HOMEOWNERSHIP RATES

Homeownership Rates:
A Global Perspective

The rate of homeownership is often used as
a measure of the quality of a country’s hous-
ing finance system.! For example, it is often
argued that the U.S. housing finance system
is superior to the German system by virtue
of the fact that there is a 27-percentage-
peint difference between American and Ger-
man homeownership rates. Upon closer
analysis this comparison encounters cbsta-
cles, because Mexico and India, where
housing is inferior in quality and availabifity
in comparison to the U.S. and Germany,
both boast homeownership rates of over
80%.

This paper will argue that homeownership
rates are not the only indicators of the qual-
ity of a housing finance system because
they are not defined and measured consis-
tently from one country to the next. It also
demonstrates the impact of demographic
irends and legal and government policy on
homeownership in various countries. This
paper will argue further that the quality of
housing finance systems are more accu-
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rately compared in terms of the extent to
which they minimize the cost of housing, im-
prove access to funds, enable consumers to
predict payment amounts, and allow borrow-
ers to easily refinance.

WHY HOMEOWNERSHIP RATES
ARE NOT THE ONLY INDICATORS OF
HOUSING FINANCE SYSTEM
EFFECTIVENESS

The terms home and homeownership are
not defined consistently worldwide. Among
industrialized nations, definitions and mea-
surement can significantly differ from one

Figure 1.

country to the next. In the U.S., for example,
a, housing unit is defined as a house, an
apartment, a mobile home, a group of
rooms, or a single room that is occupied as
separate living quarters with a registered
street address. In Canada, a private dwelling
is defined as a sst of living quarters de-
signed or converted for human habitation in
which a person or group of persons reside or
could reside. In addition, a private dwelling
must have a source of heat or power and
must be an enclosed space that provides
shelter from the elements, as evidenced by
complete and enclosed walls and roof and
by doors and windows that provide protec-
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tion from wind, rain and snow.2 According to
Canada's definition, only four out of ten
dwsalling units in India, the units having so-
called “permanent” facilities, would qualify
as homes.?

In the United States, a housing unit is
owner-cccupied if the owner or co-owner
lives in the unit, even if it is morigaged or not
fully paid for. In the U.K., long [easeholds are
recognized as owner occupation even
though the actual lease is owned by some-
one other than the homeowner.* in Japan,
dwellings that are owned by parents of the
househelds occupying them are also con-
sidered owned houses. The homeownership
rate in the U.S. is computed by dividing the
total number of households that are owners
by the total number of occupied house-
holds.® The European Morigage Federation
defines the homeownetship rate simply as
the percentage of dwellings owned outright
or purchased with a mortgage in relation to
total dwelling stock. In the developed world,
broad definitions are coupled with a com-
prehensive and robust land and titling infra-
structure, which is more often than not ab-
sent in the developing world. In emerging
markets, simply obtaining definitions can be
difficult.

Figure 2,  Population per Dwelling
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Another shortfall of homeownsrship rates
as indicators of the quality of a country’s
housing finance system is that they
demonstrate very little about the quality of
private owner-occupied housing. The
breadth of definitions utilized by various
countries to define households and home-
ownership implies that the quality and in-
frastructure of housing can vary signifi-
cantly around the world.

This discrepancy appears to be most acuie
between developed and developing coun-
fries. According to the U.S. Census 2000,
more than 89% of homes in the U.S. have
plurmbing,® virtually all homes have some
form of heating, and less than 8% of
homes are classified as crowded, with
more than one person per room.” The me-
dian lot size in the U.S. is 9,100 square feet
or one-fifth of an acre,d and the average
number of persons per room is 0.5. By con-
trast, in India the average middle-class
family (two children, two parents, and two
grandparents) resides in a 500-square-foot
space,? which is the approximate size of
many U.S. studio apartments. According to
the United Nations, the average number of
persons per room in Mexico is 1.4, which
would gualify most Mexican homes as

“crowded” by American standards.!0 If Mex-
ico's household density were adjusted io re-
flect U.S. density averages, Mexico's home-
ownership rate would be less than 30%,
rather than 84%. Both the robustness of
housing infrastructure and household den-
sity have an impact on the quality of life ex-
perienced by the inhabitance of owner-occu-
pied housing around the world.

