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Abstract:

The paper described the position of market cycth@rguality of office property investment advice
given by property managers in Victoria Island Ladégeria. Previous study in that location had
established the presence of a steep market wateedre 1995 and 2014. This study further ex-
amined the various factors normally consideredhggé managers in counseling the office prop-
erty owners with a bid to determine their levelkobwledge and importance placed on market
cycle in rendering such services. The study wasreey research in which data were collected
through well-structured close-ended questionnairaiaistered to the office property managers /
investors with variables capturing quality of massgadvice on a 5 point liker scale with their
mean scores calculated; while Kendall coefficifitancordance W was employed to identify the
level of agreement that exist among these managkeesfindings underscore managers’ consider-
ation of market cycle in that locality for a periofiten years while given advice but that most
managers’ emphasis was on market value trends.dtladtcome trends had earlier been noted as
a misleading and deceptive form of market perforreaand managers must be careful in its usage.
The managers’ rating further revealed lack of kremlgle and application of the market cycle indi-
cators; and that managers lack data storage arig@pesearch credibility which could bear on
their quality of advice on when to let, purchaseadll, start a new development or convert existing-
use, or wait for ripe period. The second analysisried that there was no significant agreement
at 5% level in the ranking of the variables managensidered while giving advice to their clients;
an evidence of lack of cooperation among manageifssi study area.
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1. INTRODUCTION

Office property is a type of commercial property that its gnits vary from high-
rise office blocks mixed with shopping malls, purpose built offizeplex to open
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halls (Olusola, 2008). It often constitutes investiinfor many real estate owners/
investors due to its highest profile property rgtand promiscuity of location in
Central Business Districts and sprawling officekgarAt its most fundamental
level, the demand for office space is tied to conigel business activities, require-
ment for office workers, and the average spac®ffiee worker for services such
as Banking and Finance, Accounting, Insurance, 8sate services, Management,
Administration and Medical services. As these "eddollar” jobs grow, there is
greater demand for office spaces (Stephen and 15t2002).

Generally, office property is very germane to threrall economic and busi-
ness activities of any growing city. It plays ayeital role in any economy as it
generates substantial income and employs millidrigeople thereby supporting
the nation’s growth and sustainability. However grewth and regular flow of
income from office property investment is not bem#fbeing affected by the eco-
nomic condition prevailing at any given time. Hentde trend in office property
market has always been influenced by various faittaisare both internal and ex-
ternal to the property itself.

Property market cycle constitute one of these s¢¥arces that affect buying,
letting, financing and returns accruing to the stees. The real estate market cycle
can be traced to Whitten (1987) riding the inflatwycle, as four-phase cycle de-
fined as (1) recession, (2) recovery, (3) expanaimh(4) contraction (oversupply).
Barras (1994) noted that the cycle is a logicalisege of recurrent events reflected
in demographic, economic and other factors thacaBupply and demand for prop-
erty subsequently influencing the property markée Royal Institution of Char-
tered Surveyors (RICS, 1999) described it as reatitout irregular fluctuation in
the rate of all property total return which als@agent in many other indicators of
property activity but with varying leads and lagaawst the all property cycle. The
Appraisal Institute (2001) explained it as the gsstve periods of expansion, peak,
contraction and trough that characterize the dgtiof the real estate market. In
Scott and Guy (2000), the property market cycliowesd a predictable pattern that
normally reveals three distinctive phases beingbéalowed by slump followed
by recovery before the next boom commences Thittie property market cycle
is unimpeded, it will always follow this pattern adboom cannot precede another
boom without first experiencing a slump followed &yecovery before the next
boom can arrive (Kieran, 2008). This implies ttesilproperty market cycle often
poses three or four phases and their length of tittlein each phase varies geo-
graphically among property types.

