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PREFACE

International comparisons of economic institutions and government poli-
cies are fraught with difficulties. After the selective barriers of language and
culture are overcome, differences in programs and outcomes are far more
subtle than those that can be revealed by highly aggregated national data. Rela-
tively “soft” comparisons are the norm in international comparative research.

This is particularly true in comparative analyses of housing and the
operation of housing markets. Housing markets are local or regional in
character, and the effects of government programs on market outcomes
depend upon important economic characteristics of the local environment.
Moreover, the institutions that influence the production, distribution, and
consumption of housing differ enormously across nations.

The distribution of housing and the role of the market in provision depend
upon historical and social factors as well. Aggregate national data are unlikely
to allow for much depth in comparisons across societies. Yet in the absence of
such comparisons, the very visibility of housing may lead to inadequate or
erroneous generalizations. Photographs emphasing the aesthetics of “well-
planned” housing agglomorations or urban slums are compelling. Documen-
tation that middle-class households must wait in a queue for a decade to be
housed is notably less graphic.

This book overcomes some of these difficulties by focusing upon single
cities or metropolitan areas within national systems. Each of the chapters in
this book presents a description and analysis of a national housing market and
an analysis of the development of housing policy and outcomes in a particular
metropolitan region. Neither the countries nor the metropolitan areas were
selected randomly and thus the analyses and insights cannot be “representa-
tive” in a formal sense. However, a major premise of this book is that careful
analysis of particular markets and outcomes is likely to be more fruitful than
aggregate comparisons of national data provided by housing ministries or
census officials. The book is presented, moreover, on the presumption that
detailed analysis of the operation of government programs within given mar-
kets is more informative than a catalog or taxonomy of national policies.



x PREFACE

The countries selected for analysis include Austria, Finland, the Nether-
lands, Hungary, Sweden, the United Kingdom, and the United States; the
metropolitan areas that form the bases of the analyses include Vienna, Helsinki,
Amsterdam, Budapest, Stockholm, Glasgow, and San Francisco. Each chapter
was written by a group of economists and economic geographers based in a uni-
versity in that city. Some care was taken to insure that each chapter described
the historical development of national housing policy as well as the resources
devoted to current programs. Each chapter also includes a detailed analysis of
the spatial development of the major city, the operation of the housing market
and the pattern of housing occupancy, and the principal institutions that affect
the production and distribution of housing. Each group was also asked to
provide some explicit evaluation of selected policies. Although each chapter
covers all of these aspects, they vary substantially in organization and emphasis.

This collaborative analysis grew out of a series of workshops sponsored by
the International Institution for Applied Systems Analysis (ILASA) in Vienna
during 1983 and 1984. These workshops were organized by Ake Anderson and
Borje Johansson, then of the IIASA staff. Subsequently, a conference was held
in Stockholm, sponsored by Bo Wijmark of the Stockholm Regional Planning
Office. Logistical support for this collaborative project has been provided by
the Institute for International Studies, the Institute for Urban and Regional
Development, and the Center for Real Estate and Urban Economics, all of the
University of California, Berkeley. Layout and typeset was managed by David
Norrgard at Berkeley's Graduate School of Public Policy. Finally, the project
could not have been completed without the financial assistance provided by the
Swedish Council for Building Research. We are grateful to these individuals
and institutions for support and encouragement.

Bjorn Hirsman
John M. Quigley
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INTRODUCTION

All developed countries have a housing problem in some form, and all
nations, regardless of their orientation towards free markets or central plan-
ning, have adopted a variety of housing policies. The production, consumption,
financing, distribution, and location of dwellings are controlled, regulated, and
subsidized in complexways. In fact, compared to other economic commodities,
housing is perhaps the most tightly regulated of all consumer goods.

This book provides a comparative analysis of the policies adopted in a set
of very different countries and analyzes the housing markets in major metro-
politan areas in those countries. The policies have been adopted for a variety
of economic, political, ideological, and historical reasons. The execution of
these policies affects the physical appearance and spatial development of
metropolitan areas, the economic well-being of households, and their social
environments. This collaborative volume provides a description of the policies
adopted in a variety of countries and indicates their specific applications in
particular metropolitan contexts. The book also provides a critical analysis of
the operation of housing policy and housing markets. Although the analysis is
explicitly economic and geographic, a real attempt has been made to analyze
policies in their social and historic contexts.

In part, the specialized policies which have developed in different societies
to regulate or subsidize housing arise from the peculiar economic characteris-
tics of this commodity. Housing is peculiar, and housing policy is special.
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HOUSING IS PECULIAR

Several of the characteristics of housing distinguish it from other economic
commodities. First, housing is a complex commodity -- complicated to evalu-
ate, complicated to produce, and therefore, complicated for suppliers and
demanders to trade efficiently. A variety of different attributes must be
considered to characterize a dwelling or building. A household or landlord
must gather and process a great deal of information to make housing market
choices that maximize utility or profit.

