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Trunks, Tailsand Elephants: M oder nising Housing Policies

1. Grasping at Parts, Missing the Whole

The housing sector is a complex system, with makdtnon-market sectors, local
boundaries and global drivers, and with signifidarks to markets for land, labour
and finance. The outcomes of the system shapedhleeing of households, fashion
neighbourhood domains and externalities, and mstrsfeatial differentiation and
separation in ways that impact society, the envivent and the economy (Maclennan,
2008). In relation to the economy (the key conadrtinis paper), housing commonly
absorbs a fifth of household incomes, comprisesrtaim component of both
household assets and debts and has significantcatiphs for employment and
labour mobility. Housing is a big system and thecfioning of that system impacts
the major goals of governments, such as enviroreheunstainability, social cohesion
and economic competitiveness.

The above observations are obvious to economisaadl researchers on housing.
However it is equally obvious that this ‘large asgnificant system’ view of housing
does not prevail in policymaking in most of the QEC€ountries. If it did, there would
be an evidenced awareness for policy of how housiakets impact non-housing
policy goals, such as greenhouse gas reductiom$piiy term distribution of wealth
or the fast integration of visible minorities, rattthan areas of doubt and mystery.
With a sense of the wider roles of housing systiefisdikely that there would also be
more effective (housing) policies to deliver hogsoutcomes.

Governments, influenced by evidence, experiencadeas change the ways they
think. Over the last twenty years governments lewdved new policy paradigms
about competitiveness of industries, cities andregand how to respond to growing
global challenges (OECD, 2006). These synthesesfor issues for mobile business
capital, such as innovation or corporate tax rated,on human capital, drawing
attention to the importance of education, trairang migration, for example. The
conventional wisdom emphasises the flexible andemaobile factors of production.

The focus on more flexible markets for labour andricial deregulation, shifting
both opportunities and constraints, has led to s@oensideration in the design of
housing policies (Maclennan and Pryce, 1996). Havéwve modern policy synthesis
has been mis-specified by de-emphasising the velgtiixed and localised aspects of
economic and social life. The outcomes that govemtsiaim for reflect an
interaction of both truly global drivers of charayed ineluctably local demand and
supply systems. Within these systems, it is lamiiastructure and housing that are
the relatively fixed factors and planning, constimt and government sectors that
literally put the global response in particularqas.

The contention of this paper is that any nationityrwill fashion more effective
responses to challenges of globalisation if itudels these relatively localised and
fixed factor systems in the core of research, amsbnd policy making. This is not
simply a matter of more logically complete thearatimodels or better-specified
empirical work for policy. More fundamentally it &out the scope and vision for
housing, and planning, policies and about the &of@olicy instruments and how to
use them. Keynes noted the limitations of pursgingplistically rational policies in a
world of irrational behaviours. The challenge fioe tonventional wisdom is to go
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beyond simplistic flexibility mantras to deal effeely with the systems that are
inevitably sticky, either because of the naturéhefgoods or the markets involved.

Housing is not just a big system; it is inherestiigky too, with spillovers, lags and
recursive effects across a range of key sectorsystéms. But this is not how
housing systems, let alone housing policies, agarded in the OECD countries; see
Maclennan, (2005). It is arguable that as housasyrhultiple, moderate, cross-
sectoral, spillover impacts the pervasivenesslofrsanagement and the paucity of
evidence based policy have always precluded ar¢agnition of housing system
roles within government. Through the 1980’s, actbssOECD, there was a wave of
housing policy change (called Wave 1 here) thatasseciated with attempts to
reduce public spending and debt in response tg adplistments to globalisation.
Reduction of government housing spending, the svatsubsidies from dwellings to
households (means related), the shift to “off —l@itiopnvestment and ownership and a
new penchant for market oriented subsidies aneésystiominated policy change for
much of the period 1980 to 2000 (and still doesame countries, for instance
Canada and Australia into 2007).

This paper does not revisit debates about marketisenon-market strategies for
policy. Rather it argues that Wave 1 shifts in liogsnd related policies led to
significant contraction in not just the scale buthe understanding, scope and vision
of housing policies. In consequence, in numerousities, housing policy expertise
increasingly became focussed on the interfaceaninre related housing subsidies
and more general social security systems, sodkatricome affordability, narrowly
defined, rather than housing system performanasrbe the focus of ‘housing’
policies.

Within governments, particularly at national levedslitical and bureaucratic power,
and policy paradigms, shifted away from housingesys and their diverse outcomes
to social security ministries. This was true of the for some of the 1990’s and
presently prevails most obviously in Australia &&hada where federal level
understandings of what housing systems and pol&cie$or have narrowed sharply
over the last decade.

A review of housing policy trends within the EU gagted, at the start of this decade
(Maclennan, Fitzpatrick and Stephens, 2000), thmtraber of countries had passed
beyond Wave 1 policies and were beginning to reaaghousing policies and
thinking within governments. The UK, Ireland andaBpwere obvious cases in point
at that time. In these countries, and in a widepos&uropean nations, as well as New
Zealand and, for some time the US pursued, whahtthig termed Wave 2 policies.
Wave 2 policies made much of the role of housimgvestment in neighbourhood
renewal and of addressing the rental burdens fdoimgncome households.

