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2011). Similarly, analysis based on data for the United States indicates that residential mobility tends to be
higher in states with less regulated banking sectors (see Caldera Sanchez and Andrews 2011).

Figure 29. Residential mobility and policies1
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1. Based on estimates described in Box 8. See Caldera Sanchez and Andrews (2011) for details.

2. The dot is the average probability to move evaluated at average policy and household characteristics. The distance between the
Min/Max and the average is the change in probability associated with a policy change. The reported probabilities for the supply
responsiveness and loan to value have a different mean than the other specifications because they are estimated on a reduced
sample of countries due to data constraints.

Source: OECD calculations based on 2007 EU-SILC Database, on HILDA for Australia, SHP for Switzerland and AHS for the United
States.

...but very high leverage poses risk to mobility

83. However, high leverage ratios can potentially undermine mobility rates (Ferreira et al. 2008). If
house prices decline significantly, households in negative equity may be unable to refinance their mortgage
in order to facilitate a move to a region less affected by the economic shock, while many other
homeowners may be unwilling to sell their home and crystallise a loss. Indeed, consistent with the sharp
rise in the number of households with negative equity, mobility in the United States between 2005 and
2009 declined by approximately 15%, concentrated amongst homeowners with mortgages and particularly
the most leveraged of this group (Figure 30, upper panel). Moreover, residential mobility appears to have
fallen more in US states that experienced a larger rise in the share of households in negative equity, and
this relationship is robust after controlling for changes in state-level economic performance and
demographic factors (Figure 30, bottom panel).
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Responsive housing supply enhances mobility...

84. An unresponsive supply of housing affects the average availability of housing and regional
housing market imbalances, which can reduce residential mobility. There is evidence that large price
differentials between areas, for instance caused by region-specific shocks in combination with rigid supply,
can lead to lower geographical mobility since households in lower-priced areas have a larger credit hurdle
to clear if they wish to move to the higher priced region (Saks, 2008; Barker, 2004; Cameron and
Muellbauer, 1998). OECD empirical findings show that in countries with a more responsive supply of new
housing, residential mobility tends to be much higher (Box 8). For example, increasing the responsiveness
of supply from the lowest level among the countries included to the average level (equivalent to a change
of 1 standard deviation) would raise the average household's mobility rate by around 5 percentage points
(Figure 29). OECD empirical estimates also show that mobility is lower in US cities with more stringent
land-use regulations, which are usually associated with an unresponsive housing supply. It is possible that
the interaction between low supply responsiveness and labour market policies also matter for mobility. For
example, wage co-ordination can make moving to fast-growing supply-constrained areas even less
desirable as the incentives to move are reduced if no wage gains can be expected due to a relatively flat
distribution of wages.

..by contrast strict rent regulation hinders mobility

85. Strict regulations in rental markets can reduce residential mobility by discouraging the supply of
rental housing and decreasing tenants’ incentives to move. Indeed, if rents in rent-regulated dwellings are
set, or vary, differently from those in non-regulated dwellings, rent regulation may limit residential
mobility as sitting tenants in rent-controlled dwellings will be reluctant to move and give up their below-
market rents (e.g. Lind, 2001; Nagy, 1997; European Housing Review, 2009). Strict tenant-landlord
regulation, resulting in high tenure security, can have adverse mobility outcomes as it lowers the expected
returns from residential rental supply, potentially reducing investment and/or encouraging hoarding or
alternative uses of the existing stock by households. Difference in tenant security across regulated and
unregulated segments of the market can also reduce mobility by curbing residential turnover as tenants
may have to give up secure tenancies for less secure ones. Combined, the negative effects of rental
regulation on supply and tenants incentives may lead to lower turnover in the rental sector and, thus, lower
residential mobility.
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1.