Second, housing is fixed in space. This means that housing choice is also a
choice of neighborhood, a choice of access toworkplaces, and a choice of access
to a variety of local services such as schools and shopping centers. From the
landlord’s point of view, it also means that the most important determinants of
site rents may be well outside of his or her direct control. Site rents may be
substantially influenced by actions of the public sector. Fixity also implies that
aresidential move is quite typically necessary in order to change the consump-
tion of housing.

Third, housing is expensive to produce. This makes renting a common
form of tenure. For owners, this makes mortgage repayment an attractive
alternative to outright purchase. This also implies that housing consumption
generally constitutes a substantial fraction of household budgets and that new
construction of residential housing is a substantial component of net national
investment in any year.

Fourth, housing units have extremely long lifetimes. This implies that new
construction provides only a small fraction of the total quantity of housing
services supplied for consumption in anyone period, and that new construction
activity is vulnerable to small changes in the demand for housing. This also
means that the consequences of local investment activity will affect the physical
environment for a long time.

Fifth, housing is a necessity for any individual or for any household desiring
to live a normal life in modern industrial society. Although there may be many
substitution possibilities within the set of housing services, housing itself has
few substitutes. No matter how poor they may be, households “need” to
consume housing services.

Other commodities may have one or more of these distinctive features.
For example, automobiles are complex commodities that are expensive to
purchase. Aircraft are also long lived, farmland is fixed, and food is a necessity.
But it is difficult to think of another commodity having all these special
attributes. The combination of these attributes defines the special features of
the housing market. For example, the complexity and fixity of housing ensure
that transactions costs are very high in this market. Consumers must evaluate
alternatives personally and must incur substantial monetary and psychic costs
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to change consumption bundles. The monetary costs include substantial
expenditures of time and money in searching for dwellings, as well as the costs
of moving and of concluding lease or purchase transactions. The psychic costs
may include the loss of attachment to neighbors, schools, and local amenities,
attachments which may change with the duration of residence at a particular
location.

Fixity and longevity mean that the entire future course of geographical
areas is determined when housing investment decisions are made. The
consequences of this are likely to be substantial, so substantial that long-range
planning by some economic actors may be highly appropriate. The expense and
the necessity of housing emphasize the fact that even low-income households
must consume some of this expensive commodity; without some form of
subsidy, shelter expenditures as a fraction of income will be quite high for poor
households.

HOUSING POLICIES ARE SPECIAL

As befits a somewhat peculiar commodity, housing policies as a class are
somewhat special. First, since housing is a necessity and since it occupies such
alarge fraction of household budgets, considerations of housing policy affect all
citizens in developed societies. This means that the distribution of housing is
an important real issue for producers and consumers, and an important
symbolic issue for politicians and government officials.

Second, the direction of housing policy can be changed only rather slowly,
especially if subsidies are specific to long-lived dwellings. Even large changes
in new commitments to housing subsidy will affect the stock of subsidized
dwellings only slowly over a long time horizon. In the parlance of budgeteers,
housing subsidies are likely to be “uncontrollables” in the government budget.

Third, housing policy is closely related to many other important objectives
of economic and social policy: for example macroeconomic stabilization, social
welfare, public health, appropriate land use, economic development, and
regional balance. Without coordination, activities and policy initiatives in
these other spheres may affect housing outcomes and may thwart housing
policy.

Finally, it should be recognized that housing policy is difficult to design and
may be difficult to evaluate in many cases. In part, this is because a long time
perspective is required and in part because uncertainty is magnified over long
time horizons.

The evaluation of housing policies in industrial societies can be made on
the basis of the efficiency objectives, equity objectives, and social and political
objectives that underly government action.
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Efficiency Motives for Housing Policies

One clear reason for the adoption of housing policies is to promote
allocative efficiency in the economy. There are many different bases for the
argument that government policies in the housing market can promote an
efficient use of scarce resources. It appears that government regulation in the
market for the building, occupancy, financing, or pricing of housing services
may promote efficiency in many rather distinct ways.

First, there are the public good aspects of housing. Many analysts,
especially physical planners, believe that certain aspects of dwellings, and
indeed some aspects of the entire housing stock, are public goods, consumed
by all, without one’s consumption infringing on another’s. Obviously, individu-
ally occupied dwellings are private commodities, rival in consumption, and
enjoyed by particular households. Nevertheless, many attributes of individu-
ally owned and occupied housing are consumed collectively. The physical
appearance of a building, its architecture, and its arrangement in relation to
infrastructure and transportation may benefit all. Awell-designed building can
provide benefits not only to its owner occupant or its tenant but also to those
who view it, visit it, or hear about it. Many argue that a well-designed and
planned urban landscape arising from the placement of housing in relation to
infrastructure is also a public good and a benefit available to all without
congestion. Certainly, for these aspects of housing, a free and competitive
market with divided ownership will ignore, or at least undersupply, many
attributes. From this perspective, some government role is virtually required
to foster economic efficiency.