Nations without significant renewal efforts, anarsothat have, are now involved in
two “housing” discussions, namely “homelessnessadfutdability” and “ house

price booms, bubbles and busts”. The first of thedey themes has largely been the
domain of social policy Ministries, lobbies and demic researchers with a focus on
“affordability”, see Carter (2003). The second basn an interest of the
macroeconomic policy community, involving centrahlis, some finance ministries
and financial institutions as well as academic ecaists. The issues have been about
“stability”; see Case et al (2003), Maclennan (20@#fordability and stability have
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not been the only housing policy debates of retierds but they have been the issues
that have dominated the interests of the publitos@mnd the general public. They are
often discussed as if they are unrelated issuggusioin the press but also within
policymaking processes. That separation of inteyesd the implication that the
causes and policy solutions are unrelated, emérgesthe fragmented nature of
housing thinking within modern governments.

A number of years ago Chris Hamnett (Hamnett, 19@2)] the metaphor a of a blind
man and an elephant, to try to show how partiat@gghes to understanding
neighbourhood change led to unnecessary debate faildre to grasp the scope of
the problems involved. Without any comment on thimess of Hamnett's metaphor
for gentrification studies it is however appropei&r thinking about how housing
policies have to change. Macroeconomists have gezehe trunk, social policy
affordability specialists are grasping at the ¢ailhe same beast. The beast that has to
be understood is the elephant. Pulling on the tamkpushing on the tail will not
best address issues of affordability and instabifibt least as the two issues are
strongly, causally connected. The housing systeemvaisole has to rest at the centre
of housing policy making and in wider governmenligyostrategies too.

This paper makes this case in three steps. Theseekbn sets out some of the
general housing market changes across the OEQi2 ila$t decade or so. Then, in
heuristic fashion, in Section 3, housing price aaldime changes are connected to
possible sets of consequences for different pal@yains. Section four sets out some
of the policy challenges that governments now faud some brief conclusions are
offered. The aim of the paper is to suggest a mag for policymakers to exploring
more effective strategies for managing national @tydhousing systems to achieve
major goals.

2. Changing Housing Markets

Housing systems are largely local in their funadmgrbut there are at least two kinds
of commonalities that connect change patterns aaif®rent systems. First, there
are key housing demand drivers such as intere=gt eatd income changes that may
operate nationally or even globally. The macroeagicenvironment can have local
effects. At the same time housing systems may baseacteristics that, though
variable in their empirical parameters from plaz@lace, have a general presence.
For instance, housing supply invariably lags beldachand changes but the duration
of that lags and the extent of response variedlyodéhat is, all housing supply
systems are ‘sticky’ but with local differencessiickiness.

Through the development of Wave 1 and Wave 2 hgysiticy responses to
globalisation, as noted above, the main shapepslafy change were, first, the needs
to trim budgets and, then, subsequently, to deidl the policy fundamental that
income inequalities invariably come with the incoamsl employment growth
opportunities that globalisation bring to nationsl @ities. What these responses
lacked, see for instance Maclennan and Pryce (1988) the recognition that a likely
‘fundamental’ of globalisation would be that theuwerent growth of income and
employment, migration and immigration ahead of $yipfale change would be so
persistent. That recognition, which directs ouertibn to how the housing system is
functioning and why and where it is sticky, regaieechange in the emphases and
instruments of housing policies. Neither pro-soniai pro-market choices in housing
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policies are likely to be well designed if the ‘flamentals’ that bring stickiness
prevail. Looking only at affordability outcomes melyase supply side problems with
more, and wasted, tax revenues. Looking only aamisty ignores some of the key
distributional outcomes of housing systems and tieeursive effects that may shape
long-term growth prospects for an economy.

In order to illustrate these arguments, and sesingyolicy in the context of wider
economic policies, it is useful to assess the vimyghich national housing markets
have changed over the last decade and to startthemmacroeconomic perspective.
Over the last few years the path of US housing etaaktivity has raised debates
about bubbles, booms, fundamentals and crashe€aseeand Shiller (2003), Catte et
al (2004), Del Negro (2005), Girouard (2006), Hintioeeg (2005). The current
downswing in housing market sales, prices and coctsbn is having significant
effects on consumption, not just in the US butradihg partners with stronger
currencies. The rising rate and volume of sub-pmnoetgage defaults, allied to the
globally distributed ownership of the mortgage-batkecurities underpinning
lending growth, has also contributed to significlaisses within the banking and real
estate finance sectors. These losses have promptedconcerns and precautionary
lending behaviours within the broader internatidreahking sector so that there is a
wider “credit-crunch” across the linked economiéshe OECD.

The US housing crisis and its global effects wdldi the forefront of much policy
discussion over the next few years. However thislaresists being diverted to that
specific case, where obvious mis-design of mortgageket regulation has had such
negative effects. Nor is it appropriate to focugtummpolicy debates that emerged in
the EU around ECB interest rates, the euro andigaipbns for house prices,
volatility, housing debt exposures and growth. Bhg$ and EU issues are both of
great significance, but they are only particulaareples of pervasive, major changes
in housing markets that have followed globalisaaod that are only now being
recognised as key issues for national economidanding policies. That wider
pattern of change, and the policy issues arisirggttee focus here.

Patterns of Price Change

Price changes are a critical indicator of how hogisharkets are changing. A cautious
approach to cross-national house price analysisvays essential, if rarely practised.
First, not all nations collect price data in thensavay. Some countries have statistics
that derive from national land registry and transéeords, such as the UK, and
others, such as Canada, have data that is sugiadhe financial sector, based on
lending, or from developers, related to dwellingngdetions. Secondly, observed
“total” housing prices are a product of the seafibutes traded and their implicit
hedonic prices. This means that at a single paititne cross regional or cross
national price studies need to adjust for dwelfjoglity to identify true price
differences. Over time, quality standardisatiomodél prices becomes even more
essential as the mix of homes traded within a ntarkeally shifts systematically over
that cycle and of, course, new construction maydifierent kinds of stock.