An analysis of the influence of this market cydtetbe office property invest-
ment in Victoria Island area of Lagos state is exaohin intervallic terms, owing
to the fact that office property spaces have rededrsensitively to the changes in
economic conditions overtime. The area is chosendassical example of an area
that developed rapidly. It was originally desigmhates an upper-class residential
area (Lawal, 2000). Many private companies, retaites, commercial banks etc.
aggregate in the metropolis due to overcrowdinipénold business district on La-
gos Island. The demand for commercial propertiedoudbt increased especially as
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the working group grew overtime. An increased dedrfan office property causes
an increase in rents/ property values becausesdbtices of supply and demand.

In early 1990s, the property investors/ ownersfaced with some distortion
within the office property zones with cases of atmared, not fully let and vacant
office spaces within Victoria Island and the retuaxpected being unrealized. By
mid 2000s the same area began to witness suddesmdetimat outweigh the stock
of off ices supply for letting. Giving advise thenthout proper knowledge and
understanding of the market cycle can be misleadiiogforestall this scenario,
when to expect downturn or upturn market in boficefdevelopment and invest-
ment together with other possible risks and indisi@nvestors are likely to face can
be explained with the turns in the market cyclen8gesearchers have confirmed
the existence of property cycle in various reatestarkets (Brown and Kim, 2001
and Wang, 2003). This eventually led to pertinergsgions that include: what was
the nature of market cycles within the last twoatkxs on office property invest-
ment? and what was the position of the market dpdiee quality of advice offered
by the office property managers ? Answers to tipesgnent questions become the
main thrust of this study.

2. LITERATURE REVIEW ON OFFICE MARKET CYCLES

The review of literature showed that studies onean office property market
cycles are scanty. In fact, most studies in the@fbroperty market analysis have
not been on market trends and performance in Nig€muojine,1994; Oladapo,
2000; and 2004). So far most of the research irapgrty cycles has been limited
to the residential sector and available ones werkustralia, China, USA and U.K.
property markets. Earlier studies by Pyhrr and B@d906), Pyhrr (1989, 1999),
Barras ( 1994), Dispasquale and Wheaton (1996 Baiidh (1996) offered a com-
prehensive treatment of the concept and key deficlivaracteristics of commercial
property cycles with no substantial empirical suppo

The property market cycles have been noted asethdts of two possible
mechanisms. On the one hand, exogenous busindestypcks — such as inflation
rates and interest rates, finance chain etc. wayelts a cyclical influence on office
property prices. On the other hand, there arensitricharacteristics of the real es-
tate market that tend to amplify these exogenooslks) causing overproduction
of properties and generating endogenous cyclestWineypes of cycles often co-
exist as exogenous induced endogenous cycle airdrétetive importance may
differ across sectors and regions.

Clayton (1996) described .the property cycle agchigequence of recurrent
events reflected in factors such as fluctuatinggs; vacancies, rentals and demand
in the property market However, there are distordiin property cycles, one being
the physical cycle of demand and supply which deffees vacancy and that in turn,
drives rents (endogenous) and the other beingrthadial cycle where capital flow
affects prices (exogenous). Trass (2004) furthptaéxed the property market cy-
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cles as market occurrences that are predictableran/short term patterns wit-
nessed under three distinct stages known as bdamp ind recovery. The cycles
are predictable in that booms (expansion) are nigyrfalowed by slumps (con-
traction) and then market recovery, which gives tsthe next boom as the cycle
continues.

Previous works highlighted the features of eacthe$e phases as distinctive
factors that market counselors need to be convevaémand understand vividly
in their time to time contact with investors, dexggrs and users of developed prop-
erties (Whitten,1987; RICS, 1999; Appraisal Ingdtu2001; and Trass, 2004).
What is observed during the boom/expansion phadedas: demand continues at
increasing levels, creating a need for additiopakcs, low vacancy rates coupled
with few mortgage/forced sales on debt financedperty; new construction fi-
nance is easy to obtain and there are a numbeewflending facilities making
borrowing easier; rapid rental growth are expemehahich some observers call
‘rent spike’ The cycle peak point is where demand supply are growing at the
same rate of equilibrium. Apart from this, the timheéakes for a property to sell
after being listed for sale reduces markedly; prgpprices rise; yields fall as
prices rise proportionally more than rents riseer¢ghare and investors borrow
against their increased property values and sggad t money on consumer This
period often turns most investors to speculatoth tie impression/ expectations
that price growth will continue and that there viaél no subsequent slump phase,
but later in the boom, the media turns its attentmthe reduced affordability of
property.