Figure 30. United States: mobility and negative equity

A. United States: Recent trends in residential mobility by tenure
Proportion of households that moved in the previous two years
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B. Residential mobility rate’ and share of households in negative equity
Percentage point change 2007-2009, United States state-level data
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** denotes statistical significant at 5% level.

Residential mobility rate is measured as the change in the two-year mobility rate between 2007 and 2009.

Source: OECD calculations based on American Housing Survey (AHS).
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86. The estimates in Box 8 show that residential mobility tends to be lower in countries with stricter
rent regulation (measured both in terms of rent control and tenure security) than elsewhere. The magnitude
of this effect seems to be fairly large. For example, reducing rent control from the strictest to the average
level (equivalent to a change of 2 standard deviations) among the countries included in the study would
increase an average household’s mobility by around 4 percentage points (Figure 29). Again, this cross-
country finding is corroborated by evidence based on US city-level data showing that mobility is lower in
cities having rent controls than in cities without rent controls.

Rent allowances are likely to be less harmful for mobility than direct provision of social housing

87. One advantage of portable housing allowances over direct provision of social housing is that they
do not seem to hinder residential and labour mobility (ECB, 2003). Earlier studies found that housing
subsidies “locked-in” tenants in the case that these subsidies are not portable (e.g. Hughes and McCormick,
1981; 1985). An additional advantage is that in a majority of countries households can receive rent
subsidies for any rental dwelling, i.e. both social and private rental, and this can facilitate residential
mobility. At the same time, ill-designed phasing out schemes of means-tested housing benefits can reduce
job-seeking incentives for the unemployed or reduce incentives for job progression of employed tenants, as
benefit withdrawal increases the effective marginal income tax rate (Immervoll et al. 2008).

Box 8. Policy determinants of residential mobility: cross-country and US city-level analysis

Cross-country and cross-city variation in policies and institutions has been exploited to assess the role of policy
settings in explaining residential mobility. Based on OECD indicators of key housing policies, the analysis considers
the influence of transaction costs in moving and regulations in the rental market (see Boxes 5 and 7). The effect of
broader policies that influence housing affordability like the availability of credit and income support policies are also
considered. In addition, the analysis also accounts for the effect of the responsiveness of housing supply with respect
to changes in housing prices

The following cross-country probit specification was estimated:
Pr.=®(a+ P.+H, ¢+C.I +e¢,) 8.1)

where ¢ is the normal distribution, Pri is the probability to change residence for household head i in country ¢ in
the year 2007; P. denotes housing policies or other policies that may influence the decision to move, Hi: denotes
household characteristics (tenure type, education, age, income etc). Policies are introduced in the regression analysis
one at a time to avoid multicollinearity problems.* The analysis also controls for country-specific factors C. including
the degree of urbanisation and total household income. eic is an error term capturing shocks affecting the household
decision to move.

The table below reports the evidence discussed in the text. Additional evidence is provided for the United States
obtained through the estimation of Equation (8.1) using household data and policies measured and the state or city
level. These findings strengthen the implications from the cross-country analysis to the extent that they control for
omitted institutional differences by looking at developments within a single country. Full details about data and
estimations are provided in Caldera Sdnchez and Andrews (2011).
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2.

Box 8. Policy determinants of residential mobility: cross-country and US city-level analysis cont'd

Table 8.1: The effect of policies on residential mobility: cross-country analysis

(] 2 )] “@ ®) O]
Policies/supply Transaction Private credit to Supply Security of
responsivness costs buyer GDP (2006) Loan to value responsivenessz Rent control tenure

Dependent variable: 1 if head of household changed residence within the past two years, 0 otherwise

