Appeared in Cyprus Times 18 May 2008


Economic isolation doesn’t afford immunity
Whilst stuck in traffic trying to weave my way through Girne this week I was stopped next to an estate agent’s window and I was pleased to see they had a new apartment development where the original asking prices appear to have been slashed by 20%.   This I believe is the first time I have seen new build properties openly marketed at a substantial discount from the previous asking prices, and I thought to myself someone in the business is at last facing reality.
Sadly my views were tarnished later in the day when I met a developer for a client to try and sort out final snagging issues on a long overdue house.  I drew to his attention that the aluminium windows are of a very basic, if not poor, quality – they don’t fit, wind whistles around them and there are sharp roughly cut protruding edges.  His response in defence on the quality of the product – yes they are cheap but so is the price of the house.  After a double-take I asked how he had arrived at this view when my client has paid over £250,000 for a house he would be lucky to get £150,000 for in the present market for re-sale properties.  He thought I was talking rubbish and told me the property was easily worth £500,000!  He is even considering building more and asking £700,000!! I did ask if he means 500,000 YTL but no he is confident there are foreign buyers out there prepared to pay these prices!  I thought to myself this guy has been working in Zimbabwe and has got used to inflationary forces there where you need a suitcase full of Zimbabwean dollars to buy just a loaf of bread!
There seems to be a feeling here with some developers that the economic isolation from the world also means this part of the island will not catch the financial cold that the rest of the world is suffering or beginning to suffer.  I believe these developers have a lot to learn.  I know they are now beginning to focus their eyes on more buoyant parts of the world for custom, with adverts for estate agency staff with knowledge of Russian, but with property values tumbling throughout the world there are places that will be considered more attractive for the Russians to invest their oil and gas fuelled money in.
Any Brits that have been to the UK in the last six months will know that the UK property market is on its knees, it is no longer easy to get a mortgage and there are empty shops where estate agents used to be.  People say this is only the beginning and it may even get worse, with future property values being in discussion at a recent cabinet meeting where they were suggesting property values may drop by 15% in the UK this year alone - and I am sure that’s after some sweet-talking by Politicians trying to talk-up the market, but the worldwide financial pressures mean it is outside even their control.  Easy mortgages are certainly a thing of the past and whether the banks will learn from the turmoil even the larger of them have gone through in the last six months we will have to wait and see but it is unlikely that self-certification or stupid multipliers of income will ever be available again.  All this means there must be readjustment in the market - which is bad news for anyone who is mortgaged to the hilt.
These readjustments certainly affect foreign home buying and the state of the property market in Spain has made international news over the last few weeks, with features on the state of the market there on BBC television, The Times and, would you believe, in publications as obscure as The Tehran Times!  There are certainly some parallels in the Spanish foreign home property market.  Spain has long been a destination choice for Britons, just as Cyprus has been, however recent land scandals and the attraction of less expensive emerging markets has meant the demand from British buyers has declined in recent years.  Last year corruption on the Costa del Sol left British property owners fearing they would lose their Spanish homes which had been built illegally on protected land. The ‘Land Grab Law’ saw other ex-pats financially out of pocket where land could be taken from them by the local council and they receive as little as 10% of the value of their property in compensation, sometimes with a further sting in the tail where they additionally found themselves liable for the part of the cost of redeveloping what was their land. 

The profession I am a member of (recognised everywhere in the world except here!) regularly publish statistics and when I was practising in the UK I used to contribute towards these. The RICS said in a recent statement ‘the growing troubles of the Spanish housing market provide a timely reminder that investments in foreign property carry significant risk.  Just because house prices seem low in relation to the UK does not necessarily mean that they represent a good investment. Indeed, markets which have been fuelled by significant foreign demand and have encouraged house building levels that threaten to generate a glut of homes for sale should be of particular concern to Brits considering their investment options’.  
Well what are the parallels here?  The big boom in Spain’s property market was created just before the Euro was introduced, with Northern Europeans having to spend the ‘savings’ they had amassed and avoided paying tax on as otherwise their ill-gotten gains would be worthless unless spent quickly before the Euro was introduced.  This artificially inflated property values. Here we had the Annan Plan which similarly artificially inflated property values when demand shot up from speculative investors.  Both countries have attempted to keep the market buoyed up at this level since. The boom in Spain has come to an abrupt halt where house prices have fallen by 30%.  The Spanish Finance Minister says the crunch cannot just be blamed upon a global credit crunch but probably the international financial turmoil accelerated the problem, but the problems were always there.  He said the underlying cause of the slow-down is the economy became too dependent on a construction sector that got overheated.  As a result 1,000’s of homes have been built or are still under construction for which there are not enough buyers.  As a politician he is suggesting that this is just a correction in the market and Spain will come out on the other side with the worst of the pain over by the end of 2009, but Spain’s leading Housing Analyst says Spain cannot any longer rely on house building to provide growth – in Spain the dream is over.  
Sounds similar to here doesn’t it?  It’s interesting to see Thursday’s Cyprus Times where Ilter Turkmen said on the general Cyprus issue ‘This trip has shown me that the Turkish Cypriots would generally prefer to solve this issue than continue with the present status quo. Economy also plays a role in this preference. The economic growth that had averaged above 10 percent over the last three years thanks to the construction boom was brought to a halt and even went down to minus 2 percent in 2007’.  
The developers here are being short-sighted if they think the economic isolation here is going to afford them immunity from this global crisis.  It is said if America sneezes then the world catches a cold – the secondary housing market in America is bringing the housing market in the developed world to its knees and what can be seen in Spain today is more than likely to happen here, and the sooner the authorities here grasp the nettle and developers see sense the better.   


They say over-building on the south coast of Spain is rampant – there are already parallels to be seen here