Without standardisation for the changing compositbhousing attributes then true
changes or differences in the underlying priceafding are not revealed. There is
also a likely probability that house prices ince=aare being overstated because the
size and quality of housing, including new enempghnhologies, has increased in most
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OECD countries over the last two decades. A furtioenplication in interpreting
market prices is that Wave 1 expenditure cuts lgaeatly stimulated, the use of
inclusionary zoning policies that seek to cost lacfrastructure provision, previously
provided from public tax revenues, into house wide some instances, see below,
where landowners carry this cost through reduced \@alues the price effects will be
neutral, but not where consumers pay some or éfleinfrastructure charge. Such
charges then inflate house prices. This policy gkeaas well as size and quality
change is likely to have raised ‘total’ house psitsading to upward bias in
unstandardised price rise measures.

House price changes play an important part in ipisity’ analyses but they have also
a crucial role in “affordability” studies. Withowtell standardised data on houses and
households, simple measures of affordability, sagprice and rent to income ratios,
are also affected by unmeasured quality improvesnamil decreasing household size,
see Demographia (2007). ‘Affordability’ indicatargey then appear to deteriorate
without any contribution from real house price atibn. At the same time, price and
rent to income ratios are no guide for even clegplgcified affordability programmes
if interest rates are changing, so that measurawadigage or rent outgoings to
household incomes are more relevant, see Luffm@®a)2 Robertson (2006). Over
the longer term it is also arguable that measuréwfathe real user cost of housing
capital’, that emphasises the long term returns to houdsli@m housing decisions
rather than the short term cash flow effects piakedh short term rent to income
measures, should be used as a measure of afforga®e Government of New
Zealand, (2008).

The assessment of whether or not there has beswing, pervasive crisis of
affordability in OECD housing in the last decadgeleds on the measures used. Price
to income ratios proclaim a crisis (Demographiacitp Measures of outgoings
suggest a much more mixed position and no genattdrp of crisis until very

recently as interest rates started to rise. Usgtrroeasures suggest the problem was
not affordability but entry problems or capacitifes,once owning, the real user cost
of housing capital was markedly lower that histalri@verages for most of the last
decade (Government of New Zealand, 2008). Undetstgrihat “affordability’

pattern needs an understanding of the housingrayatel why global growth was
locally transformed into price effects.

Notwithstanding the measurement difficulties, thereide agreement that national
economies have, over the last thirty years, hadediféerent house price histories
with important similarities Similarities have arguably become more apparesit o

the last decade, the temporal focus of this papeéitlzese are illustrated in Figure 1
for a small set of countries. Real house priceg lmesen over time and patterns of real
and nominal house prices have been strongly cyctea Barker 2005. A number of
recent multi-country studies, OECD (2006), Mish007) and Egert and Mihaljek

! The real user cost of housing capital is an impurtancept, as it suggests what the cost of owising
over the long term to rational choosers. It emb®diat simply interest rate costs but tax effecis th
increase or decrease housing investment and bargoad well as maintenance, depreciation and the
expected rate of house price appreciation. Therlegtm is important, as increased real or expected
real house gain rates will reduce the real cosbofking capital whilst price to income ratios will
suggest that housing is becoming less affordabl®ase prices rise (Poterba, 1984).

2 Since 1970 the EU has had an average real réeusk price of 1 percent per annum, though some
countries such as the UK have had markedly higitesr(2.5 percent per annum).
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(2007) and Haibin (2006), Ayuso et al (2005), hpkesented insights on patterns and
drivers of house price changes. Over the last @deoado real and nominal house
prices have risen significantly in most countries.

The patterns of appreciation and instability drestrated in Table 1(page 21) and in
Figures 1(a), for non-European ECD countries arieignre 1(b) (page 22)for the
leading Asian economies. Most countries have egpeed at least a 25 percent
increase in real values and most of the OECD natioore than 50 percent. Some
nations experienced fast growth: the UK, Austraha Spain are all significant scale
systems that manifest high rates of price growthiastability. House prices in the
UK and Australia more than doubled between 199924@d. New Zealand had a
later, 2001-6, boom with a similar doubling of rpakes. Transition economies of
Eastern Europe had a similar later but somewhalisnsat of booms.

North American national experiences were relativebderate. US house prices, at
the heart of global concerns by 2006, actually msee modestly than in many of the
advanced economies and increased by a half inebade 1995 to 2005. Canadian
prices were flat for much of the first half of tridicade and then rose by a quarter by
2005. In Switzerland and Germany, where the taksasidy system has always
been more neutral in housing tenure choices, goah)avhere real price deflation of
the late 1980’s boom continued into this millennjuhe growth of real house prices
has been negligible.

Smaller economies have had less stable patteqmscefexpansion. Larger systems
such as the US, the EU area (taken as a wholeandda, all show price growth
patterns with steadier upward shift. The relatign&etween system scale and price
instability is likely to reflect the fact that sHacto demand, in large systems, apply at
different time intervals to different metropolitand regional economies. There are
then a series of overlapping supply and price &ffedth larger systems more
diversified, and smoother in the pattern of prippraciation.

