1. IMF’S LATEST HOUSING MARKET ASSESSMENTS


Bolivia (Article IV): “Credit quotas should be relaxed to limit poor-quality credit growth.
Interest caps should also be removed so that lending decisions better reflect intrinsic risks.
This would remove distortions in the allocation of credit and support desirable allocation of
resources in support of growth. ASFI is urged to monitor closely capital quality for its
ability to absorb potential shocks and to scrutinize possible risks arising from rapid credit
growth to housing. In this context, the Fund welcomes the opportunity to assist the
authorities to prepare a real estate price index and urges rapid progress”, according to the
IMF report.



Cambodia (Article IV): “Capital continues to flow into the construction sector driven by
regional investors and strong demand for residential and retail space. Significant data gaps,
including on property prices, complicate the assessment of risks. There is anecdotal
evidence that growing oversupply is dampening prices of high-end apartments, while, given
the segmented nature of the market, property prices for retail and residential properties
remain robust. As a result, affordability of residential housing is being eroded. Credit
growth to the real estate sector, a key transmission channel linking credit and economic
growth, has averaged around 35 percent since 2016, driven by few banks. Further
heightening risks, real-estate developers are reportedly offering mortgages with looser
lending conditions, an activity that remains unmonitored and unregulated”, according to the
IMF report.



Croatia (Article IV): “The real estate market is also picking up, albeit from a low base and
the recovery is rather segmented. Should both household borrowings and real estate prices
further accelerate, additional macro prudential measures may need to be considered,
including a comprehensive debt-service-to-income ratio capturing all debts, not just debts
related to housing loans. Since May 2018, new loans are no longer reported to the credit
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register run by the Croatian Banking Association due to concerns of some banks about the
implementation of the General Data Protection Regulation (GDPR). Staff recommended to
shortly resolve these legal issues”, according to the IMF report.


Cyprus (Article IV).



Finland (Article IV): “Credit has expanded moderately overall, but housing corporation
loans and consumer credit have been rising more rapidly. Total loan growth to the private
nonfinancial sector has remained broadly constant at around 3½ percent for the past five
years. Most lending to households has been in the form of secured lending for housing,
which has grown around 4 percent. Corporate loan growth has rebounded strongly in the
second quarter of the year after a sharp contraction in the second half of 2017”, according to
the report.



Hong Kong (Article IV): “The authorities’ strategy to contain the housing boom using tight
macroprudential measures and stamp duties remains appropriate, but more needs to be done
to raise housing supply. The authorities’ three-pronged approach relies on a mix of
macroprudential policies, stamp duties to contain excessive demand, and measures to
increase housing supply. While macroprudential measures have allowed for building buffers
in the financial system against a correction, housing prices rose until recently, and
affordability deteriorated. A significant increase in housing supply remains the most needed
course of action. Given affordability concerns, the authorities could also consider increasing
spending on public housing and allocating a larger share of new housing stock for public
housing.



Italy (Article IV).



Kosovo (Article IV): “With strong growth in property lending (beyond mortgages, this
includes commercial and residential construction loans, consumer credit used for housing
finance, suppliers’ credit) amid signs of a supply overhang in the capital, the authorities
should closely monitor the market and develop a housing price index or create a centralized
registry of property valuations to convey the price signal of the property market”, according
to the IMF report.



Poland (Article IV): “Current strong housing demand is financed to a greater extent than
before the GFC with buyers’ own resources. Rising construction costs have slowed the
supply of new housing, and nominal house prices in some regions have risen to pre-GFC
levels. Nonetheless, affordability remains comfortable owing to strong growth of household
incomes”, according to the IMF report.
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Ukraine (Technical Assistance Report): “A technical assistance (TA) mission was
conducted during June 18–22, 2018 to support the State Statistics Service of Ukraine (SSSU)
in improving the residential property price indexes (RPPI) for Ukraine. This was the second
of a series of SECO2 RPPI-funded TA missions to take place until mid-2019 that will assist
in building staff capacity for further development of the RPPI. RPPIs have been identified
as critical ingredients for financial stability policy analysis. The indexes are used by policy
makers as an input into design of macroprudential policies, that is, those policies aim to
reduce systemic risks arising from “excessive” financial procyclicality (such as asset
bubbles). RPPIs are also used by policy makers to inform monetary policy and inflation
targeting”, according to the IMF report.