The second phase which is the period of contratdigmp commences after
peak/equilibrium point. Most participants do notagnize this peak point as va-
cancy rates is at lowest initially, but as supplgveth become higher than demand
growth, vacancy rate rise back towards the long i@bsorption average. As more
stock is released to the market , rental growtlwsl@he longer and bigger the
preceding boom, the longer and harder the subsegluenp is likely to be. Market
participants then realize that the market has tudwvn and their commitment to
new construction should slow or stop.

The third phase is recession period occur whemtrg&et moves past the long
term occupancy average with high supply growth kwd or negative demand
growth. A rational property owner when discovergdtitheir rental rates are not
competitive, then lower rents to capture tenanisy to cover some property run-
ning costs.

The recovery phase, being the last is always mhbonter than the recession
or slump phases. At the bottom point, occupaney its trough. What is observed
during the recovery phase includes; increased mmdscash flows; the length of
time to sell a property reduces; property pricagitbto increase. As this continues,
positive expectations about the market allow owriergicrease rents at a slow
pace. Eventually each local market reaches its l@mmm occupancy average
whereby rental growth is equal to real growth.
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3. MARKET CYCLE INFLUENCE ON OFFICE
PROPERTY INVESTMENT

Historically office property investment have beeariad to have a cyclical pattern
of returns normally due to the influence of offidevelopment cycle exacerbated
by product of lagged relationship between demarntsapply (Barras ,1994). The
development cycle itself is product of differerdges that could be predictable but
are rarely regular as the length and depth ofrtensity of each stage within the
cycle are influenced by the driving factors in tfaional economy and their effect
on property demand and supply. The stage coulcebeadd driven, conglomera-
tion of external factors such as political, econgnmvestors’ confidence, vacan-
cies, high/low interest, lending exchange and fidtarates (Oyebanji, 2003).

Returns from office property can thus be highlyiedas the market tends to
be sensitive to economic performances. That isc@firoperty cycles are results
of two possible mechanisms; exogenous businesseyshocks) and endogenous
property market (attributes). They both interactémse condition that generates
endogenous cycle in the property market. The pettdre cycle exhibit are there-
fore often differ across property sectors and sftiations.

No doubt , office property have high operating sahie to the facilities that
enhance the effectiveness and efficiency of theipiecs. So when a newly devel-
oped office stays longer in the market or whereatang period of newly developed
property is prolonged, it can have substantial ichppa the returns from the prop-
erty.

However, in Nigeria, office property market hasebserved to be largely
speculative (Omuojine, 1994). Developers were nfidedonstruction without de-
mand analysis and pre-arranged tenants, but raétsed on the anticipation of po-
tential demand, which may not be feasible for sewgzars due to time lag between
when construction works are initiated and complgtesivis,1996). Apart from
this, the market itself often lacks perfect infotioa regarding the volume of new
development in the market. The aftermath resuhascurate data on supply and
demand that can capture market analysis and pieukct

Dobberstein (2000) broadly classified factors resjiae for real estate cycles
into three namely, endogenous, exogenous and plegibal influences. The en-
dogenous are the imperfections in the property piatiat ranges from existence
of time lag between when decision to develop metphmsis to construction and
the full absorption by the users. The exogenouséntes occur in form of demand
shocks of different sizes arising from the moverséntthe main economic varia-
bles, structural changes, change in space — timerdiion and the growing ecolog-
ical consciousness in the nation. Apart from the, tthhe market participants due to
their human nature have equally been found to frapact on the market cycles.

Nevertheless the knowledge and understanding ofietiteires of each stage
within the market cycle of any property sectoreonfgo a long way to reduce or
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prevent the risks of developing /investing, puramgiselling, and letting/occupy-
ing office property within any locality, region andtion at large.

