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Abstract

The spatial, physical and socio-economic conditions of Addis Ababa City, in
general, is by far behind the requirements fundamental to sustain the
livelihood of the city. In addressing the problems of the city, the suggested
government intervention strategies include, among others, the relocation and
resettlement of residents for efficient utilization of potential sites, and bringing
balanced and coordinated investment/development in different parts of the
city, so far, concentrated on the supply side and neglects the effective
demand of the majority of investors.

This study, therefore, aims to assess determinants of investors' willingness to
pay for a particular urban land in the city. The study may help the decision
makers in developing a win-win strategy in urban development sector policy
in terms of achieving economic growth and improved urban development
moreover, it may be an addition to the existing scarce literature on the issue.

Data on the City’s land auction between 1994/95 and 2002/03 is the main
source of data to address the issue of investors' willingness to pay for urban
investment land. Other relevant secondary data are also used as a source of
information. We used probit and multinomial logit model to analyze the
determinants of households' willingness to move to other areas and their
preference to different forms of compensation they would like to accept,
respectively. We used ordinary least square (OLS) estimation to analyze the
determinants investors' value on urban investment land. In addition to
multivariate econometric analyses, univariate and bivariate analytic methods
are used to describe the data.

The study findings indicated that investors' offer value (as measured by their
markup price) for a particular urban land is positively affected by plot grade,
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investors' capital, accessibility to basic services and plot for apartment.
Investment cost negatively affects investors' willingness to pay for particular
urban land. Benchmark or floor price of the plot positively affects their
markup value. The study, in particular, suggests that investment
opportunities should be given to private investors since they are willing to
invest and offer higher price given the investment land has access to basic
social services, and priority is given for some investment sector.

1. INTRODUCTION

1.1  Problem Statement

Ethiopia is currently facing several social and economic problems. Its cities are
confronted mainly with extensive poverty which is characterized, among others, by
environmental problems and underdevelopment of physical infrastructures. Addis
Ababa, the capital city of Ethiopia and head quarter for African Union, accounts for
one third of the country’s urban population. The city is experiencing multiple socio-
economic and environmental challenges to be addressed, one of which being the
provision for a decent life to its residents. Its existing built-up area is characterized by
dilapidated structures, congestion, environmental related problems and poor urban
image, shortage of and low quality infrastructure, basic services and inefficiencies in
land utilization.

According to recent studies by the Office for the Revision of the Addis Ababa Master
Plan (ORAAMP), an estimated 60 percent of the city core is dilapidated, and about a
quarter of all housing units have been built illegally and informally. Shortage of
housing is acute especially for low-income households that account for over 80
percent of the city’s population. Overcrowding and deterioration of housing are
commonplace in the city. As indicated in a study by the Addis Ababa Water Supply
Agency, 82 percent of the population in the city lives in unplanned, high density and
low standard housings, 30 percent and 20 percent of which lack waste water and
kitchen facilities, respectively. Another study by the National Urban Planning Institute
(NUPI) indicates that a substantial proportion of the housing stock in the city is
considered to require upgrading, while about 15 percent is beyond any kind of repair.

In addition to aggravating environmental problems of the city, the lack of service
provision exacerbates the already poor living and working conditions. ORAAMP
reported that only less than 65 percent of the reachable solid waste generated in the
city is collected, the remaining being simply dumped in open sites, drainage
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channels, rivers and valleys as well as on streets. About 67 percent of the people in
the city use dry pit latrine and 42 percent of the existing public latrine facilities are
used by 4 to 9 households and are characterized by overflows. Rivers and streams
have also become open sewers where households’ liquid wastes, industrially toxic
and hazardous effluents are discharged without being treated, hence, negatively
affecting animals and people living along the valleys. The existing sewerage system
is serving only about 15 percent of the City’s population. Likewise, over 25 percent of
the residents are without any kind of sanitation facilities whereby even the existing
latrines are not emptied on time. This glaring shortcomings, coupled with low water
consumption (30 It/day/ person) plus the ever increasing vehicular traffic, posing
sever air pollution and noisy conditions; have aggravated the sanitation problems of
the City. National figures show that these problems are leading causes of acute
respiratory infectious, skin and parasitic diseases, resulting in mortality and morbidity.
Flooding also has had great impact on people who have settled in vulnerable areas of
the city. In 1987, 108 Kebeles (out of 289) and in 1994, 7,655 people were affected in
death and loss of houses, among others (Tewodros and Zeleke, 2001).

