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According to Investopedia, a joint venture is a business arrangement in which two or more parties agree
to pool their resources for the purpose of accomplishing a specific task. This purpose can be a project, a new
company, or a business activity. These business arrangements are used to take advantage of individual mem-
ber-companies’ expertise and resources, and in some cases to reduce risk of major capital investments.

Joint ventures have been a staple of the Philippine real estate market for many years. Bonifacio Global City is
perhaps the best known joint venture project in the Philippines. Its developer, Fort Bonifacio Development
Corp,, is a joint venture between the Bases Conversion and Development Authority, Ayala Land Corp., and
Evergreen Holdings of the Campos group. Other joint ventures in real estate include Cebu Property Holdings,
AXis Residences in Mandaluyong (a joint venture between Robinsons Land and Federal Land), and the Grand
Hyatt Residences Manila (a development of Federal Land and Japan’s Orix Corp.).

But joint ventures in the low-cost and economic housing segments are something largely unexplored, save
for a few initiatives in the last couple of years. This is unfortunate, as these segments are largely underserved.

In this paper, Pinnacle Real Estate Consulting Inc. explores the potential of joint ventures in solving the coun-
try’s ballooning housing backlog.
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The Philippines:
Population and Trend

The Philippine population is estimat-
ed at 106 million as of second quar-
ter of 2018, based on interpolated
data from the Philippine Statistics
Authority (PSA) as calculated by the
Bangko Sentral ng Pilipinas (BSP).
In 2020, the country’s population is
estimated to reach 110 million, and
by 2045, it would reach as high as
142 million based on the 2010 Cen-
sus-based Population Projections of
the PSA. By this period, the Philip-
pines would have already surpassed
the populations of Russia and
Japan. Although yearly growth rate

Housing Scenario

The National Economic and Development Authority
spearheaded the preparation of the Medium-Term
Philippine Development Plan (2017-2022)

Housing backlog is at 2 million units, primarily affect-
ing the socialized and economic housing segment

This will balloon to 6.8 million by 2022, which did not
take into consideration the supply side

80% of the increase is attributed to future and recur-
ring housing needs related to allowance for inventory
losses and increase in household population

Source: Latest projections made by the HUD-
CC. Visit http://pdp.neda.gov.ph/wp-content/up-

loads/2017/01/12-04-07-2017.pdf

-
-

is declining, the Philippines’ popu-
lation growth rate is at 1.6 percent
as of 2016, which is still higher than
Malaysia's 1.5 percent and Thailand'’s
0.5 percent.

The PSA also disclosed that the CAL-
ABARZON Region still has the larg-
est population among all regions,
followed by the National Capital
Region (Metro Manila) and Central
Luzon. Meanwhile, the country’s
top five most densely populated
provinces are Rizal, Cavite, Laguna,
Bulacan, and Pampanga (excluding
Angeles City, Pampanga), in such
order.

142 Million
Estimated population of
_the Phlllppmes by 2045,

Current Housing Scenario

The National Economic and Devel-
opment Authority (NEDA) spear-
headed the preparation of the Me-
dium-Term Philippine Development
Plan (2017-2022), which published
the latest housing shortage projec-
tions calculated by the Housing and
Urban Development Coordinating
Council (HUDCC).

According to data frorn HUDCC, as
of December 31, 2016, the country’s
housing backlog is already at 2.0
million dwelling units, primarily af-
fecting the socialized and economic
housing segment. This number will
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then balloon to about 6.8 million
shelters by 2022. Note that the latter
figure is in gross total since it did not
yet take into consideration the sup-
ply side.About 80 percent of the in-
crease is mainly attributed to future
and recurring housing needs related
to allowance for inventory losses and
increase in household population.

Meanwhile, statistics from the
Housing and Land Use Regulatory
Board (HLURB) show that the agen-
cy issued Licenses-To-Sell covering
an approximately 238,000 housing
units as a nationwide average for
the last 5 years. The figures extend
across all housing segments and
other non-residential developments.
It is important to note that only
101,000—equivalent to 42 percent
of the 238,000 yearly average—are
dwellings (i.e., house and lot or
condominium units) targeted for
socialized and economic housing
segments where the big housing
shortages are traced.