Changes in homeownership rates may
merely reflect population and demographic
shifts rather than changes in the ability of a
housing system to meet consumer neads.
When a country’s population is increasing at
a rapid rate, because of an increase in im-
migration or birth rate, the total number of
homeowners must grow at approximately
the same rapid rate in order for its home-
ownership rate to remain constant. Thus, a
stable homeownership rate in the face of
rapid population growth does not indicate
stagnation or detericration of a housing fi-
nance sysiem.

Take the case of the U.S., which received an
influx of @ million foreign-born immigrants in
the past decade and where the current pop-
ulation growth rate is 0.90%,"1 which is rela-
tively high for a developed country. The num-

Source: “Pgcket World in Figures.” The Economist, 2003
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ber of households in the U.S. increased by
11 million in the 1990s. To merely maintain
its 1890 homeownership rate of 4%, the
U.S. would have to increase the number of
homeowners by 7 million by the end of the
decade. In fact, the number of U.S. home-
owners rose by 10 million and the U.S.
homeownership rate rose to 67% in 2000,

Legal systems and laws of land tenure in

various countries differ significantly. For ex- .

ample, the United States, Australia, Britain,
and Canada have similar legal systems
where the rules and regulations are consis-
tent, and the rights and obligations of the
public and of various government agencies
are clearly defined. Owner occupation
means substantially the same thing in each
of these countries.” As a result, homebuy-
ers understand the title and registration
process and can anticipate the amount of
time and money that will be required to pur-
chase a home and obtain clear title to their

property.

A sound title and registration infrastructure
is a critical component of a country's legal
system for housing finance, as it allows
lenders to confidently extend secured loans,
In the developing world, informal owner-oc-
cupied dwellings are sometimes included
when reporting official homeownership
rates. For example, in the city of Teguci-
galpa, Honduras, the owner occupancy rate
in 1998 was 79%., This high rate of owner oc-
cupancy can be aftributed to the fact that
46% of all residential properties in Teguci-
galpa were obtained through illegal iand in-
vasion, while another 13% have unclear or
restricted titles. Only 40% of the residential
properties in the city have proper legal titles
and authorized construction.!® The process
of legally obtaining a home in Peru can take
as long as six years and eleven months to
complets and consists of five stages, with
the first stage alone involving 207 steps.™
As a result, it becomes too burdensome and
expensive for property owners to go through
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the process of registering their property,
which leads to informal land occupation.

A government's housing policy can also
have a significant impact on homeownership
rates. For example, in the U.S., Mexico, and
the Netherlands mortgage interest pay-
ments are tax deductible, thus promoting
homeownership through individual financial
incentives. In the UK., the number of owner
occupiers increased by 28 percentage
points between 1951 and 1981. A significant
portion of this increase can be attributed to
the sale, at below market rates, of rental
housing by private landlords.® Private land-
lords sold these properties to tenants largely
as result of laws protecting security of tenure
for tenants and government-imposed rent
restrictions that negatively impacted the
value of these investment properties. The
growth of owner-occupiers in the UK, in the
1980s can largely be attributed to the sale of
state-owned propertiss to tenants by local
authorities and new fowns through a gov-
ernment program championed by Margaret
Thatcher, entitled the “Right to Buy” During
Thatcher's tenure as Prime Minister, from
May 1979 through November 1990, the
homeownership rate in the UK, rose from
54% to 65%.18

Furthermore, aggressive housing policies
may increase homeownership significantly,
yet the resultant rise in homeownership rates
may not reflect an underlying improvement in
the quality of the housing finance system.

South Africa is a case in point. Since coming
to power in 1994, the African National Con-
gress has promoted an aggressive subsidy
policy that resulted in the construction of
more than a million homes, which in most in-
stances were given to underprivileged fami-
lies. The direct result of this policy, in a coun-
try with 43 million people'”, is a much higher
homeownership rate. This subsidy policy
has no direct positive impact on South
Adrica’s housing finance system.

