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businesses. By 2050, Latinos and 
other minorities are expected to 
comprise nearly 50% of the U.S. 
population. As consumers, Lati-
nos represent buying power in the 

trillions of dollars and, right now, 
represent almost 10% of the buy-
ing power. Businesses must move 
to refl ect the emerging trends, she 
said.

“How can businesses ignore these 
trends?” she asked in an interview 
prior to the presentation of her book 
during an event at Sol Meliá in Río 
Grande.

In the 1980s, there was talk about 
diversity but not about inclusion. 
What is inclusion? It goes beyond 

focusing on representation met-
rics. Engelmeier says inclusion 
means creating a safe, collabora-
tive environment that supports mu-
tual understanding and different 
perspectives.

She said inclusion is important 
for businesses in order to promote 

innovation and have an 
impact on the bottom 
line. She said businesses 
then must fi nd ways to 
incorporate the insights 
of people who refl ect 
the growing diversity 
of consumers. Even if 
businesses are within 
the U.S., they are com-
peting with everybody 
worldwide.

Inclusion not only 
means hiring a diverse, 
talented workforce but 
also engaging those 
workers so they become 
active contributors to the 
company.

How do you promote 
inclusion? She proposes 
sharing strategies with 
workers; asking for em-
ployees’ input instead of 
relying on managers or 
top executives; evalu-
ating the idea, not the 

person offering it; acting on what 
the manager/owner determines is 
the best course of action; providing 
feedback to employees about why 
a suggestion was or wasn’t consid-
ered; and thanking participants for 
their contributions. Engelmeier says 
by merely hiring a diverse work-
force, without accepting their input, 
is like doing nothing.

“If you don’t do anything with 
a diverse workforce, then it isn’t 
worth it,” she said. �
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The Economic Commission (EC) 
of Iraq; the restoration of the 

Iraqi dinar will continue after the 
necessary measures have been 
taken by the monetary policy to 
fetch up to (1166) dinars to the 
dollar. The EC said that “mon-
etary policy of Iraq and of Cen-
tral Bank has taken necessary 
measures to return the dinar so 
that it can equal one U.S. dol-
lar. The continued increase in 
the exchange rate of the dollar 
against the dinar would lead to 
signifi cant economic growth. 
Furthermore, raising the value of 
the currency fi rst and then delete 
zeros will have a signifi cant eco-
nomic impact locally and inter-
nationally. That implementation 
of the this project will contribute 
greatly to maintaining the Iraqi 
funds and value of the currency 
in the global market.“ For the 
fi rst time in the history of Iraq, 
rising foreign exchange reserves 
of foreign currency to the $65 
billion and is no doubt that the 
increase in reserves of the CBI 
which enhances confi dence in 
local currency and increases the 
stability and will curb infl ation.

 Foreign Minister, Hoshyar 
Zebari announced that Iraq 
has made big progress toward 
getting out of the mandate 
of Chapter VII.   In a press 
conference held at the end of 
the meeting of Joint Iraqi-Kuwaiti 
Committee, Zebari said that 
progress is being made from 
the Kuwaiti side. Understanding 
and cooperation and signing the 
minutes of joint cooperation that 
organizes the High Ministerial 
Committee’s agenda in closing 
all outstanding issues between 
Iraq and Kuwait.

The President of the 
Association of Banks in Iraq: 
There are ongoing negotiations 
between Iraqi banks and other 
International banks that will be 
entering the fi nancial market. 
This will also push the Iraqi dinar 
into the international limelight.

 The UN Mission in Iraq, stated 
that relations between Iraq 
and Kuwait is experiencing an 
upswing, and preparations are 
underway to discuss bilateral 
issues to the exit Iraq from all 
the provisions attached to UN 
sanction-Chapter VII.

 Everyone is jumping on the 
band wagon, don’t be left out. 
You have international U.S. law 
fi rms entering post-war Iraq, these 
new offi ces provide a signifi cant 
source of information in this 
increasingly important emerging 
market. Its possible that you may 
have heard someone’s negative 
opinion about dinars. But thats 
all it is, an opinion. Here are the 
facts and don’t miss out on the 
“Gold Rush of the 21st Century.” 
Follow us in Facebook: Iraq 
Dinares

 Mind you, there are no banks 
in Puerto Rico that sell or buy the 
Iraqi Dinar, but in the U.S.A., 
yes. You have quite a few banks 
who do indeed buy and sell the 
Iraqi Dinar, which is regulated 
by US Department of Treasury, 
FinCEN-IRS. �

The Iraqui Dinar
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“Inclusion means creating a safe, 
collaborative environment that supports 

mutual understanding and different 
perspectives.”

—Shirley Engelmeier, author of “Inclusion…The New Competitive 
Business Advantage”

BY ALEXANDER LÓPEZ
alopez@caribbeanbusiness.pr

The oversupply of condomini-
um apartment inventory traces 

back to a host of factors. Serious 
miscalculation of population levels 
by the Puerto Rico Planning Board 
over the past 10 years, strict U.S. 
Department of Housing & Urban 
Development (HUD) guidelines, a 
stagnant economy and a high level of 
distressed sales are all ingredients in 

the formation of a perfect storm that 
is putting downward value pressure 
on the condo market.