These externalities associated with the housing stock, its design, arrange-
ment, and external quality, have fiscal and pecuniary effects. These externali-
ties can prevent private landlords from investing to maintain quality and to
maximize their collective profits. The recognition of these prisoners’ dilemma
problems for landlords has provided the basis for many kinds of public urban
renewal activities. These externalities, however, may be social and fiscal as well
as physical. Under a variety of tax arrangements, particularly property taxes,
the occupants of large and desirable dwellings may confer fiscal benefits to
other residents; conversely, small inexpensive dwellings may increase the
financial costs of public services to others. These fiscal externalities provide a
clear motive for government regulation and zoning. Prejudice, racial discrimi-
nation, and other manifestations of private behavior may lead to outcomes in
which negative social externalities are intensified. Public controls over land use
and housing can, at least in principle, internalize the positive externalities from
dwellings and mitigate their negative consequences. It is clear that free
markets with divided ownership do not provide the appropriate incentive for
internalizing these market effects.

In addition, there are merit good aspects to housing. Housing is durable
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and is expensive to alter. It is expected to be used by future as well as current
generations. If not, transformation and demolition costs are substantial.
Housing is also consumed by many of the current generation who are incapable
of evaluating it appropriately: for example, children whose needs, preferences,
and demands are not taken into account in market transactions. Housing
standards and norms could be considered much like educational standards or
medical standards, intended partly to meet the minimums prescribed for
captive consumers with few dollar votes: children, the elderly, handicapped,
future generations, etc. The merit good argument implies that the needs of
these groups will not be appropriately taken into account by an unregulated
market, and that society has some collective obligation to take these prefer-
ences into account.

A related efficiency argument concerns the effect of expectations on
market behavior. It has been widely argued that individuals behave as if they
have higher discount rates in private transactions than the so-called “golden
rules” of capital accumulation would warrant. With very long-lived invest-
ments in housing structures, which may have useful lives of 50 or a 100 years,
differences in the appropriate investment strategies for society and for indi-
viduals will be magnified. Thus the enforcement of regulations could narrow
the difference between the investments undertaken using individual discount
rates and the appropriate investments using collective social discount rates.
Inefficiencies in resource allocation would otherwise arise-- if, for example, the
high discount raies of current consumers led to underinvestment in infrastruc-
ture.

As we have noted, housing markets are also characterized by substantial
transactions costs both for consumers and producers. Some standardization
could reduce these costs for both producers and consumers. A set of common
standards may facilitate the negotiations and actions of intermediaries in
construction, and uniform rules and codes may result in information econo-
mies in consumption as well. This standardization may not only reduce the cost
of information about alternative dwellings for potential housing consumers but
also reduce the cost of inspection for health and safety and for the enforcement
of the police powers of the state.

Moreover, the promulgation of standards and norms for the housing
market may encourage economies of scale in production which would not
otherwise be feasible. These economies of scale may arise because of the
technical character of the production process. Under these conditions, it is not
at all clear that the variety of housing produced by an unregulated market is
socially efficient.

Intervention in the housing market to stabilize production may also
promote dynamic efficiency in house building. In most industrial countries,
output per manhour in residential construction lags other sectors, and changes
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in total factor productivity in housebuilding are notoriously low. If government
programs reduce the cyclicality of housing production, they may foster the
substitution of capital for labor in production and promote labor-saving inno-
vation in the building trades. Expectations of a more stable output may
promote the use of more specialized inputs in the building process and a more
appropriate capitalization of the sector.

Finally, government intervention in this market may have beneficial effi-
ciency effects from a macroeconomic perspective. Given the high cost of
housing, new construction is quite sensitive to variations in interest rates and
in housing demand. Thus, residential construction is quite variable and is
subject to cycles with large amplitudes. Explicit policies about the level of
housing construction can provide an additional instrument for national and
regional development policy.

Equity Objectives in Housing Policy

The equity objectives furthered by housing policy are at least equal to
efficiency objectives in importance. In most Western and socialist countries,
governmental authorities articulate an explicit policy objective concerning the
provision of housing. For example, in the United States every housing bill since
1949 has articulated the goal of a “decent home and suitable living conditions
for all citizens.” In many cases, such a statement seems to be related to an
income distribution objective. This is certainly not the case in all countries; but
even in the United States, for example, housing goals are often espoused by
those who see housing policy as a second best way of redistributing income (in-
kind, as compared to a distribution in cash). In other countries-- for example,
Sweden-- housing provision relates to a more sharply and explicitly drawn
equity objective. The importance of housing in consumer budgets may make
housing policy an attractive tool for achieving equity objectives.

Many economists, of course, would argue that these income distribution
objectives are better pursued by explicit transfer policies rather than through
the distribution of housing services. Yet in most societies, transfers earmarked
for housing consumption are explicitly related to distributional objectives. One
reason, noted above, is that some political environments favor redistribution in
kind. Under so-called “commodity egalitarianism,” redistribution in kind is
more palatable than redistribution in cash. In the United States, food stamp
programs and medical programs appear to be far more popular than programs
that distribute cash to needy households.