With the annual projected increase
in population, the demand for
housing supply has never been so
evident. Housing production must
then also be raised to keep up, or
hopefully resolve, the persistent so-
cial problem of the country. There is
an immense requirement of 346,000
house construction on a yearly basis
resulting from the above figures.

Joint Ventures for Housing Supply

One of the common strategies in
property development is through
joint venture agreements where
two or more entities pool in their
resources to put up a project.Joint
venture agreements typically has
these main capital components: Fi-
nancial Capital, Natural Capital, and
Technological and Human Capital.

Joint venture participants who intro-
duced capital to projects or devel-
opments can benefit (a) by setting
limitation on one’s liability or share
risks, (b) by learning and capitalizing
on the expertise of others, and (c) by
exploiting the capital introduced by
others.

Throughout the years, there have
been joint-venture arrangements in
the Philippines in the housing indus-
try participated by both local and
foreign players. Some of the recent
and up-coming projects are:

a. In 2012, George Ty-owned
Federal Land and Orix Cor-
poration of Japan entered
into a joint-venture agree-
ment to develop a prime
1.5-hectare mixed-use estate
in Bonifacio Global City
(BGC). The two companies
formed a joint-venture entity
named Bonifacio Landmark
Corp. for this project, which
is located in the northeast-
ern section of BGC.

b. In 2016, Taft Properties and
Hongkong Land teamed
up for the development of
a 20-hectare waterfront mi-
cro-township project along
the Mactan Channel in
Mandaue City, Cebu, which
they will call Mandani Bay.

c. In 2017, Century Properties
Group was also reported to
have reached an agreement
with the Indonesian con-
glomerate Bakrie Group for
the undertaking of multiple
mixed-use developments in
the country.
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In 2017, it has been also
reported that the Chinese
government intends to un-
dertake and finance 20,000
units of socialized housing
in the Province of Cebu with
the local government units
(LGU) providing access to
government-owned lots
where the projects will be
built.

In 2017, Japanese Hankyu
Realty Co. Ltd. teamed up
with P.A. Properties, a Lagu-
na-based property devel-
oper, for the development
of a 37-hectare mixed-use
township project called
Idesia in Dasmarifas, Cavite.
The project’s 11-hectare first
phase broke ground in late
2017, and offers about 900
residential houses.

In 2017, another Japanese
property firm, Mitsui Fu-
dosan Co. Ltd,, signed a joint
venture agreement with
Lopez-owned Rockwell Land
Corp. The two companies
will co-develop the resi-
dential component of the
latter's The Arton project in
Katipunan, Quezon City.

In 2017, Federal Land, Inc.
inked a joint venture agree-
ment with two Japanese
firmms Nomura Real Estate
Development Co. Ltd. and
Isetan Mitsukoshi Holdings
Ltd. for the undertaking of
their Sunshine Fort project
in BGC, Taguig. This project
is part of the larger Grand
Central Park development of
Federal Land.

In 2018, Mitsubishi Corpo-
ration collaborated with
Century Properties Group to
form a joint venture compa-
ny they named PHirst Park
Homes Inc. This company’s
objective is to create hous-
ing supply in the affordable
segment in the next 5 years.
PHirst Park Homes an-
nounced recently that it will
roll out 33,000 housing units
in 15 communities in CALA-
BARZON and Central Luzon
in the next five years.

Pinnacle Real Estate Consulting Services, Inc.



In addition, Michael Mabutol, pres-
ident and managing director of
Pinnacle, mentioned during his
presentation at the national conven-
tion of the Subdivision and Housing
Developers Association (SHDA) that
his firm helps Japanese investors
partner with local players for their
real estate ventures. According to Mr.
Mabutol, these foreign players are
looking into investing a minimum
equity of US$5 million or US$10 mil-
lion for a horizontal housing project
or vertical condominium project,
respectively, which demonstrates
the attractiveness of the country's
housing market to foreign players.