It all started like this: The develop-
ment of a condo takes years of plan-
ning from conception to completion 
and sale. During the past decade, 
developers based demand for their 
projects on Planning Board data that 
clearly miscalculated the number of 
potential buyers that would be in the 
market. The Planning Board estimat-
ed that the population of Puerto Rico 

would grow by 213,836 between the 
2000 U.S. Census and the census in 
2010.

Instead, the population decreased 
by 82,821, or 2.2%, which represents 
a difference of 296,657 residents 
who, though projected to need hous-
ing, don’t in fact need it because they 
no longer live on the island.

Puerto Rico’s population contin-
ues to decline, losing another 19,100 
people between the census in April 
2010 and July 2011, according to 

estimates offered in December 2011 
by the U.S. Census Bureau. That 
now brings the negative population 
defi cit to 315,657.

Municipalities aggravated matters 
as well by raising impact fees and re-
quiring more and more infrastructure 
improvements to be paid for by the 
developers. This led to signifi cant in-
creases in construction costs, which 
were then passed on to the asking 
price of the units.

Continues on next page

Condo meltdown: 
Proceed with caution
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New HUD condo regulations adversely affect lending; 
coming 40-year mortgages could spell 

more trouble down the road



HUD CRACKDOWN ON 
MORTGAGES FOR CONDOS

The fi nal blow to end the era of 
prosperity in the condo market came 
in late 2009 when HUD issued two 
new guidelines for condominiums 
seeking approval for Federal Housing 
Administration (FHA) mortgages. 

The guidelines establish a chal-
lenging set of requirements for con-
dos to even become eligible for FHA 
fi nancing. For preconstruction sales, 
at least 50% of the total units of the 
project must be sold before an FHA 
loan on a unit may be closed. At least 
50% of the units at the project must 
be owner-occupied, and the FHA 
won’t issue new loans on a project 
once 30% of the units at a project 
have FHA loans. In addition, no 
more than 15% of all units can be 
more than 30 days past due in the 
payment of Home Owners Associa-
tion assessments. 

These are just some of the onerous 
aspects of the new guidelines that 
have all but eliminated FHA bor-
rowing as an alternative for many 
condos. In the past, a borrower could 
purchase a condo unit with about 5% 
of the down payment and closing 
costs through an FHA loan. Under 
the current guidelines, a borrower 
will be required to produce as much 
as 20% of the purchase price of the 
unit in addition to closing costs, 
which prices many potential buyers 
out of the market.

“It is unlikely we will be seeing 
many high-end condominium de-
velopments in the near future, since 
there are many years of inventory 
already constructed,” said George 
Joyner, executive director of the 
Puerto Rico Housing Financing Au-
thority (HFA). “Developments such 
as Gallery Plaza, Mont Blanc, Ciu-
dadela and Capitolio Plaza have been 
completed for years and still have 
numerous unsold units.”

A ‘DIFFICULT OPERATING 
ENVIRONMENT’ FOR BANKS

As fi rst reported by CB Online, 
Moody’s Investors Service an-
nounced April 10 it had placed Popu-
lar Inc., parent company of Puerto 
Rico’s largest bank by assets and 
deposits, and the local subsidiaries 
of two major Spanish banks under-
watch for potential downgrades. 
Moody’s said the rating reviews 

of the three Puerto Rico banks are 
“driven by the island’s diffi cult op-
erating environment.”

Moody’s added that the weak op-
erating environment, which is char-
acterized by high unemployment and 
depressed real-estate values, contin-
ues to threaten banks’ asset quality.

“The banks’ problem assets re-
main extremely high and could lead 
to signifi cant losses if the recession 
continues,” Moody’s said.

It is no surprise the credit rating 
agency is skeptical regarding banks’ 
assets. The mortgage industry in 
Puerto Rico took a beating in the 
second half of the past decade, los-

ing $1.1 billion from 2006 to 2010. 
In 2011, the industry experienced a 
net gain of a mere $12.8 million—a 
step in the right direction, but a long 
way from recovering its losses. (See 
graph on page 16)

As one might expect, then, local 
banks are currently in a precarious 
situation with their construction loan 
portfolios. Many of the high-rise 
condos fi nanced by the banks remain 
empty, and although some develop-
ers are able to weather the storm, 
others have been forced to abandon 
multimillion-dollar projects. These 
projects, many of which are substan-
tially completed, sit empty and idle 
on the books of the banks.

Many of these properties were in-
herited by the banks during the Fed-
eral Deposit Insurance Corp.-assisted 
bank consolidation; nonetheless, idle 
buildings still require maintenance 
and upkeep that continue to drain 
banks’ and developers’ resources.