OECD (Girouard et al, 2006) has presented evidano#ss countries indicating that
the drivers of real price changes are, as expeaatincome growth, household
formation (and immigration) and interest ratesrtamre generally the real user cost of
housing capital), see also Tsatsaronis and Zhu3(200

The logic flow of the broad processes involvedhia house price booms of the last
decade can be summarised as follows. Demand issstasmming from global
economic changes, reduced interest rates and hadsgiowth (with immigration
rising over time) are mediated through tax strieguo shape housing and tenure
demands. Deregulation of financial systems hasredsaicloser match between latent
demands for housing and their ex post realisatiath, implications for housing
demands and prices. Sluggish supply inelasticiiesociated with shortages in land,
infrastructure and construction labour marketsyagdsignificant real price increases
as demand growth unfolds.

The new features of this heuristic, in contrastddier decades, are three reinforcing
dynamics. First, mortgage finance is less strigtlgntity rationed than in the past,
with higher loan to value ratios and more geneintespretations of income allowed,
so that demand peaks at higher levels, see DdRéii&), Dynan and Kohn (2007),
Ong (2005). For instance, when mortgage markete Vaegely based on national or
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regional deposits there would be limits to fundgngwth in any upswing. Such
constraints are irrelevant when lenders can asgbekesale global money markets.
Secondly, deregulation has also made it easidrdoseholds to withdraw housing
equity and re-inject it into other asset purchaseshousehold consumption, see
Klyuev and Mills (2006), Greenspan and Kennedy {J0UThe latter effect raises
aggregate demand and complicates the setting goldnmentation of interest rate
policies for macroeconomic policies. Thirdly, tleenforcing demand led process has
been sustained by global growth for protractedquisti

Housing demand can respond quickly to changegéndst rates and tax
arrangements but housing supply is relatively fixethe short term. As a market
starts to expand there may be increases in turrsmygly and this may boost
movement related equity withdrawal and the demandhie white goods, furniture
and fittings that are associated with house purchHsis feedback loop also boosts
economic activity and housing demand. As new supplyies on stream, increased
employment in the design, planning, constructioth #mance sectors can add
significantly to the cyclical rise in employmentdamcomes, see Maclennan, (1995)
and Maclennan (2008).

Many of these effects will be reversible as therbh@mmehow peaks and a
widespread policy concern for most governmentshstier the present boom will
come to and end without sharp downswings in housegand economic activity.
Housing booms may be bad from a policy perspettitehe bust generates even
stronger societal and political aversion. Througtl beyond the upswing there will be
feedback effects on wealth patterns, savings, inashand indeed consumer and
investor expectations for the future (Muellbaudi(Q®)).

Bubbles and Fundamentals

OECD, Girouard, (2006) also argue that in some t@msmhouse prices lie above the
price levels that ‘fundamentals’ warrant. Therbasvever an emerging debate both
about the range of causalities in econometric nsoaed the estimation of
‘fundamental’ versus ‘bubble’ effects.

Some cross national studies have related house ipflation, and mortgage equity
withdrawal, post 1995, to deregulation in the ficiahsector. Mills and Klyuev
(2006) and Debelle (2005), for instance, have ntadeincing contributions on how
more efficient capital markets facilitated borrogiand had house price effects. A
problem in the cross national analyses of housegyifor domestic and international
policy purposes, is that they are uneven in thergxb which there is precise
modelling of the different sectors of causality. déts are often only partially
specified in a context where there are multipleynsxted causal factors.
Paradoxically international studies of housing negslkhow have relatively well
specified labour market and finance sector seetodsstatistics but have no well
defined set of housing, land and planning sectdicators, see for instance Ahearne
et al (2005).

These difficulties stem from the inherently locature of housing systems allied to
the need to connect them to demand and supply gsesehat also operate at national
and international levels. National and local led&ia on incomes, unemployment and
population change exist in most countries, sokbgtdemand drivers can be



effectively measured. In relation to the finanagétem effects on demand, indices of
deregulation and capital market integration can hbsidentified and have been used
in comparative fashion, although are often omittedross-national house price
studies.

As indicated in studies of the effects of tax pplm user costs (see for example
Poterba op cit) the effects of housing policies/vaarkedly from nation to nation and
even region to region. However there are few stuttiat seek to systematically
capture housing policy effects in synoptic measusssthat variation in national
housing systems and policies is little used asxpraaator of change. Paradoxically,
when policy turns to addressing real house prisges at the microeconomic level it
is however housing policies that are aligned fange. And even more so the
scrutiny falls on the planning system and housuqpgy. “Large-Number” cross
national studies, such as the OECD work referreabtive, have simply failed to
grasp this issue and there is a yawning gap betwwelels of explanation and the
policy wisdoms that emerge for further analysis.

Some recent cross-national studies of differemdkimave addressed these issues with
somewhat different results from the conventionadem emerging from OECD.
Egert and Mihaljek (2006) contrast real house prite&nges across the OECD
economies and the transition states of Easterndeéuithey identify different groups
of countries on the basis of price histories (thegely matches the broad
classification above) and then model the effecim@dme growth, population, interest
rates and credit availability. Their focus is om thansition states and they highlight
how real income growth and financial sector changeacted through significant
price booms in housing after 2000. They also stiteststhe broad patterns of change
they observe across economies appears, through @00&ve been driven by
fundamentals rather than expectational bubbledtatdemphasis differs from some
observations by the OECD.