Policy/supply -0.002 0.031 0.002~ 0.087 ~0.020~ 0.016™
responsiveness (0.000) (0.000) (0.000) (0.004) (0.002) (0.003)
Old age (44+) -0.120* -0.119** 0.118* 0.124** 0.119* 0.120**+
(0.003) (0.003) (0.003) (0.003) (0.003) (0.003)
Home owner -0.194* -0.197+* -0.198* -0.198** -0.203* -0.195**
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Social/subsidised tenant  -0.061*** -0.061** -0.066** 0062+ -0.066* -0.061**
(0.004) (0.004) (0.004) (0.005) (0.004) (0.004)
Low education -0.036™ -0.039" -0.037= 0.036"* -0.042 0.037*
attaintment (0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Middle education -0.012" -0.011%* 0.011% -0.008* -0.012% 0.013"*
attaintment (0.003) (0.003) (0.003) (0.003) (0.003) (0.003)
Unemployed -0.001 -0.001 -0.001 -0.001 0.000 -0.001
(0.004) (0.004) (0.004) (0.005) (0.004) (0.004)
Disposable income 0.028* 0.028** 0.025* 0.015 0.027* 0.030**
(0.012) (0.012) (0.011) (0.012) (0.012) (0.012)
Squared disposable 0.001* -0.001* 0.001* -0.001 -0.001* -0.001**
income (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Household living in -0.037* -0.035+* 0.036** 0.038** -0.036* 0.037**
cohabitation (0.003) (0.003) (0.003) (0.003) (0.003) (0.003)
Total national income 0.020** 0.011* 0.015** -0.032+* 0.011* 0.014*
(0.001) (0.002) (0.002) (0.003) (0.002) (0.002)
Urbanisation rate -0.027 -0.028** -0.024" - -0.023* -0.028"*
(0.001) (0.001) (0.001) ; (0.001) (0.001)
Number of observations 142162 138063 139961 108394 133153 138803

Estimates from probit regression. Values are marginal effects. The coefficients correspond to the impact of a change in the
explanatory variable on the probability to move estimated at the mean of the independent variables. The sample is restricted to
individuals who are the head of the household to avoid the results being influenced by atypical tenure status. The estimates are
weighted by the individual sampling probability. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

Urbanisation rate excluded from (4) because highly correlated with supply responsiveness.

Source: OECD calculations. See Caldera Sanchez and Andrews (2011) for details.
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7. Policy implications

7.1 Policy objectives and housing outcomes

88.

Most housing market policies are aimed at addressing efficiency and equity objectives.** In

addition, a number of other non-housing policies also have repercussions for housing markets. In order to
evaluate the effectiveness of policies affecting housing markets and identify possible areas for reform, it is
useful to classify the main objectives of the policies described in previous sections in the following broad
categories:

A first objective is to repair market failures and account for externalities, which may give
rise to inefficiencies in housing markets. To address such imperfections governments have a
number of policy tools. Well-designed rental regulations can be used to deal with asymmetric
information between landlords and tenants. They may also address market power of landlords
and the possibility that they exploit this power by unexpectedly raising rents, since high, fixed
costs of moving may expose tenants to the risk of hold-up. Building codes and land-use
regulations are put in place to protect public health and safety, reduce congestion costs and
address environmental and other neighbourhood externalities associated with new developments.

An additional objective of housing policies is to promote broader economic efficiency. For
instance, land use regulations that encourage the supply of under-used land for residential
construction or policies that lower the cost of moving facilitates residential and, thereby, labour
mobility and the efficient allocation of human capital.

Redistributive and social concerns also motivate interventions in housing markets. The link
between housing and broader social outcomes (e.g. housing conditions may influence
individuals’ health status) leads to paternalistic views as to what constitutes minimum, socially
acceptable standards of housing. Social housing is one way for governments to provide housing
that meets such standards to certain categories of households and to redistribute income, insofar
as it provides housing at a lower cost than would be the case on a pure market basis. Another tool
to redistribute income is the provision of housing allowances supporting rental and other housing
costs for low-income households. In addition, the perception that homeownership generates
positive neighbourhood externalities and raises social capital has been put forward as one
justification behind policies aimed at encouraging homeownership.

