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Bumpy road to reality

Luxury real estate flounders as real incomes fall

By Jeff Neumann

n some ways, reality is finally settling in

with real estate developers in Lebanon.

After years of unprecedented growth, the

sector is waking up to the harsh effects of

a continuing global financial downrorn,

Political and humanitarian crises in

Lebanon and Syria have had a direct ef-

fect on sales and have increased investor

wariness. And the ever-shrinking avail-

ability of feasible land has compounded an al-

ready chronic shortage of it in such a tiny country.

With those factors in mind, rwo clear trends

are emerging this year: a move toward what some

developers are calling “affordable” housing —

smaller homes in Beirut selling for under

$500,000 per unit, by their measure — and the

construction of gated communities on the periph-
ery of Beirut.

Along with this, the contnued demolition of

many of Beirur’s cultural landmarks — from the

classic French and Ottoman-style homes and
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storefronts to nug]euﬂl ancient ruins — in favor
of luxury towers continues at a rapid pace. Legal
and political wrangling over the city’s Roman-era
Hippodrome downtown is unlikely 1o reach a res-
olution anytime soon, while Beirut's Phoenician
port was rorn down on June 28,

While the country is without reliable and com-
prehensive figures for the real estate industry,
across the board indicarors suggesr construction
has tailed off. In the first quarter of 2012, the
number of construction permits issued across
Lebanon was down 3.5 percent over the same time
last year, according ro figures from the Association
of Engincers of Beirut and Tripoli. Also in the first
quarter, cement deliveries were down 4.2 percent
over 201 1. Put simply, it has been a rough vear for
the sector.

A more affordable future?
While it has become more noticeable now, the
rush ro build smaller, less expensive residential
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flats in Beirut is not exactly a new endeavor for
some developers. According to Ziad Karkaji, real
estate development manager at Premium Projects,
his firm was ahead of the curve, *We anticipared
demand for small to medium sized apartments
two years ago, before many others,” he SAVS.
Karkaji points to properties in Ashrafieh where,
he says, “we offered apartments starting from
178 square meters (sqm) in a very prime location
where other developers were still offering 400
sqm to 800 sqm units,”

A relative newcomer to this segment of the
residential property marker, Nabil Sawabini,
chairman of MENA Capital says, “We started to
notice just over a vear ago that there was a shift
towards medium to smaller-sized apartments, and
the shift was principally because the price per
square meter went up .considerably and people
simply could not afford the larger apartments
anymore.” After years of catering strictly to the
highest-end buyers, MENA Capiral is looking to
its new Bella Casa — a three-tower residential de-
velopment — to broaden its portfolio of proper-
ties and, in turn, appeal to a bigger segment of
potential homeowners,

According to the latest World Bank figures,
Lebanon’s gross national income per capita as of
2010 was $8,228, which puts it around the re-
gional average. But it should be noted thar “af-
fordable™ property, at least in the terms that local
developers commonly refer to, pertains to a rela-
tively small portion of society and purchasing
power in Lebanon is overwhelmingly skewed to-
wards a small, and richer, segment of society.

Pascale Saad, chief execurive of Elic Saad
Luxury Apartments (ESLA), savs that even
though luxury apartments are where developers
have traditionally made their largesr profits, the
reality is that many Lebanese are now looking to
spend well under $250,000 on a primary resi-
dence. “Once we got to a point where we saw
that apartments were not being sold, we had
to really rake a look ar the demands of y
people,” she says, adding that “if A
developers do not move in (
this direction they are not go- F:‘nfm"“ :
ing to be selling,” 5

And it is not only of- j"'
fering smaller living e

b
spaces that  will ,d;ff
keep the sector &
afloar during a a
downturn, Some
developers, like
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Karim Bassil, founder of BREI Real Estate In-
vestment, are looking at any way possible to re-
duce operating costs and overheads, and with
good resules, “We have reduced our prices con-
siderably in order to sell, and we have reduced
our margins drastically,” he says. “We have
done this before other developers and now we
are really selling fast.” There seems to be a reti-
cence in the industry to admir the true extent of
the problem as Bassil declined to give specific
figures relating to falling margins, as did
every other developer EXECUTIVE spoke to
tor this special report.

However, Bassil says that despite these
measures, “It is so difficult to find an op-
portunity that can fulfill the requirements
of the market. I am looking and I can't find
them. People today are asking so much for

their properties.”

) Going gated

This year has seen a steady stream

i 9 of announcements for new, self-
. contained gated communi-
N ties in areas surrounding

Beirut. For MENA Capi-
tal it is Bella Casa near
the Adlich round-

about in Beirur.

= ESLA has also
joined in, with jrs
newly announced Boutchay '

Hills project, which will over-




(FIEINI \

look Beirut. When completed, it will be a massive
complex of 51 buildings with 550 apartments
ranging from 80 to 300 sqm each, and an addi-
tional 7,000 sqm of green public areas for its resi-
dents’ communal use,

Demand for gated community living is high, too.
In just the first two days of availability, ESLA sold
roughly 70 percent of Boutchay Hills.