4. SCOPE OF STUDY AND RESEARCH METHODOLOGY

Victoria Island (VI) is an affluent city situatedithvin the boundaries of the Eti-
Osa Local Government area of Lagos State. Thedskas originally entirely sur-
rounded by water — bordered by the Atlantic Ocearthe south, the mouth of
the Lagos Lagoon on the West, the Five Cowry Cteg¢ke North and swamps on
the East. The colonial government began the prooédsgling in the eastern
swamps to reduce mosquito breeding areas (Lagest3ttap, 2008).

Victoria Island was later designated as an updoale@lensity residential area.
Failing infrastructure and overcrowding in the blgsiness district on Lagos Island
and a subsequent planning permission led to coniah@roperty development and
mass migration of commercial activities over thst laventy-five years. Today,
Victoria Island is one of Nigeria's busiest centrdanking and commerce, with
most major Nigerian and international corporatitieadquartered on the Island
(Lagos Master Plan, 1985).

This Victoria Island (V1) which has now assumed thedern Central Busi-
ness Districts (CBDs) of Lagos metropolis, has belemsen because of its large
percentage of rented office properties such asgsetp built office complexes,
shopping malls with mixed uses for banking spaces

This study therefore covered office propertiesat#d along major roads
within the commercial axis and inner areas of Mietdsland. The research has
been limited to market transaction over twenty (2€ars taking into cognizance
the fact that the economic trends in Nigeria wittiis period has fluctuated greatly
and rental values of office properties have vapeaportionately .

The research methodology adopted survey desigre el target population
are the professional property managers often edeio as Estate Surveyors and
Valuers in Nigeria. The practicing one among theitthe study area constitute 260;
a figure obtained from the 9th edition of the dioeg of their professional bodies
(NIESV and ESVARBON); while a total of 260 officegperties one from each
firms was retrieved from their managing files. Datre collected through a set of
close-ended questionnaire designed for the propedyagers. The data require
from the property manager include: the charactesisif the office properties being
managed, time taken to let, market position basethe market cycle indicators
for those periods, frequency of their advice toedepers/owners and market pa-
rameters used in giving their advice. The data wesdysed using descriptive sta-
tistics of weighted mean scores on a 5 — point ldaale of very important:5, im-
portant:4. Undecided:3. Less important:2, and uwoirtgmt for the parameters used
in giving their advice. The Kendall coefficientafncordance (W) was further used
to express the level of agreement among managessos ranking of the parame-
ters.
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R; - sum of ranks assigned by all thgudges
k - number of sets of ranking

N - number of objects ranked

3_
2. 2N haximum possible sum of the squared deviatiorh@sumS which

would occur with perfect agreement amanmankings.

5. DATA ANALYSIS AND DISCUSSION OF RESULTS

In this study, the office property managers perfedrdual role, firstly as a provider
of services relating to office property investmdatisions in the market; and sec-
ondly as the advisers that carried out the lawfsiriictions of the investors/ owners
of property in both letting and management of tiffice® property, Hence data
needed from the office owners are obtained thrabgh property managers.

In Table 1, most of the respondents have long yafarsanaging office prop-
erties, as about 70 percent (23;, 18; 28 %) haea besanaging office property for
more than a decade. This outcome suggests thatdhgers are well experienced
in the management and market operation of theeffioperty.

The physical structure of the office property ia gtudy area are in many floor
levels., More than 75 percent ( 6, 18., 21. 32.%4his property have their number
of floors above 6 storey buildings. This impliesithhe office properties in this
location are purposely built for commercial acigdt and such confirms that the
right type of real property is being studied.