Attracting Capital to Housing In-
dustry via Business Matching and
Joint Ventures

Attracting joint venture capital-
ist to the housing industry can be
achieved through several ways.

I. Sustaining Strong Macro-eco-
nomic Fundamentals

Sustaining the country’s robust
macro-economic fundamentals is
perhaps the most important and ef-
fective way to attract foreign capital
into the housing market. A strong
economy indirectly fuels demand
by putting much-needed money to
households, and a steady household
cash flow can encourage stakehold-
ers to put their capital to housing
projects because of greater demand
with lesser risk of defaults. Worth
mentioning are selected macroeco-
nomic fundamentals below showing
a very strong economic outlook of
the country.

Gross Domestic Product

The country’s 2017 gross domestic
product (GDP) at 6.7 percent is one
of the strongest in the region, rank-
ing third behind China (6.9 percent)
and Vietnam (6.8 percent). Yearly
economic growth has not gone
below 6 percent over the last 5 years
with a 6.6 percent average, better
than Vietnam at 6.2 percent in this
perspective. The country’'s GDP for
2018 Q1 is 6.6 percent (revised from
6.8 percent initially reported) but

slowed down by 6.0 percent by 2018
Q2. still, robust domestic consump-
tion and government infrastructure
spending will keep the country’s
economic growth promising for the
coming years.

Foreign Direct Investments

In 2017, foreign direct investments
(FDI) inflow is estimated at US$10.05
billion, which has been increasing
at an average of 27 percent for the
last 5 years. Investments in real
estate activities at US$247.82 million
ranked third among all placements
for 2017, next to the manufacturing
and power sectors. A total worth of
US$121.32 million has already been
poured into real estate activities for
the period January to May for this
year.

Overseas Filipino Remittances

A total of US$31.29 billion in per-
sonal and US$28.06 billion in cash
remittance flowed into the coun-

try from overseas Filipinos in 2017.
Remittance growth has been
experienced at an average of 6.04
percent and 5.59 percent for person-
al and cash remittances in the last

5 years, respectively. For the first 5
months of 2018, personal remittance
reached US$13.2 billion, while cash
remittance reached US$11.8 billion.
Figures show a year-on-year increase
of 4.4 percent in personal and 4.2
percent in cash remittances, respec-
tively.

Il. Keeping the Real Estate Market
up

Keeping a robust real estate mar-
ket will incentivize participation of
joint venture stakeholders, espe-
cially foreign players. Participants
in joint venture housing develop-
ment would certainly enjoy the
current uptrend of the market as it
can mean a healthy investment. A
seller's market is usually desired by
investors into house developments
as it shows supply absorption of a
targeted market.

Currently, capital values of proper-
ties, especially for prime condomini-
um projects, have been increasing

steadily due to the high demand. It
has been observed that the relation-
ship between the Philippines and
China has even influenced the de-
mand in the real estate market, and
this is most apparent in the Bay City
area in Pasay and Parafaque. An-
other sign of the country’s desirable
real estate market is the increasing
rental rates but declining vacancy
rates of residential condominium
projects.

Data from the PSA reported about
15.7 million square meters of floor
area of approved buildings permits
in 2015. Fifty-two percent were at-
tributed to single-detached houses,
20 percent is for townhouse con-
structions and the rest of the 28
percent is for residential condomini-
ums.

In addition, demand for horizontal
housing remains robust. The high
demand in this segment has been
existing for more than a decade,
which has been unfortunately un-
der-supplied. This points to a lot of
upside for stakeholders who want to
venture in this housing sector. Also,
a strong demand across all housing
sectors show a healthy real estate
market that capitalists can take
advantage in the coming years to
come.

1. Improving Regulatory Frame-
work

Improving the country’s regulatory
framework governing the housing
business will draw more interests
in the residential housing industry.
A sustainable economic growth in
the foreseeable future and a real
estate market in the uptrend both
give investors positive signs for their
investments. However, there is a lot
of room for improvement in terms
of the business climate that may
dampen capitalist interests if not
addressed.

