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cosmopolitan chaos of their neighbors to the south.  As such,
Broward attracts a different profile of buyer than that in Dade
County, and development activity, while proceeding at a rapid
pace, has not reached the levels seen in Miami and its suburbs.

Downtown Fort Lauderdale

The bulk of activity in Broward County is currently focused in Fort
Lauderdale, both downtown and on Fort Lauderdale Beach.  At
least 16 high-rise towers are currently underway in the city.  Down-
town Fort Lauderdale is a more established urban core than
Kendall or the other suburban markets, with a concentration of
retail, entertainment, cultural institutions and offices.  Residen-
tial development in the area, while a recent phenomenon, is the
final aspect of a 25-year city plan to create a vital 24-hour down-
town area.  Eventually, plans call for up to 15,000 additional resi-
dential units in the downtown area.  As of July 2004, one major
luxury high-rise project had been completed and three more were
under construction.  Two projects were completed earlier in 2004.
The Watergarden, a 315-unit tower, was completed in early 2004
with 100% of units sold during pre-construction sales.  As of July
2004, 50 of those units were available on the resale market.  The
350-unit Esplanade Tower also opened after having fully sold
during pre-sales.  Las Olas Riverhouse and Las Olas Grand, both
under construction and scheduled for completion by year-end
2004, will bring an additional 540 units online, many costing more
than $1 million.  In addition, the work has begun to redevelop the
Flagler district just north of downtown, adding thousands of apart-
ments and loft-style condominiums.  The condominium buyer pro-
file in this area is more similar to that in the new mixed-use projects
in the suburban submarkets than to the buyers in downtown
Miami or Miami Beach.  According to a survey by the Fort Lauder-
dale Downtown Development Authority, approximately 70% of
buyers in the area are from Western Broward County.

Fort Lauderdale Beach

Fort Lauderdale Beach is another site of major development, es-
pecially that of condominium hotel units.  Historically, tourists
who choose to buy a permanent residence in the area have driven
much of the demand in the area.  Starwood’s W Hotel chain
recently announced that it is building 170 condominium hotel
units and 500 hotel rooms in a new project along the beach.  The
333-unit Q Club Resort and Residences is currently under con-
struction and scheduled to open in early 2006.  Earlier in the year,
The Atlantic opened with 124 condominium hotel units.  Similar
to Miami Beach, Fort Lauderdale Beach is located on a Barrier
Island and has a limited supply of developable land.

Hollywood, Hallandale, Pompano Beach, and Deerfield
Beach are other areas of significant amounts of new develop-
ment, albeit none of it of the same intensity as the activity in Fort
Lauderdale.

Palm Beach County

Palm Beach County has more available land for Greenfield de-
velopment.  Still, the amount of developable land is dwindling
and land prices are accelerating in the area.  A few large land-
holders, including WCI Communities, Toll Brothers, Lennar Homes,
and Taylor Woodrow control much of the vacant land, most of it
in the northern part of the county.  Strict growth rules in Martin
County to the north add further pressure to supply in Palm Beach
County.  Additionally, locations along the coast and in central
West Palm Beach and Boca Raton, among other eastern cities,
are in high demand.  Condominium development has acceler-
ated rapidly in recent years.  In West Palm Beach, approximately
3,500 condominium units were being built or planned as of Au-
gust 2004.  In the fifteen months to August 2004, The Related
Group sold 650 units valued at more than $190 million in West
Palm Beach.  As in Broward and Miami-Dade Counties, a slew
of new projects are being built or planned along the beaches as
well as in established central neighborhoods.  HomeDevco is
building the 166-unit The Landmark at the Gardens in Palm Beach
Gardens with prices ranging from $400,000 for two bedroom
units to more than $3 million for four bedroom, five-and-one-
half bathroom units.

Suburban South Florida

To the west of the urban cores in the suburbs, suburban sprawl
has reached the urban growth boundary at the edge of the Ever-
glades, and the supply of developable greenfields is increas-
ingly constrained.  As such, developers are turning to infill sites
to accommodate demand for suburban housing.  Mixed-use and
transit-oriented town-center development is beginning to re-
place traditional master-planned communities.  Developers such
as Lennar Corporation, once focused entirely on single-family
home building, are building town homes, zero-lot line homes,
and residential condominiums in master-planned communities
and on infill sites.