Gated communities are meant to provide respire
from a crowded metropolis, usually
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very best of ciry living, which is abour connecting
with family, friends, and a ‘life vou've always
dreamed about’, offering urban life with all the
amenities of a metropolitan center, and the added
comfort of security of an exclusive community,”
Bagaeen writes. “Although privacy and exclusivity
feature prominently in the material advertising of
these sites, there is no mention of the older mecha-
nisms, such as kinship and social solidarity, which
gave rise to the form of rraditional cities historical-
ly associated with the Middle East.”

For now at least, a full-blown exodus from ur-
ban Beirut has not taken shape. But a combination
of marketers preying on people’s security concerns
and selling an escape from congested city living,
in addition to exorbitant prices per square meter
in Beirut, the future could be a different story.

In search of green
With the apparent sector-wide shift roward
both sequestered and sensibly sized living spaces,
nearly all developers are starting to push the use of
“green” technology — everything from on-site re-
newable energy sources to waste composting —
for their new projects. Most Lebanese developers
are late to the “eco-friendly” game and are rush-
ing to cash in on whar has been a profitable glob-
al enterprise for some time. Bur Karim Makarem,
director ar Beirut-based Ramco real estare advi-
sors, is skeptical of some companies’ claims.
“There are developers who are genuine and care
abour the environment, but there are many others
who don't quite understand what it means and
they are using the word ‘gréen’ ro encompass a lot
of things,” he says. “Ir is slightly misused as a
word. There is very little appetite from end users
for green projects which leads one to believe it is
more of a [public relations| stunt than a real
movement.” Marwan Youssef, sales manager at
Seven Invest, boasts of his compa-

with wide-open spaces, self-con- & ny’s new 30-unit “One” communi-
tained shopping areas and a feeling 'TthE are dE":’EIﬂFEﬁ ty in Ain Saade — where villas sell
that one does not need to leave their 'h'hﬂ' are genuine ﬂﬂd for between $2 million and $3 mil-
immediate area for anything if they care about the lion each — and its commitment to
so choose, The appeal is clear. But is environment hl.ﬂ Ihere environmentally friendly practices,
a move toward this kind of living f such outfitring homes with solar
necessarily a good thing? are many l}fhEl'S 'Jlfhﬂ panels and rain warer filters. Near-

In a chapter on the Middle East
in the book “Gated Communities:
Social Sustainability in Contempo-
rary and Historical Gated Develop-
ments”, Samer Bagacen argues that gated commu-
nities are stifling real, urban neighborhoods in
many of the region's cities,

“Gated living is being advertised as offering the
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don’t quite understand
what [green] means”

ly half of the site’s original 1,000 or
so native pine trees will be cur
down during construction, but he
says cach fallen tree will be re-
placed by two more. It is an ambitious project
that benefits from sitting at the higher-end of the
market, making its commitment to eco-friendly
standards a tangible and affordable asser,
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No longer a Gulf haven

A key component of demand in Lebanon looks
to be shying away as the conflict in Syria spills in-
to Lebanon and a steady stream of warnings by
governments in the Gulf urging their citizens to
stay clear of the country have clearly hurt the
rourism industry. These warnings, most notably
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by the United Arab Emirates, Bahrain and Qarar,
may not have a direct effect on potential property
buyers, but the overall political chmate thar
spurred these warnings certainly does. A mid-June
Bank Audi report on the real estate sector states
that property sales to foreigners dropped by 20.3
percent last vear, the first vear of the Syrian upris-
ing and a year that started off with Lebanon
trudging along without a government. Five steady
vears of foreign property purchasing in Lebanon
has finally dried up.

That leaves developers EXecunive spoke to
with one main target market: the Lebanese dias-
pora, which has always played a huge role in the
real estate marker, and little seems to be changing.
“Our main target is Lebanese living abroad —
people who have saved money for the last 10 years
and want to keep a pied-i-terre [foot on the
ground) here,” says Youssef of Seven Invest.

Dark days ahead

According to Lebanon’s Real Estate Registry,
transactions across the country contracted 6.7
percent in total value last year, whereas in the pre-
vious five vears annual growth registered at 32
percent on average. The first quarter of this year
is looking somewhat better, with the number of
transactions up 4.0 percent year-on-year. Like
nearly every developer and analyst, researchers at
Bank Audi arrribute this slump largely to local
political disputes and regional instability.

The effect on the sector is clear. As Pierre Bou
Jaber, CEQ and Partmer at Ven Invest Holding
says, “l am bearish for the next five years to
come, at least.” And some are even more pes-
simistic about the current state, such as Bassil of
BREI Real Estate Investment, who estimates that
Lebanon is perhaps in just the second year of a
10-year long shump.

“Today Beirut is so difficult. | may be wrong,
but with such an oversupply of flats that will be
finished in maybe two vears, Beirut is going to
have an enormous amount of empry flars,”
Bassil says.

On the whole, developers know thar the glory
days of unchecked growth are over and are adapr-
ing accordingly. But in the lean years ahead, those
who are the quickest and most adept at change
and forecasting trends will stand the best change
of sticking around for the next upswing, whenev-
er thar mighr come. 1