Housing markets are also influenced by policy interventions motivated by non-housing
objectives, for example the need of raising revenues - which in some cases result in levying of
recurrent property, transaction and capital gains taxes. Likewise, efficiency considerations in
financial markets have led to deregulation and removal of market imperfections, which have
lowered the cost of mortgage financing and eased access to credit for housing purchases.*

44

45

As in other areas of public policy, housing market policies also suffer from some path dependence to the
extent that some of them (e.g. certain types of social housing policies or rental regulations) survived
developments in related markets (e.g. financial or labour markets) that undermined the original motivations
for such policies (e.g. post-War housing shortages, poorly-developed financial intermediation and durable
job stability).

More recently, however, excessive risk-taking by creditors and poor regulatory supervision have led to the
financial crisis which has impaired lending markets, potentially constraining the supply of credit to
households going forward.
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89. Previous sections analysed the individual effect of these housing and non-housing policies on the
supply of, and demand for housing, as well as the potential side-effects of policies on the wider economy.
Table 6 summarises such individual effects but it is important to keep in mind that, due to
complementarities among policies, housing outcomes and their spillovers are dependent on how housing
systems operate as a whole, as well as how they interact with non-housing policies. For example, the house
price capitalisation effect of housing demand shocks tends to be stronger in countries with less flexible
supply and/or greater tax relief on debt financing cost. Similarly, the combination of rigid housing supply
and strict rent controls and tenant-landlord regulations significantly reduces residential mobility. Against
this background, the next section provides some conclusions concerning efficient housing policies, as well
as a check-list of issues useful for assessing the appropriateness of country-specific housing market
settings (Box 9).

Table 6. Sum-up of the effects of policies on housing outcomes

Policies and their main objectives Primary effects Side-sffects Side-effects
d on housing markets on housing markets on other markets
Housing objectives
-Market failures and externalities
Rental regulations Address market imperfections such Restrict the quantity of housing Reduce residential and labour
as unequal bargaining power supplied. reduce investment in mobility.

between landlords and tenants or  dwelling maintenance leading to
risk of hold up. Rent control appears quality deterioration. Redistributive
to have no clear effect on capping  effects between different types of
average rents. Tenure protection tenants.

discourages the supply of new

rentals and encourages rental

demand potentially distorting tenure

choice.

Land-use and building regulations  Reduce environmental externalities Raise house prices and the cost of Increase house price volatility.

and protect public health but restrict housing. Hinder residential mobility and
housing supply (both rental and thereby effective allocation of
owner-occupied) if poorly resources.
designed/enforced.

-Redistributive and social concerns

Provision of social housing Add to low-cost housing supply. Crowding out of private investment. Reduce mobility by locking-in
Residential segregation if poorly tenants in so far rental regulations
designed/enforced. are stricter than for private rentals.

Housing allowances Support housing costs for low- Over consumption of housing: Portable subsidies may enhance

income households. Capitalised into rents. residential and labour mobility, but in

combination with taxes rent
allowances may affect work
incentives.

Non-housing objectives

Housing related taxation Raise revenues. Encourage Inefficient allocation of housing. Distorts allocation of durable
homeownership of certain Interest deductibility raises house consumption and investment
household groups but no apparent  prices particularly if supply is towards housing away from ather
evidence that interest deductibility  inelastic. Encourage speculative types of durable goods and
raises overall homeownership. behaviour. investments.

Transaction taxes Inefficient way of raising revenues. May tilt the consumption of housing Reduce house price volatility.
Distort housing transactions. from owner-occupancy towards Reduce residential and labour

renting. mobility.