Kendall

In central Kendall, across from Dadeland Mall, developers have
responded to the 1999 designation of the area as a Metropoli-
tan Urban Center, allowing higher density residential develop-
ment in the area.  In total, more than 1,500 units are currently
under way, and long-term plans call for housing for 35,000 new
residents in the area.

Dallas-based Fairfield Development is building Fairfield at
Dadeland, a 396-unit 26-story project.  Gulfside Development is
currently building Downtown Dadeland, a mixed-use project with
416 residential condominiums on top of 125,000 square feet of
retail and restaurant space.  The developer reports that sales of
the units, priced from the mid-$100,000 range to the low-
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$500,000 range, have been strong, with almost 85% of units
sold by August 2004.  The Metropolis at Dadeland is a 200-unit
project consisting of two 25-story towers with units ranging in
price from $170,000 to more than $400,000.  The project is be-
ing developed by Terra International Developments, a Chilean
and Spanish group, and the first of the two towers is currently
under construction.

Lennar Development Corporation is Miami-Dade County’s larg-
est homebuilder and has traditionally built single family and
low-rise projects in suburban Miami.  As land becomes scarcer
and the area’s population continues to expand, Lennar too has
jumped into the condominium business.  The company currently
has four suburban condominium projects in the area.  In Kendall,
the company is building the $180 million 515-unit Colonnade
and recently finished 71 units at The Grand.

Other Suburbs

Plans for urban, multi-use, walkable downtowns are also under-
way in Weston, Miramar and Sunrise.  Of these, Codina
Group’s 65-acre Metropica project is one of the largest.  When
completed, the development would consist of 363 condos, seven
restaurants, and 500,000 square feet of Class A office space
surrounding a central plaza.  The site is one of the last available

sites of its size in Broward County.  These developments are
targeted primarily to empty nesters moving from subdivisions in
the western parts of Broward and Dade counties and to other
two-income, childless households.

Although demand for this type of housing among South Florid-
ians accustomed to an automobile-centric lifestyle is still un-
tested, the needs of a maturing population and the limited sup-
ply of developable land will likely support higher density devel-
opment in the future.

Condominium Conversions

The high level of demand for residential condominiums and rela-
tive weakness in the rental market have encouraged a surge in
the conversion of rental apartments to condominiums.  As of
July 2004, more than 10,000 condominium conversions were in
the works.  Rental apartments converted into condominiums
currently account for about 20% of all new condominium sales.
In the first half of 2004 alone, approximately 7,100 apartment
units were sold to investors planning to convert the units to
condos.  The total value of those sales exceeded $1 billion.

Draper and Kramer of Chicago purchased the 334-unit Floridian
apartment project in Miami Beach for $88.5 million, or about

Major Apartment Properties Sold for Condo Conversion, 2004

Sale Date Property Name City Yr. Built Units Sale Price $/Unit

Jun-04 Bay Club Tower Aventura 1990 703 $142,500,000 $202,703
Jun-04 St. James Club Boca Raton 1991 224 $34,900,000 $155,804
Mar-04 Villa del Sol Boynton Beach 2003 312 $36,200,000 $116,026
May-04 Heron Cove Coral Springs 1988 198 $16,100,000 $81,313
Jun-04 Tierra Verde Delray Beach 2003 300 $41,200,000 $137,333
Feb-04 Bridgeside Place Fort Lauderdale 2001 246 $58,100,000 $236,179
Mar-04 Presidential Towers (The Wave) Hollywood 1968 551 $96,000,000 $174,229
Jun-04 Royal Palm Place at the Hammocks Kendall 1990 377 $40,000,000 $106,101
Jun-04 Island Club at Brickell Key Miami 1989 300 $59,500,000 $198,333
Jun-04 Village on Bayshore Miami 2004 437 $75,000,000 $171,625
May-04 Dadeland Village Miami 1960 410 $48,500,000 $118,293
Mar-04 Fontainebleau Park Apartments Miami 1989 268 $23,200,000 $86,567
Mar-04 Dadeland Capri Miami 1968 120 $14,000,000 $116,667
Jun-04 Mirador Miami Beach 1965 1,300 $190,000,000 $146,154
Mar-04 Byron Hall Miami Beach 1970 206 $30,000,000 $145,631
May-04 Villaggio Miramar 2003 292 $43,450,000 $148,801
May-04 Porta Bellagio Sunny Isles 2001 656 $119,500,000 $182,165
Feb-04 St Andrews at Palm Beach West Palm Beach 1993 200 $19,600,000 $98,000

Total/Average: 1985 7,100 $1,087,750,000 $153,204

Sources: Real Capital Analytics
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$265,000 per unit in February of 2004.  The firm plans to convert
the property, located on the desirable Biscayne Bay, into condo-
miniums.