A second and less noble reason for intervention in pursuit of equity
objectives is the visibility of poor housing. It need not be evident how much or
how little people earn in the marketplace or how much or how little people eat,
but it is impossible to ignore the existence of low-quality and unsightly housing.
The visibility of substandard housing makes the issue salient to politicians,
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voters, and the owners of property whose value would be improved through
housing upgrading.

The merit good aspect of housing, discussed above, may make housing an
attractive vehicle for politicians in accomplishing distribution goals. This merit
good rationale can also be interpreted paternalistically: politicians or govern-
ment bureaucrats know more than a badly housed individual about the negative
consequences associated with inadequate housing. For example, it is often
argued that parents at the lower end of the socioeconomic scale do not realize
the importance of good housing or good nutrition for the well-being of their
children. Thus unaided, they would use disposable income in ways that were
not consistent with this higher knowledge.

Regardless of the motive, however, the existence and importance of equity
objectives in developed societies have important consequences for the design
and for the evaluation of housing policy measures. Finally, the equity objective
may be broader than those objectives associated with particular individuals and
may extend to the distribution of income across regions, provinces, or states.
An active housing program can greatly advance such objectives.

Social and Political Motives

It is sometimes difficult to distinguish social and political motives for
housing policy from the narrower equity and efficiency motives. Nevertheless,
the distinction is real and is important. The promotion of order and public
safety is perhaps the most basic reason for government. It is also the oldest
political motive for housing policy. Governmental policies aimed at improving
health and safety have regulated housing since the days of the Romans. For
example, in ancient Rome, Caesar Augustus reorganized the water supply
system and organized fire brigades to make residential areas safer for the
citizenry. To reduce urban flooding, he regulated the water level on the Tiber
and forbade private citizens to construct buildings taller than 20 meters.

It was not until the nineteenth century that European countries enacted
comprehensive legislation to assure minimum standards of health and safety in
residential dwellings. Regulation of the interior conditions of housing-- over-
crowding, sewage, and water supply-- was undertaken because such regulation
was seen as inhibiting epidemics of cholera, tuberculosis, and other contagious
diseases. The first housing legislation in Britain, the Public Health Act,
adopted in 1848, was followed by the more comprehensive Salesbury Act. The
latter made local governments responsible for proper sanitation and for
enforcing a variety of health and safety measures. The Swedish Health Code,
enacted in 1874, instructed the local authorities to control housing conditions
and to prevent the occupancy of unsafe dwellings. By the end of the 19th
century, similar housing regulations were introduced in Amsterdam to im-
prove sanitary conditions. In Vienna, the capital of the Austro-Hungarian
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Empire, a comprehensive building code was introduced in 1859. This legisla-
tion was designed explicitly to protect safety and health. The minimum
standards enacted in Vienna were not considered satisfactory in light of the
rapid city growth that followed, so further regulatory measures were enacted.
These examples seem to suggest that concern about the most basic functions of
government was the driving force justifying housing policy.

It is not clear that these activities are best described merely as efforts to
internalize external effects related to housing consumption. Many will argue
that these policies were not just intended to correct individual decisions, but
that the regulations were also a way of codifying the social character of urban
life. The discussion of special housing policies in most industrialized countries
during this century gives further credit to this view. Much of this discussion
revolves around the rights of citizens to health and safety conditions and the ex-
pectation that government will ensure minimum standards in these dimen-
sions. These can be thought of as the minimum requirements of a social
contract in the increasingly dense urban areas which arose after the industrial
revolution.

The rapid development of housing policies per se after World War I may
be attributable merely to rising income and expectations. However, housing
policies have also been an important part of a more explicitly political welfare
state that has arisen. Sweden is a conspicuous, if somewhat extreme, example
of this development. In the general guidelines for housing policy decided upon
in 1946, the proposed policy measures were explicitly seen as part of a broader
social policy, and hence as complimentary to other policy instruments such as
child allowances and pension reform. The revisions of the guidelines under-
taken some twenty-five years later strengthened this explicitly political view --
holding that decent housing should be regarded as a “social right” rather than
merely as acommodity. At the other extreme, in the United States the Housing
Act of 1949 explicitly established the goal of a “decent home and a suitable
living environment for all Americans.” This slogan has subsequently appeared
in the preamble to all American housing acts and policy statements since then,
but it does not appear to have infiltrated the dominant political ideology.

Related to this welfare statist view is another: poor housing conditions
have high social costs in the form of crime, juvenile delinquency, alcoholism,
and other forms of maladjustment. Empirical support for these claims seems
quite weak; there is essentially no evidence that bad housing conditions cause
these social disorders; nevertheless, the arguments certainly have played an im-
portant role in motivating housing policies in many welfare states.