Financial and mortgage market Increased access to credit and Raise house prices if supply is Facilitate consumption smoothing.

regulation, banking regulation homeownership of credit inelastic. Encourage speculative Facilitate residential and labour
constrained households. behaviour and raise house price mobility.

volatility although prudential
regulation can help.
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7.2 Implications for efficient policy design

Policies aimed at addressing market imperfections

Excessively strict rental regulations distort the supply of housing and hinder residential mobility.
Such regulations appear to have relatively small benefits in terms of lower, average rent levels
and/or greater supply of affordable quality housing. Moreover, especially if they are poorly
targeted, rental market regulations may have undesirable redistributive effects among different
categories of tenants. Therefore, regulations that go beyond correcting market failures and bring
rents far out of line with market rents and/or tilt the balance of tenant-landlord relations
disproportionally in favour of either party should be re-designed. A reasonable compromise could
be a system in which rents are free to vary for new contracts and for contract renewals, while rent
increases are regulated within the duration of the contract coupled with an adequate security of
tenure.

Land-use policies and regulations and policies towards the construction sector should ensure a
more efficient use of land, as well as speeding up cumbersome licensing processes so as to
facilitate a flexible adjustment of housing supply. In areas with a shortage of rental housing,
reducing restrictions on the construction of multi-family dwellings consistent with urban
planning rules may raise rental supply. Well-designed taxes on under-used/vacant land could be
imposed on landowners to encourage residential development in countries with a shortage of land
for residential construction. For example, linking the assessment of property value-for-tax
purposes to the market value may increase incentives for developing vacant land. In countries
where the construction industry is characterised by a few large constructors, competition policy
hindering collusive behaviour in the construction sector is also important for a flexible supply. A
more responsive supply would help to avoid excessive increases and volatility in house prices
and low residential mobility. The design of such policies should, however, balance the benefit of
additional supply against the potential cost of new developments in terms of congestion and
environmental amenity losses.

Policies aiming at addressing redistributive or social concerns

Two social housing models emerge: one broad-based, where social housing is widely accessible
and the other more targeted and means-tested. One potential advantage of a targeted system is
that it can in principle focus on households in greatest need of housing and therefore achieve its
goals at a lower cost than less targeted social housing systems. However, it is likely that more
targeted social housing systems are associated with greater spatial segregation with potential
adverse social and economic outcomes for tenants, such as lower educational attainment of
children. Thus, it is important to design such programmes so to avoid spatial concentration by
ensuring that location of social housing is well integrated in the urban structure and have
appropriate access to transport networks and public services. Frequent reassessment of eligibility
of incumbent tenants with appropriate action if eligibility has changed is important as it frees up
social housing for needier households. Such reassessments should be designed to avoid possible
disincentives to labour market participation amongst incumbent tenants.

Well-designed portable housing allowances may be preferable to the direct provision of social
housing, as they do not seem to directly hinder residential mobility. To avoid over-consumption
of housing and efficiency losses, the subsidy design should include housing expenditure ceilings
or be based on a norm rather than actual rent coupled with minimum requirements on housing
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standards. Moreover, allowance withdrawal schemes should take into account implications for
labour market participation of benefit recipients.

Policies with mainly non-housing objectives

Most countries do not tax imputed rental income, while those that do substantially under-estimate
the rental value, reflecting that this tax is particularly unpopular in most countries. This distortion
in the tax treatment of housing relative to other investments within income taxation should be
removed by taxing housing and alternative investments in the same way, which would ideally be
done by taxing the imputed rents and allowing interest deductibility. In circumstances when this
is not feasible, a “second best” approach is the removal of mortgage interest relief or the use of
property taxes levied on appropriately assessed cadastral values.

In practice, implementing a co-ordinated increase in property tax may be difficult as local
governments often control property taxation. While removing mortgage interest deductibility is
considered to be politically unpopular, highlighting the regressive nature of such policies could
help to facilitate reform. Such reforms may be easier in times of rising house prices as fewer
households are likely to suffer a capital loss in the event of selling their home. To limit any
adverse house price effects, mortgage interest deductibility arrangements could be phased-out
gradually, possibly by capping the deductions in nominal terms.