There is a marked gap between the demand for basic services and the supply of
those amenities by the City Administration to keep pace with the expectations
emanating from the scale of change the City undergoes. ORAAMP indicates that
basic services (like telecommunication, media, roads, hotels, education and health)
and such facilities as recreational centers in Addis Ababa hardly meet the standards
provided by other competitive African cities.

Addis Ababa has increasingly been expanding haphazardly and horizontally along the
five regional outlets. This experience, however, gives little concern for sustainable
expansion possibilities and only adds inefficiency in land utilization.

In general, Addis Ababa City is characterized by deteriorating environmental
conditions and limited economic development. The spatial, physical and socio-
economic conditions of Addis Ababa City, in general, is by far behind the
requirements fundamental to sustain the livelihood of the City population. The City is
faced with many challenges and it requires embarking on sustainable development
efforts -actions that brings development reinforced by protection of the environment.
The limitations of its current developmental trend and the depth of the existing
environmental problems, coupled with the requirements of the projected population of
about 3.8 million people by the year 2010, entail reexamination of constraints and
opportunities with the aim of devising appropriate measures and strategies for action.
The suggested government intervention strategies, as stated in the Addis Ababa City
Development Plan 2001-2010, include:
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¢ Relocation and resettlement of residents for efficient utilization of potential sites
(basically slum areas) and resources, and

e Bringing balanced and coordinated investment/ development in different parts of
the City, among others.

In relation to the suggested government strategies of bringing balanced and
coordinated investment/ development effort in different parts of the city, studies (see,
for instance, that by ORAMP) indicate that the major causes of uncoordinated and
scattered development and difficulties for private investors include: lack of an efficient
system for redeveloping underutilized areas. Moreover, the lease obstacle and long-
lasting bureaucratic procedures together with resource limitations within the City core
have greatly contributed to that end. The land lease regulation of the City in itself,
particularly during its introduction, has not only faced criticism and rejection from the
City's inhabitants but is also considered the most influential factor for the unhealthy,
haphazard and unbalanced investment environment in the City. A survey report by
the Foreign Investment Advisory Service (2001), for instance, indicated that the costs
(price) of acquiring an appropriate piece of land in the City are prohibitive and some
investors are forced to seek land in other regions. The land lease policy value in the
city varies depending up-on the specific location of a site (which is graded on the
level of infrastructure development supplies such as road, water, telecommunication,
education facilities, etc.).

To this end, the existing land price policy in the City concentrates on the supply side
and seems to neglect the effective demands of the majority of investors in the City.
The implementation of such policy decisions should also focus on the demand as
opposed to the supply side thereby adjusting pricing mechanisms and regulatory
measures. Pricing of land is the key component of an appropriate incentive for
balanced and coordinated investment/ development in the different parts of the City;
moreover, the need to fill the gap of information on the demand side for policy
purposes is timely. Therefore, research on the demand side in order to understand
the fundamental importance of the value the investor places on land characteristics is
crucial.