In other jurisdictions, banks have 
resorted to liquidating these types of 

properties at pennies on the dollar to 
third-party investors who take over 
entire projects. Some of the prop-
erties are sold at fi re-sale prices, 
while others are converted to other 
uses such as college dormitories or 
assisted-living facilities. The eco-
nomic impact on real-estate values 
resulting from such practices is 
devastating, bringing values down 
across the board.

The cause of the mortgage-crisis-
turned-meltdown in the U.S. was the 
abundance of subprime loans, many 
of which had adjustable rate mort-
gages and fi nanced 100% or more 
of the sale price of properties. In 

many cases, when the interest rates 
on the loans were increased to nor-
mal rates, the borrowers could no 
longer afford to pay their loan. In 
other cases, when property values 
dropped below the outstanding debt 
on the mortgage, borrowers walked 
away from the property, allowing the 
banks to foreclose.

In Puerto Rico, subprime loans were 
much less common and not the cause 
of the real-estate downfall. The de-
clining economic climate, changes in 
FHA regulations for condos, drop in 
population and oversupply of housing 
inventory were the primary causes. 
Now, in an effort to transfer nonper-
forming loans—also known as toxic 
assets, such as unsold condos—off 
their books, banks are resorting to tac-
tics similar to those that caused the 
mortgage debacle in the U.S.

Banks that have construction loans 
on many high-rise condos are now 
offering 40-year mortgages with 
developer buy-downs over the fi rst 
few years of the loan. This means the 

developer subsidizes the interest on 
the loan in order to lower the month-
ly payment during the fi rst few years 
to encourage buyers to purchase the 
units. However, as the monthly mort-
gage payment increases after the fi rst 
few years, buyers may no longer be 
able to make their payments, leading 
to a new wave of foreclosures on the 
island, not unlike what happened in 
the U.S.

THE REAL ESTATE BOARD
The Board of Real Estate Agents, 

Brokers & Companies (JCVEBR by 
its Spanish initials), which oversees 
the practice of real estate in Puerto 
Rico, receives hundreds of thou-
sands of dollars in revenue every 
year from the issuance and renewal 
of licenses. However, the manner in 
which the money is spent is unclear, 
and efforts to contact members of 
the board to clarify this matter were 
unsuccessful.

Under Section 38 of Law 10, the 
board is authorized to establish a 
fund to monitor brokers and sales-
persons, have arbitrations, respond 
to real-estate complaints, prepare 
and update tests, and respond to con-
sumers in a timely manner. 

“Instead, they have spent the past 
decade squabbling over to whom 
and how the licensing exam should 
be administered, and who should 
be licensed to operate real-estate 
schools,” said real-estate broker 
Edna Maloy. “They should have 
used the funds to monitor real-estate 
trends, predict the bubble caused by 
overbuilding, relay the truth about 
certain types of fi nancing and fi -
nancing practices, and investigate 
the real-estate schools.”

AS DISTRESSED PROPERTIES BOOST 
SALES, PROPERTY VALUES DROP
RealtyTrac, which publishes the 

largest database of foreclosed, auc-
tioned and bank-owned homes in the 
U.S. and its territories for investors 
and homebuyers, found that prefore-
closure sales, which are typically 
short sales, increased 33% in Janu-
ary compared with a year ago. 

A short sale occurs when the lender 
allows a property to be sold for less 
than the amount owed on a mortgage 
and takes a loss. This usually occurs 
when the market drops and the prop-
erty is worth less than the current 
mortgage. It is typically facilitated 

Continued from previous page
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A developer, who preferred to remain 
anonymous, said, “After the success of 

Millennium Condominium at the entrance to 
Old San Juan, a number of developers came 
to the conclusion that they knew 50 people 

who would also be interested in a 
high-end condo unit in the metropolitan area. 

Unfortunately, all these developers were 
thinking of the same 50 people.”
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BY EVA LLORÉNS VÉLEZ
eval@caribbeanbusiness.pr

Cynthia Montgomery, a business 
professor at Harvard University, 

recently had a group of local busi-
nesspeople and executives ask them-
selves if they were not only leaders 
but also strategists.

As she puts it, strategy isn’t some-
thing a business owner should out-
source because it is part of, not sepa-
rate from, being a business leader.

In her successful book, “The Strat-
egist: Be the Leader Your Business 
Needs,” Montgomery helps business 
leaders develop the skills that the 
strategist role demands. She recently 
spoke about the subject to members 
of the Puerto Rico Manufacturers 
Association.

What makes her such an expert? 
For one thing, Montgomery is the 
Timken Professor of Business Ad-
ministration and former head of the 
strategy unit at Harvard Business 
School.

The fi rst thing business leaders 
should learn about becoming strat-
egists is that there is no single fi xed 
strategy, and they must continuously 
guide and work on their companies’ 
value.

“You have to fi gure out what your 
company is all about—what’s the 
purpose of your business organiza-
tion? By clarifying that, you can go 
on from there,” she told CARIB-
BEAN BUSINESS.

