

Required Income

[
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Impact of Long Time-Frames and Increased Costs

« Affordability
« Shortfall
 Affordability
 Increased house prices and gentrification
 Viability
« Non viable projects
« Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Estimated that over 100 000 houses (many well-
located) filtered upwards out of the affordable market

Gentrification in the last 6 years

...1 600 houses (>R1,2m) versus 3 500 middle income households

Cape Town City Centre Property Trends and
Statistics

Explore these market trends to see the seasonal and long term changes in house prices and sales for Cape Town City Centre.

Sold Properties See all sold properties in Cape Town City Centre
These graphs show the number of Houses and Apartments sold in Cape Town City Centre each year, and the average sale price.

Houses Apartments

100 R 10 000 000 500 R 2 400 000
75 R 7500 000 375 R 1800 000
o e Woodstock Property Trends and Statistics
25 R 2500 000 125 R 600 000 Explore these market trends to see the seasonal and long term changes in house prices and sales for Woodstock.
0.0 RO o RO
2009 2011 2013 2015 2017 2009 2011 2013 2015 2017 a -
2010 2012 2014 2016 2018 2010 2012 2014 2016 2018 Sold Properties See all sold properties in Woodstock
Il No. of Sales M sale Price Il No. of Sales M sale Price

These graphs show the number of Houses and Apartments sold in Woodstock each year, and the average sale price.

Unaffordable
Prices

(Property 24) 200 R 3000 000 80 R 2000 000
g . . . 150 R 2250 000 60 R 1 500 000
Gentrification in surrounding
100 R 1500 000 40 R 1000 000
Subu rbS 50 R750 000 20 R 500 000
0 RO 0 RO
g 2009 2011 2013 2015 2017 2009 2011 2013 2015 2017
» 2010 2012 2014 2016 2018 2010 2012 2014 2016 2018
Ml No. of Sales Il sale Price Il No. of Sales M sale Price

Houses

Apartments

(Property 24)
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Impact of Long Time-Frames and Increased Costs

 Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
* Non viable projects
« Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Viability

Impact of a 2 — year delay on a 10 000m? mixed-use development

Increase in NAlI compared to Tot. Cap. Investment

R300000000
R262731390

R250 000000 R232389430
R213 469710

R200 000000
v
o
S R150000000
o w—TC
NAI
R100000000
R50000 000
R20645744 R21964 468 R23355448
RO
41 53 65

Project Initiation to Occupation: Months

TALANI

QUANTITY SURVEVORS

Summary:
* Increasing gap between income &

expenditure - 1:10 vs 1:11

* 8% decline in IRR and ROI

» Additional R3 481 346 shortfall to
repay debt finance

* Accelerating viability deterioration
over time

\
( \

2 — year delay
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Viability T Al ANi

Impact of a 2 — year delay on a 10 000m? mixed-use development S ———————

ROl and IRR Summary:
15,00% . .
« Increasing gap between income &
14,00% 178% a7 expenditure - 1:10 vs 1:11

* 8% decline in IRR and ROI
« Additional R3 481 346 shortfall to

13,00% 12,68%

, 12,00% repay debt finance
%@”ILOO% * Accelerating viability deterioration
gt'j e RO | over time

10,00% 3,67% 9.45% IRR

9,00%

8,00%

7,00%
41 53 65

Project Initiation to Occupation: Months
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Source: IPD report 2018

(Viruly, 2019)
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45% - 50% of
assets
offshore

80% of
2018/2019
activity was

offshore

% of Developments

6% of the JSE

329 South African developments 1995-2009 (IPD)

IRRs in 5% Bands

60 Months =

8.20%

50% of
25% of schemes schemes 25% of schemes
IRR < -5.8% -5.8% < IRR < IRR >19.3%
19.3% R
bottom 10% of schemes top 10% of schemes
IRR < -20.6% IRR > 40.7%
median IRR
6.1% '\
7N\ -
14 ELEE)M —  Menu
[ ] Investment Period
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— — 100/0
8 _ — 90/10
80/20
6 . ] 70/30
60/40
4 | 50/50
N |:|
0= [ e |:||_| || D ||_|]_|||:|||:|||:|||:|| =] ||_||
o g L O N2 2 NN WWERRNOOIOO NN DWOO= VY
SO S NSO B R T E S YN o QUOUOO QU QIO QUOOQOO =
P O P O PP PO P O P P O PR OO P T O00O
B\B\B\B\B\B\B\B\B\B\B\B\O\O\O\O\O\ OOOOOOOOOOOOOOOOOOO\QOO
=
(=)

[

7.80%
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Impact of Long Time-Frames and Increased Costs

 Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
* Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Loss to Business

Loss to GDP Sales & Production Loss of Jobs Loss of Income

30 day delay to a 1000m?2 R770 000 R2 800 000 5 R530 000
development (R25 000 per day) (R90 000 per day) (R17 000 per day)

South Africa’'s unemployment rate rises to
27.6% in first quarter

of the
COMMERCIAL PRIVATE PROPERTY SECTOR

ECONOMY / 14 MAY 2019, 12:07PM / KABELO KHUMALO APPLICATION PROCESSING REPORT
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Impact of Long Time-Frames and Increased Costs

 Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
* Fewer projects
* Impact on economy
« Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Construction CONSTRUCTION INDUSTRY IN A
NATIONAL CRISIS SAYS
MASTER BUILDERS SA

“With four of the top six large construction companies losing 50% — 75% of their share price in 2017,
and some losing in excess of 90% of their value as at June 2018, these alarming losses are likely to
have brought about irreversible change as it may be too late for some key players.”