1.2 Objective of the Study
This paper is, therefore, intends to examine the determinants of investors’ willingness
to pay for land and the relative strength of investors' consideration regarding

investment decision factors. Moreover, it draws conclusions that might help in the
establishment and implementation of policy guide framework.
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1.3 Hypothesis of the Study
The main hypotheses of this study are:

1. investors are more willing to pay for urban land with better accessibility to basic
services

2. investors’ willingness to pay for a particular land also depends on investors
capital,

3. lease period has significant effect on investors’ willingness to pay; and,

4. type of investment has a significant effect on investors’ willingness to pay

1.4 Significance of the Study

The study may help the decision makers in developing a win-win strategy in urban
development sector policy in terms of achieving economic growth and improved
urban development. The results of the study may contribute to the debate that exists
on the land lease policy issue (that has faced a lot of critics from the City inhabitants)
since it focuses on the demand side as opposed to the supply side where current
land pricing is mainly based on infrastructure development. The study may also be an
addition to the existing scarce literature on the issue®.

1.5 Organization of the Paper

The paper is organized as follow. The next section briefly discusses some
background on investment land allocation in Addis Ababa. The methodology
of the paper is discussed in section three. Section four presents the result of
the study, and section five concludes.

2. INVESTMENT LAND ALLOCATION IN ADDIS ABABA CITY

21 The Legal and Institutional framework

Ethiopia's transition to a market oriented economy began with the installation of the
new Government in 1991 and the introduction of an economic development agenda

% Few studies are conducted in a related issues though none of them analyze investor’s
willingness to pay for urban investment land (Abraham, 1995, PADCO (1997) FIAS (2001),
Morisset (2000), Yuming and Stephen (2000), Yuming et. al (1999) and Sevkoye (2003).
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aimed at achieving macroeconomic stabilization and growth. In this development
agenda investment has been considered as an engine of growth and generate
economic benefit. Since then major reforms, policies and institution frameworks have
been established to directly or indirectly promote investment in the country.

The legal framework for the transfer of private land use rights was developed in the
years following the 1991 Transitional Period Charter of Ethiopia, which later (in 1994)
ratified by the Constitution of the Federal Democratic Republic of Ethiopia. Starting
with the investment Code Reform No. 15/1992, the government established the
Ethiopian Investment Authority (EIA) to service investors. And in 1993 a proclamation
(Proclamation No. 80/1993) was officiated for the lease holding of lands, which was
later enacted by the urban land lease holding proclamation No. 272/2002.

A critical step in these legal reforms was the separation of the right to use land from
the ownership of the land, which allowed the state to continue to own the land (means
of production) while creating a tradable claim on land, the 'use right'. The current land
policy in Ethiopia is that land belongs to the state and the people, and no land can be
obtained or transferred other than on a leasehold_ basis. The authority to sell land
leases and determine the terms of redevelopment rests with the Regional
Governments. And the power over land lease by the individual regions is supposed to
increase incentives and opportunities for them to attract investment capital and
promote developments in their jurisdictions.

Moreover, the federal land proclamation has given the power to Regional
Governments to issue laws and regulations for detailed implementation of the
proclamation. The onus for allocating land for investment activities, and creating
leases and setting rentals on land to be transferred to investors rests with them.
Accordingly, the Addis Ababa City Government (Region 14) set-up its own urban land
leasehold regulations in 1994 (Proclamation No.3/1994), which was later enacted by
Proclamation No. 29/2002. *

In this City, land is permitted to be held by lease through auction, negotiation, lottery
systems, assignment or as a form of prize. Though there are various mechanisms
(such as period of grace, lease period and lease payment period) through which the
city government encourages certain investment sectors (particularly social service
investments such as education, health and sport, and large projects), currently
investment plots in the City are made available through an auction system for long-

* According to “Re-enactment of Urban Lands Lease Proclamamation No. 272/2002", lease
means lease-hold system in which use right of urban land is transferred or hold contractually.
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term leases, which ranges from up to 15 years for urban agriculture to up to 99 years
for such as housing (personal and leasable), science, technology, and research and
study. There are no restrictions on the eligibility of bidders for the auctions.

Negotiated bid, where an investor may independently identify a suitable piece of land
and enter into direct negotiations with the city's Land Office, has been an alternative
mechanism to the auction system until the recent enactment of the regulation by the
city government that stipulates plots would only be available through tenders.