Increased Housing Budget

The overall 2018 budget of key shel-
ter agencies significantly decreased
by 63 percent compared to their
2017 budget. The National Housing
Authority (NHA), the primary agency
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involved in socialized housing, took
most of the burden. From Phpl2.6
billion in 2017, the agency's budget
was slashed to Php3.2 billion in 2018.
It should be noted that 79 percent
of the NHA's 2018 budget goes to
housing projects intended for the
Armed Forces of the Philippines and
the Philippine National Police, while
the rest, or 21 percent, is allocated
for various resettlement programs
involving informal settler families.

In general, budget appropriations
should focus on housing develop-
ments and end-user financing.

Increased Socialized Housing Ceil-
ingCap

Currently, the price ceiling for social-
ized housing is set at Php450,000,
which pales in comparison with the
economic housing ceiling of Phpl.7
million. Note that the last price
ceiling cap increase is Php50,000
and Php450,000 for socialized and
economic housing, respectively. The
increase in ceiling may draw atten-
tion from stakeholders to partake in
socialized housing projects where
most of our current housing backlog
originate.

Institutionalized Tax Holidays

National and local tax benefits are
enshrined in Republic Act 7279 (Ur-
ban Development and Housing Act
of 1992). Its main purpose is to draw
participation of the private sector in
housing projects and the reduction
of housing costs. However, there
were reported delays in securing tax
rulings from the Bureau of Internal
Revenue (BIR), which hampered pro-
duction of mass-housing projects.
Tax exemptions should be processed
swiftly with minimal documentation
requirement, i.e. vouched housing
projects by key shelter agencies
should suffice, subject to BIR audit.

Passage of Relevant Legislatures in
Housing

There are several pending bills
relevant to real estate and housing.
Some of these are the bills for the
formation of the Department of Hu-
man Settlements and Urban Devel-
opment, the National Land Use Act,
and the amended Comprehensive

and Integrated Shelter Finance Act.
These bills aim, among others, to
rationalize the use and allocation of
land for housing and other needs,
create a single program and poli-
cy-making arm of the government
for housing and urban development,
and provide access to financial
assistance for individual home-loan
borrowers without access to govern-
ment or private funding.

Strengthening of Local Housing
Boards

The participation of local govern-
ment units (LGUs) through their
Local Housing Boards is an inte-
gral part of creating a sustainable
housing industry. The Department
of Interior and Local Government
had initially created them for the
monitoring of eviction and demo-
lition activities involving informal
settler families within their jurisdic-
tion. However, they should also be
equipped in developing sustainable
communities for the same displaced
informal settler families though
planning and coordination with

key shelter agencies of the national
government.

Rationalized Creditable Withhold-
ing Tax

As it currently stands, the socialized
housing ceiling cap is already at
Php450,000. It must be noted that
the graduated withholding tax rate
was made when the socialized hous-
ing ceiling cap then is at Phpl50,000
only. Re-calibration of withholding
tax rates may benefit housing seg-
ments, other than socialized hous-
ing, insofar as their capital outflows.

Passage of the TRABAHO Bill

There are fiscal incentives already
outlined in RA 7279 but only bene-
fits the socialized housing segment.
The passage of TRABAHO Bill (Tax
Reform for Attracting Better and
High Quality Opportunities), which
is directed at reducing corporate
income taxes, will benefit stake-
holders from the economic to open
market housing segment. Based
on proposals, the corporate income
tax shall be lowered to 20 percent
from a high of 30 percent. However,

some sectors are against the bill due
to the perceived reduction of fiscal
incentives of PEZA- and BOI-regis-
tered entities.

Preparation and Continuous Review
of Land Use Plans

The Local Government Code encour-
ages the continuous formulation

of Comprehensive Land Use Plans
(CLUPSs), while the Housing and
Land Use Regulatory Board (HLURB)
set a maximum land-use planning
period of 9 years subject to review
every 3 years. Based on the data of
the latter, majority of LGUs have out-
dated CLUPs, while a great number
of them have never had one. Land-
use plan can identify suitable land
for development and facilitate its
acquisition for housing projects.

