http://www.international propertysol utions.com/Articles/ThinkBig.asp?CT=1& SRC=NL _20070202& T1D=24954

International
Property Solutions

About IPS
Contact Us

Testimonials
Charity

Log In
Disclaimer

Solutions
My Account
Properties

New Developments
Past Developments

IPS News
Subscriptions
Reading [F

- Article Links

- Brooklyn, Cape Town
- Off-Plan Benefits

- Levels Of Debt

- 2007 Predictions

- Crystal Ball

- Better Yields

- 2006 Growth Results
- Woodstock's Revival

- Muizenberg Beckons
- Under A Million

- Sunninghills Potential
- CT Stadium Goes Ahead
- Sectional Title Growth
- Affordable Demand

- Harder Bonds

- The Glass

- No Reason To Despair

- Biggest London Launch
- Rand Valuation

- Employment Trends

- SARB Annual Report

- Stealth Economics

- Rand Outlook

- Confidence Jump

- Rate Hike Reasons

- Investing in Apartments
- UK Property Investment
- Evolving Risk Appetite

- Housing Market Slowdown

- World Cup Boom?

- Confidence Potpourri

- Rentals to Rise

- Economy in Slow Motion

Think Big When It Comes To Property

Property24

John Loos, property economist for First National Bank, bemoans the fact that South Africa is in an era of under-
forecasting when it comes to property as he is of the opinion that the "booms could be far greater than we can

imagine".

"On its own, 6% economic growth means little to property returns. It is the direction of growth that counts, and
economic growth on an accelerating path towards 6% is vastly different from 6% growth but on a decelerating path,"

he says.

"This is because certain industries easily run into capacity constraints when the country is on an accelerating growth
path as looks to be the case in the construction and property sectors, and this has huge implications for property

performance.”

Loos advises that the future role of the residential property market in driving up commercial property valuations and
ice versa should be acknowledged, and that neither residential nor infrastructure projects should be looked at in
isolation from commercial property. "They all compete to a greater or lesser extent for resources, and this

competition between the sectors is expected to increase significantly towards the end of the decade,” he says.

:According to Loos, demand growth for housing in the coming years could be significantly more rapid than GDP
growth. This is because middle-to-upper income people tend to spend a higher percentage of their disposable income
on housing/accommodation than do the poor. “In Randburg (arguably the country's most affluent magisterial district),
12% of household expenditure is on accommodation. In Soweto (far poorer), only 7,7% is on accommodation. That is
the reason for getting excited about an emerging black middle class, which should drive strong growth in housing
demand. That, in turn, is expected to exert significant upward pressure on building costs in the coming years, as

materials and skills in construction remain in relatively short supply for some years," he says.

Furthermore, Loos believes that the Reserve Bank and other commentators' concerns regarding the level of
household debt are overdone. "In an economy moving towards lower long term average interest rates, one should
expect a move towards higher household-debt-to-disposable income ratios due to the decline in debt service ratios

that interest rate reductions bring," he says.
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The Power of Property
middle class growth. "In brief, after some further slowdown in 2007, the residential market is expected to recover

. . . . . . This concise and easy-
rom 2008 when interest rates decline mildly once more," he says. "I expect residential property prices to be around to-read book covers

85% higher by the end of 2010 compared with the end of 2005." just about everything
(tax, costs, finance,

. o o L . legal entities, etc.)

He points out that despite significant building activity in the area of commercial property to date, vacancy rates have that you need to know

about buying a property in S.A.
Only £12.50! Read more...

been on a declining trend for some years. "Even in the area of retail space, where there has been significant new

supply coming on stream during the consumer boom years, there would not appear to be a major oversupply of retail

space looming," he says.

"And even though it may seem that there is some sort of oversupply, building statistics suggest that this is not the

case — and that it was probably far more the case in the 1990s."

Loos explains that if the oversupply issue is not a problem in retail, the office and industrial space categories are
moving towards significant shortage of space. "It is important to understand that in an accelerating economic growth
environment, property and construction downswings could be expected to be shorter and upswings longer and more
extreme than would be the case in a stagnating growth environment. In the 1980s and 1990s we experienced an

‘abnormally' long slump, with economic growth on a stagnating path,” he says.

herefore Loos suggests that people don't base their expectations regarding the property and construction cycles on

"those dark days".

"We need to get around the mind set that drives us to believe that because we've had a major boom there now
essentially has to be a long slump. Rather, keep in mind that cyclical downturns could be far shorter than upswings in
an accelerating growth environment because spare space is difficult to create and gets taken up relatively quickly,” he

says.

"'l expect us to be back to 6% economic growth in a few years time, with interest rates still moving downward to get
more into line with inflation rates. This would suggest that income prospects are very promising from a commercial

point of view.

"These expectations lead me to believe that property performance as measured by capitalisation rates may well be

lower than the levels of the high growth-low inflation in the 1960s."

Therefore, when formulating a view on property and construction, Loos starts with the 1960s as a benchmark and
ith accelerating growth in mind. "Think big, think 1960s, and let supply side constraints, which are the legacy of a
ery long 1980s and 1990s slump (along with 2010 preparations), make you think even a little bigger," he says.

He concludes by stressing the following:
-Mounting materials and skills shortages are expected to drive double-digit building cost inflation in the remaining

ears of the decade.
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expected to be the cause of high building cost inflation.

-Urban land values and congestion are far more of an issue today than in the 1960s, suggesting that land price
inflation will also support overall, property price inflation.

-Capitalisation rates are believed to be moving back to the 1960s and possibly beyond.

-Average industrial rental inflation forecasts are around 10 to 15% (perhaps closer to 15%) per annum from 2006 to
2010. This is based on 4 to 5% real GDP growth, which is not unrealistic. Accelerating path growth of 6% can prolong
double-digit rates, possibly until 2015.

-Office space rental inflation is accelerating towards double-digit figures, ie 10 to 15% per annum, which is not
unreasonable either.

-On only 10% per annum on average, 2015 rentals will have risen 159% on those of 2005. On 15% per annum, this

ould amount to a staggering 305%.

"If you think that property is expensive today, given the prospects for strong demand growth and severe supply side

constraints in the coming years, you ain't seen nothin' yet." — Kara Michaels

Original article published at www.property24.com.
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