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Property trends in the present crisis

STUDYING the trends of the U.S. market where the property boom started, but also that of England and of Cyprus, what we see is that the crisis has got more to do with the big rise and drop in the number of transactions, rather than the increase and decrease in prices.

In America, the crisis began when the managers of many funds that had been invested in low risk bonds, decided to move / invest in bonds backed by property mortgages. The move was made because interest rates and hence the yields on U.S. government stocks fell sharply and therefore the funds were diverted to mortgage backed property bonds which were considered a low risk, but offered greater yields. 

As a result of all this, loans to interested buyers increased and the sales of homes skyrocketed. This is demonstrated by the fact that from the annual 500.000 sales of homes in America which was the average over the last 40 years, in 2006 that number reached 1.5 million. In 2010, after the property bubble burst, these sales fell by half the normal average per year (to around 300,000).
While the fluctuations in the number of transactions resembled a roller-coaster, the flux in the prices in the U.S. during the same period was milder. There was roughly a doubling between 2000 and 2007, then in 2008 and 2009 there was a significant decrease (30%) and in 2010 it began to stabilize.

In England, we saw a similar decline in volume in 2008 and we had a similar decrease in prices, depending on the type of property (roughly 20%). The numbers in 2010 returned to the same levels of 2007, which means that they reached again their all-time highest levels.

In Cyprus, sales reached a peak in 2007 with approximately 21.500 transactions and then we had the largest decrease in 2009 when sales dropped to 8.000 (sales contracts deposited at the land registry).

Unfortunately, in the past there was no valid price index in Cyprus and it is therefore difficult to accurately talk about price fluctuations. Fortunately though, since the beginning of 2010 the Real Estate Index issued by RICS started, which is considered valid but only gives us information over the last 4 quarters.

In some areas in Cyprus, there was a significant increase in property prices mainly for homes directed to the British buyers between 2004 and 2007 and a dramatic drop from 2008 onwards. Perhaps similar high volatility was also present with some agricultural pieces of land that did not qualify for development and were the target for speculative investments during 2004-2007. I would say that generally speaking most other properties had increases during 2004-2007 and drops in 2008-2010, but these were more moderate. Housing and commercial units in the inner cities probably had the narrowest changes with strong stabilizing trends at current levels.

With the psychology of buyers at its lowest, the recklessness and irresponsibility of the political system at its peak, the crisis in the banking sector with the upward trend in interest rates, rising unemployment, a lack of a government policy for the sector, nobody can predict when the number of property transactions will increase. During 2010, we have had a small rise in activity compared with 2009 but the figures for the first months of 2011 are not encouraging. The positive factor that has emerged is that property prices have stabilized at current levels and it is difficult for anyone “expert” or not to predict the future trends. 

With all that we have mentioned above, our hope is the reversal of the negative facts and with the resurrection of Christ, which we celebrated a few days ago, that we will celebrate the revitalization of the property sector.

A resurrection or revitalization that will surely come more quickly if the government pays attention to the suggestions that have been put forward repeatedly and proceeds with taking the necessary measures rather than promising taxes which would be the last straw for the property sector.
