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The Swiss economists Reiner
Eichenberger and David Stadelmann,
both at the University of Fribourg,
discussed some interesting theses
in the “Neue Zürcher Zeitung” dated
23 January 2013 concerning the correlation between property prices and
public bodies’ unsound financial behaviour. When a municipality finances its disbursements with debt, this
gives rise to higher liabilities in the
future and a heavier financial burden
due to upcoming interest and amortisation payments. As a result of
the increased capital strain, the municipality must either save on costs
by reducing benefits to its citizens,
or raise taxes and contributions. In

both cases, the downside is that the
community becomes a less attractive place in which to live, and work.
As real estate buyers observe price
development and price behaviour,
they anticipate lower property prices
so that the effect occurs immediately
and not in the future.
Eichenberger and Stadelmann
confirmed their theoretical approach
through their own empirical investigations in the Zurich area.
Furthermore, they found that the
higher the rate of real estate ownership in the community, the more the
municipality finances its expenditures with taxes rather than with debt.
Hence, mainstream political parties,
which generally represent landlords
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rather than tenants, are against higher
debt, as opposed to more left-wing parties. If its adjacent bodies or the central
government have to help the municipality settle its liabilities, real estate prices
would not only decline locally, but also
supra-locally due to high indebtedness,
according to Eichenberger and Stadelmann. As people are much more mobile and flexible than in the past, and are
also even willing to move abroad, an excessive debt policy can pull the real estate prices of the entire country down.
In general, this means that “the higher
the debt, the lower the property prices.”
If this is correct, property prices
would have to be relatively low in the
USA, Japan, Spain, France and Germany
compared to those in Switzerland, Luxembourg and the Scandinavian countries.
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Italy: Tax burden on ownership
of real estate doubled
By Dr. Lodovico Comploj
In November 2011, the risk premium
on Italian government bonds climbed
to an almost intolerable level, crippling
the Italian national budget. One of the
first measures adopted by the newly appointed technocratic government was
the introduction of the D.L.201/2011
(known as the “Rescue Italy Decree”)
to reform the state budget. This decree also included the introduction in
2012 of the “IMU” (municipal tax on
the ownership of real estate), which
replaced the “ICI”, the former property
tax on real estate.
The introduction of the IMU was a
quick and easy way for the Italian state
to access the necessary resources to
reform its budget. Unlike the ICI, the
IMU has meant that the base tax has
been increased and higher tax rates

have been applied in general. As a result of these amendments, taxation on
real estate ownership has more than
doubled compared with 2011 ICI figures. The introduction of the IMU came
as an unpleasant surprise to property
investors. Without warning, returns on
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and market values of their real estate
investments immediately and unexpectedly plummeted. It is hoped that
a new government can make the most
of the current situation to reduce the
impact of the tax burden that property
owners are currently experiencing.
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Silver lining for
Greek estate market?
By Vacò Tsigarida
Tlthough in April 2013 the leaders
of the Greek coalition government approached the troika representatives
with the proposition of replacing the
multiple taxation on property with a single, gradual rate, the outcome of the relevant negotiations was not successful.
The Law 4152/ 9.5.2013 was voted, imposing a new extra-ordinary special duty
on the majority of properties connected
with the electricity network at any time
within the period from 1 May 2013 until
31 December 2013. The above Law sets
also that the non-collected Estate Property Tax for the years 2011 and 2012 will
be payable in seven installments, while
the one corresponding to the year 2013
will be payable in four installments.
Moreover, it was recently announced
by the Greek state that major highway
construction projects, which were frozen for almost two years due to the
liquidity squeeze, are expected to be
revived following down payments to
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consortiums.
Apart from the obvious
public benefit, this development is also expected to
boost the local economy by
creating several thousands
new jobs and by strengthening the dormant business sector of technical
companies.
It is also worth mentioning that, according to a recent decision of the Conseil
d’ Etat (in a plenary session), the existing licensing
framework for shopping
centres contravenes con- Major Greek highway construction projects are exstitutionally
guaranteed pected to be revived
economic freedom; thus
the law that currently provides ample regarded as growth-oriented initiatives
discretion to the administration to not - providing a small, yet noticeable,
issue a license is expected to be revised. margin of optimism for the Greek esIt is beyond doubt that the develop- tate market, nevertheless the big chalments presented above, i.e. the recom- lenge of the imposition of a unified tax
mencement of highway works and the rate on estate property remains still
decision of the Conseil d’ Etat, may be unresolved.
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We employ more than 90 highly-qualified tax
consultants, accountants and lawyers, who
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a proactive approach to the issues identified.
In the area of real estate property ASnetwork
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and environmental aspects.