United Arab Emirates (Article IV): “Given the risk of spillovers from declining real estate
prices, staff urged the CBU to resist calls for relaxing prudential limits on real estate lending.
The authorities are preparing to develop a new bank resolution regime; in the meantime,
staff encouraged the CBU to discuss contingency plans for banks in case of an abrupt
tightening of financial conditions or other adverse shocks”, according to the IMF report.



House Price Synchronicity, Banking Integration, and Global Financial Conditions
(Working Paper): This paper examines “the relationship between house price
synchronicity and global financial conditions across 40 countries and about 70 cities over
the past three decades. The role played by cross-border banking flows in residential property
markets is examined as well. Looser global financial conditions are associated with greater
house price synchronicity, even after controlling for bilateral financial integration.”
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2. A LOOK AT HOUSING, MOBILITY AND WELFARE
In this interview, Gabriela Inchauste talks about Living and Leaving: Housing, Mobility and
Welfare in the European Union—a new report from the World Bank. Inchauste is a Lead
Economist in the Poverty and Equity Global Practice of the World Bank.

About the report…
Hites Ahir: What prompted you and your team to write this report?
Gabriela Inchauste: The main motivation for the report came from our concern over the
growing divides in the European Union, with widening productivity gaps and growing inequality
in labor incomes. The divide often plays out across regions within countries, as high-productivity
jobs are concentrated in metropolitan regions. We wondered the extent to which these divides
can be explained by the housing market. To the extent that households in the European Union
hold most of their wealth in the form of illiquid and immovable assets such as land and housing,
they can be an important source of wealth inequality and can also determine intergenerational
mobility if homeowners are anchored to the localities where they live, independently of how
prosperous or dynamic those locations are. This is problematic from a growth perspective
because it implies that the labor force is not moving to where it can be most productive. For
young people and for newcomers, housing affordability can be a real barrier to accessing good
jobs, and therefore a key determinant of individual well-being and overall economic growth. Our
main goal was to unravel the combined impacts of housing policies and regulations on household
welfare.

Hites Ahir: What are the main findings of the report?
Gabriela Inchauste: There are three main findings. First, the most productive metropolitan
areas are precisely the places where lack of affordable housing is most acute, effectively shutting
out tenants, newcomers and the youth from good job opportunities, thus limiting growth and
inclusion.

Second, if higher housing prices today don’t lead to more houses built in the future, then housing
affordability is more prevalent. The differences in the responsiveness of housing supply to
increases in housing prices varies widely across European Union countries: those with low
responsiveness have more severe housing affordability constraints. Stricter regulatory
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environments and weak institutions are associated with low responsiveness of housing supply to
increases in housing prices.

Third, tax and spending policies across the European Union have focused on homeownership,
with scarce attention and resources devoted to easing the barriers and market restrictions that
could improve housing affordability and allow workers to move to where they are most
productive. Housing allowances are the most progressive of interventions, particularly when
directed at low-income tenants, while mortgage subsidies do not meet the housing needs of the
lowest income groups.

Hites Ahir: What are the implications of your findings for policymakers?
Gabriela Inchauste: The report highlights three areas for attention. First, create enabling
conditions to allow the housing supply to expand. Overly restrictive land use and development
regulations constrain housing growth and drive up prices. Cities could encourage new
construction or the redevelopment of existing structures by permitting appropriate floor-space
ratios, building heights, and density in specific target zones. Cities can also streamline their
processes to speed up land-use approval and permitting, creating a more predictable and less
burdensome process. In some member states, improving property rights and the land
administration system is a priority. Finally, developing governance structures that ensure efficient
coordination mechanisms across financing, urban planning, infrastructure development, land-use
regulation, building codes, delivery and contracting approaches is critical.

