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Real Estate Situationer: Focus on the High Rise Residential Segment 

The housing/residential sector has been exhibiting remarkable growth and strength in terms of sales and number of 

development projects. The upside of the residential sub-sector of the industry mainly rests on strong demand from 

a broader market due to increasing accessibility of funds for households. Furthermore, the fast-rising income and 

the wide interest among Filipinos abroad have fuelled the sector‟s promising outlook.  

With the rise of the real estate sector comes speculation that asset bubbles
1
 may be forming. Given the 

unprecedented low interest rate environment both in the global and local spaces and the corresponding search for 

yields, it is indeed plausible that asset bubbles may be forming, especially in the real estate sector. Our study will 

be limited to high-rise residential properties in Metro Manila as a study published by the World Bank
2
 last March 

2012 indicates that this may be where asset bubbles are forming. 

Is there an oversupply in the high-rise residential sector? 

In 2011 alone, there was roughly a 53% increase in supply—amounting to 6,000 new units—in Metro Manila.
3
 

Some reports suggest that the average new condominium supply in Metro Manila for 2011 until 2015 is around 

26,000 units.
4
 This figure is significantly higher at more than five times the average of the period from 1999 to 

2010. However, demand seems to match supply so far.  

Data from the top 5 developers—which compose 59.1% of total condominium sales reservations as of 2011—

shows that sales reservations have increased by a total of 129% between 2009 and 2011. Furthermore, vacancy 

rates also support this argument. Premium residences
5
 in Makati have had little difficulty filling in vacancies with 

the current vacancy level low at 5%.
6
 Expats, particularly those with families have resorted to 3-bedroom condo 

units given the prohibitive rents and limited supply of prime single-family homes.
7
  

Is the current demand speculative? 

The country‟s current economic condition is somewhat similar to the situation back in 1997, wherein the financial 

and real estate sectors are both quite healthy and experiencing robust growth. In the 1990s, a speculative bubble 

had formed in the luxury residential segment following financial liberalization and economic reforms during the 

Ramos administration. Anecdotal evidence suggests that the sudden increase in prices for the luxury residential 

segment during that time was brought about by a lot of speculative buying, from both domestic and foreign 

investors. When the 1997 Asian Crisis occurred, luxury condominium prices dropped 25.3% in real terms from 

1997 to 1998. Between 1997 and 2004, luxury condominium prices further dropped 56.2% in total.  

Currently, land values are at about 66-68% of 1997 levels in nominal terms, though in real terms, values are only at 

about 33-34% of 1997 levels. Likewise, though residential segments have recovered, prices are still well below 

their peak levels in 1997 at 57% in real terms.
8
 Note that the average price of luxury

9
 three-bedroom condominiums 

in Makati CBD only grew by 4% in 2011 as opposed to 63% (35.3% in real terms) between 1995 and 1997. These 

figures indicate that there have not been any drastic spikes in property prices. Furthermore, demand is evident as a 

major luxury condominium developer claims that there is only a 2-month turnaround time for vacant units to be 

filled.  
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We believe that the strong Philippine property market should last for several more years as the banking system remains conservative 

through pre-emptive regulations from the BSP. We also see two driving forces that will continue to support the Philippine real estate 

market, which were not present in the pre-Asian crisis environment. One is the sustained growth of the BPO sector, which boosts the 

spending power of the middle-class Filipino. The other is the continued inflow of overseas remittances, which totaled US$20.1 billion in 

2011, compared to the US$5.7 billion officially registered in 1997.
10

 With these, we believe that demand for housing, particularly from 

end-users, will continue to remain strong. 

Why is the government revising regulations for the property sector? 

The BSP had already stepped in by reducing the bank‟s real estate exposure on loans in 2008. The provision they added just last 

August now requires banks to submit a quarterly report on real estate exposures starting December 31, 2012. Furthermore, the BSP 

will be broadening the 20% cap for real estate exposure to include loans granted to individual households, loans extended to 

developers for socialized low-cost housing priced below Php3 million, and investments in debt and equity securities issued by real 

estate firms. This move will likely affect the housing sector quite drastically as this provision could stem the supply of developers‟ funds.  

According to data released by the BSP, real estate leverage is low mainly because of cautious banking policies, which were enforced 

following the 1997 financial crisis, and weak mortgage markets. Furthermore, data from 6 residential firms
11

 indicate that the average 

past due or impaired loans (as a percentage of total receivables) has been flat, ranging between 2.2% to 2.5%, in the past four years. 

This shows that developers have actually been able to regularly collect payments from buyers, a sign of stability for the property sector. 