sultant for PricewaterhouseCoopers S.A.
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of Athens Law School and Ruprecht-Karls
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What are the consequences of
buying a property in France?
By Prof. Robert Anthony
and Dr. Michael Annett
When considering the purchase of
property in France, it is important to be
aware that property ownership will have
consequences under French inheritance
laws, and can generate French inheritance tax, capital gains tax, income tax,
social charges and wealth tax liabilities.
In specific cases, typically new builds,
VAT at 19.6%, is also a factor to be considered as this is applied to the purchase
of new and relatively new French prop-

erty[1], although this VAT can be claimed
back under certain conditions[2].
If the purchase is made with the intention of selling after a short period of time,
or even if this is what happens in practice, great care must be taken as whilst
the French tax administration may well
consider the sale to have been effected by
you personally, they can consider you to
have been acting as a property developer.
If so, the applicable tax regime is then
very different from the one applicable to
private individuals since the requalification is to a business activity, with all the

[1] In most cases registration or stamp duties, at 5.09%, are
applicable. Notary fees, amounting to approximately 1% of the
purchase price, are charged. Compulsory tax representative fees,
amounting to 1% of the purchase price, are charged if the sale is
made by a non-French tax resident (they are due by the seller).
The purchase of a constructible plot of land is subject to VAT,
except if purchased by an individual for habitation. The purchase
of a new built property less than 5 years old and which has nev-
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consequences that this would entail.
In light of the above, it is essential
to seek professional advice in order to
properly structure the ownership of any
French property and mitigate any fiscal
impact in the event of a potential sale or
inheritance.
In the next issue of the “GGI Real Estate Client Information Letter”, we will
continue to analyse the consequences of
buying a property in France by developing the topics of French inheritance tax
and laws, French capital gains tax (CGT),
French income tax and French wealth tax.

er entered the scope of VAT is also subject to VAT. If important
works are carried out on the property, the French tax administration could requalify the property as a constructible plot of land. A
special VAT regime known as the “livraison à soi-même” regime
is also applicable upon completion of some construction works.
[2] If the property is rented out after purchase and if specific
services are provided, such as breakfast, cleaning, laundry, reception...
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FATCA’s impact
on real estate funds
By Philip Hirschfeld
Managers of real estate funds investing in the U.S. need to be aware of
the Foreign Account Tax Compliance
Act (FATCA). FATCA will impose a
new 30% U.S. withholding tax on payments made to a Foreign Financial Institution (FFI) from 1 January 2014 unless the FFI registers with the IRS to
participate in the FATCA programme
or finds an exemption.
While real estate funds may view
themselves differently from funds that
invest in stocks/securities, real estate
investment funds may be treated as
FFIs and need to comply with FATCA
to avoid being subject to this new
withholding tax.
If the fund holds real estate directly, it should not be treated as an FFI
because real estate is not treated as
a financial asset and does not meet
the definition of a financial institution (even if professionally managed).
However, if the fund holds the property indirectly through a subsidiary
corporation or partnership, as is commonly done, or invests in mortgages,
then the fund would likely be treated
as an FFI.
To avoid FATCA withholding, the
fund may have to enter into an agreement with the IRS by which they agree
to do due diligence to determine their
U.S. investors, report those investors’
identities to the IRS and possibly withhold tax on certain investors. If the
fund is located in a country that has
signed an Intergovernmental Agreement with the IRS, the IGA governs
and the rules are somewhat more relaxed.
However, the bottom line is that action is needed in order to comply and
managers have to assess the impact
of FATCA on their organisation.

United States: FATCA will impose a new
30% U.S. withholding tax on payments
made to a Foreign Financial Institution
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When investing in Danish property be extremely aware of the geographical risks

Mr Jensen goes to town
By Per Hansen
The fact that changing demography
and migration towards cities have impacted the property markets is hardly
news – at least when it comes to a
number of the world’s larger countries. Now, however, it has even come
to a small country such as Denmark.
As Denmark slowly recovers from
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the crisis in the property market that
followed the burst in the property bubble in 2008, it is becoming clear that
the recovery is limited to the country’s
industrial and commercial centres. A
growing number of businesses in what
is now known as the “outback” of
Denmark face significant problems as
they try to find finance for expanding
or updating their present facilities. Mr

Per Hansen
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matters in Denmark and other countries.
Per Hansen is Global Vice Chairperson of
the GGI Real Estate Practice Group.