In the Biscayne Boulevard neighborhood, Midtown Equities and
Samuel and Company are redeveloping the Banyan Bay Apart-
ments into 347 condominiums.  Midtown purchased the prop-
erty, renamed Nirvana, in 2003 for more than $35 million; the
sellout, after full conversion, should yield about $75 million.

The Roney Place Resort in Miami Beach has undergone $25
million in renovations since the current owners began condo-
minium conversion in 1997.  The Wyndham Bonaventure Resort
is also being converted to condos.  When completed in late
2005, the property will consist of 252 luxury condos and a 48,000
square foot spa.  In an indication that interest in condominium
conversions was strong through August 2004, ZOM USA sold
the 111-unit The Waverly at Surfside for conversion to condos
starting at a sales price of $240,000 for one-bedroom garden
building units and $300,000 for oceanfront units.
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Outlook

Our risk outlook is for a decline in prices and building activity
during the next three years, with the potential risk of a major
downturn.

It is possible that current levels of development will lead to an
overhang of residential supply.  Although household formation
will be strong in the area through the forecast horizon, with
almost 90,000 new household formations during the next three
years, strong demand may not be able to keep pace with the
large amount of supply projected for delivery.  Furthermore, it is
possible that the bulk of this supply overhang will be seen in the
new condominium market as happened in the 1980s.

If the majority of planned projects are completed, we predict an
overhang of as many as 23,000 unoccupied newly constructed
units by 2007.  However, given the history of planned projec-
tions not being completed in the area, it is possible that fewer
units than are expected will be delivered.  In that scenario, the
as few as 5,000-7,000 unoccupied newly constructed units
would be on the market in 2007, an amount that is not out of line
with historical norms and that could be absorbed in one year or
less.  Our mid-range projection has a surplus developing of ap-
proximately 15,000 unoccupied newly constructed units.  As
construction activity slows, positive net absorption could return
to the market as soon as 2007, but, depending on the number of
units delivered, it could take many years for excess inventory to
be absorbed.

Prices have also become overheated.  Our analysis shows that
condominium prices nationwide are at a premium compared with
the long-term price appreciation trend, and are even more in-
flated in South Florida.  Sales prices at mid-2004 had reached a
56% premium to the long term trend in Broward County and a
42% premium in Miami-Dade County, compared with a 30%
premium in U.S. markets excluding Florida.  As interest rates
rise, investors reallocate assets to different types of investments,
and supply overhangs lead to dwindling speculative demand,
we expect price appreciation to come to a halt.

In our base scenario, prices are expected to decline by 15%
during one to two years before stagnating for three to five years.

South Florida Supply Overhang Over Time
Newly Constructed Condominium Units Vacant for Sale
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Outlook Scenarios:

South Florida Condominium Market

Condominium Value Premium to Long Term Price Trend : RCG Outlook Scenarios:
Dade County 42%
Broward County 55% Soft Landing (25%) 5% Decline over 1-2 Years
Nationally 30% Stagnant Prices for 2-3Years

Contributing Factors to Premium: Base (60%) 15% Decline over 1-2 Years
Interest Rates: Significant Stagnant Prices for 3-5Years
Speculation: Signficant
Increased Investment Allocation to Real Estate: Significant Pessimistic (15%) 25%-30% Decline over 2 Years
Increased Density: Slight Stagnant Prices for 5-10 Years

Source: Rosen Consulting Group

Outlook and Conclusion
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If Latin American economies recover solidly, interest rates rise
sharply, or geopolitical events cause a shock to the market, prices
could fall as much as 25% to 30% by 2006 or 2007 and stagnate
for five to ten years.  Assuming no such shocks take place, it is
possible that the South Florida condominium market could ex-
perience a soft landing in which prices dip slightly and stay
stable at near-current levels for the next two to three years.  If
interest rates stay at historically low levels and local and inter-
national investors continue to have few better alternatives for
their capital, this scenario could prevent a significant decline in
the market.