The Bureau of Internal Revenue (BIR) likewise recently issued Revenue Regulations No. 13-2012, which amends the existing Value 

Added Tax (VAT) stipulations regarding the sales of adjacent lots, house and lots and other residential dwellings. According to the 

circular, adjacent lots, house and lots and other dwellings though covered by separate titles, when sold to one buyer, shall be 

considered as a sale of only one property. The resulting total value of the adjacent properties will be subject to Value Added Tax, 

should it exceed VAT thresholds—currently at Php1.9 million for residential lots and Php3.2 million for residential house and lots and 

other dwellings. Since some condominium agents actually use these VAT thresholds as a selling point (i.e. they sell four adjacent Php1 

million-units to a buyer under four different titles in order to side-step the VAT), such a regulation could mean lower sales uptake for 

studio or one-bedroom condominium units. 

We think that these regulations are precautionary measures rather than anything far more worrying. With the Philippines currently 

experiencing a boom in the real estate industry, the government is simply taking extra steps to cushion the sector‟s eventual and 

inevitable slowdown in the coming years.  

How are asset bubbles formed? 

While it may appear for the moment that there are no asset bubbles forming in the high-rise real estate segment, it is practical to 

monitor the signs that manifested during the 1997 Asian Crisis. First, a radical spike in the price of country club shares indicates that 

speculative buying may be occurring, and that the actual price may already be surpassing the share‟s intrinsic value. The price of one 

share in Manila Golf Country Club went up to as much as Php50 million back in 1997. However, the current share price has gone down 

to a stable Php32 million per share. 

Another sign to watch out for would be rent-to-own schemes, which results from developers being unable to pre-sell units indicating a 

possible glut on the supply side. It would likewise be prudent to take note of any repeat buyers—a person who buys many different lots, 
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mostly for investment purposes—for the same reason. So long as vacancy rates remain low however, we do not foresee any problems 

with regard to repeat buying. A sharp drop in the equity requirement for real estate purchases is also a cause for alarm. Nowadays, the 

average down payment for a condominium unit is around 20%, quite far from the 50% requirement back in 2004. As mentioned earlier 

though, developers have so far been able to consistently collect loan payments so it is likely that the drop in equity requirement is only 

to allow more Filipinos access to real estate.  

Lastly, a look back at Japan‟s experience in the 1980s gives us an idea on how to spot potential asset price bubbles. A study made by 

the Bank of Japan claims that it was actually the enthusiasm of investors rather than consistent projection of fundamentals that 

contributed to rapidly  inflating asset prices at the time.
12

 This „euphoria‟ or excessive optimism was built on unfounded expectations for 

the economy, causing aggressive behavior in both investors and financial institutions which led to insufficient risk management. This 

bubble lasted for several years and eventually burst causing the market to collapse. While the Philippines is admittedly is in a similar 

state of economic euphoria, we believe that the precautionary steps being taken by the government will mitigate any surpluses in the 

real estate sector. Moreover, our financial institutions have historically been quite conservative, avoiding overly aggressive behavior 

which would lead to unforeseen risks. 

Conclusion 

Thus far, all of the data gathered points to a boom in the high-rise sector of the Philippine real estate industry, with no real signs of a 

slowdown or a bubble about to burst. An uptick on the supply side has been matched with steady demand and property prices have 

exhibited no sudden or significant upsurges.  

Meanwhile, the country‟s 2% annual population growth adds around 300,000 new households per year, strengthening our position that 

the housing industry will continue to remain strong. The housing backlog is currently at 3.7 million units, with the figure growing each 

year as demand overtakes supply. In the next five years, the backlog is seen to still be at 2.3 million units, with most of the demand 

coming from the middle- to lower-income segments. Moreover, the population of the Philippines is very young with over 50% still under 

the age of 25. We foresee a big jump in housing demand once these young professionals start their own families in the next 2-3 years. 

A report released by CLSA Asia-Pacific Markets states that the Asian middle class will continue to be the biggest investment story over 

the next decade.
13

 It was projected that by 2015, one billion people in Asia (excluding Japan) will join the middle-income
14

 category. Of 

the 94 million Filipinos, around 15% is estimated to be able to afford low-to-middle cost housing. The significance is in the translation of 

this data into spending capacity, and we foresee an overall 10% per annum increase. The emergence of the middle class implies higher 

purchasing power, given higher annual income which translates to more opportunities to invest in real estate. Aside from this, growth in 

the dollar inflows will support big-ticket expenditures. 

We also consider the lifestyle changes that have been apparent in the recent years, especially as major cities become more congested 

with over 13% of the country‟s population residing in Metro Manila alone. Limited space and the high cost of land in central business 

districts have led more people to invest in condominium units rather than single detached residences. Proximity to the workplace is also 

a factor in choosing where to live given the high cost of gas and transportation. Condominiums address this need, offering the 

convenience of being located in CBDs, close to the workplace, shopping centers and other places of leisure.  

However, we do not discount the fact that the local real estate sector does face some challenges. Downside risks are evident as the 

health of the global economy remains crucial for OFW remittances. We especially note that as at least 40.0% of remittances are sent in 

from the US, an economic slowdown may drastically stem inflows. 
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