How can her ideas be applied in 
Puerto Rico, where most business 
owners and executives spend their 

time “putting out fi res” as they try 
to survive tough economic times? 
Montgomery said businesspeople 
have to think long term when guid-
ing their company. Strategy, she said, 
isn’t about beating the competition.

“Strategy needs to focus on the 
customer—what matters when ful-
fi lling customer needs,” she said.

To make her point, she talked 
about the late Steve Jobs, who 
“blew it several times during his 
lifetime,” and was even fi red from 
Apple Inc., his own company. She 
noted that when Jobs fi rst started, he 
made computers that were expensive 
and not entirely suitable for custom-
ers. He was even called a snake-oil 

salesman by a prominent business 
magazine. Nonetheless, he fi nally 
learned the importance of serving 
customer needs and began to create 
products that made a difference.

As a matter of fact, Montgomery’s 
book is full of case studies from well-
known successful companies, which 
she uses to make her point that busi-
nesses must fi nd their purpose and 
value, and focus on customers.

CARIBBEAN BUSINESS asked 
Montgomery to provide examples 
about how her ideas could be applied 
to any business, such as the news-
paper and magazine industry, since 
many publications have been folding 
over the years, including several in 
Puerto Rico.

“Are they relevant?” she asked. 
“Do they matter to readers?”

The scholar and author noted that 
publications need to provide read-
ers something they can’t obtain else-
where. For instance, Montgomery, 
who sits on the board of the Econo-
mist magazine, noted that this publi-
cation is booming and growing read-
ership partly because the company 
receives its income through sub-
scriptions rather than advertising.

The magazine “offers a particular 
brand of journalism” not found in 
any other publication, she said. � 

 Leaders and strategists
Harvard professor says business leaders must become long-term strategists

with focus on customers; need to offer unique products, fi nd purpose & value

“Strategy needs 
to focus on the 

customer—what 
matters when 

fulfi lling customer 
needs.”

—Cynthia Montgomery, Harvard 
business professor and author of 

“The Strategist: Be the Leader Your 
Business Needs”

BY EVA LLORÉNS VÉLEZ
eval@caribbeanbusiness.pr

A cultural revolution and chang-
es in demographics are taking 

place in the workforce that will 
force businesses to use inclusion as 
a strategy to succeed.

Shirley Engelmeier, author of 
“Inclusion…The New Competitive 
Business Advantage,” told CA-
RIBBEAN BUSINESS that for the 
fi rst time in many years, a diverse 
workforce will replace the histori-
cally white [European-American] 

population in the U.S. workforce. 
Also for the fi rst time, according to 
her book, there will be four genera-
tions of workers in the workforce, 
including baby boomers, who will 
be retiring over time, and Genera-
tion Y (Gen Y), who are technologi-
cally savvy. Gen Y doesn’t believe 
loyalty to a company pays off, and 
is more comfortable with a diverse 
ethnic group.

There will also be changes in 
the racial and ethnic makeup of 

Today’s workforce is inclusive
With ‘minorities’ to become majority by 2050, 

workplace dynamics must move beyond representation 
metrics to engage a more diverse population

Continues on next page
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BY ALEX DÍAZ
alex@caribbeanbusiness.pr

Puerto Rico has joined fi ve Ca-
ribbean countries in a common 

front to draw far more tourists to its 
diverse island markets.

The agreement, reached at a meet-
ing of tourism ministers last week 
during the Caribbean Hotel & Tour-
ism Investment Conference held at 
the Convention Center Sheraton Ho-
tel & Casino in San Juan, includes 
a joint promotional effort to include 
all islands, as well as an initiative to 
reduce from three to one the number 
of zones crossed by airplanes when 
fl ying to and from the region.

The group agreed to hold a sum-
mit in New York City this June and 
will invite every other island to 
participate.

“Once a family decides to take 
a vacation, they select the region 
they will visit and then the coun-
try or countries within that region,” 
said the meeting’s host, Puerto 
Rico Tourism Co. Executive Direc-
tor Luis Rivera Marín. “It is in the 
interest of all of us for the second 
decision to be the Caribbean, which 
is why it is smart to join forces and 
market the region as a whole.”

It is too early to tell exactly how 
they will do that, he said, since talks 
have barely begun. “We will be de-
fi ning that between now and June, 
and of course from that point on,” 
Rivera said.

Reducing the number of fl ight 
zones, Rivera added, “is also a no 
brainer. There are bigger regions 
than ours that constitute only one 
zone, so we are confi dent we can get 
this done.” The move would save 
airlines the hefty fee they pay when 
fl ying across zones.

The unprecedented regional alli-
ance comes in the context of con-
siderable concern over the current 
health of the region’s tourism indus-
try, as discussed widely by numer-
ous panelists at last week’s invest-
ment conference.

