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— Introduction

This article explores the importance of property
valuation as a function of a modern land
administration system (LAS), with particular
focus on its relevance in helping address some
of the challenges faced by developing countries
that need infrastructure for fair and equitable
taxation, better land use control, efficient
property and credit markets and access to

international capital markets. Such infrastructure,

including property valuation, is essential in
formalized property markets to encourage
domestic as well as foreign direct investment in
land, which is necessary to economic growth and
wealth creation.

In the past two decades, forces such as
globalization, securitization of real estate, growth
in capital markets, climate change, changing
demographics and enabling technology continue
to drive the need for sophisticated national
concepts in integrated land management. At
one end of the spectrum, in North America
and Europe, elements of land administration
systems (including property valuation) are being
integrated into seamless business lines, where
clients have focused access to a suite of property-
related services that inform their decisions in
changing global property markets. Real estate
service providers are shifting their business
models through strategic thinking and business
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planning, force field analysis, re-engineered
business processes for cross-functional
operations and improved service delivery,
accompanied by development of international
professional standards.

At the other end, developing countries in
South-Fast Asia and Africa are receiving advice
through internationally funded projects about
how to establish the basic operations of a land
administration system and to introduce the
fundamentals for functional property markets.
Of the 227 world nations, approximately 40 can
claim to have formal comprehensive property
markets (Williamson and Wallace, 2007).

Emerging property markets — including
examples like Thailand and India — represent
investor-driven demand for valuation services.
Aless well represented need for valuation
information to support decision-making lies in

FIGURE 1:

Global view of a modern land administration system’

Efficient Land Market
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Land Tenure: the allocation and
security of rights in lands; the legal
surveys to determine the parcel
boundaries; the transfer of property
or use from one party to another
through sale or lease; and the
management and adjudication of
doubts and disputes regarding rights
and parcel boundaries.

Land Value: the assessment of

the value of land and properties;
the gathering of revenues through
taxation; and the management and
adjudication of land valuation and
taxation disputes.

the demand by multi-nationals and developed
countries for large land tracts in developing and
least-developed countries in Africa, Latin America
and South East Asia. Demand that has recently
escalated due to factors such as climate change,
climate obligations, political support for agro-
fuels, and trade liberalization — factors which
were exacerbated by 2007-08 food crises and the
finandial crisis of 2008. Although information is
scanty on individual transactions, their scope is
evident in the single deals which have been as
large as 1.3 million hectares.’ Such land concession
decisions, made in the absence of functional land
administration systems (providing for secure
land tenure, land use control and land valuation
information) can increase conflict and make long-
term impact evaluation difficult.

Foreign direct investment (FDI) in land"
has received little attention in past. However,

Land Use: the control of land use
through adoption of planning

policies and land use regulations at
national, regional/federal, and local
levels; the enforcement of land use
requlations; and the management and

according to a recent German study, the
magnitude and relevance of FDI'in land is
growing rapidly. And while FDIin land in
developing countries brings many benefits to
developing countries, the commercial pressures
on land are worldwide and not always positive —
particularly where policy- and decision-makers do
not have the benefit of information from efficient
LAS, which exist in formalized property markets.

Valuation professionals can contribute
significantly to fill the decision-making
information vacuum in developing countries,
and consequently benefit their own professional
development.

— Valuation:

a pillar in land administration
A land administration framework helps provide
valuation experts with context for how their

Efficient Land Use Management

v v

Land Development: the building

of new infrastructure; the
implementation of construction
planning; and the change of land use
through planning permission and
granting of permits.

adjudication of land use conflicts.
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FIGURE 2:

Evolutionary stages to support formal property markets’
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services relate to other professionals in aiding
policy- and decision-makers to achieve multi-
dimensional goals in sustainable development (i.e.,
economic, social, environmental and cultural). As
Figure 1 indicates, valuation is an essential pillar of
the modern land administration system whether
one is considering property markets in developed
or developing countries. Land administration
systems (LAS) provide the framewaork for policy
implementation and support information
transparency necessary to efficient land markets
by drawing together the four land administration
functions of land tenure, land value, land use

and land development 2 Professional appraisers
should understand how these functions are
inter-related and may even take them for granted
when working in mature property markets that
are prevalent in developed countries. However, it is
important to recognize the paradigm shifts that are
occurring in modern land administration systems
in developed countries, and equally important to
consider how valuation contributes to the land

administration systems that are being created in
developing countries. The latter is our focus in this
article, as we consider the need for shifting from
informal to formal property markets in developing
countries.