Alternative Indicators of Housing
Finance System Efficiency

A variety of factors external to the housing fi-
nance system affect the rate of homeowner-
ship. These factors include the definitions of
home and homeownership, housing density,
population growth rates, and the legal and
regulatory environment. Thus homaowner-
ship rates alone are an incomplete measure
of the quality of a country’s housing finance
system. Useful measures of housing finance
system strength examine the affordability of
housing, the ease of access to financing,
predictable payment amounts, and the abil-
ity and flexibility to refinance in lower inter-
est rate environments without bearing ex-
tensive prepayment penalties.

The lender's margin, or the difference be-
tween mortgage rates offered to consumers
and the lender’s cost of funds, is an indica-
tor of affordability. In general, in environ-
ments where lenders operate under slim
margins, the housing finance system is
more efficient. Comparing lender margins
among housing finance systems is more
meaningful than comparing interest rates
because the latter does not take inflation
into account, and inflation can vary a great
deal from country to country. The U.S,, by
compariscn to other free market economies,
operates under some of the slimmest mar-
gins. While lender costs of funds and mort-
gage rates fluctuate, a fixed 30-year mort-
gage rate in the US. is cumently
approximately 50 basis points greater than
the cost of funds in the capital markets.’® In
Germany lending margins range between
30 and 80 basis points'®, while average
mortgage margins for banks and building
societies in Britain are about 150 basis
points.20

One measure of the ease of access to fund-
ing is the loan-to-value ratio {LTV) offered to
consumers, Loans with LTVs as high as
97% are readily available in the U.S., and or-
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ganizations concerned with affordability may
offer 100% LTV products. In the UK. in the
early 1990s, banks offered loans with 130%
ITVs to help homeowners who were in a
negative equity position sell their existing
homes and purchase new ones. In contrast,
in Germany LTV ratios are low and average
between 40% and 60%.2! Since first-ime
homebuyers in Germany require more time
to amass substantial savings for downpay-
ments the average first-time homeowner in
Germany is alder than those in many other
countries where average LTVs are higher.

The availability of mechanisms that enable
borrowers to mitigate interest-rate risk effec-
tively is another ¢ritical indicator of the ro-
bust nature of housing finance systems. Few
countries offer fixed-rate mortgages that en-
able borrowers to fix their mortgage pay-
ments at origination for periods of greater
than 25 years. With a variable-rate mort-
gage, interest rate risk is borne by the indi-
vidual homeowner rather than by the lending
institution. Where interest rate fluctuations
are severe, the interest rate risk facing the
borrower with a variable-rate mortgage is
formidable. For example, in South Africa he-
tween the beginning of March 1988 and the
end of October 198¢ mortgage rates in-
creased by more than 8%.22 In most coun-
tries around the world either the censumer
or the government bears interest rate risk.
Notable exceptions include Denmark and
the United States, which offer 30-year, fixed-
rate mortgages.

Finally, consumer-centric housing finance
systems enable borrowers to refinance
mortgage loans without significant prepay-
ment penalties or administrative costs. This
type of housing finance system provides
borrowers the apportunity to reduce their
housing costs by refinancing during falling
mortgage rate environments. in some coun-
tries where fixed-rate mortgages are offered,
prepayment penalties can be onerous. In
Germany, for example, if a homeowner
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wishes to prepay their mortgages it is com-
men practice for lenders to charge a vield
maintenance fee in association with early re-
demption.23 In France prepayment penalties
are waived only if a property is sold as the
result of the borrower losing a spouse, un-
employment, or employment related reloca-
tion.24 Denmark and the U.S., by contrast,
are the only markets in the world where con-
sumers can fix their mortgages at loan orig-
ination for the life of the loan and refinance
or cancel the mortgage without any prepay-
ment penalties.

Gauging the strength of a nation's housing
finance system from homeownership rates
alone can give a distorted and even decep-
tive picture of reality. Factors such as quality
of housing, whether homes are crowded,
whether units are occupied by the actual
ownets, and whether housing opportunities
are keeping pace with growth in the number
of households are not captured consistently,
rendering international homeownership rate
comparisons problematic.
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