The evidence that bubbles have existed in locaésys over the last decade is quite
compelling (Case, Shiller and Quigley). The evideti@at they have characterised
national change is not. A recent detailed, rigorstusly of national to metropolitan
regional change in two papers by Anton and MuelibgR006), Muellbauer et al
(2007) makes clear the limitations of simple stai#d contrast across countries and
the split of effects into fundamentals and ovemradibns on the basis of explanators
that omit important potential housing market inflaes. In the context of the UK,
Muellbauer at al construct detailed regional laweldels of house prices and allow
interactions between regions to occur and theydekupply as well as demand and
credit effects. They use such models to show ©@52 house prices in the UK were
at levels the model would predict, rather tharsuaggested by OECD, overvalued by
some 30 percent. In their further comparative wanrkhe UK and South Africa the
careful, detailed data research and modellingfiesateve of what this critical set of
issues requires for the future.

The international agencies, such as OECD have fimaamental work in persuading
governments to address the issues involved. Thestex for more solid
policymaking must be to extend the rigorous apgnaddvuellbauer and others
across the OECD and related economies.

% Over the longer term nations and internationahaigs such as the EU and the OECD have been
unwise to have avoided the housing indicators Wk the late Steve Mayo pioneered ( Mayo, 1995)
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Looking at short term, cycle and growth effects itlear that price increases and
instabilities across housing markets are near utioigsl fundamentals of the housing
policy context. What consequences do they havehandcan policy better manage
these effects.

3. Multiple Outcomes, Crossing Silos
From Instability to Obesity!

The previous section established the broad pattigonice changes that, with
associated ‘quantity’ shifts in turnover and cownstion, have been characteristic of
most OECD economies over the last decade. Thesgebdad have implications not
just for affordability and stability but a wide 1@ of housing and related policy goals
and outcomes.

The evidence of the last decade is that high afatileohouse prices have clear
macroeconomic effects, see Alexander and Tors@®5(2 Aron and Muellbauer
(2005), Carroll et al (2006), Case et al (2005)piak and Kohler (2003). Changing
house prices affects household net worth, abilitgdrrow and spend and can have
important implications for wider economic activitihe effect of rising housing
prices on owner consumption and equity withdrawala longer doubted, though the
scale of effects is contested (estimates lie irrdinge 0.03 to 0.12 percent of housing
wealth gains withdrawn), Maclennan (2007). Equédliing home values reduce
consumption, and these behaviours both reinforeamthplitude of economic cycles
and make economic management via interest rates difficult for national

economic policymakers. There is some limited evigethat volatility in house prices
is detrimental to wider economic performance.

Fluctuating house prices and turnover rates mayrase implications for the fiscal
positions of national and sub-national governmeRising housing and land prices
raise the costs of delivering any intended volurneonising, and induced land price
increases may raise fiscal costs of transport mindstructure programmes. If rising
prices translate into rising rents then the coktgperating income related support
schemes for lower income tenants would also ris¢hé same time increased
property values could make property tax takes rbamyant. Stamp duty taxes on
sales rise with the turnover rate, and they haea limportant sources of unpredicted
increases in State budgets in Australia, for exanfpising estate and inheritance tax
payments in the UK have been the subject of sicaniti political dispute (as rising
home value shifted more middle income households@mheritance tax thresholds).
Tax, inflation, savings and loan effects housegwichanges can limit the ability of
governments to set preferred fiscal policy objextiand complicate the coordination
of monetary and fiscal policy.

The emerging, challenging questions regarding housimg impacts economic
growth are old issues. There are a growing numbguestions around how housing
outcomes affect the wellbeing of households anul tagacity to work (with effects
ranging from suburban obesity to social housingplzess and chest illnesses), the
ability of children to socialize and learn (andsthéflects the spatial concentrating
effects of housing systems reinforcing or creatirgghbourhood effects) as well as
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the possibility of housing; job mismatches in langetropolitan areas, see Jackson
(2004), Maclennan (2008).

There are a number of possible pathways througbiwimuse prices could affect
productivity; the operation of labour markets islpably most important. There is an
accumulating body of evidence that housing hastecan important factor in firms’
ability to attract migrants moving within countridhough there is as yet limited
evidence to suggest that the rising tide on inteynal migrants select countries on
the basis of housing costs it is evident in Camadiad Australian research that house
prices and rents have major impacts upon whereamigiselect homes within regions
Suttor (2007). It seems likely that unless morera@ble housing is supplied in
critical, core areas of metro- regions, that futecenomic growth will be adversely
affected.

Housing prices impact not only the income prospettstizens but their wealth
positions too. New Zealand is not so far out of Mth international experience, and
there one half of the rise in household wealth ¢herast three decades has come
from the rise in real house prices — wealth pertaagpubled between 1980 and 2001
and doubled again from 2001 to 2006 as a resuheoproperty boom. Rising house
prices have therefore been associated with a laogease in the net worth of a large
proportion of people in New Zealand. The same holasin Australia, UK, Ireland,
and Spain and to a more limited extent the US aarth@a. Typically housing wealth
forms 40 to 60 percent of the net worth of housgsidMishkin (2007).

In consequence, the emerging evidence suggestthé&hatkealth distributions of
households are now becoming even more unequairibame distributions and, in
the main, this reflects the propensity for lowerame households (the elderly
excepted) to be renters and therefore not shdreusing asset gains. This poses a
fundamental dilemma for policies that aim to rdlse capabilities and incomes of
poor households through subsidised rental homesndtthe risk that any such
income gains will be outweighed by the relative lWebsses that will apply to
tenants. An additional twist to this dilemma ariassxperience in some countries
indicates that the price of land has increased muaite rapidly than the price of
homes, so that landowners (usually even wealthaar average home-owners) gain
even more from the stickiness of local systemsfagiobal growth.