—>» Baseline: moving from
informal to formal property
markets in developing countries
There is evidence of significant correlation between
development of effective land administration
systems and the transition from informal to
formal property markets." Before considering the
interaction between land administration systems
and property markets, itis helpful to consider what
informal markets are, and why their transition to
formal property markets is generally desirable.
Property markets may be described as more
or less formal according to the extent to which
market activities are authorized and supported by
government. (Williamson and Wallace, 2007)
Informal markets have met local needs in
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the local property markets of some countries for
many years. People have relied on local authorities
to recognize and validate local land transactions
and transfers. Where there was limited need for
regional or international property markets, people
tended to place greater trust in local officials

and locally held records. Where public trustin
central governments is not strong, and where
corruption is commonplace, it is seen as preferable
to trust local people. There can also be resistance
to a movement toward formal markets where
central governments introduce onerous property
transaction fees and taxes, especially where people
do not understand the broader benefits associated
with a formal property market.

QOver time, as property markets mature in
developing countries, there is risk that locally
approved transfers will not be recognized by the
government or by the courts. But, governments
need to tread carefully in the transition to more
formal markets to avoid exacerbating land tenure

i security problems, thereby potentially increasing



conflict, as evidenced by eviction of land occupiers
in some developing countries. Early projects,
focused on land titling, have shown benefits such
asimproved access to credit, increased land values
and tax collection, but, as discussed later, such
narrowly focused projects are not sufficient to

the development of comprehensive, formalized
property markets.

We have said that formal property markets
are defined by the degree to which governments
authorize and support the LAS. Thus, a key to
success is that governments understand their role
in reducing corruption and building public trust in
land administration to achieve the desired benefits
(e.g., increased tax revenue, land use control,
wealth creation, economic growth and access to
international capital markets).

Williamson and Wallace, 2007 have described
a five-stage evolutionary model whereby
property markets advance from bureaucratic land
distribution (e.g., in post-war periods) to complex
commodities markets designed to help quide
development of land administration systems,
including valuation services, to promote a country’s
economic development (Figure 2).° Advancing
through each stage — from land trading (3),
through land market (4) to complex commodities
market (5) — requires greater sophistication and
support from valuation professionals in order
to develop the investor and public confidence
necessary to success in international market places.

—>» Helping to huild capacity in
the shift from informal to formal
property markets

Also key to successful transition to formalized
property markets is the ability of developing
countries to draw on the collaborative experience
and expertise of professional practitioners to
expedite the transition, which has taken decades
to accomplish in developed countries. Building
capacity in the LAS of developing countries may
be seen as an important part of the infrastructure
needed to support global markets and to
address growing global challenges like climate
obligations, recent food shortage crises or the
2008 finandial crisis. In other words, building

LAS capacity is broadly beneficial and presents
professional growth opportunities for LAS
(including valuation) service providers and their
professional organizations as they continually
adjust to increasingly global business and market
environments.

Successful transition to formal property
markets requires building capacity among local
property market participants, i.e,, creating an
awareness of the risks related to their informal
markets and an understanding of mechanisms and
advantages related to market formalization. A key
focus in successful transition to formal property
markets is development of the cognitive capacity
of property market participants. As Williamson and
Wallace state, “any transitional process needs to

FIGURE 3:
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start much more with people’s attitudes, than with
building GIS and titling programs.”