2.2 Land auction in Addis Ababa City

In Addis Ababa City, as discussed above, the city government releases public land
for private developers through the auction of land leases. Plots of land are released
for auction openly at the government's benchmark or floor price and the bidders
submit their offer for a particular site in a closed envelope. The auctions are open to
all interested developers and there are no restrictions on the eligibility of bidders.
Each auction site has specific land use parameters to be made public through media
and to be posted on the City's bi-weekly newspaper Addis Lisan. The location
(Woreda, Keble), type of development, floor price, lease period, lease payment
period, lease grace period, etc. for each auction site are made accessible to the
bidders. Land auctions in the City, therefore, can be characterized as common value
auctions in that the developers' valuations of the sites are based on the same land
use parameters and the same underlying market conditions.

2.3 Land auction floor price setting in Addis Ababa City

Currently government auction floor prices in Addis Ababa are set based on the
development condition of the specific site. This condition gives weights to the
topography of the site (slope, soil type and texture/morphology, bearing capacity,
hydrology, etc.), its existing and planned engineering and economic infrastructures
(road, drainage, sewerage, electricity, transportation and communication, water,
business area, etc.), its access to social and administrative infrastructures (health,
education, police stations, fire-extinguishing, stations, sport and recreation, worship
place, green areas, etc.), housing condition (function, typology and condition, etc. of
the house), and urban plan of the city (land use and function, and building blocks).

Moreover, the floor price of a specific plot in the city depends whether the plot is in

the Central Business District (CBD): areas with access to transport and
communication that attract more people and socio-economic activities, Zone of
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Transition (TRZ): areas in between the CBD and SUR, and Suburban and Urban-
Rural Fringes (SUR): areas that are good for residence.

Accordingly, plots in the city are graded in 5 levels and the auction floor price of a plot
in the city is set as in Table 1.

Table 1: Bench mark/ Floor price in Addis Ababa City

Grade Floor Price (Per M2)
cBD TRZ SUR
1 1297 796 273
2 1181 719 230
3 1018 622 167
4 835 525 147
5 688 427 -

Source: Addis Ababa City Government Bench Mark Price Map, 2002.
3. METHODOLOGY
3.1 Data type and source

The main data source in this paper is the Addis Ababa City Government land auctions
between 1994/5 and 2002/03. During this period more than 7000 plots are auctioned in
43 rounds. The data on all rounds of auctions are made available from the Land
Administration Authority of the City. However, the available data on auction rounds 1 to
40 and round 42 were not adequate and hence are only described in this study.
Moreover, auction round 41 and 43 do not only represent the current land market
scenario in the city but also they included a good number of auction plots and bidders
(about 472 bidders). And hence this data set, after it is made complete from various
sources, is used in our multivariate analysis for 366 bidders. Relevant documents from
the Addis Ababa municipality and Master Plan Office and other relevant documents have
also been used as secondary sources. The Addis Ababa City Government Bench mark
price map has been used as a source of information. Moreover, other relevant data are
extracted from the recent land lease implantation and land market report (1987E.C -
1995E.C) of the Land Administration Authority of the City.

3.2 Data analyses

Both descriptive and Multivariate-analysis are used to analyze the variation in the
offer prices against observed auction and land market variables in the City.
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The information obtained from the auctions is described using percentage.
Multivariate analysis is used to estimate a function that relates bidders' offer to the
observed auction site characteristics. The estimation of this functional relationship
helps to understand the relative strengths of the characteristic variables on the
bidders decision to offer for a particular site.

The estimation equation is specified using the Ordinary Least Squares (OLS) method as®
MUP; = oy + 2;:1- Bij-sij *+ &i..

Where MUP; is the markup of the price offered by bidder i over the bench mark floor
price of the specific plot he/she is competing, « and g are parameters of the model,
S; is a set of J auction plot characteristic/explanatory variables (as specified in the
Table 2), and ¢ is prediction errors.

