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Outline

Turning the corner
1) Are global housing markets turning the corner?

2) Housing affordability: is the discussion in academia and policy circles
turning a corner?

3) I’'m turning a corner ...

e Karan (“Young Hites”) and | plan to keep an interest in global housing issues
» Subscribe to our Substack: Global Housing Watch (it’s free)




Global Housing Markets:

Turning a Corner?




Global Policy Rate Hike Cycle
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Source: Authors’ calculations based on data from Bank For International Settlements (BIS)




AESs & EMSs

Real House Prices

(data through June 2022)

Real House Price Index
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US & EU

Real House Prices

(data through September 2022)

Real House Price Index
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BIS

Selected Advanced Economies
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BIS

Selected Advanced Economies
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China

BIS
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Selected Emerging Markets
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Advanced Economies: OECD

Real House Price Change (g-0-q, 2022:Q3)
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Emerging Markets: OECD

10

Real House Price Change (g-0-q, 2022:Q3)
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Prospects for global housing markets

* Drivers are interest rates and income
* Prospects for interest rates depend on central bank responses to inflation

* IMF: “Global inflation is expected to fall from 8.8 percent in 2022 to 6.6
percent in 2023 and 4.3 percent in 2024, still above pre-pandemic (2017-

19) levels of about 3.5 percent.” (WEO Update, January 31, 2023)

* IMF: “Global growth is projected to fall from an estimated 3.4 percent in

2022 to 2.9 percent in 2023, then rise to 3.1 percent in 2024.”

* The forecast for 2023 is 0.2 percentage point higher than predicted in the October 2022
World Economic Outlook (WEO) but below the historical (2000—19) average of 3.8 percent.




Prospects for inflation:

IMF (WEO, January 2023)

About 84 percent of countries are expected to have lower headline (consumer price index)
inflation in 2023 than in 2022.

Global inflation set to fall: 8.8 percent in 2022 (annual average) to 6.6 percent in 2023 and 4.3
percent in 2024—above pre-pandemic (2017-19) levels of about 3.5 percent.

Underlying (core) inflation expected to decline: 6.9 percent in the fourth quarter of 2022 (year
over year) to 4.5 percent by the fourth quarter of 2023.

Still, disinflation will take time: by 2024, projected annual average headline and core inflation will,
respectively, still be above pre-pandemic levels in 82 percent and 86 percent of economies.

* In advanced economies, annual average inflation is projected to decline from 7.3 percent in 2022 to 4.6
percent in 2023 and 2.6 percent in 2024—above target in several cases.

* In emerging market and developing economies, projected annual inflation declines from 9.9 percent in 2022
to 8.1 percent in 2023 and 5.5 percent in 2024, above the 4.9 percent pre-pandemic (2017-19) average.
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U.S. 30-Year Average Mortgage Rate: Peaked?

Source: Zillow Group




Housing Affordability:

s the Discussion turning a Corner?




House Price to Income Ratios

Continue to be used extensively as indicator of house price ‘overvaluation’
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A recent example:

IMF paper on housing markets in Asia-Pacific Region (but it’s a good paper!)

Figure 7. Prices Appear Misaligned in Advanced Asia-Pacific
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* Debetal (2022)

“Housing prices in many countries
across the region now appear
misaligned, with significant downside
risk to prices in the period ahead.”

“Price surges during the pandemic,
especially in the region’s advanced
economies (AEs), were facilitated by
low mortgage rates as central banks
Implemented very accommodative
policy stances, along with country-
specific demand and supply factors.”
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House Price to Income # Atfordability

Recent research by Lars Svensson outlines the problem with using price to income ratio as a
measure of affordability of houses.

Dwelling is a durable good, an asset that delivers a flow of services, housing services that are
consumed by the owner.

The purchase price of the asset is not the same as the annual cost of the housing services or the
user cost of housing.

The latter is the correct metric for valuation assessments and not the purchase price.




House Price to Income # Affordability:
Evidence for Sweden

Figure 1.1: Price-to-income and user-cost-to-income ratios (percentage deviation from historical

averages) and the user cost
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Source and note: Own calculations. See appendix A and figure 3.5 for the underlying data. The “preference-

of capital (percent), Swedish houses.
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adjustment” is explained in the text. The user cost of capital is from figure 3.4. The last observation is 2022q3.

“For Sweden, the UCTI and PTI
Indicators turn out to be strongly
negatively correlated and even of
opposite signs after 2014q1. Both can
therefore not be right. If we accept that
the UCT]I indicator is the right one, it
follows that the PTI indicator is not only
Irrelevant but after 2014q1 consistently
wrong in indicating over- or
undervaluation.”

- Svensson (2022)
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House Price Affordability: Granular Look

Figure 5: Share of 3BR and 4BR Rental Units Affordable to Married Couples with 2 Children
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Figure 6: Share of 2BR and 3BR Rental Units Affordable to Single Parents with 1 or 2
Children
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Ghent and Leather (2022)
find that housing
affordability in the US is
largely a problem for
single-parent families.

By their method several
of the least affordable
cities are not the big cities
In US Northeast,
California or South
Florida but instead are
cities with both low
Incomes and low rents.

Source: Ghent and Leather (2022)
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Turning a Corner

Personal transition




ransitions

* I’'m moving to Johns Hopkins University as Director of M.S. in Applied
Economics Program (new email: ploungani@jhu.edu)
* | plan to expand our offerings in real estate economics

e Karan Bhasin (“young Hites Ahir”) and | plan to continue to research

and write about global housing markets
e Subscribe to our Substack: Global Housing Watch (free subscription)


mailto:ploungani@jhu.edu

hank you!

THE EXPRESSION “TURN A CORNER”  BUT IT’S ILLOGICAL BECAUVSE IF
: MEANS THINGS ARE = / YOU CONTINUE TURNING CORNERS

= IMPROVING AND =/ YOU END UP RIGHT BACK _=

_ MOVING AHEAD. WHERE YOU $TARTED. _JE—

€ L =
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Additional Slides:
U.S. Housing Market




U.S. House Prices: Top of Mind

— W BUSINESS Markets Tech Media Success Perspectives Videos Q . ] ) , iy,
HAPPENING NOW
oins CNN's Jake Tapper in an exclusive interview. Watch CNN

Economic nsghts  Blog Dt Center

Latest Market News =

DOW 34,086.04 1.09% A Apple has infringed on worker rights, NLRB investigators say

eeeee
( is driving the US market Wages continue to rise, but they still aren't keeping pace with inflation

11,584.55 167% A ! 1 Tesla confirms DOJ has requested documents on Autopilot, 'Full Self-Driving'

US home prices continued to lose momentum . g .
in November House Prces Decling Fastest i Orenvalued Vlrket

1] R —— US home prices dropped for the fifth month in
a row in November

This is the second-higgest home price correction of @ By Anna Balney, NN
the post-WWII era—it's also a fairly mild correction, PRAESEES e 5, 20
S0 far

5V LANCE LAMBERT
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S&P/Case-Shiller U.S. Home Price Index
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d Interest Rates
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Single Family House Prices in December

House Price Changes (m-o0-m)
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US New & Pending Listings
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Median Days to Pending in US
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30 Year Average Mortgage Rate: Peaked?

Source: Zillow Group
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