A recent study by auditing & 
accounting fi rm KPMG points to 
continued sluggish growth in the 
coming years, following the brutal 

impact of the global recession that 
began in 2008. (See charts)

“This will take some time to re-
cover,” said David Holukoff, Carib-
bean tourism specialist at KPMG 
Barbados. “There are so many trou-
bled hotels and real-estate proper-
ties in the region that investors will 
be hard-pressed to return and build 
new ones until that inventory is 
cleared.”

Markets that rely heavily on Eu-
ropean travelers, mainly the smaller 
Windward Islands, “will not see 
very robust tourism until the Eu-
ropean debt crisis subsides,” added 
Rob Webb, partner at Chicago-
based legal & consulting fi rm Baker 
Hostetler.

Not all markets are suffering 

equally or at all. Two of the big-
gest, the Dominican Republic and 
Puerto Rico, are seeing “signifi cant 
success” in new hotel construction, 
according to Joel Santos, executive 
vice president of Coral Hospitality 
in the D.R.

“I can tell you that here in Puerto 
Rico, we are very satisfi ed with the 
pace of growth in the hospitality in-
dustry,” Rivera added. “The pipeline 
is quite healthy indeed, and the U.S. 
economy is now growing, which 
bodes well for the future, since that 
is where most of our visitors come 
from.”

That, he said, explains the deci-
sion to hold the June summit in the 
U.S. Northeast. “It is the smart way 
to go.” �

 Caribbean tourism summit to target ‘second decision’
Unprecedented meeting, to be held in June, comes amid wide concern
over postrecession industry health; D.R., P.R. among few bright spots

Puerto Rico Tourism Co. Executive 
Director Luis Rivera Marín

by a loss mitigator who negotiates 
the debt owed down to a level at 
which the property can be sold.

Banks had been reluctant to en-
gage in short sales, often taking 
months to respond to offers from 
potential buyers. This frequently 
frustrated the potential buyer, lead-
ing them to walk away from the 
transaction. However, as of June 
15, real-estate agents working with 
distressed homeowners whose loans 
are backed by Fannie Mae and Fred-
die Mac should expect to receive a 
decision on a short-sale offer within 
30-60 days.

The Federal Housing Finance 
Agency (FHFA) has established a 
new uniform set of minimum re-
sponse times that servicers must fol-
low to facilitate more effi cient short 
sales. The new guidelines require 
servicers to make a decision within 
30 days of receiving an offer on the 
property. If more than 30 days are 
needed, servicers must provide the 
borrower with weekly status updates 
and come to a decision no more than 
60 days from the date the offer was 
received. 

A recent RealtyTrac report indi-
cates that the average price of a home 
sold via short sale in January was 
down 10% from January 2011. This, 
RealtyTrac stated, shows that lenders 
are more willing to approve more ag-
gressively priced short sales. Accord-
ing to a Campbell Communications 
Survey, the total share of distressed 
properties in the U.S. housing mar-
ket in March was 47.7%.

“With nearly half of the market 
being distressed, we’re a long way 
from a return to a normal market,” 
said Thomas Popik, research director 
at Campbell Communications.

ON THE U.S. MAINLAND
U.S.-based fi nancial services com-

pany Standard & Poor’s (S&P) pub-
lishes the Case-Shiller Home Price 
Index (CSHPI) every month. Janu-
ary 2012 data for the CSHPI were 
released late in March and indicate 
that condo prices in all fi ve of the 
metro areas covered by the indexes 
have fallen. Prices have been declin-
ing in condos in Boston, Chicago, 
Los Angeles, New York and San 
Francisco for at least four months 
in a row.

Chicago posted the largest annual 

decline at -9.7% taking average con-
do prices back to their January 2000 
levels, effectively erasing 12 years of 
any appreciation in value. Los An-
geles condo prices have fallen 18 
consecutive months; San Francisco’s 
condo market has fallen nine con-
secutive months, and condo prices 
overall are hovering at about early 
2002 levels.      

The one market that has shown a 
dynamic rebound has been Miami. 
Four years ago, when the economy 
suffered the banking meltdown and 
all construction activity stopped, 
there were dozens of high-rise 

residential condominiums with about 
20,000 units left unsold in Miami. 
Prices of the units dropped tremen-
dously. Today, prices have moved up 
with increasing demand from buyers 
from Venezuela, Mexico and other 
Latin American countries. The un-
sold inventory is now down to about 
2,000 units and going fast. None of 
the other markets are showing any 

signs of a sustained recovery.

IN PUERTO RICO
Overall, sales of real estate in 

Puerto Rico have been in rapid de-
cline over the past six years. The 

recession-turned-depression has 
seen the island’s economy contract 
by 12%. Bank consolidation and 
stricter lending standards imposed 
by federal regulators have further 
aggravated the situation.

Carmenchi García, a longtime 
real-estate broker and author of “El 
colapso de la vivienda: Historia y 
perspectiva futura (2006-2011)”  
[The Collapse of Housing: History 
and Future Perspective (2006-2011)] 
objectively chronicles the events that 
led to the overall downfall in real es-
tate in Puerto Rico and the U.S.