A second political motive for adopting housing policies relates to the
division of windfall gains and losses among social and economic classes. The
profits made by landlords during periods of rapidly increasing housing demand
provide a conspicuous example. In some countries-- for example, the Nether-
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lands-- “excessive” profits have been a major motive for controlling rents in
many parts of the housing stock. However, this motivation for intervention is
somewhat broader than the rationale for rent control during wartime short-
ages. Many other activities undertaken routinely as legitimate manifestations
of governmental power and collective responsibility provide windfall gains.
These unearned profits are in the form of increased site values accruing to
particular owners of residential or commercial properties, landlords, and the
owners of tracts of land. For example, decisions about the location of
infrastructure, the type and routing of roads, public transport, hospitals, and
other spatial aspects of urban life may have no explicit distributional motiva-
tion. Nevertheless, the outcome of these activities can greatly increase the
profits of landlords or landowners in particular areas of the economy. Policies
regarding land use, housing, and residential and commercial rents may be
derived from political considerations about the “fair” division of these un-
earned windfalls among different economic actors.

Another set of political motives for housing policy is related to the process
itself. There is avery long tradition, especially in Europe, of considering overall
urban development as a question of common concern for those living within
the area. Thus, integrating housing with other public functions is a matter of
common social concern. Of course, this involvement in town planning is partly
motivated by efficiency reasons. But it is also strongly rooted in a political and
culturally based belief that participation in the resolution of development
issues is natural in a democratic society. Moreover, the expectation is that the
process itself can foster an improved democracy. Thus participation in the
process of planned development or zoning regulation is itself viewed as a
politically and socially desirable activity, useful in forming some kind of
consensus about the way local areas should develop. This importance of
process, for example, provides an explicit rationale for the methods of local
decision-making adopted in Holland. Although this political value seems
currently less pronounced in North America, “maximum feasible participa-
tion” provided a rationale for community action programs and other urban
development activities in the 1960s and 1970s.

A fourth important political reason for housing policy is related to the
physical characteristics of real estate and its long life. Specific housing
investments are lasting monuments to the particular politicians or the political
forces initiating them. The promise of housing improvements in the South
Bronx s a tangible campaign pledge, and the outcome of housing development
can be a lasting monument to the far-sighted politician who facilitated the
investment. There are no greater opportunities for monuments and plaques
and ribbon cutting ceremonies than investments in physical urban infrastruc-
ture.

Control over the spatial development of housing of different kinds also
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provides local politicians with some mechanism for affecting the socioeco-
nomic mix of area populations and thus of guiding population development in
ways that can influence election outcomes. The possibilities for exercising this
control are greatest in societies with strong traditions of class and party loyalty.
The distribution of households of different economic classes within a metro-
politan area can then have important effects upon the makeup of city councils
and regional governments; these considerations are themselves of importance
to politicians.

In addition, the paternalistic motives for providing housing for those with
less knowledge and lower incomes can support a larger governmental struc-
ture. Larger governmental structures make the elected and appointed officials
who manage such agencies more powerful, as they control larger staffs. Such
power can be legitimized by the equity concerns that motivate government
policy, and the prestige of officials can be increased by the employment of
experts, scientists, engineers, and planners to serve under their guidance and
direction.

Finally, an important political reason for housing programs can be seen in
the link between regional development policies, labor market policies, and the
housing market. Housing investment is a stimulant to a local or regional
economy and may be used politically and economically as a tool for redistribu-
tion across regions. Similarly, the link between labor market policies and
housing availability is close, not only within metropolitan areas (the availability
of housing near work sites) but also among regions (the availability of suitable
housing in areas with rapidly growing demands for labor). The political and
social aspects of these regional development programs are, of course, inextri-
cably linked with the narrowly economic. Nevertheless, it would be a mistake
to view these activities as merely economic in scope and lacking a particular
political or ideological dimension.

THE RATIONALE OF THIS BOOK

This book presents a series of closely related chapters that analyze the op-
eration of housing markets and market outcomes in very different environ-
ments. Each chapter reports on the housing market of a particular metropoli-
tan region, and provides a critical analysis of national and local policies. The
studies differ in organizational detail, but each includes some attempt to trace
out the link between housing policy and the operation of the market.

Besides the emphasis on policy, the analyses presented in this book provide
awealth of institutional and historical detail about each market-- each analyzes
the important spatial dimension of housing markets.

A fundamental rationale for the collection is the belief that understanding
and evaluating the operation of housing markets require analysis oriented
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towards particulars, which are more often local or regional than national in
scope. Asacorollary, understanding national policy requires a detailed analysis
of local market conditions.

Given the importance of long-lived capital, history really matters in the
understanding of housing markets and the spatial development of metropoli-
tan areas.

Economic analysis of any individual market also requires some apprecia-
tion of the market orientation of a society and of the perceived importance of
the collective attributes of housing discussed above. The kinds of policies that
can be undertaken and the ways that they can be evaluated depend in a real way
on the character of the society itself. Programs may be undertaken routinely in
Stockholm that are unthinkable in San Francisco. Individual choice in the San
Francisco housing market may be incompatible with the kind of housing
allocation mechanism approved by consumers in Amsterdam.