It is important to note that certain projects and certain
submarkets will likely be better positioned in the future than
others.  Some moderately priced projects could fare better if
demand for mid-priced condominium units is more stable than
high-end demand in the next few years.  Certain luxury high-
rises, particularly those in currently underdeveloped areas, could
perform worse.  Submarkets with less volume of activity and
those conveniently located near employment centers may also
fare better than those that are less appealing to working full-
time residents and those with large numbers of new projects
coming online simultaneously.

Conclusion

Looking forward, South Florida’s increasingly diverse economy
will benefit from its strong trade ties to Latin America, its impor-
tance as a tourist center, and its growing service sector.  The
relative affordability of the area and its high quality of life will
attract businesses.  Strong demographic trends do not show
signs of slowing and will create steady demand for new hous-
ing.  The combination of the area’s tropical climate, existing
tourist infrastructure, and convenient location at the intersec-
tion of the United States, the Caribbean, and Latin America will
contribute to future strength in the tourism industry.  Similarly,
South Florida is expected to draw increasing numbers of sec-
ond homebuyers and retirees as baby boomers age.

These positive economic and demographic trends and the lim-
ited supply of developable land will create a positive environ-
ment for condominium construction in the long term.  Addition-
ally, as established high-density residential nodes reach capac-
ity, the revitalization of central neighborhoods and residential
infill will be necessary to accommodate growth in demand.
Suburban and urban downtowns and underutilized industrial
areas will be prime areas for residential development.

However, the volume and intensity of current activity is a matter
of concern.  While it is possible that South Florida could support
25,000 to 30,000 new condominium units through 2007, it is
unlikely that demand exists to absorb the projected new stock
of as many as 50,000 units during the next three years.  Depend-

ing on the number of current projects that reach completion, a
large number of investors could put their units on the market at
a time when rising interest rates are dampening consumer de-
mand.  In a better-case scenario, many currently planned projects
will be canceled or postponed before construction begins,
thereby limiting the number of units reaching the market during
the next three years.  RCG projects a supply overhang of 5,000
to 7,000 units in this scenario, rising to approximately 23,000
unoccupied newly constructed units by 2007 in our pessimistic
scenario.

The rapid acceleration of prices is also a cause for concern.  We
believe that price appreciation in recent years has led to a pre-
mium in condominium values nationally, and the situation is even
more severe in South Florida.  Although asset bubbles are noto-
riously hard to predict, we suspect condominium prices may fall
dramatically in the next three to five years.  In a more moderate
scenario, prices could stay stable or fall slightly in the short term
before stagnating for two to three years.

RCG identifies a number of risk factors in the South Florida con-
dominium market.  First among these is the sustainability of the
current levels of demand.  Although developers report selling
out new projects in hours or days, many of the buyers at these
projects are investors and speculators who intend to flip the
units without ever occupying them.  Even based on a conserva-
tive estimate that 20% of condominium buyers are speculators,
it has not yet been proven that sufficient demand exists for the
current wave of units slated for delivery by 2007.

Rising interest rates and improving economies in South America
may slow the inflow of capital to Miami real estate, cutting short
current sources of demand for condominium units.  Additionally,
the unprecedented amount of new supply coming online in a
very short period of time poses a risk for lenders and developers
in the market.  Encouraged by low interest rates and investor
interest in real estate, developers have planned or started a
historically high number of units.  As these projects are com-
pleted, it is unlikely that every pre-construction speculator will
be able to flip or close on units they purchased as speculative
investments.  Lenders and developers may find themselves in
possession of units for which little demand exists.

While we are not forecasting a crash in the market, we are
hesitant to endorse the current level of activity in the South
Florida condominium market.  In the long term we are bullish on
South Florida’s economy and real estate markets and expect
the area to grow steadily in the future.  In the short term, how-
ever, caution is merited as prices have risen well above the
historical trend and condominium development is at almost un-
precedented levels.  There are likely to be condominium projects
in the area that will succeed, but as many or more may come
online at a time when demand is declining and prices are falling.