“According to the dictionary, a col-
lapse is a sharp diminution or para-
lyzation of an activity; which in our 
case applies to the sale of properties. 
In 2005, according to Luis Abreu, 
there were a total of 20,647 hous-
ing sales in Puerto Rico versus 2010, 
when only 7,182 properties were 
sold, representing a marked diminu-
tion of 65% in the sale of properties 
in Puerto Rico,” García wrote.

As a veteran of the industry, García 
realized that action must be taken to 
liquidate the inventory of unsold 
properties throughout the island. Her 
primary tactic was simple enough: 
Convince banks and developers that 
it was better to drastically reduce 
prices to attract buyers than to leave 
the properties sitting idle. 

This worked in the complete sale 
of several developments that had 
been fully constructed yet sat idle 
for years. The Brighton Country 

Continued from page 15
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Club townhouses in Dorado had lan-
guished on the market for years with 
a starting asking price of $458,000. 
A relocation unit sold in 2010 in the 
high $200,000s, and with property 
sales stagnant, the developer was 
eventually convinced to drop the 
asking price $138,000, to $335,000. 
This tactic, in combination with 
creative banking incentives, even-
tually led to the 100% sale of the 
development. 

Acqualina, Acquamarina, Aqua-
bella, Aquablue, Capitolio Plaza, 
Casa Maggiori, Cima de Torrimar, 
Ciudadela, Ciudadela Nordeste, 
Coliseum Tower, Cosmopolitan, 
Gallery Plaza, Hacienda las Ceibas, 
Luchetti, Maxim Tower, Ocean Blue 
Tower, Oceania 2029, Oceanica, 
Paseo San Juan, Quantum Metrocen-
ter, The City, and The Lofts are just 
a sample of the newly constructed 
condos on the market that have yet to 
be completely sold by the developers 
or have been repossessed and now sit 
as potentially toxic assets on banks’  
balance sheets.

The labor participation rate 
dropped once again, to 39.9%, the 
lowest in the history of Puerto Rico. 
The broader economy is closely cor-
related to what happens in the real- 
estate market. The reduction in labor 
participation indicates fewer people 
working on the island and, in turn, 
fewer people capable of qualifying 
for a mortgage loan, or even consid-
ering buying a home or condo. 

THE SOLUTION
There are no simple solutions to 

the crisis in the condo market, nei-
ther in Puerto Rico nor in the U.S. 
Banks, developers, property owners 
and the federal agencies that guaran-
teed these loans will all have to take 
an economic hit. Condo property 
values will continue to decline until 
they reach market equilibrium.

Some examples of recent price 
drops in high-rise condos are: The 
City, where developers reduced 
their starting price from $275,000 
to $225,000; Aquablue, which low-
ered starting prices from $299,000 
to $249,000; and Quantum Metro-
center, which reduced starting prices 
from the mid $400,000s to $344,000. 
In addition, these projects and many 
others are offering creative fi nanc-
ing for qualifi ed buyers to reduce 

monthly mortgage payments in the 
fi rst few years of the loan.

It is unclear how much more condo 
prices will have to drop until they 
reach market equilibrium; however, 
with the decreased availability of 
qualifi ed buyers due to the new HUD 
regulations, deteriorated economy 
and reduction in population, there 
is less aggregate demand, which 
will likely continue pushing prices 
down.

Moving forward, the HFA has 
taken steps to make fi nancing avail-
able for the construction of afford-
able housing by creating a fund for 
these types of projects. Under the 
intricate structure of the fund, the 
Puerto Rico Community Develop-
ment Fund, a subsidiary of the HFA, 
will use $17 million of the 2009 New 
Market Tax Credits funded by the 
U.S. Treasury. 

As part of the transaction, Citi 
Community Capital, a department 
of Citigroup’s (Citi) Municipal Se-
curities Division, will provide $11.5 
million and the HFA will contribute 
$33.5 million to create the Puerto 
Rico Revolving Loan Fund.

Later in 2011, the Economic De-
velopment & Commerce Department 
(DDEC by its Spanish initials) did its 
part to attract non-Puerto Rico resi-
dents to the island by promoting leg-
islation that has created a local tax 
haven. Under the plan, a person who 
hasn’t been a resident of the island 
for the past 15 years is now exempt 
from tax payments in Puerto Rico for 
all passive income generated from 
interest and dividends until 2036. 
These immigrating resident inves-
tors would need a place to live, and 
there are plenty of attractive options 
in Puerto Rico. 

Attracting foreign buyers to res-
idential-tourism projects will also 
play a key role in selling these 
projects. As previously reported in 
CARIBBEAN BUSINESS (Dec. 8, 
2011), Puerto Rico offers some of 
the best conditions for owning real 
estate in the U.S. and the rest of the 
world. These include low transaction 
costs, easy accessibility (airlift) and 
low property taxes.