(Bryte Construction Activity Monitor, 2018:4)

The adverse impact of these company
closures is severe, he noted.

‘f GROUP FIVE

structured ingenuity
“The short-term effect is that direct
employees of these collapsed companies
lose their jobs. When you consider that
the construction industry employs more
BAS' L REA D' than 11% of the workforce in South %Ho

Africa, the negative impact on the

economy as a whole is dire. There is also
a knock-on effect across the industry because subcontractors, suppliers and

service providers are equally affected".

“In the long-term, we will lose our capacity to develop infrastructure and will
have to depend on foreign companies in the future. That is why we are

URBAN REAL ESTATE

appealing to the government for engagement”Mnisi concluded.
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Construction Contribution

5618 o

CHARTER

(MERO, 2018; PERO, 2018; EPIC, 2017.2)
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Impact of Long Time-Frames and Increased Costs

 Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
* Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

» Transformation
« Favouring bigger players
« Spatial inertia
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Impact of Long Time-Frames and Increased Costs

 Affordability
« Shortfall
 Affordability
* Increased house prices and gentrification
 Viability
« Non viable projects
« Fewer projects
* Impact on economy
* Impact on the construction industry
* Impact on rates base

* Transformation
« Favouring bigger players
« Spatial inertia
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Industry Transformation

“Delays impact negatively on the big, established players, but they
are better resourced to deal with them...small players can’t

survive the delays...”

SOUTH AFRICAN INSTITUTE OF
BLACK PROPERTY PEACTITIOMERS

“This significant cost and duration
compliance burden increases
development cost and risk to small
scale enterprise and owner developers
and encourages non-compliance.”
(Shisaka, 2019)

RELEASED IN E\
2018 PROPERTY
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Spatial Transformation

“...to avoid the approvals process, | will only
develop where rights exist...“ (Developer, 2019)

“...majority of developments occur in only 4 nodes in the city“
(ECAMP, CoCT)

oﬁ_ Ipabol Deveiaprent Famework o Sebewry N0

Maop 5d: Cansoldoded spatial plan concant

2 Al OB AEDF Bwviess 01T Councl Approresd
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Causes of Regulatory Delay —

B

« Multiple authorisations and authorising bodies

[T——

e Intended time-frames f |

* Not all stipulated
« Impacted upon by dependencies between processes

 Actual time-frames
» Poor quality applications
Resource shortages
Lack of prioritisation
* Resource allocation to simple vs complex projects
Personality-driven — case officer
“Gaming of the system®

* Authorities
+ Competing developers
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‘Ij RESEARCH UNIT



Causes of Regulatory Delay

 Additional regulation

» Increases preparation time and cost
* e.g. Specialist studies

» Increased opportunity for objections

« Conditions of approval
« Direct cost
* Impact on H&B Use

» Appeal processes

Appeals

49. (1) Regulations by the Minister and the MEC must provide for a system of appeal
to the SAHRA Council or a provincial heritage resources council against a decision of
a committee or other delegated representative of SAHRA or a provincial heritage
resources authority. 10
(2) Anybody wishing to appeal against a decision of the SAHRA Council or the
council of a provincial heritage resources authority must notify the Minister or MEC in
writing within 30 days. The Minister or MEC shall then appoint an independent tribunal,
consisting of three experts, having expertise regarding the matter.

90 Objection to an application

(1) A person who has been invited to comment or object, or any person in response to a public
invitation to comment or object, may object to, comment on or make representations about the
application in accordance with this section.
(2) An objection, comment or representation must be in writing.
(3) A late objection, comment or representation will not be considered unless the City Manager
condones the late submission in terms of subsection (4).
(4) The City Manager may condone the late submission of an objection, comment or
representation if good cause is shown and consideration of the late objection, comment or
representation would not -

(a) cause an unreasonable delay; or

(b) prejudice the public interest.
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Everyone is responsible
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Required Actions

« Collective recognition of the problem

« Recognition of the cumulative impact of individual delays and multiple layers of regulation
» Dependencies
« Cumulative costs

« A systematic assessment of how existing and NEW legislation and processes impact on
delivery, affordability, viability and transformation
« Micro-indicators are important, but macro-indicators tell the true story
* Not all the problems are known
» Most of the solutions lie in the unsexy detail — not one silver bullet

« Recognition of the opportunity cost of public opinion and NIMBYISM
» Recognition that complexity and uncertainty incentivise speculation and corruption

« |dentification of ways to achieve the same desired outcome in a less complex, uncertain
and opaque manner

j URBAN REAL ESTATE
RESEARCH UNIT



The objective of this model is to assist this process...

INDICATVE OVERVIEW OF CAPE TOWN'S PROPERTY DEVELOPMENT PROCESS

il dul it ot o i
STRAGE O PACIECT INITARICN H
STAGE 1:
STAGE
& VAMUTY
SPRGE 3 DHRIGN
GEVELGERSENT
SERGE 2 AN
SIRG4 & CONSTRLITION
STAGE € CLOSE-OUT  [-rrrer
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