Overall Housing Policy and Process
Review

While there is a pending bill for the
Department of Human Settlements
and Urban Development, the func-
tions of the national and local agen-
cies together with their cross-agen-
cy procedures should be defined
and reviewed to identify gaps and
streamline activities involved in
housing projects. This would mean
faster housing production due to
reduced bureaucracy, which also
means faster investment returns.

Improved Overall Business Environ-
ment

Based on a published study of the
World Bank, the Philippines’ overall
score in terms of doing business

for 2018 is 58.74 out of 100. Figure is
even below the East Asia & Pacific
average of 62.70, topped by Malaysia,
Thailand, and Indonesia. To be more
attractive to foreign investments, the
ease of putting up a business should
be well improved.

The paper was presented by Mr.
Michael R. Mabutol, President and
Managing Director of Pinnacle Real
Estate Consulting Services, Inc.,
during the 27th Subdivision & Hous-
ing Developers Association (SHDA)
National Developers Convention
with a theme “The Roadmap To
BALAI 2028" held on September 14,
2018, at Xavier Sports and Country
Club, Cagayan De Oro City, Misamis
Oriental.
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Contact Information

Michael Mabutol
President/ Managing Director
Tel: +632 859-1021

Email: mmabutol@pinnacle.ph

Leo Doplito

Director, Research & Consulting
Head, Cebu Regional Office

Tel: +63 32 416-6010

Email: Idoplito@pinnacle.ph
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Although high standards have been used in the preparation of this document, this Market Vista report is published for general information
only and not to be relied upon in any way. No responsibility or liability whatsoever can be accepted by Pinnacle Real Estate Consulting for
any loss or damage resulting from any use of, reliance on, or reference to the contents of this document. As a general report, this document
does not necessarily represent the view of Pinnacle Real Estate Consulting in relation to particular properties or projects. Reproduction of this
report in whole or in part is not allowed without prior written approval of Pinnacle Real Estate Consulting. Our registered office is Unit 107,
First Midland Building, Gamboa St., Legaspi Village, Makati City 1229.

Pinnacle Real Estate Consulting Services, Inc. provides a full range of services to local and foreign investors, buyers,
and real estate lenders. It is composed of a team of experienced professionals dedicated to enhancing the value of
client investments throughout the Philippines.

Pinnacle’s primary business lines are real estate asset management and brokerage, real estate closing and advisory
services, and non-performing loan asset management among others.

OUR SERVICES:

Asset Management (REAM)

Asset Sales, Workout, and Repositioning
Portfolio Management

Legal Administration

Investor Accounting and Reporting

Project Management (Community Mortgage,
Redevelopment)

Sales, Leasing, and Marketing
Investment and Corporate Sales
Corporate Leasing

Residential Sales and Leasing
Leisure and Hospitality

Property Management
Building Management
Parking Management
Facilities Management
Caretaker Services
Technical Services

OFFICE ADDRESS:

Head Office

Unit 107 First Midland Building
Gamboa St., Legaspi Village, Makati City
Philippines 1229

Tel: (632) 859 1000

Fax: (632) 859 1088

Website: www.pinnacle.ph

Research and Consulting

Market and Industry Research

Highest and Best Use and Feasibility Studies

Investment Due Diligence/Development and Site Planning

Property Appraisal

Full and Desktop Valuation

Property Inspections

Portfolio Valuation

BIR NAV Valuations

Plant, Machinery and Intangibles Valuation

Property Services

Title Services - Transfer, Document Retrieval, Annotation, COS,
E-Filing

Payment Services - Real Property Tax, Association Dues
Special Property Services - Land-use Conversion, Title Replace-
ment, Ejectment, DAR (VOS)

Loan Servicing

Non-performing Loan Servicing (Special Servicing)
Performing Loan Servicing (Primary Servicing)
Securitization and Loan Pool Servicing (Master Servicing)
Performing and Non-performing CTS Servicing

Cebu Regional Office

2/F VCFI Building Archbishop Reyes Ave. cor. Molave
St. Brgy. Kamputhaw, Cebu City,

Philippines 6000

Tel: +63 32 416.6010