“I don’t know of any jurisdiction 
that has this type of initiative,” said 
DDEC Secretary José Pérez-Riera.

GOVERNMENT INCENTIVES 
There are some additional fi nancing 
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Puerto Rico’s push to own the luxury resort 
segment has seen the Horned Dorsett Prima-

vera in Rincon jumping into the fray. 
Nestled between Mayagüez and Aguadilla in the 

town of Rincón on the west coast of Puerto Rico, 
the resort boasts spectacular beaches, world-class 
surfi ng, shopping, great golfi ng, exquisite dining 
and much more. It is easily accessible, only 25 
minutes south of Aguadilla Airport (BQN) with 
international air service and two hours west of 
San Juan International Airport (SJU).

Christie’s International Real Estate (CRIE), in 
collaboration with Trillion Realty Group (TRG), 
is offering villas that epitomize style, exclusivity 
and privacy. Designed in the Mozarabic style 
that celebrates a high cultural and intellectual 
moment in Spanish and North African history, the 
Residences feature Moorish details and original 
architectural elements handcrafted in Morocco 
and Spain.

“To differentiate yourself from other 
destinations, you have to specifi cally cater to 
the luxury market, and that is precisely what the 
Horned Dorset Primavera Residences has done,” 
said TRG partner Ani González.

A primary element of the marketing strategy 
at TRG is to list properties locally and sell them 
globally. This is what makes the collaboration with 
Christie’s ideal. The Horned Dorset Primavera is 
part of Christie’s “Bespoke Marketing Program,” 
which is reserved for only 1% of its affi liate’s 
property offerings and provides custom-tailored 
solutions for truly exceptional real estate.

“We are seeing a new wave of buyers of luxury 
properties from the emerging markets such as 
China, Russia and Brazil,” said Rick Moeser, 
Christie’s regional vice president.

Tapping into any market, emerging or U.S., is 
Christie’s strength. Known for its high-end art 

auctions, the company attracts potential investors 
who are also art enthusiasts and cross sells luxury 
properties priced $1 million and higher. The 
Horned Dorset Residences go as high as $1.75 
million.

The $5.7 billion company boasts a privileged 
database of just under 200,000 clients, a list 
now available for TRG to market its eligible 
properties.

In fact, Christie’s places an entire marketing 
program on the table, including exposure at art 
auctions and other events during the year, as well 
as advertising in its exclusive art and real-estate 
publications, website, emails, direct mail, social 
media, and more.

The company boasts 140 affi liates around 
the world like TRG, which collaborate to fi nd 
property buyers.

“It’s a great network, and we meet regularly, 
which gives everyone a chance to compare notes 
and present each other’s properties,” Moeser 
continued.

Puerto Rico, he added, has all the ingredients 
to attract a “good number” of investors to buy 
the luxury properties available on the island, 
including the Residences.

 “Luxury investors love the Caribbean,” he 
explained. “They tend to prefer spots that are 
rather out of the way, a bit remote even, so they 
can disconnect—places that  cater to their wants 
and needs.”

Aside from the impeccable details of the 
property itself that includes high-end shopping 
and amenities in the surrounding area, it also has 
world-class medical services. It also helps that 
Puerto Rico is part of the U.S.

“It gives them a certain comfort level that 
they like,” he added. “Access is easy given all 
the direct fl ights from the states, and there’s no 
passport needed, so it’s really convenient.”

Luxury travelers also like to buy where their 
friends buy. “That’s why it’s critical that we 
present these properties to the right audiences, 
because they listen to each other when they buy 
and oftentimes buy in groups,” Moeser said.

 
TOP-NOTCH TAX TREATMENT

The Residences offer a full array of world-class 
amenities including a concierge, award-winning 
cuisine, fully equipped gym, yoga pavilion, 
massage services, spectacular vistas from every 
perch, and its own beach.

U.S. citizens can also take advantage of the 
newly passed local tax incentives by purchasing 
a property at the Residences. The passive-income 
incentive (Law 22-2012) offers qualifying 
individuals’ total P.R. tax exemption on passive 
income derived from investment dividends. If 
an individual hasn’t been a resident of Puerto 
Rico during the past 15 years, upon becoming 
a resident they would pay no taxes on passive-
income whatsoever to the Internal Revenue 
Service or the local Treasury Department.

In addition, all bona fi de capital gains not asserted 
prior to the investors’ relocation to P.R. will be 
tax-exempt for 10 years before the law expires in 
2035. After the initial 10-year exemption, capital 
gains will be taxed at a preferential 5% rate.