Second, use public finance more strategically. Governments should emphasize strategic
investment projects in greenfield housing as a central part of their investment strategies, together
with transportation to facilitate commuting to the centers of economic activity. Moreover, a shift
in government spending away from tax and benefit incentives that favor homeownership in favor
of tenure-neutral, portable and progressive housing allowances would improve redistribution and
efficiency. Similarly, instead of incentives aimed at homeownership for the young, governments
could consider providing housing allowances for targeted groups, such as the youth, potentially
making benefits conditional on job search responsibilities.

Third, improve monitoring and dissemination of housing data and local-level information. Better
monitoring and dissemination of information at the metropolitan level on housing prices,
employment, wages, housing policies and regulations, and other indicators would help to inform
policy makers. Ideally, local, regional, and national governments should create a publicly
available house price registry with information on addresses, sales prices, and quality of housing
(energy rating, square meters, and so on), with information as close to real time as possible, in
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line with other high-income countries. House purchase cost indicators could also be published to
benchmark the transaction costs in place at the local, regional, and national levels. This level of
transparency could lead to greater competition across jurisdictions and contribute to more
efficient, and equitable housing markets.

On residential mobility …
Hites Ahir: What is the current state of mobility in the European Union?
Gabriela Inchauste: Residential mobility is low in the European Union overall compared with
Canada and the United States, particularly in Central and Eastern European countries, which
could limit agglomeration and increases in productivity. Residential mobility in the report is
defined as a change in dwellings and does not include mobility outside their country of origin.
Data on five-year residential mobility rates from European Union countries show substantial
variations across countries, ranging from 1.8 percent in Romania to 45.1 percent in Sweden
(Figure 1).

Figure 1. Five-Year Residential Mobility in European Union Countries, Canada, and the
United States, early 2000s
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Sources: Estimates from Eurostat EU Statistics on Income and Living Conditions (EUSILC) 2012 database; U.S. 2010–15 mobility data, Annual Social and Economic
Supplement of the Current Population Census; 2016 Census of Population, Statistics
Canada.
Note: EU = European Union.
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Across all countries, outright homeowners are the least mobile, and tenants paying market rents
are the most mobile (Figure 2). Data on intention to move similarly show that residents in
Central and Eastern European countries are much less likely to move, on average, than residents
of other European Union member states. Notably, among countries with the lowest willingness to
move, a large share of those who do intend to move were looking for opportunities abroad. This
reflects the large wage differentials with major destination countries in Western Europe and may
at least partly explain the lack of internal mobility. Although the decision between external and
internal mobility is likely made jointly, especially in the context of free labor mobility within the
European Union, we focus on internal mobility primarily because of limited information in the
household surveys.

Figure 2. Residential Five-Year Mobility Rate, by Tenure Status, in the European Union
and Selected Non-European Union Countries, 2012
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Hites Ahir: Could you discuss how do housing market regulations and institutional factors
affect mobility?
Gabriela Inchauste: We estimate the extent to which country-level regulations and policies
affect the likelihood of mobility. The types of policies analyzed include rental market regulations
(degree of rent control and tenant protection), aggregate transaction costs, and institutional
factors that affect the broad functioning of the housing market. In addition, the effect of broader
policies influencing housing affordability, such as access to credit and unemployment benefits,
are also assessed. We find that higher mobility is associated with lower rent control, tenant
protection, and transaction costs. They are also associated with higher access to housing finance,
better property rights protection, and better quality of land administration. Institutional factors
(that is, weak protection of property rights and low quality of land administration) are closely
linked to and negatively affect mobility because they influence the broader functioning of the
market. This is an area where the policy direction is unambiguous, and Bulgaria, Croatia, Greece,
and Romania could particularly benefit. Finally, we find that institutional factors
disproportionately affect the mobility of younger people relative to older people. The mobility of
younger people is comparable to or even lower than the mobility of older people in most
European Union member countries, though with the caveat that we do not capture external
migration in the data.