Rising land and house prices are often most markedre urban areas. New ways of
living and working (as well as higher fuel costsddhe likelihood of future energy
price rises and carbon taxes) seem to be placmgvgporemium on accessibility.
However past traditions, planning processes anetramsparent infrastructure pricing
still encourage middle- income households, withif@s, to commute longer within
and across metropolitan regions. Rising core aitylland housing costs lead to
greater energy costs and negative externalitiesdtural capital. Instability,
affordability and sprawl are often interrelatedcmmes.

Outcomes of macroeconomic policy, labour markettsgies, regional and
neighbourhood programmes, environmental progranands range of key public
services (including health, schooling and secustg) all mediated by house price
effects. Stability effects touch upon not just aftability but the factors that shift both
the numerator and the denominator of typical atibitity measures. That is why
system links and changes should be at the coreusfig policy formation.
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From Affordability to Social Change

Previous sections of the paper noted the diffiealdf modelling affordability with

any precision. But that is not to suggest thatetbeential idea of affordability is
unimportant, especially where a standard of delscensing and an interest in low-
income households is explicitly pursudn all of the OECD countries affordability
tends to be a problem for lower quartile incomedatwlds who are buying or
renting. Where detailed studies have been compitte@pparent that there has been
a shift in the income distribution from youngeraider workers so that a larger
proportion of poorer individuals and householdsraye young and not without
human capital.

Almost all governments steadfastly proclaim théwas of home ownership and aim
to expand the ownership share. In numerous cosntrieluding the UK, Canada,
Australia and the US, the greater number and latgefolder households have
maintained recent ownership growth. Age specifimbawnership rates for the 25 to
35 year old cohorts have fallen in these countiies the last two decades. In New
Zealand these falls have been so significant tlebverall home-ownership rate has
declined since 1991 after steadily rising for theviipus 40 years, see Table 2 (page
20). The biggest falls have been in the 25-293(784 groups. There is also
evidence that some of the households ‘deflected’i@nting are now unlikely ever to
become homeowners, Government of New Zealand, 2008.

These shifts have major implications for the wealtld family formation propensities
of generation X and there is little evidence thaltqy, politics and politicians have
grasped the extent and depth of this change. lirfagsr implications. Do the
commitments of governments to higher home-ownensdtgs now make sense? Do
income measures for affordability have either exatary power re tenure choices or
validity as a basis for subsidy support when trarssbf family between wealth
between generations, as much as current incomage $he timing and quality of
home-ownership choices. How has the globalisatiantra of ‘education, education,
education’, and with charges, eaten into the dépagpiacity of younger households as
prices rise away from them. At present the propartf students returning to parental
homes after higher education is rising significgrdind in Canada is close to 50
percent. These trajectories have changed so thetion has not only changed the
interfaces possible between social tenants and@sleswnership but it has pervaded
the decision possibilities of all but the mostaéiht of younger households.

Rising real house prices with falling real usertsag housing capital encourages
those who can to own more housing assets. Somelholds choose not to trade up
to larger or more valuable homes, they may alrdsdsit peak housing consumption,
and instead maximize their housing returns, oféeraging borrowing on existing
housing assets, by purchasing units to rent. Th& necent global boom has seen an
international spread of above average income halgebuying homes to let. Recent
work in New Zealand suggest that these effectg qaices for homes and that further
displaces new first time buyers from owning optiddeclining home ownership has

* Since 2000 new concerns about middle-income @dtaility have often muddied or displaced policy
efforts for lower income households (the first hoomener grants used by state and federal
governments in Australia are an obvious examplbaif process).

13



been widely matched by a rise in the number of [ge@mting and the number of
houses owned by investors with small portfolios.

Booms may now change the nature of the rental maBkey-to-let investors are
arguably more drawn by capital gain rates rathan tls in more traditional long-term
rental systems, rental yields. At the same timesttade economies in financing and
management that exist in more centralised systémetal ownership can become
fragmented. This raises important issues aboututiiee quality, stability and
efficiency of rental systems, just as more housishate required to live in them.

Housing policy analysis has to quickly move beytaitbrdability’ to the wider

effects of family wealth dynamics, the trajectoraé$rouseholds as owners and savers
and to the functioning and fairness of the rentalding system. As for “stability”,
housing system effects and wider consequencescsona to the forefront of the
analysis. The limitations of the stability andoatfability, rather than housing system,
perspectives become all too evident. Focussinglgiompeither, or even both, of

these sets of outcomes as the framework for cohboersing actions is misplaced.
The last decade has changed housing systems andutemes and required a
refocus on the housing system and its connectiod®atcomes. But what does this
mean for how housing policies should now unfoldatoes Wave 3 look like?

4. Changing Policies: Capacities, Goals and | nstruments

Housing systems in many of the advanced economeesraiering a period of
uncertainty and cyclical downturn. The credit ctuand widening economic
downswing effects from the still deepening US sulbp mortgage market will test
the stability features of most national systemsatH®et of downswing issues is
important and is likely to dominate political thing for housing policies until 2010
and the aspects of the housing-economy recursiagareship stressed will be
economy to housing effects. However in dealing whigse difficulties governments
should also be recognising the deeper, longer-séactural changes that have
unfolded over the last decade and that will propadhppear in the future. Growth,
inequality and rising scarcity rents in housingthngtrong housing to economy
effects, are the long-term setting for policy adigy change should address them.