Variables Specification

Markup price This variable is defined as the fper m2 amount (in Birr) investors/ bidders offered
for a plot minus the floor price of the plot. This difference is considered in the
analysis as the willingness to pay of the bidder/investor for the auction plot.

Size of the auction plot | Auction plot size in M2

Sector of Investment DIND 1 if plot is for industry and O if otherwise
DDIF 1 if plot is for different purpose and 0 if otherfwise
DAPP 1 if plot is for apartment and O if otherwise

Access to basic | The bench mark land price map of A.A. City labeled plots in the city in to five

services grades where Grade 1 plot is with batter development condition, and so on. Thus
access to basic services here is specified as. 1 if plots is Grade 1, 2 if Grade 2, 3
if Grade 3, 4 If Grade 4 and 5 If Grade 5.

Distance from the | 1 if the plot is within the central business district (CBD), 2 if within the zone of

center transition (TRZ) and 3 if within the suburban and urban- rural fringes (SUR)

Bench-mark price

Capital

Plot Grade as per the
Addis Ababa City
Government plot
grade criteria

Investment cost

The floor price of the plot at the time of the auction, as a measure of the value of
the site.

The amount of capital and/or loan capacity of the bidder as registered by the city
government during the auction

Plot grade as per the Addis Ababa City Government plot grade criteria. 1 if plot
grade is ll5, 2 if Ill; 3 if [l 4 if I3 5 if V.

The amount of investment cost that the investor is expected to incur when
developing the auction plot.

® Yuming and Stephen (2001) used a similar OLS specification in their event study snalysis to
government/and auctions in Hong Kong to detect economic profits that land defvelpers are able to earn on
their land acquisitions. They used OLS regression, among others, to regress abnormal returns of land
developers against auction site characteristics.
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4. STUDY FINDINGS

4.1 Investors' Value of land in Addis Ababa City
411 Description of land auctions (Round 1 to 43)

So far the City Government of Addis Ababa carried out 43 rounds of lease auctions in
the years between 1994/95 and 2002/03. These auctions are described in Table 3
below. And currently, the city government launched its 44th lease offer comprising of
98 plots of land worth over 100 million birr.

Table 3 suggests a number of points. The number of auctions launched each year is
not the same: only 1 round of auction is launched in 2001/02 while 7 rounds in 1994/5
and 1998/9 each. The number of plots available to auction increased each year
except for 2001/02 and 2002/03. In 2001/02, in particular, only 41 plots are made
available. Revenue collected from sell of land does not show a sharp increase across
the years, however, the revenue in 2002/03 show a drastic positive change. The ratio
of the number of bidders to number of available plots increased as of 1999/00. In
2002/03, for instance, about 14 bidders have been competing for a plot on average.
On the other hand, there has been a huge gap in the number of plots made available
for auction and the number of plots sold. Except for 2001/02, only very few
percentage of the available plots (for instance only 15 percent in 2002.03) are
actually sold each year.

Table 3: Description of land auctions in Addis Ababa City

2 o
) = 9 Plot of land
Auction 5 @ 5 2 0 = ot of lan Down Yearly
Year No 683 63 g = sold payment payment
) ze>32z5 |22 (in Birr) (in Birr)
@ InNo. [ InM
1994/5 1st-7" 95 NA - NA | 81,818 11,145,260 NA
1995/6 8th -11" 160 NA - 17 | 52,532 5,948,980 6,115,025
1996/7 12th -15" 592 NA - 47 | 546,366 46,718,240 1,520,321
1997/8 16th -20" 696 355 | 0.51 29 | 241,417 26.109,943 1,656,445

1998/9 21st 27" 822 471 0.57 42 | 230,175 22,469,797 9,421,000
1999/00 28th -32"™ 2631 489 0.19 53 | 326,073 18,941,072 9,088,988

2000/01 33rd -37" 2311 987 0.43 52 | 135,547 24,010,524 | 12,873,390
2001/02 39" 41 419 10 91 | 117,947 18,364,567 7,181,952
2002/03 | 40th- 43rd 325 4551 14 48 | 152,646 | 337,896,541 7,559,578

Source: Adapted from Report of Land Administration Authority, November 2003.
Note: NA= Data not available.