On policies…
Hites Ahir: In the report, you discuss three types of policies for affordable housing:
schemes for home buyers or homeowners, housing allowances, and schemes for tenants.
Which is the most effective and why?
Gabriela Inchauste: The report undertook a stocktaking exercise which identified a total of 208
programs across the 28 European Union member states. The resources dedicated to each type of
program vary widely, with France, Germany, Ireland, the Netherlands, and the United Kingdom
dedicating more resources to housing allowances, while southern and eastern European Union
countries spend much more on housing development (Figure 3).

In terms of the effectiveness of different programs, we found that housing allowances are the
most progressive and perhaps the most effective in improving household affordability. About 85
percent of tenant beneficiary households and 60 percent of homeowner beneficiary households
on average belong to the bottom 40 percent of the income distribution across countries. However,
given the relatively scarce resources devoted to these programs in many countries, a large share
of poor households in the European Union still do not receive housing allowances; in fact, less
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than half of the poorest quintile receives housing allowances in all but 10 European Union
member states.

Figure 3. Composition of Spending on Housing Programs in the European Union
Countries, 2016
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Source: Eurostat COFOG data.
Note: COFOG = general government expenditure by function. EU-28 = all 28
European Union member states.

In contrast, tax relief for home buyers and homeowners is expensive and concentrated in the top
half of the distribution. In addition, there is an empirical literature that finds that mortgage
interest deduction programs that are not targeted to low-income households do not actually
increase homeownership but rather induce homeowners to buy larger and more expensive houses,
shifting resources away from other more productive assets. Further, there is no causal evidence
with respect to the existence of positive externalities associated to owning—as opposed to
renting—a home. These findings raise serious doubts about the desirability of tax relief for home
buyers and homeowners.

Finally, programs for tenants are less common and usually take the form of subsidies and tax
relief for home developers. The stocktaking exercise identified 60 different programs for tenants
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across 27 European Union member states. In 14 countries these include subsidies and tax relief
for housing development, and in 27 countries they included social housing. The supply of new
social housing has been declining, while reduced funding for these programs has led to greater
focus on targeting poorer households. However, there are some important exceptions to this, with
most social housing beneficiaries belonging to the top 60 percent of the distribution in the Czech
Republic and the Netherlands. Beyond programs for housing developers and social housing,
there are other programs for tenants in the form of tax relief, which are found to be progressive
and largely concentrated at the bottom of the distribution in Ireland and Italy, but not so in
Portugal and Spain.

Hites Ahir: Of all the countries that you surveyed in this report, is there a country that gets
housing right?
Gabriela Inchauste: I was especially impressed with housing policies in Ireland, where there
are relatively high levels of housing affordability. Ireland has relatively low tenant protection,
low transaction costs, high quality land administration and property rights protection and
consequently relatively higher mobility. In terms of fiscal policy tools, Ireland has highly
progressive housing allowances, to which they dedicate a relatively high share of resources.
There are also social housing programs which mostly provide rental accommodation at reduced
rates to low income households. Perhaps the only thing I would change is their mortgage interest
tax deduction, which mostly benefits the top of the distribution.
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ABOUT GLOBAL HOUSING WATCH NEWSLETTER
The Global Housing Watch Newsletter aims to present a snapshot of the month's news and
research on global housing markets. If you have suggestions on new material that could be
included or ideas to improve this newsletter, you can send it to Hites Ahir (hahir@imf.org).

*Disclaimer: The views expressed in this note do not necessarily represent those of the IMF or
IMF policy. Also, this note does not independently verify the accuracy of the news, statistics or
events presented in this document.
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