The property market transactions period vary fov tenants to occupy vacant
office spaces . The highest percentage of the nelgmis 36.92 perceive that it takes
between 4 and 6 months to let an office properhjileronly 9 percent says an office
property can be let within one to three month. Timplies that an office property
with several floors takes different periods toyu#t all the floor spaces depending
on the stage of the market cycles.
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Table 1.Characteristics of Office Property under Managemen
Frequency | Percentage (%)

Years of Managing Office Property

Between 1 and 5 Years 38 15
Between 6 and 10 Years 42 16
Between 11 and15 Years 60 23
Between 16 and 20 Years 46 18
Above 20 Years 74 28
Total: 260 100

Number of Floors within the Property

Between 1 and 5 58 22
Between 6 and 10 84 32
Between 11 and 15 55 21
Between 16 and 20 48 19
Above 20 15 6
Total: 260 100

Time Taken to Let Office Property

Between 1 and 3 months 21 8
Between 4 and 6 months 72 28
Between7 and 12 months 30 11
Betweenl12 and 24 months 38 15
More than 24 months 99 38
Total: 260 100

Source: Field Survey, 2014.

Table 2 gives an insight into the market positibthe office property within
two decades spanning from 1995 to 2014 in Victtsiand of Lagos State. Data
relating to the market indicators for each yearddrt@ined from the office property
management files of those respondents that hang bethe market property man-
agement practice since the year 1990. The stuaygnéred four phases within the
market cycles for these two decades (periods betd@85 and 2014) . The market
position eventually showed a cyclical wave thatdregith recession (between
1995 and 1997), to recovery ( between 1998 and )2t@0&xpansion/boom (be-
tween2002 and 2007), to contraction/slump (betva888 and 2010), to recovery
(between2011 and 2014).

It must be noted that supply of office propertyotighout these two decades
were on the increase, but the demand and the wacates changes differently
across the years. Investors or their fund manageed to take caution and study
these two elements that fluctuate in order to aubiwbnceived decision that may
not be worthwhile in the short term or long ternsiba



Table 2. Office Property Market Cycle Position for Two Decades in Victoria Island (between 1995 an

Indicators 1995 1999 | 2000 | 2001 | 2002
Supply Increasing Increasing Greater tha | Greater thai | Greater tha Increasing Increasing Increasing Increasifg Increasjng
demand demand demand
Demand Begin to Less thar Begin to Beginto | Increasiniat | Increasiniat | Increasiniat | Increasing Increasin Increasing
increase supply increase Increase slow rate slow rate slow rate slowly slowly slowly
Vacancy . . : Decreasing t{ Decreasing t( Decreasing t| Decreasing t| Decreasing t{ Very
Rate High High High balanc balanc balanc balanc balanc very low Low
Positive Positive Positive
Rent No growth No growth No growth No growth No growth No growth No growth growth growth growth
Ig/loasrilt(i%tn Recession Recession Recession Recovefy Recovdry Recovery RecoVery Exparfsion  Expafsion  Expapsion
Indicators | 2005 2006 2007 2008 | 2009 | 2010 2011 | 2012
Supply Increasing Increasing Greater tha Increasing Greater tha Increasing Increasing Increasing Increasifg Increasjng
demand demand
Increasin Strongly Strongly Increasin
Demand 9 greater than| greater than| Decreasing| Decreasin 9 Increasing Increasing Increasing Increasifg
slowly slowly
supply supply
Vacancy | Decreasing t| Decreasing t( Balanced High Very high Decreasing t| Decreasing t| Decreasing t{ Very low Very low
Rate balance balance balance balance balance
Positive Positive Pastive Positive
Rent growth growth growth No growth | No growth| No growth No growth No growth No growth growth
Ig/loa}s,rilt(i%tn Expansion Expansion Peak Slump Slump Slump Recovery Recovery Recoverly Recovely

Source Field Survey, 201.
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The result of Table 2 revealed the level of impactaplaced on certain vari-
ables by office property managers in offering adwa letting, selling or develop-
ing a new property to the property owners/ investdhe trend in market values
was ranked first showed that managers depend nmudttends in giving their ad-
vice. This was followed by the state of the econpfollowed by feasibility and
viability studies and marketing strategies normalhgployed was ranked fourth.
Market cycle with its attending indicators was redlsecond to the last variable
while owners influence on what happen in the mar&keked the last. The implica-
tion of these results was that the managers uradetisiy of what constitute market
cycle indicators (as shown in Table two) was ndttptbear much while offering
advice at whatever stage of the property investnagt management. Market
trends had earlier been observed in Omuojine (1894)misleading and deceptive
way of describing market performance. Advice basedeasibility and viability
studies could equally be shrouded with a lot ofeutainties. The state of the nation
economy could either mar or make the market; uh#tional economic state was
often revealed by the level of demand and suppti Wieir vacancy rates which
market cycle captured.