As seen from the point of view of the number of bidders versus the number of plots
available for bid, the data shows excess demand for land. On the other hand, it is
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vivid from the data that a huge percentage of the available plots are not sold
consistently in each auction round. These suggest that investors or bidders could not
ultimately buy (leased) the plot once they have been participated in an auction.

4.1.2 Auction Land Markup Price and Characteristics (Round 41 and 43)

This section describes the variation in the auction land markup prices offered by
investors, during auction round 41 and 43, against the characteristics of the auction
land.

A total of 472 bidders have been participated in the Addis Ababa City land auction in
round 41 and 43. As seen in Table 3, more than half (53 percent) of the total bidders
were competing for plots that were made available for different purposes while 25
percent, 21 percent and only 1 percent of the bidders were for apartment, industry
and for fuel station plots respectively.

Table 4 also shows that the mean markup price (per M2) offered for plots that are
made available for different purposes is high (Birr 865.85) with standard deviation of
Birr 681.11 and very high range of Birr 3015, between the minimum (Birr 5) offer and
the maximum (Birr 3020) offer. On the other hand the mean markup price offers for
industrial plots is the lowest (Birr 211.61) with standard deviation and range of Birr
185.62 and Birr 1170.12 respectively.

Table 4: Mean auction land markup price by Investment sector

The mean markup price offer for Grade 113 plots, as described in Table 5, is the highest (Birr 934.13) with
standard deviation of Birr 808.41 and a range of Birr 2485.00. The average markup price for Grade 1113
plots, on the other hand, is the lowest (Birr 213.06). Moreover, a highest difference (Birr 3015) between the
minimum and maximum offer is observed for Grade 112 plots while a lowest range (Birr 486.67) is observed
for Grade 1V2.

. . . 2
Bidders ge Standard
Deviation
Industry 20.55 211.61 1.00 1171.12 1170.12 185.62
Different purposes 52.97 865.85 5.00 3020.00 3015.00 681.11
Apartment 25.42 563.46 33.00 2920.00 2887.00 427.12
Fuel station 1.06 359.67 3.00 753.36 750.36 339.04

Similarly, the study result on mark up price of plots based on their grade level
indicated that the mean markup price for Grade lI; plots, as described in Table 5, is
the highest (Birr 934.13) with standard deviation of Birr 808.41 and a range of Birr
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2485.00. The average markup price for Grade lll3, plots, on the other fhand, is the
lowest. Moreover, the highest difference (Birr 3015) between the minimum and
maximum offer is observed for Grade Ill, plots which is Birr 213.06 whilst the lowest
range is observed for Grade IV, in which case it is Birr 486.67. Table 5 whows the
result of the study.

Table 5: Mean auction land markup price by Plot grade

Plot % of Total Auction Land Markup price (Birr per M2)
Grade Bidders Mean Minimum | Maximum Range Standard Deviations

I3 5.51 934.13 3 2488 2485 808.41

I 6.57 341.95 71 1171.12 1100.12 249.92

I, 47.46 911.21 5 3020 3015 690.90

I3 18.64 213.06 1 944 943 174.72

IV, 3.39 411.09 166.33 653 486.67 120.9

V3 18.43 483.63 33 1234.12 1201.12 231.83

The result also shows that the mean markup price for plots in the zone of transition
(TRZ) is Birr 934.13 with a range of Birr 2485 between the minimum and maximum
markup price offers. And this mean value is greater than the mean markup price (Birr
632.54) offered for plots in the suburban and urban-rural fringes (SUR), however, the
markup price range (Birr 3020) for plots in the SUR is larger than that of TRZ. It is
also observed that the mean markup price offer for plots with relative poor access to
basic services (for instance, Birr 422.54 for Grade 3 plot) is lower than those with
relatively better access to basic services (for instance, Birr 842 for Grade 2 plot).
Moreover, relatively higher markup price range (Birr 3015) is observed for Grade 2
plot than that of Grade 3 plot (Birr 2487).