Jensen (aka the average Dane) heads
for the city, leaving only the elderly and
the uneducated behind.
The long tradition of financing even
commercial properties in all parts of
the country with long-term, fixed rate
loans based on bonds and secured
by mortgages on specific properties
seems to have come to an end. When
financing commercial properties over
20 or 30 years, it is crucial to the lender
that the property has what is known as
“alternative use potential”. If the current owner/operator of the property
folds, for whatever reason, the lender
may be stuck with the mortgage for another 10 or 20 years, and in rural areas
with dwindling populations there is
mostly very little chance that another
business will be interested in acquiring
the property. So the businesses try to
find other financing that involves higher interest payments, which obviously
does not solve the underlying problem
and undermines the owner/operator’s
economic situation, eventually leading
to financial disaster for the owner/operator and losses for the lender.
The lesson is: when investing in
Danish property, in spite of the country’s limited size, one should be extremely aware of the geographical
risks.

Real estate sector:
forecast for Spain in 2013
By Maria José Rubio
The real estate market in Spain still
has a lot of recovering to do.
Demand is expected to remain low
due to the lack of financing, and there
will be a large stock of properties for
sale.
Recent studies show that, in spite
of the continued price cuts, the sale of
real estate will not pick up again until employment is generated because,
realistically, employment is the factor
that stimulates consumption. Generation of employment is not expected until the end of 2013, which means that
the revival of real estate development
and property sales will only start in
2014.
The current stock of real estate properties is in the region of EUR 850,000900,000, with a slow rate of reduction
expected.
It is also estimated that the average
house price will suffer an additional adjustment of approximately 6%, which
puts the total collapse in prices since
the start of the financial and real estate
crisis at 22.1% nominal, and almost
30% in real terms.
Financial entities have indicated that
the increase in the average variable interest rates applied to mortgages is the
main factor contributing to the price
drop.
The Spanish government has announced a set of measures which aim
to change the current trend in the property market. Key points for this year will
be as follows:
Price slide.
More and cheaper rental property.
Sales decrease.
Euríbor rates will stay low.
The above scenario leads to the following conclusion: the situation in

Spain’s Costa del Sol: a “buyers’ market”
the Spanish real estate market offers
a unique opportunity for consumers
or investors who have savings and liquidity and wish to take advantage
of the reduced prices. It is a “buyers’

Maria José Rubio

GGI member firm
Javier Carretero y Asociados Abogados
(JC&A Abogados)
Law Firm
Marbella (Málaga), Spain
Maria José Rubio
T: + 34 952 924656
E: mj.rubio@jca-abogados.com
W: www.jca-abogados.com

market”, especially in the Costa del Sol
area, which is a prime European golfing and holiday destination where the
estimated average growth (1% to 3%)
offers rather optimistic expectations.
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of the law firm JAVIER CARRETERO
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Málaga (Spain). The firm is specialised in the real estate market and is
an active member of the Association of High Range Homes “DOM3”,
which purpose is the analysis, development and promotion of this sector
in the Costa del Sol area.
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Real Estate Practice
Group Meeting in
Sintra (Portugal)
By Dr. Reinhard Nacke
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As in previous years our Real Estate
Practice Group of Geneva Group International (GGI) met at the European
conference of GGI, which in April was
held in Sintra, the famous ancient city
close to Lisbon.
The debate between the attendees
was extremely animated, with the development of property prices in different countries as the main discussing
topic. A study by two Swiss scientists
on the subject was presented at the
meeting. This identified a link between
high local or national debt and property prices. The higher the public expenses are financed by debts the lower
the real estate prices are.
However, meeting attendees also
identified a range of other factors that
influence price. For some time now,
there has been a clear international
trend of movement from suburbs
and surrounding areas into booming
cities. This appears to be the consequence of cities increasingly recognizing over the last few decades that they
need to eliminate the factors that are
detrimental to living environments.
Conversely, positive features are present in these areas. For example, traffic
and therefore noise has been significantly reduced in many cities, as has

air pollution caused by vehicle fumes
and heating. In addition, many municipalities have successfully improved
the appearance of urban green spaces
and their connections, as a result of
which it is now quite common to live
in a “green area” at the heart of the city.
This of course leads to an increase
of prices in such booming cities.
The meeting also explored the benefit of appreciating and understanding these correlations to lawyers, accountants, tax advisors and corporate
consultants. Clients expect lawyers to
have knowledge of property law and
tax advisors to be au fait with property
taxation. However, there is a competitive advantage for consultants if they
are also able to offer guidance beyond
this. The discussion in Sintra showed
that GGI lawyers can offer this service.
The attendees further discussed
whether GGI should attend Real Estate
trade fairs, such as MIPIM in Cannes
and Expo Real in Munich. To this end,
a survey will be conducted among GGI
members to determine the level of interest among firms in organizing a reception for clients and potential clients
at the Expo Real and/or MIPIM.
Further the decision was made to
amend and update the “International
Real Estate Handbook” published by
the Practice Group.
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