More generally, taxation of households’ investment and savings in housing should be treated in
the same way as other instruments (e.g. pension savings, purchase of shares or investment in a
small business) by ensuring that the wedge between pre- and post-tax returns is the same as for
alternative investments.

Transaction costs, including transaction taxes, have adverse effects in terms of hindering
residential and thereby labour mobility, which are likely to outweigh the benefits in terms of
reducing excessive volatility in house prices. Moreover, as a revenue-raising tool, transaction
taxes are inefficient as the same tax revenue can be obtained at a lower distortionary cost by
taxing income or consumption. Therefore, such one-off cost should be reduced, particularly in
cases when they are excessively high and are likely to significantly reduce residential mobility.
To the extent that such costs are also driven by regulations limiting competition among
intermediaries involved in housing transactions (e.g. notaries, real estate agencies), these
regulations should be reviewed.

Deregulation in mortgage markets has increased access to credit and lowered the cost of housing
finance with positive implications for homeownership of previously credit-constrained
households. However, the recent financial crisis demonstrates the potentially destabilising effects
of excessive leverage and risk-taking on the broader economy. More specifically, the recent
volatility in housing markets in some OECD countries can be connected to a significant
relaxation of lending standards, which triggered an expansion in credit that was generally
incompatible with the prudential assessment of risk. In addition, high leverage ratios pose a risk
for residential mobility, as households in negative equity may not be able to re-finance their loan
and get locked-in. Therefore, mortgage market innovations should be coupled with appropriate
regulatory oversight and prudential banking regulation.
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Box 9. Checklist for country reviews

Drawing on the above analysis, this box suggests a list of issues that can help in assessing housing market
settings in member countries and provide guidance on how to identify the most appropriate policy instruments in order
to enhance the functioning of these markets and minimize the undesired side effects of policies.

Descriptive features that are relevant for the functioning of the housing market and its side effects on the
economy.

e  Responsiveness of housing supply to prices is key for smooth housing market adjustment, low housing price
volatility and residential mobility. Are there estimates of housing supply elasticity? Are there estimates at the
sub-national level, possibly corresponding to regional housing markets?

e  Shortage of residential land can curb housing supply responsiveness to demand shocks. How important is
under-supply of land for development of residential housing? Are there bottlenecks in housing markets
locally and/or nation-wide? Are there large price or price inflation differentials between regions?

e  Structural weaknesses in construction markets can also curb housing supply. How competitive is the
construction industry? What is the degree of openness to foreign firms or investments? Are there skill
shortages?

e  Housing demand shocks can originate from demographic and financial market developments. Is household
structure changing over time? How has net immigration flows evolved? To what extent has financial
deregulation led to easier mortgage credit? Have mortgage credit conditions changed after the recent
financial crisis?

e  Geographical residential mobility is closely related to labour mobility and is affected by housing tenure
structure. What is the extent of residential mobility in the housing market? Can data distinguish between
residential turnover and geographical mobility proper? What is the structure of tenures (owner-
occupied/rental, social/private housing segments)?

Policies aimed at addressing housing market imperfections

e Land-use and planning regulations aimed at addressing housing market externalities should encourage an
efficient use of land and a speedy adjustment of housing supply.

— Are congestion and environmental externalities taken into account in land-use and planning decisions?

— Do land-use and planning regulations unnecessarily restrict new developments? How burdensome is
the administrative and licensing process? How long does it take to obtain approval for a building permit?
Are there incentives for landowners and developers to release under-used land for residential
development? Are there unnecessary obstacles to the construction of multifamily dwellings?

— Does a lack of complementary public services, such as infrastructure, hinder new supply of housing in
certain areas? For instance, is there vacant land that could be used for residential developing but lacks
infrastructure?

e  Regulations in rental markets should not distort housing supply, inhibit residential mobility and
unintentionally redistribute income (or generate rents).