Differences have also been observed in both the means and ranges of the markup
prices offered for plots in auction round 41 and 43. The mean markup price for plots
in round 41 is Birr 698.50 with a range of Birr 3019, while in round 43 the mean
markup price is Birr 472.36 with a range of Birr 1201.12.

The pattern in the auction land markup price offer by bidders, as seen in Figure 1,
does not follow (either positively or negatively) the trend in the size of the auction plot.
The figure also shows that the number of bidders for a particular plot does not
depend on the size of the plot.
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Figure1: Pattern in markup price, plot size and number of bidders
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In general, the above description suggests that the auction land markup price offered
by investors varies across the different characteristics of the auction land. In
particular, it varies across the types of investment sector the plot is meant for, plot
grades, its distance from the main center and its access to basic services. The
description also suggests that there is a marked difference between the minimum and
maximum markup price that investors are offering for a plot. Moreover, the auction
land markup price offer by bidders is not affected by the size of the auction plot.

5.2 Determinants of Investors Willingness to Pay for urban land

Since land auctions in Addis Ababa City, as described earlier, are open to bidders,
land auctions in the city can be characterized as common value in that the investors'/
developers' valuations of the sites are based on the same land use parameters and
the same underlying market conditions. Even if the land market in the city can predict
the winner with a positive chance, it is unlikely that the market can predict the winning
price, as the predictability of the price would defeat the very purpose of the auction.
The competitiveness of bidding at the auctions and hence the price land
developers/investors offer for a particular site in an auction is individual and is
affected by observed and unobserved characteristics of the site. This section
examines the factors determining the amount investors are willing to pay (markup
price) for a particular auction plot.

Multivariate analysis can give better information and greater insight into the factors
that affect investors’ willingness to offer for auction plot. In our analysis stepwise
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deletion of variables is used to identify explanatory variables that better influence the
explained variable.

The final results of the multivariate analysis are presented based on the Ordinary
Least Square regression model. Such a presentation helps to examine whether or not
investors willingness to pay, as measured by their markup price, bids are related to
the auction characteristic variables systematically or not. The obtained results are
presented in Table 5

The F-value, 14.921, shows the overall model for the estimates of the OLS regression
as a good fit. Also the adjusted R squared, 0.256, illustrates that the regression
explains 25.6 percent of the total variation in investors willingness to pay i.e, markup
price for auction land. This implies that the introduced explanatory variables in the
estimated equation are not the only variables that affect investors’ markup price for
land. This is certainly the case; a number of other factors (such as human factors)
can also explain the variations in WTP bids.

The result also shows a negative and highly significant coefficient for access to basic
service. It confirms that investors are more willing to pay for plot with better access to
basic services (see section 5.3.3. how this variable is specified). This is inline with
our expectation and the result also complement the auction plot bench mark setting
criteria of the Addis Ababa City Government which assigns a higher price for plots
with relatively better development conditions. The same positive and significant result
has also been obtained for land grade explanatory as per the city government plot
grade criteria. However, our result on the relationship between investors WTP for a
plot and the distance of the plot from the center of the City shows insignificant
coefficient for the later variable, even at 10%. It can be said; therefore, that distance
from the center is not a critical important factor that investors are taking into
consideration in their decision to offer for auction plot in the city. This is inline with the
recent report of the City's land administration authority, which suggested a upward
revision of bench mark price setting in the eastern part of Addis Ababa such as 'CMC'
and ‘Bole Kotebe' areas.

The sign of the coefficient for bench mark/ floor price variable is positive and
significant. As this variable is specified as a cite value variable, it is expected that
investors are willing to offer more for the plots with higher site value, particularly in the
absence of finical constraints.