For these reasons, the countries and particular markets analyzed were
chosen because a locally based university research group was prepared to
collaborate in the effort. Each group was prepared to develop acomprehensive
analysis of local conditions and to attempt to link those conditions to national
and regional policies and programs. The chapters thus provide a detailed
account of urban development at the metropolitan level and provide some
depth in analysis at the national level.

The cities and metropolitan areas analyzed are not based upon a grand
sampling design and are a decidedly nonrandom sample. As such, they provide
a better opportunity for observing market behavior and government programs
than in any single country, but it is not clear that comparative inferences are
perfectly general.

The next two sections provide some background material for making com-
parisons. Below we discuss the markets analyzed in terms of economic and
political characteristics. We then note some broad policy comparisons.

METROPOLITAN MARKETS IN NATIONAL ECONOMIES

Theseven countries represented in this study have high incomes and highly
developed economies. Six are member nations of the Organization for
European Cooperation and Development (OECD), and they include two of
the four richest members of that club. Hungary, the only nonmember, is still
quite well off by world standards or by the standard of Comecon member states.

Table 1-1 reports some comparative indicators of living standards among
the seven countries in 1970 and 1980. In 1980 private consumption was highest
per capita in Sweden, the United States, and the Netherlands, at about $7,200
to $7,600 U.S. Per capita consumption in Austria, Finland, and the United
Kingdom was quite similar, at $5,600 to $5,800. The relative pattern of private
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consumption levels was similar in 1970. Consumption was substantially greater
in the United States, followed by Sweden. Consumption in the Netherlands,
Finland, and the United Kingdom was just less than half as great as in the
United States. In Austria, it was only about a third as large. The relative
measures of consumption and wealth in 1980 are borne out by the statistics on
autos, television sets, telephones, and physicians per capita in the seven
countries. In the United States, there are more than twice as many autos per
capita than in Britain; in Sweden, there are almost 30 percent more television
sets per capita than in Austria and almost 20 percent more than in neighboring
Finland. Except for physicians, consumption indices in Hungary are considera-
bly lower than in the OECD countries.

TABLE 1-1
Some Comparative Indicators of Living Standards,
1970-1980.
Private Per thousand population
consumption
per capita Passenger Television
{current U.S.$) cars sets Telephones _Doctors

1980

Austria $5650 272 296 421 1.60

Finland 5850 257 322 497 1.88

Hungary - 95 258 118 2.88

Netherlands 7200 288 296 539 1.90

Sweden 7630 345 381 828 220

United Kingdom 5581 262 404 507 1.30

United States 7370 526 624 789 2.00
1970

Austria 1090 162 213 207 1.85

Finland 1350 154 225 257 1.06

Hungary - 23 171 80 227

Netherlands 1360 194 243 280 1.19

Sweden 2220 279 323 557 1.30

United Kingdom 1340 213 298 289 1.18

United States 3010 432 449 604 1.49
Note: - Not available.

Sources: OECD Economic Surveys, Basic Statistics: International Comparisons,
1973-1974, et seq. Hungarian Central Statistical Office, Statistical Year-
book, 1970, et seq. Hungarian Central Statistical Office, Statistical Pocket-
book of Hungary, 1985.
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Table 1-2 reports two other measures of well-being for the seven coun-
tries-- per capita and per household incomes. The United States, Sweden, and
the Netherlands have the highest per capita incomes. The housing markets
analyzed also differ in their relative size and importance within the various
countries. Five of the metropolitan areas, Vienna, Helsinki, Amsterdam,
Budapest, and Stockholm, include the largest cities in their respective coun-
tries. But, even here, the relative size of the metropolitan agglomeration
varies. In 1980, about 27 percent of the citizens of Austria and Hungary lived
in the metropolitan areas containing their capitals. In contrast, only about 9
percent of the Dutch lived in the Amsterdam metropolitan area. In contrast,
the cities analyzed in the United States and Britain are much less dominant.
The San Francisco metropolitan area is only the thirteenth largest agglomera-
tion in the United States, containing less than 1% percent of the U.S. popula-
tion; the Glasgow conurbation is the fourth largest in the United Kingdom, but
contains only a little more than 1%z percent of the population.

Table 1-2 indicates the percent of both national and urban population
residing in the metropolitan areas analyzed. Metropolitan area population
relative to national population, but not absolute size, declined in the decade of
the 1970s in three of the metropolitan areas. The Stockholm area population
remained at about the same percentage of national population in 1970 and
1980. In Glasgow, Helsinki, and Budapest, however, the concentration of
national population increased.

