Howell on ... Berlin

WITH AN ECONOMY IN RECESSION, HIGH UNEMPLOYMENT AND
PRICES FALLING BY UP TO 30%, MY MONEY’S STILL ON BERLIN

or the last 10 years I have produced an annual | In the last year we have seen growth in the economy and

review called “John Howell's Top 107 Tesearted asa
light-hearted review vf my top 10 favourire invesr-
ment destinativns tor the coming year.

Herlin is the only destinazion ever o have come from
nowhere in the 'lop 10 o nunber 1 in one year. OK, so0
Berlin is unique in other ways that svne mnight say are
more imporeant. With the extension of the European
Union to Romania it iz now ar the geographical centre of
Eurupe. Alchough ir is noe the capital of Germany, many
Crermans would, atter a beer or three, consene that it is the
most potent symbol of Germany - and Germany is the
most populous and tichest couney in Europe. Berlin is
also a powerful symbel of the end of the Cold War and the
reunification of the Last and West ol Europe.

S0 it should be a very successful investment location,

Buc it 15 not. After reunification in 1992, property prices |

in Germuny rose sharply
and then collapsed just
as quicklyv. Over the last
[} vears a property could
have last vp to 30 per
cent of its value,

It docs nor tick any of
the hoxes an my normal
check lise, The ecanamy
is not doing well. Ir has
been in recession for
sevetal yeurs and prew
l.'ll]l"l.-' 4 Yery 1in}- HINLLLE
last year. There is high
unemployment. Property
prices have heen falling
and there is ne obvious external pressure that is going tu
bring abour a change.

But [ believe there arc signs this will change and, for the
investor who is in & financial posicion o take 2 hir of a risk
and prepared to take & punt on Berlin as pare of 2 wider
halanced partfolio of international investmencs there 1= a
g{md chance the decision ro do so wouald prove proficable,

BADLY UNDERESTIMATED

When the Germans made the incredibly gatsy decision o
unily #reunity (depending on your palitical poine of view)
Lase and West, they underestimared by miles the diffienl-
ties. They underestimarcd how had the econamy of Eastern
Crermany really was, They undercarimared che difference in
the work ethic of Eastern and Western Germany and the
tite it wonld take to put dus rght. When they swallowed
Fastern (Germany, they got a bad case of indigestion. I
belicve chis iz abaut ta pass through the system’ Onee this
happens they will be unstoppahle!

unemployment has lallen, Propercy prices in major ciries
have risen 10 per cent or s, Are these blips or are they the
start of a long-teom trend?

If they are at che start of a long-term wend chen you
would be gerring into that market on the ground Hoor. If
they are blips then it seems unlikely that the imarker will
collapse any further bue yon mighr have ro wait a few years
[osr the proweh to oceur.

Whilse this article deals only with Berlin, the same
general argument applies to ocher cites in Germany, in
many of which getting finance, fur example, can be casier.

PRE-WAR PROPERTIES BEST

Berlin is a city not only in the past divided between East
and West bur also divided into very distinctive and inde-
pendent neighbourhoods. Some of these will do much
bereer than athers, Same
of them arc seriously
bud places to cven think
about investing,

1 believe the biggl.'st
gains will come [yom the
older {pre WWII) prop-
erties. Beclin has one of
the lowesr concentrs-
tions of old praperey of
any ciry in Furope, Inves.
tors have the RAT and
the Amecnican  Airforee
to thank for this mvese-
ment opportunity. Less
than 25 per ceut of che
city predaces 1939, Many of chese remaining buildings are
character buildings bur arc in poar repair, but chere are
now developers specialising in the rescoration and conver-
sion of these propertics,

Burt whar are che obstacles? Well, the Germans remain
one of the last gronps in Europe who are still cunvinced by
the argumene chat it is better to rent than w buy. I believe
thar artitude will change as it has changed in countties such
4y the Caech Republic, Hungary, Slovakia and Poland, In
the ineancime, this gives lows of good middle-class renanes
inrerested in the Juug-tc:rm rental,

The City owns thousands LI-IE.IJEIZPEJETE!.\'.'.E which ir is releas-
ing into the market place. This is both an apporcunity and
a threat. Bur the most serious obstacle is char my analvsis
might be encirely wrong. Maybe Berlin is in for another 30
years of dowrwards spiral. But 1 doubt it
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