The OLS estimation result shows that the coefficients for investment sector dummy
variables have the same positive sign for apartment plot, industrial plot, and the plot
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for different purpose. However, only the former is significant. That is investors
decision to offer for auction land is not importantly affected whether or not the auction
plot is for industrial and/or different purposes. On the other hand, they show more
willingness to pay for apartment plots than otherwise.

The capital variable, as specified by the amount of capital and/or loan capacity of the
bidder/investor as registered during the auction, is shown to be positive and
significant. This resembles to the general demand theory that income and demand
are positively related except in the case of inferior goods. The result shows that
bidders with higher capital tend to have more willingness to pay for auction land.

Table 6: OLS regression estimation (Investors WTP for land)
Dependent variable: Investors Markup price for auction land

No Explanatory variables Coefficient t-statistics Mean Sta?d?rd
values deviation
1
2 Auction plot size -0.039 -0.260 2221.67 1484.3638
3 Plot grade 0.455 1.679* 3.01 7815
4 Dummy for industry plot 0.127 0.547 0.27 4420
5 Dummy for apartment plot 0.232 2.065** 0.05 2107
6 Dummy for plot for different purposes 0.312 1.292 0.68 4691
7 Access to basic services -0.441 -2.848** 2.31 4637
8 Bench mark price 0.699 2.598** 242.7 108.3565
9 Bidders capital 0.085 1.842* 940353 4398079.0
Investment cost -0.124 -1.719* 3474737 1923537.4
*** Significant at least at 1% R squared = 0.274 No. of observations = 366
** Significant at least at 5% Adjusted R squared = 0.256 Mean of dep. variable = 696.65
* Significant at least at 10% F- value [10, 355] = 14.921 Stan. dev. of dep. variable = 668.52

Source: Study result
Note: Independent variables are defined in Section 5.3.3 of this paper.

Our result also suggests a negative and significant coefficient for investment cost that
the bidder is expected to incur when developing the auction plot. A higher cost means
less profit and hence do not attract bidders, at least in the shorter run. The negative
sign of the coefficient for investment cost variable shows that investors/ bidders are
less willing to pay for auction land which incurs high investment cost.

The coefficient for the size of the auction plot is negative though highly insignificant.
The negative sing suggest that as auction plot size increases investors tend to offer
less for the plot. This can be that as plot size increases, total offer price will increase
and hence make the bidder reluctant to pay more.
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Moreover, the available auction price data on lease period, payment period and grace
period of the auction plots each include only single/ constant value and could not be
included in the model.

5. SUMMARY AND CONCLUSION

The spatial, physical and socio-economic conditions of Addis Ababa City, in general,
is by far behind the requirements fundamental to sustain the livelihood of the city. In
addressing the problems, the suggested government intervention strategies include,
among others, bringing balanced and coordinated investment/development in
different parts of the city, and relocation and resettlement of residents for efficient
utilization of potential sites.

Therefore, this study aims to assess determinants of investors' willingness to pay for
a particular urban land in the city.

Data on the City’s land auction between 1994/95 and 2002/03 is used to address the
issue of investors' willingness to pay for urban investment land. Other relevant
secondary data are also used as a source of information.

We used ordinary least square (OLS) estimation to analyze investors' value on urban
investment land to analyze investors' value on urban investment land. In addition to
multivariate econometric analyses, we also used univariate and bivariate analytic
methods to describe the data.

Accordingly, study findings indicated that investors' offer value (as measured by their
markup price) for a particular urban land is positively affected by plot grade, investors'
capital, accessibility to basic services and plot for apartment. Investment cost
negatively affects investors' willingness to pay for particular urban land. Benchmark
or floor price of the plot positively affects their markup value.

The study concludes that investment opportunities should be given to private
investors since they are willing to invest and offer higher price given the investment
land has access to basic social services, and priority is given for some investment
sector.
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