Table 1-3 presents comparative information on the relative size and impor-
tance of the public sector in these countries as well as the resources devoted to
housing. In 1980, central government expenditures represented almost half of
gross national product (GNP) in the United Kingdom and approximately a
third of GNP in Sweden and the Netherlands. When all government spending
is included, the public sector is even larger, 61 percent of GNP in the Nether-
lands, 52 percent in Britain, and 62 percent in Sweden. In Austria, central
government spending represents 26 percent of GNP, while in the United States
and Finland the share is a good bit lower, 21 to 23 percent. Somewhat
surprisingly, central government expenditures are a much smaller fraction of
GNP in Hungary, at least according to official statistics. In all seven countries,
public expenditures as a fraction of GNP have increased during the decade of
the 1970s. Theincrease in all government spending as a percent of GNP is most
pronounced in the Netherlands and Sweden. Central government spending as
a percentage of GNP increased most in the Netherlands between 1970 and
1980.

Government housing expenditures are not large as a fraction of GNP, but
in many countries they represent a significant fraction of government expendi-
tures, as much as 11 percent in Austria. Only in the United States are direct
central government expenditures on housing an insignificant share (0.6 per-
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TABLE 1-2
Basic Comparative Data on Seven Countries Included in Study,
1970 - 1980.
Real income? Metro population as percent of:
Per Per Metropolitan National  Urban
capita  household area Pop Pop?
1980
Austria - - Vienna 27.1% 44.0%
Finland $6,087 $16,356 Helsinki 15.9 26.5
Hungary - - Budapest 26.6 51.1
Netherlands 7,359 15,147 Amsterdam 8.9 17.0
Sweden 7,671 18,251 Stockholm 16.7 20.1
United Kingdom - - Glasgow 1.6 -
United States 9,201 25,763 San Francisco 1.4 1.9
1970
Austria - - Vienna 282 425
Finland 4,197 13,705 Helsinki 14.8 29.1
Hungary - - Budapest 26.0 52.2
Netherlands 2,955 6,207 Amsterdam 9.4 18.5
Sweden 6,754 17,896 Stockholm 16.7 205
United Kingdom - - Glasgow 13 -
United States 3,434 10,999 San Francisco 1.5 2.1
Notes: a Current U.S.$
b Data are not strictly comparable due to varying definitions of urban
population.
-- Not available.
Source: Survey of participating research groups.

cent) of government spending. In three of the seven countries the share of
housing in government expenditures increased during the 1970s.

The seven countries vary substantially in the role of public ownership of the
housing stock. Almost a third of the British and Dutch housing stocks are
owned by the publicsector. More than a quarter of housing units in Austria and
Hungary are publically owned, and 23 percent of dwellings in Sweden are
owned by the public sector. Only in Finland and in the United States are the
shares of publically owned housing very small. For all of these countries except
Hungary and the Netherlands, the share of government-owned housing in-
creased in the decade of the 1970s.

Finally, table 1-3 also reports housing consumption as a percent of all
private consumption. With one exception, Finland, the share of private
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consumption allocated to housing increased during the 1970s, and the fractions
have converged. Significant differences persist, however. In the Netherlands,
housing consumption makes up only 11 percent of private consumption, while
in the United Kingdom the fraction is 20 percent.

Table 1-4 presents comparative information on the share of residential
construction in real capital formation in these nations. In Holland and Finland,
residential construction represented approximately a quarter of fixed capital
investment in 1964, and in Sweden, housebuilding represented about one-fifth
of new investment in real capital. The fractions in the United Kingdom and the
United States were 13 and 18 percent, respectively. During the past decade,
there has been a systematic decline in the share of housing investment relative
to other real capital investment in Hungary and the Netherlands, but a net
increase in its importance in Finland, the United States, and Sweden. For all

TABLE 1-3
Housing and Government Expenditures, 1970-1980.
Government Housing
Public expend. housing expend.  Percent consumption
as % of GNP as % of. of housing as percent
All Central Public owned by of private
gowt. qovt. GNP expend. Governent consumption
1980
Austria - 25.9% 29% 11.0% 26.0% 16.8%
Finland 382% 21.2 0.7 33 53 13.0
Hungary - 11.5 - - 28.6 -
Netherlands 60.5 326 27 7.0 31.7 10.7
Sweden 62.3 35.1 2.1 34 23.0 18.0
United Kingdom 52.0 46.0 22 5.0 320 20.0
United States 33.0 28 0.2 0.6 1.5 16.0
1970
Austria - 244 22 9.1 23.0 11.6
Finland 31.1 17.7 - - 3.0 14.7
Hungary - 107 - - 33.5 -
Netherlands 449 24.1 25 8.0 37.0 8.4
Sweden 439 317 0.7 1.6 220 17.4
United Kingdom 49.0 - 24 6.0 30.0 18.0
United States 31.5 206 0.0 0.0 1.4 15.0
Note: -- Not available.

Source: Survey of participating research groups.
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TABLE 1-4
Capital Formation in Residential Housing as a
Percent of Fixed Capital Formation, 1964-1981.

1964 1971 1976 1981
Austria -- - - 16.5%
Finland 23.2% 25.1% 27.6% 28.3
Hungary - 26 211 12.9
Netherlands 27.8 279 21.7 18.5
Sweden 19.5 17.3 26.3 240
United Kingdom 125 207 18.1 205
United States 17.6 23.6 25.8 25.8

Note: -- Not available.