The combination of amenities, exclusivity, 
accessibility and tax incentives make owning a 
villa at the Residences a smart choice for buyers 
seeking a slice of paradise. � 

 Christie’s places Rincón properties in eyes of luxury buyers
Partnership with local Trillion Realty betting on Horned Dorset Primavera’s

amenities, exclusivity, accessibility, tax incentives; where art meets real estate

“To differentiate yourself 
from other destinations, you 

have to specifi cally cater 
to the luxury market, and 
that is precisely what the 
Horned Dorset Primavera 

Residences has done.”
—Ani González, TRG partner

Designed in the Mozarabic style, the Residences feature Moorish details and original architectural elements 
handcrafted in Morocco and Spain.



alternatives. The recently enacted 
housing incentives can contribute 
to the down payment and closing 
costs. Banks and developers are also 
creating packages that signifi cantly 
reduce down payments; however, 
borrowers will typically pay higher 
interest rates, must have excellent 
credit scores and these nonconform-
ing loans can’t be sold on the sec-
ondary market, thereby reducing 
banks’ liquidity for future lending.

In an effort to stimulate the hous-
ing market, the administration of 
Gov. Luis Fortuño in September 
2010 launched a broad spectrum 
of incentives for the purchase of 
a home. Buyers pay nothing for 
stamps and internal revenue vouch-
ers, which represent a signifi cant 
chunk of closing costs. In addition, 
those selling an existing property 
during this period—the incentives 
were extended through the end of 
2012—are exempt from paying ad-
ditional stamps and vouchers to can-
cel their mortgage. 

Owners of new property are exempt 
for fi ve years from paying property 
taxes to the Municipal Revenue Col-
lections Center. In addition, those ac-
quiring a residential property (wheth-
er new or existing) or a commercial 
property worth up to $3 million, with 
a capital gain from such a sale, paid 
zero taxes on the capital gain. In the 
case of an existing home, they pay 
only 50% on the capital gain. 

The program also increased from 
$1,000 to $5,000 the available cred-
it taxpayers can claim against their 
capital-gain losses if the sale of their 
home was completed within the pro-
gram’s timeframe. The credit can 

be claimed annually until the loss is 
covered. 

A related program, known as “Mi 
Seguro Hipotecario,” is aimed at 
new and existing residential prop-
erties worth up to $300,000. Under 

this program, the mortgage bank can 
fi nance up to 105% of the home’s 
sale price and the mortgage insur-
ance would cover 17% of the risk, 
while the mortgage bank would as-
sume the remaining risk of up to 
88%. In addition, the “FHA Boric-
ua” covers fi nancing of up to 98% of 
the loan-to-value of a property up to 
$300,000.

Another related program offers 
a second mortgage loan of up to 
$25,000, on which the homeowner 
is waived from paying interest for 
10 years. 

In an attempt to stimulate the rental 
market, owners who made their prop-
erty available for renters, whether 
new or existing, pay zero taxes for 
10 years on the net rental income.

“The program is a great success,” 
said the HFA’s Joyner. “I have seen 
families who have been able to ac-
quire a property with as little as $500 
and, in many cases, it was their fi rst 
home.” 

As announced by Fortuño during 
his budget address April 24, 28,000 
home sales have taken place since 
the introduction of the housing in-
centives. A majority of the incentives 
are to be phased out by the end of the 
year and it is unclear what effect this 
may have on future home sales.

Incentives are important but the 
government must do more to help 
businesses thrive. Housing demand 
and real-estate prices will only re-
cover when the broader economy re-
covers and job growth rebounds. �
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Another major contributor to 
the overbuilding in the local 

condo market can be attributed to 
the impact of horizontal-property 
laws in Puerto Rico versus other 
jurisdictions. Before a bank ap-
proves the construction loan for a 
project, the developer markets the 
project and initiates a preconstruc-
tion sale of units for interested 
buyers. 

During the fi rst half of the past 
decade, when prices were continu-
ously rising, speculators entered 
the market and began optioning 

properties during the precons-
truction stage of development, 
and then sold the options for sub-
stantial profi ts once the units were 
ready.

At some point in the develop-
ment phase, most of the units in 
these now vacant buildings were 
optioned for purchase by qualifi ed 
buyers. As the economy soured, 
people holding option contracts 
developed buyer’s remorse and 
withdrew their options, leaving 
many developments empty after 
they were substantially completed. 

After 18 months, a developer is 
required to return a deposit on re-
quest if a property isn’t ready for 
delivery.

In other jurisdictions throughout 
the U.S. and the rest of the world, 
an option contract is binding and 
if purchasers don’t qualify for fi -
nancing or wish to withdraw their 
option, they lose their deposit. If 
buyers knew they would lose their 
option deposit if they didn’t con-
summate the purchase transaction, 
the speculative bubble that devel-
oped could have been avoided and 

many of these projects may have 
never been built.

Puerto Rico’s real-estate laws 
also require a developer to pay for 
the maintenance of a project until 
more than half of the units have 
been transferred to the buyers. 
Under current market conditions, 
more than half the units in many 
projects have remained unsold 
for years, placing a burden on de-
velopers and forcing some out of 
business, leaving even more toxic 
assets (nonperforming loans) on 
the banks’ balance sheets. �

Puerto Rico’s horizontal-property laws
contrast with other jurisdictions

Housing Finance Authority Executive Director George Joyner