As appraisers know, people do n0t own land;
they own rights to land — commonly referred to
asa‘bundle of rights. Those Tights, in whatever
form they take, require valuation to facilitate
decision-making in formal markets. So, bridging
the gap from informal to formal property markets
necessary to effective participation in regional
or global markets (advancing from Stage 3 to
5in Figure 2), means building the capacity to
understand and benefit from abstract notions
about the ‘bundle of rights.’ Creative ‘unbundling’
and commoditization, supported within a LAS
frame, needs to be enabled by building the
capacity of market participants to understand the
nature of the commodities. This capacity is critical
to shifting local market participants from simple
land trading, to creating and marketing abstract
land rights and complex commodities, related to
property. Williamson and Wallace illustrate the
complementary nature of cognitive capacity with
the three ‘pillars, which have traditionally been
understood to support land markets (Figure 3).
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market participants for, and public confidence
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the systemic capacity in the developing country
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to deliver property market services — including
valuation.

Essentially, the developing country requires
ascalable valuation system that builds public
and investor confidence to meet initial policy
requirements for supporting taxation and land
use control policies, but with an increasing
capability to deliver the professional services
necessary to valuation of complex entities such
as property related derivative commaodities and
‘unbundled’ land rights. This emphasizes the
need for professional capacity, in tandem with the
jurisdiction’s responsibility to build infrastructure
to engender investor confidence by providing for
rule of law, public services capacity and a national
capability to attract FDI and compete for capital in
international marketplaces.

Valuation professionals can play key roles
in helping the developing country to build a
functional valuation system that supports the
transition from informal to formal property
markets. Areas in which valuation professionals
can contribute include all those necessary to a

needs within the broader land administration

system. A few areas where professional/technical

advisors can help the transition to formal markets
include;

- development of national policy around valuation
(e.g, related to property tax — periodic and
transfer taxes, land use control mechanisms,
investment and financial vehicles);

- creation of the legal and legislative framework
to support early policy objectives such as
property taxation and land use controls;

- development of governance and institutional
frameworks, and collaborative professional
organizations to enable valuation functions, and
sustain public confidence;

+ Creation of valuation capacity — including
education, training and continuing professional
development; best practices benchmarking and
adaptation; and technological innovations to
meet local needs;

- adaptation of valuation standards and
methodologies appropriate to country

circumstances and culture;

+ specification of codes of conduct and

development of professional practices that are
respected in international property markets;

~  information management, related to property

databases (ensuring transparency, accessibility
and affordability of information to support
domestic and international decision-makers);
and

« public relations, education and awareness.

- There are significant challenges to building
capacity in property valuation in a developing

© country — valuations that support local market
requirements, but also support evolution to
mature property markets, i.e, to encourage wealth
- creation and economic growth, but not at the
expense of destabilizing land tenure, creating

- conflict or exacerbating local poverty. If they take
time to learn the local culture, Wester societies
have the expertise and experience to provide

- such quidance, and, in turn, they can benefit from
building collaborative relationships and expertise

. that are a necessary preface to their own success in
functional property valuation system that supports
government policy, and meets market participants’

responding to global property market trends.

Conclusion

Paradigm shifts are occurring in land
administration systems world-wide, responding
to global trends and the changing requirements

- ofinternational market participants. Developing
countries need to build capacity in their LAS,

. induding property valuation systems. And
professionals in developed countries need to grow
their knowledge and awareness to help ensure

. that clients, at home and abroad, are better served,
and that valuation services continue to be relevant
in a changing environment.

Appraisers and their professional organizations

gain by contributing to coherent land management
. policies and to continuing improvementinland
administration systems. Developing reliable

- valuation systems and building capacity to deliver
valuation services throughout the evolutionary
stages of international property markets are an

- integral part of that challenge.

As appraisers gain a better understanding of

- global issues, they are introduced to collaborative

Canadian Property Valuation voLUME 54| 80Ok 2| 2010 Evaluation Immobiliére au Canada

opportunities that allow meaningful contribution

to poverty reduction, economic growth and wealth

creation through more efficient and effective
property markets. .
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NOTE

This is a condensed version of this article. To read
- thearticle inits entirety, please visit
- http://www.aicanada.ca/cmsPage.aspx?id=168