Recognition of the changed, key ‘stylised factshotising systems for the globalised
economy requires considerable rethinking of houpimigcy. The vision of what
housing sector action is for may need to be revisbd governmental, organisational
and individual capacities to design and deliverrappate policies may have to be re-
examined. The nature and balance of the instrumeseats to pursue policy goals has
to be reassessed. Ten key issues for the modéonisdtpolicies are set out below.

Remaking Housing Policy Capacity and Competence

Some governments have already moved beyond a sedarity’ based vision and
management for housing policy. For instance, thegdernment, since 2000, has
developed better understandings of the recursiatiaaships between housing and
the economy, Maclennan (2005). Housing systemsatabmes have a place in the
core of policy thinking. New Zealand has recentlyd®a major efforts to review
housing sector roles, their wider effects and teettgp a new emphasis in policy for
the current times. These wide visions and undedgtga for housing policies are in
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stark contrast to policy debates and thinking &y, £€anada and Australia at federal
levels. European governments, in broad terms, hateong sense of the social policy
roles of housing, a growing sense of housing ingantthe environment, but little
understanding of the housing-economy nexus ovelotiger term.

Capacities to understand housing sector effeatatainal levels appear to have
atrophied. Three developments would reduce thigdify. At the international scale,
The OECD, and the EU in Europe, could lead higkllesviews not just of price
outcomes but of why housing policies matter and Hoey might be modernised for
nations and cities. At the national scale, ondnefdentral agencies of government, a
Prime or Finance Minister’'s Department, is neededrive a review of how housing
effects disappear in the cracks between departingltts.and set a new vision for
policy. There is the a strong case for a Housingistily at Cabinet level that, perhaps
associated with planning and infrastructure, toveelthe vision and to set enabling
supply side change as its key concern for the decade or two. This observation
applies to Federal as well as two-level nationateys.

Subsidiarity, Autonomy and Funding

The other shifts in housing government and goveraareed to rest at more local
scales. Housing systems, like labour markets, p@amsnd infrastructure systems
have some coherence at metropolitan rather thamcipahlevels. It is at the metro
scale that key supply side effects need to be caghtand aligned to other economic
policies, Maclennan (2008). Many nations fail tokeghat integration effectively
and, even worse, vision and development capaddrdsousing have atrophied in
some places. In Australia and Canada respectisbhnking state and provincial
housing services have struggled to maintain a wiarad scale for development
activity. It is only in the last two years that Ybcia has broken out of a decade of
declining social rental provision and begun to deygolicy approaches with mixed
tenures, area effects and environmental consegsi@mtiee policy debate. Within
organisations there can be deficits of new statffi wew ideas, for instance four-fifths
of the senior managers in the beleaguered socidihg sector of Ontario, will retire
within the next decade. Stripped down and tiredshaupolicy provision systems are
left to face the consequences of growth with inétyuand scarcity rents. Realistic
alignment of devolved responsibilities with devavevenues is required.

Supply-Side Emphasis

Subsidiarity is partly to be favoured because lterga policy has to focus on the
relative sluggishness of supply. Few nations oroneggions have even basic
estimates of supply elasticities. Governments #enauick to pinpoint ‘planning’ as
the constraint, and some emphasise planning dalay&ed’ tape as the source of
difficulty (even where land, infrastructure and straction labour shortages are
apparent). Planning is an issue for consideratigmbt primarily as red tape. Vision
based metropolitan plans, including land use statgsnof intent, need to incorporate
market views, and align them with public intereBarker 2005). But without some
place based notion of where development is to séevpublic interest and shape new
futures, housing policies cannot be well aligneditber other sectoral policies or
economic developments. In the Netherlands, or tkefbr instance, planning
processes lie at the core of housing developmehhansing and planning
professions are closely linked. That arrangemefatrifom universal and outside of
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Europe spatial development plans, setting a framei§ion-based fixed investment
in places, are often missing.

Gain Capture

Planning also matters in creating vehicles andhpaships to maximise spillovers
between uses and capture some of the gains. Gadevelopment arise both from
land use planning decisions and from the desigr@cts and their interface with a
range of regeneration and other programmes.

The new urban context of growth management is tepkeh these possibilities. The
fundamental problem for city housing systems isgtmaving scale of scarcity
economic rents passing to passive landowners astinexproperty owners. Scarcity
rents are, by definition, supernormal economicisdhat arise when rising prices
induce no or little market supply response. Redytiem, by taxation or regulation,
does not curtail economic activity or productiviGovernments are faced with rising
numbers of lower income households unable to affiosing costs embodying these
scarcity rents. Policies can either chase the @dtaifity problem with increased
government spending, usually based on tax revesuégbour incomes that do have
negative growth effects, or they may choose taisRrg land and property values. In
the absence of tax arrangements they can alsoreagdins through regulatory,
planning and pricing devices, Dwelly and Cowan)&)0

In the decade ahead, in the likely absence ofltanges on land and housing, the
ways in which inclusionary planning arrangements loa used to redistribute scarcity
rents from landowners to poorer households willbpee a crucial element of national
and local housing policies. So too will the capaott cities and governments to run
land development and master planning vehiclesvierégye housing and other policy
gains in the growth management process. In thethatyprivate finance’ became the
mantra of much policy change in the 1990’s, ‘legang development gains’ will now
become a central part of housing policy.

