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General overview of Romanian market

With a primary real-estate market that has vigorously flourished in the past couple of years far beyond most daring expectations, Romania has proved to be a winning card for the players in the industry and, with its huge potential, promises to be a wonderland for investors with a vision, ready to overcome inherent difficulties of emerging markets to achieve generous returns.

Given the increase in the real estate asset prices over the past year and the prospective of solid growth following EU accession, there seems to be quite a high degree of awareness on the market that new investment vehicles are needed as an alternative to real estate companies and mutual funds investing in money-market or equity, the structure offered by real estate investment funds (REITs) as combination between stock and real estate portfolio being attractive, especially for qualified investors.

A quick review of the international market trends against Romania's legal background demonstrates that such can only offer limited infrastructure for certain investment techniques and instruments and some new legislative and regulatory efforts would need to be timely made to further nurture investor's interest in the real estate of this country.

Tax efficient or transparent property funds (as well as pooled property funds) as preferred investment vehicles providing investors a greater choice of strategy and the benefits of a diversified portfolio are still being contemplated de lege ferenda only.

Legislative changes that would favor introduction of REITs

· Harmonization with EU Directives 

An important legislative step towards harmonization of Romanian legislation in view of Romania’s accession to EU was taken by passing the new securities and capital market law at the end of July 2004.

Capital Market Law lays down principles contained, amongst others, in EU Directive No. 93/22/CEE on investment services in the securities field and EU Directive No. 85/611/CEE relating to undertakings for collective investment in transferable securities (UCITS). 

Judging from the limitations regarding investments that may be made by mutual funds (open-ended funds in the meaning of UCITS), it would appear that the only structure already addressed under Capital Market Law that could be used for a REIT is the private closed-end fund. 

However, while open-ended funds benefit under Capital Market Law from quite a comprehensive legal framework which follows closely the provisions of EU Directive No. 85/611/CEE relating to undertakings for collective investment in transferable securities, closed-end funds regulatory provisions are limited under Capital Market Law to bottomline rules, to be further elaborated by the Romanian National Securities Commission pursuant to specific regulations.

· First steps in the development of mortgage-backed securities market

Enactment by the Parliament of the Mortgage Bond Law and Securitization Law, tailored  under an initiative started in 2001 by the US Agency for International Development (USAID) Mission in Romania to promote reform of the Romanian financial and capital market, is expected for the second half of this year and it is hoped that it will provide a kickoff for secondary mortgage market and an important stimulus for issuers but also for the large, qualified investors.

Issuance of mortgage bonds and mortgage-backed securities would most probably function as a catalyst for other developments on the market, and it is expected to influence and speed up the process for the creation of new investment vehicles having in their portfolio a mix of asset-backed securities and real estate property.

· Constitutional amendments

An important stimulus to increase the attractiveness of investments in the real estate market is represented by the recent amendment brought to Romanian Constitution that will allow foreign natural and legal persons to own land in Romania following the date of accession to EU.

· Lessons from mature markets

Considering that legal framework at this stage offers not more than embryos, best way for introducing REIT structures would probably be by recourse to a dedicated legislative act, setting not only the legal parameters but instituting a tax and fiscal regime for making such structures attractive to investors.