Table 3.Variables Considered by Property Managers in @ffeAdvice

Less Not

VEUELIES Important [Important | Uncertain |Important |Important RIl
(3) (2) (1)

Feasibility & Viability Studies 650 280 30 60 20 80. 3
Market Value Trends 900 200 15 30 10 0.89 1
Market Cycle 500 320 15 90 30 0.73 5
Marketing Strategies 600 320 30 60 20 0.7p 4
Owners’ Influence Prevalil 350 320 30 140 30 0.6p 6)
State of Nation Economy 650 320 0 60 20 0.8L 2

Source: Field Survey, 2014.

In the Kendall Co-efficient of Concordance (W) arsé8 being used to show
whether the managers’ rankings were in perfectaageat; the maximum statistical
responses of 20 were randomly selected from thenZ@itagers using the table of
random numbers in Microsoft Excel. The degree gbeistion among k sets of
ranking (very important:5, important:4. Undecided:8ss important:2, and unim-
portant: 1) of N ( 6 Variables specified in tableed were put in K by N matrix
form (Table 3).

Using the formulal¥ = 0.0678; calculated = 475.02 while S from the sta-
tistical table at 5% levet 764.4 then it could be inferred that (since th&om the
table was greater thahcalculated) the managers’ sets of ranking werepedd-
ent; andiW = 0.0678 showed that maximum disagreement exist amongrihye p
erty managers in the market parameters used toaglviee to property owners
finvestors in the study area.
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Table 4. Randomly Selected 20 Responses For ConcordancesSoyp Managers
Feasibility | Market Market | Marketing | Owners’ Nation

&viability trends cycle strategies | influence | economy
Very Important:5 50 85 35 40 40 75
Important: 4 28 08 20 32 20 04
Undecided: 3 00 00 00 03 03 00
Less Important 2 04 00 08 02 06 06
Not Important 1 01 01 04 02 03 01
R; 83 94 67 79 72 86
(R — 17,)Z 8.07 191.55 173.19 1.35 66.75 34.11

Source: Field Survey, 2014.

6. CONCLUSIONS

This study had provided useful hints on the releeanf property market cycles in
the office property investment market. It had beepirically deduced that demand
and supply factors were key indicators of comméreiice property market cy-
cles, and their condition determined each of thgest that could be experienced in
the market cycle. Hence, the property managers st the knowledge of the
market cycle in order to give appropriate advica thust be time specific to their
clients/ property owners during letting and manageinof the office property. The
determination of the market position was basechendecision rule earlier estab-
lished in theory concerning the features expeategbich phase of the market cy-
cles. It must be noted that the cyclical naturéhefcycle experienced in the study
area was steep in slopes because of long periegpainsion phase between 2002
and 2007 periods. The phases were not proportignatéorm in this study, hence
the advice to give at a particular period or yeaust be defensible and justified.

The managers’ rating revealed lack of knowledgeapnulication of the mar-
ket cycle indicators; and that managers lack datage and applied research cred-
ibility which could bear on their quality of advice when to let, purchase or sell,
start a new development or convert existing- useait for ripe period. The second
analysis inferred that there was no significaneagrent at 5% level in the ranking
of the variables managers considered while givithgice to their clients; an evi-
dence of lack of cooperation among managers ittty area.

Hence, property managers or analysts must embadledaration and create
research units that monitored property transactimes a long period of their firms
establishment, generate descriptive analysis df gata that would subsequently
lead to informed and explicit judgment in their lifggwith clients.

In addition, government policy formulation in comsttion industry, eco-
nomic reforms and empowerments must draw theingthefrom research findings
and the professionals in the built environment nigstnvolved in the implemen-
tation of their economic development policies.
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