— Is the rental sector heavily regulated in terms of rents or rent increases? For instance, are there large
differences in rents between the regulated and unregulated segments of the rental market? What is the
evidence on the redistributive effects of rent controls?
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— Are tenant-landlord regulations disproportionally favouring tenants or landlords? Are there large
differences in tenant tenure protection between the regulated and non-regulated rental sectors? Are
rental contracts typically of longer duration in the regulated market?

— To what extent do rental market regulations differ across the private and social housing segments of the
market?

— s there any evidence of rental housing shortages (either hoarding of existing housing or insufficient new
construction) or housing quality deterioration as a result of rental market regulations?

— s there any evidence of low residential mobility linked to rental market regulations?

Policies aimed at addressing social and/or redistributive concerns
e  Social housing should target households in need and avoid socio-economic segregation.

— How is social housing provided? Is the governance system efficient? Is there any evidence of failure,
such as poor maintenance or degradation?

— s there a shortage of low-cost housing? For example, is there a long queue for social housing?

— Is social housing means-tested or open to all? If it is means-tested, is there any evidence of social
segregation that can be directly linked to the provision rules? If it is open to all, is there any evidence of
exclusion of relevant categories of households?

— Is there an efficient and transparent allocation system? Can landlords deny households access to social
housing and, if so, on what basis? Does reassessment of eligibility take place? How does such
reassessment avoid disincentives to labour market participation?

— Is there a large difference in rents between private and social rentals? Is there any evidence of lower
residential mobility for social housing tenants?

e  Public support to housing should avoid deadweight losses, over-consumption and disincentives to work.

— To what extent can households receive cash allowances to cover rent and other housing costs?

— Are such allowances means-tested? Are they portable? Are they based on a share of actual or some
norm rent?

— Can households receive allowances for both social and private rentals?

— To what extent withdrawal or phasing-out schemes account for repercussions on job-seeking
incentives?

Other policies that impinge on housing markets

e  Housing should be taxed in the same way as other investment and durable consumption goods. Generous
tax relief for housing has the potential to be capitalised into house prices, carrying unfavourable
consequences for efficiency and equity.

— Are imputed rents taxed? If so, is the rental value underlying the tax calculation in line with market value
of the property?

— Are interest rates on loans for principal residences deductible from income? If so, are there any limits on
the deductibility in terms of time or amount? Are interest rates for secondary homes deductible? Is there
any evidence on the extent to which mortgage interest deductibility is regressive?

— Are recurrent taxes on immovable property used? How frequent is the updating of the
cadastral/administrative value for tax purposes?

— If imputed rents are exempt from tax and mortgage interests are deductible, are there any plans to
phase out mortgage interest deductibility or tax imputed rents? To what extent recurrent taxes on
property can be considered as a substitute for taxation of imputed rents?
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How are capital gains from the sale of principal residences taxed? Are gains exempt if held for a certain
period? Exempt if re-invested? Are capital gains from secondary residences exempt?

Housing transaction costs should not distort housing market transactions and hinder residential mobility.

What are the costs involved in buying and selling a property? What is the incidence of these costs?

Are there regulations (or government-backed self regulation of professions) hindering competition in the
provision of legal and other services for house purchases (e.g. notaries, real estate agencies) that could
inflate transaction costs?

Financial deregulation widens the access to housing for low-income households and facilitates residential
mobility, but also has the potential to be destabilising without adequate prudential regulation.

Is there a wide variety of mortgage loans in terms of flexible versus fixed rates, contract duration, etc.?
Is reverse mortgage (whereby housing wealth can be made liquid) allowed?

Is there regulation in the mortgage finance market that restricts credit and makes housing finance costly
for some households? Is it costly to refinance mortgage loans?

Is there any prudential regulation concerning home loans? For instance, how much documentation is
required to obtain a mortgage? Are LTV ratios regulated? Is there any evidence of excessive leverage
by low-income households?

Is there any evidence of low residential mobility among high-leveraged households?
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