Family and Household Wealth

There have been new pressures to expand conceyasafordability from renters
with low permanent income to groups with bettergkd@rm income prospects, such as
younger homeowners, or potential owners, at thig paases of the life cycle or to
‘key workers’. Most of these schemes are badlygiesi and ignore the displacement
effects on poorer households. More attention imcgdhinking should be given to the
ways in which family wealth, often based on parkehtaising gains, is passed across
generations. It may be that the rising public co$tenger periods of old age will
induce governments to find ways to encourage adarers to use their past housing
gains to pay for old age, through reverse mortgdgager inheritances, driven by
rising housing values, now often flow past peakdwog consumption parents to
grandchildren in market entry stages. There maydoes for government to
encourage grandparent to make early transfer afyefgu housing entry purposes.
Put crudely, why should the declining proportionnafrkers in OECD economies, in
the future, pay the housing entry costs of those witl shortly receive inheritances
based on housing assets? These are difficult smathfamily issues but a well
targeted housing policy for the emerging times e to face them.

16



Demand and Tax Changes

Taxes on land value gains could have a supplyrsigebut are less likely to emerge
than regulatory approaches. More generally, thedesade has illustrated well the
effects of the distorted tax treatment of, espgc@lner-occupied, housing in most
of the OECD economies, Muellbauer (2005). Demamgesupushing on inelastic
supply systems trigger price changes, but the @lesefntaxation of the consequent
capital gains ands higher imputed incomes from imguswnership then reinforces
demands for housing. It is notable that the Eurnmyatems that have been closer to
neutrality in tax treatment across tenures, sucdvatzerland and Germany, have
been less affected by the boom of the last deddd#.said, it is clear, even in those
countries where housing is taken seriously andstges are technically understood,
that governments are not prepared to addressdte ¢f capital gains taxes on
housing. There are simply too many households wlkedsuse price rises as an
unambiguous gain (in much the way that pervasiftationary wage gains in the
early 1970’s were widespread and damaging to leng growth) and political fear
precludes good economic policy. As mortgage deetgul has largely removed
finance constraints on demand it is likely thatploéicy structures for housing
demand will not change significantly in the immeadigears ahead and will, perhaps
five year ahead, reinforce the next boom too.

Rethinking Rental Markets

The changes of the last decade have meant lowanattde-income households
spending longer periods in rental housing, andapdies to potential, eventual
homebuyers and immigrants. More and more of thessdholds are being housed in
the buy-to-let sector. Governments need to reasgesther the frameworks for
household security are adequate to these taskalagttier the amateur investor sector
has the stability and efficiency characteristic thill serve nations well.

Remaking Social Rental

Stocks of private rental housing for poorer housdhbave been reducing in many
metropolitan areas, whilst more households havedfatagnant incomes in the
poorest quintile of the income distribution. In ngaoountries the non-market rental
sector has been in steady decline as a sectdre ldK there have been a vigorous
debate about the need for a non-market sectoreTibgrowing agreement that a
sector of non-market provision will remain signéit, and indeed be an important
base for community capture of the gains from urtbewelopment, Hills (2007),
Maclennan (2007). The debates are not about whhezlp social housing provision
but about how it should be provided and by whom.

Re-Connecting Tenures

The sections above have pointed to changing pattdrtenure advantage and
dynamics. The growing gap between the housing @rgtsncomes of owners and
renters, the sustained detachment between owngrsbgs and market rents for
example, means that the ways in which household&riwough tenures over time
have changed. That is the boom of the last decasislifted the operational structure
of housing markets. This is a critical issue inigotesign, not least where policy has
wider asset-based approaches to welfare provisiomnd. Most obviously, if social
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and economic policy is to be based on assumptioogtdow ‘income classes’ are
likely to accumulate wealth over time, the discarimg flows from renting to owning
will confound such expectations. Households ar@catied social housing at below
market rents because they are poor and, for sontlee ihope that better housing will
enhance their capabilities and, in time, incomes.iB globalised cities social tenants
see house prices rise as incomes remain flat (t@lgsation consequences for their
lives). Then the state can be said to be leadinggodouseholds into permanent
wealth disadvantage. Ways to share housing anddsset gains with social tenants
must become a more considered part of housingieslio raise social mobility and
prevent permanently reinforcing separated trajezsdor the wealth for rich and
poor.

5. Last Words

Housing systems will continue to change and thelieoe unfolding demands for
policy frameworks and evidence. It is unlikely tigatvernments that have de-
emphasised housing policies will continue to dasthe wider, systemic effects of
poorly configured systems become more apparentrnviieedesire to change comes
housing policy thinkers will have to provide a nsystems understanding and not old
evidence for older policy fashions. Low income hngsssues and housing market
instability are important issues that will not faal@ay but they have to be understood,
and changed, in the context of more widely conaehausing systems and policy
frameworks.
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Table 1. Price Changes, Cycles and Rental Shares

Country Share of rental No. of House No. of House Annual Real
sector, % (various | Price Downturns | Price House Price
dates mid-late 1970-2005 Downturns Changes 1995-
90s) >15% 2004, %
Germany 58 5 2 -2
Sweden 57 5 4 6
Netherlands 47 2 2 7
France 39 4 4 4
Canada 36 8 3 3
USA 34 6 1 3
Great Britain 32 6 5 10
Australia 26 11 3 7
New Zealand 22 8 5 5
Ireland 19 4 3 13

Table 2: International Rates of Home Ownership

1960-1970 1980-1990 2000-2003

NZ
Australia
Canada
France
Germany
Ireland
UK

USA

68 72
65 69
53 61
43 53
33 39
66 78
36 63
64 66

67
71
67
57
40
80
68
68
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Figure 1(a) and (b). Recent House Price ChangB®imEuropean Systems (UK
excepted).

Figure 1(a)
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