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Unit 1 Home

Passage 1

Home Truths: Global House Prices

A) The house-price boom that preceded the financial crisis was remarkable for its scope

B)

and scale. With a very few exceptions, there seemed only one way for prices to go:
up. Things have been more diverse since, and our latest review of house prices is a
picture with dramatic chiaroscuro. A brightening outlook for America stands out
against the darkening tones of the beleaguered economies on the periphery of the

€uro area.

In the countries we track, house prices are rising and falling in equal numbers. Over
the past year prices have jumped most in Hong Kong (see table), prompting further
government efforts to cool the market. They have dropped by 9.3% in Spain, the
heaviest faller. The overall trend is down, however, since in three of the countries
where prices are rising they are doing so at a slower pace than a year ago—in

Canada, for example, they are up by 3.3% compared with 7.1% 12 months ago.

o



I The Economist house-price indicators

Latest, % change Under(-) /over(+)
onayear since Yalued against™:
earlier Q42007 Rents lnmme'

Qwoy
[N

HongKong  21.8 86.8 69 ne

Sources: BIS; Haver Analytics; *Relative to
Hang Kong RY; Nationwide; long-run average
OECD; Teranet and National Bank;  'Disposable income
Thomson Reuters; The Econorist per person

C) A similar diversity characterizes valuations. To gauge (il &) whether homes are
cheap or expensive we use two measures, both of which compare current estimates (
with a long-run average (in most countries, going back to 1975). This average is our
benchmark for “fair value”.

D) The first gauge is a price-to-rents ratio. This is analogous to the price-earnings ratio
used for equities, with the rents going to property investors (or saved by
homeowners) equivalent to corporate profits. The measure displays a massive range,
from a whopping 78% overvaluation in Canada to an undervaluation of 37% in

Japan. The other measure, the ratio of prices to disposable income per person,
stretches from a 35% overvaluation in France to a 36% undervaluation, again in
Japan.




E) America’s housing-market revival looks sustainable in part because the sharp

“HEEF OO000@®0 Y

correction in house prices over the past few years has made homes cheap by
historical standards. A year ago house prices were still falling, by 3.6%. There has
been a turnaround since: the latest data show prices rising by 4.3%. But based on the

ratio of prices to rents, houses are still 7% undervalued; judged by the

price-to-income ratio, they are 20% below fair value. It also helps that mortgage

rates are at historic lows and are likely to stay that way, since the Federal Reserve

has promised to keep an extremely loose monetary stance for the next couple of

years.

1]
~

Homebuyers have cause to be nervous: during the crisis of 2008 and 2009 prices fell

by 60% in some places. Yet since then America has bounced back remarkably.

Median property prices in the north-east are well above previous highs, having risen

by 51% between 2009 and 2013. Prices in the Midwest and South pipped previous
peaks in 2012. Only in the West are homes worth less now than in the bubbly

mid-2000s. Yet prices there are rising fast: by over 11% in 2013. At that pace, they
will beat past records by the end of this year.

G) And the pipeline of new houses is hardly gushing. In fact supply is severely crimped,
i says Mr Yun. During the financial crisis many small builders went to the wall. The
survivors are finding it hard to obtain loans to build more homes. This helps explain
why supply has not responded to perky prices: the pace of building is still far below
its pre-crisis average across America (see chart). The larger builders, who can
borrow more easily, have the field almost to themselves. With less competition,
prices may drift higher.

' The property ladder wohbles

US house prices ; ; New housing starts
% change on previous year =~ NG REN AVESRLS Annyalrate, ‘000

North East
Fogil

piieaadferal bl lu el flunetiianttag e illass 15 L=k i

1964 70 75 B0 85 90 95200005 1013 00 03 0 07 090 11 1314

Source: Census Bureau




H)

I)

J)

K)

Homeowners may be coming up for air in America, but their plight is deepening
across much of Europe. The agony is most acute in Spain, where declines have
gathered momentum (the 9.3% fall in our latest round-up follows a drop of 5.5% the
previous year). Other big euro-zone economies are also heading in the wrong
direction. In Italy and the Netherlands the pace of decline has quickened; in France

prices are now edging down after a brief recovery.

European valuations are most stretched in France, by as much as 50% judging by
rents and by 35% on the basis of incomes. This compares with around 20%
overvaluation on both counts in Spain, despite the price falls to date. But any
house-price collapse in France is likely to be modest compared with Spain’s.
Spain’s bust reflects a massive oversupply of housing built in the construction boom,
and an unemployment rate that rose to 26.6% in November, the highest in Europe.
France’s unemployment rate has edged up to 10.5% but that is in a different league

to Spain’s; its banks are in better shape than Spanish ones, too.

The anomaly among Europe’s big economies is Germany, where house prices are
rising by a restrained 2.7%, the same pace as a year earlier. Thanks to their good
fortune in missing the housing party before the financial crisis, German homeowners
have a decent chance of making further gains. Homes there are 17% undervalued
compared with historical averages on both our measures. German purchasers can
benefit from rock-bottom borrowing costs, unlike their counterparts in peripheral
Europe. One of the lowest rates of unemployment (5.4%) in Europe further

underpins the housing market.

British house prices have posted only modest overall declines over the past five
years (although rising rents and incomes have also helped bring things closer to fair
value). But the British market may do rather better than still-stretched valuations
suggest. For one thing, it does not suffer from the oversupply of empty homes that
has created ghost towns in Ireland and Spain. And according to the Bank of
England’s latest credit-conditions survey lenders are more willing to make mortgage
finance available than at any time since the financial crisis. The number of mortgage

approvals for new purchases is at its highest for almost a year.
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