Sources: United Nations, Compendium of Human Settlements Statistics, 1983, Table
15; Compendium of Housing Statistics, 1975-1977, Table 12, and 1971,
Table 15.

of these countries the housing sector is quite clearly an important component
of national investment.

Figure 1-1 presents comparative information on the level and cyclical sen-
sitivity of housing investment in the seven nations. It presents the number of
dwellings completed per thousand inhabitants during the period 1960 to 1981.
The two Nordic countries, Finland and Sweden, had the highest averages
during this period, 10.3 and 10.2 dwellings per thousand inhabitants, but they
also had the largest variances (and largest coefficients of variation as well). The
smallest relative variation in housing investment was in the two central Euro-
pean countries, Austria and Hungary, and the smallest average level of housing
construction was in the United Kingdom, which averaged only six dwellings per
thousand inhabitants during the entire period. It is interesting to observe the
common cyclical pattern of residential construction in Sweden, Holland, and
the United States.

Table 1-5 presents a comparison of selected demographic characteristics in
each of the seven countries and in the metropolitan areas analyzed in this book.
Where possible, data are presented for 1970 and 1980. The countries and the
metropolitan areas vary enormously in levels of residential mobility. In
Budapest, the mobility rate is less than 2 percent; in San Francisco, it is more
than ten times as large. In 1980, average household sizes varied from 2.2 to 2.9
persons. In each country and in each city, average household size declined
during the 1970s. In each of these metropolitan areas, average household size
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FIGURE 1-1
Dwaellings Constructed per Thousand Inhabitants, 1960-1981.
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TABLE 1-5
Comparative Demographic Characteristics, 1970 - 1980.
House- Population
Annual  Persons Single holds less more
mobility per person with than than
rate household households childn 24 yrs 65 yrs
1980
Austria 3.8% 27 28.3% 48.4% 29.0% 18.4%
Vienna 43 22 37.0 35.8 294 19.4
Finland 11.1 27 271 51.0 36.1 12.0
Helsinki 15.7 24 33.2 426 33.2 1.1
Hungary 21 29 19.4 58.7 35.1 13.3
Budapest 1.8 25 - - 29.8 15.9
Netherlands 10.1 28 221 493 40.5 11.5
Amsterdam 16.3 23 31.2 39.8 447 10.2
Sweden 13.3 23 33.0 29.0 33.0 16.0
Stockholm 14.5 22 39.0 26.0 32,0 15.9
United Kingdom -- 28 23.0 36.0 - 17.0
Glasgow - 27 26.0 320 - 24.0
United States 17.2 28 171 453 414 11.3
San Francisco 20.0 25 28.5 37.6 359 11.2
1970
Austria - 29 25.6 51.8 37.8 14.3
Vienna - 23 327 37.1 29.2 19.1
Finland - 3.0 239 57.6 432 9.3
Helsinki - 25 34.0 459 39.4 8.9
Hungary 27 3.1 17.5 55.0 37.5 115
Budapest 21 27 - - 32.3 12.6
Netherlands 12.3 32 17.1 57.5 447 10.2
Amsterdam 15.8 27 228 46.4 38.9 12.2
Sweden 13.1 26 25.0 33.0 28.0 14.0
Stockholm 14.1 24 31.0 31.0 35.0 12.0
United Kingdom -- 29 18.0 38.0 - 15.0
Glasgow - 3.1 17.0 39.0 - 19.0
United States 18.7 3.1 27 38.4 459 9.8
San Francisco 17.0 28 294 30.1 427 9.5
Note: -- Not available.
Source: Survey of participating research groups.

in 1980 was substantially smaller than in the rest of the country. With the
exception of Glasgow, this was also true in 1970. In part, this reflects the much
greater frequency of one-person households in large metropolitan areas, and
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the substantially lower incidence of households with children. The relative
importance of single-person households is particularly striking in Stockholm
and Vienna. The population distribution, given the less frequent incidence of

TABLE 1-6
Comparative Housing Characteristics, 1970 - 1980.
Co- Average Avg. no. Built
Owner-  oper- rent/ value/ of rooms since
occupied  ative income income rental owned 1900
1980
Austria 48% 6 % - - 22 3.6 71%
Vienna 27 7 - - 22 3.1 75
Finland 61 0 14.0 54 26 38 92
Helsinki 55 0 - 42 26 35 94
Hungary 71 0 - - - - 86
Budapest 38 0 - - - - 83
Netherlands 42 30 14.7 125 36 52 92
Amsterdam 18 30 13.8 14.1 33 43 86
Sweden 42 16 19.0 3.6 24 43 89
Stockholm 22 19 19.0 4.7 23 45 93
United Kingdom 59 3 73 29 3.1 45 --
Glasgow 29 4 6.4 3.1 25 38 -
United States 64 0 - - 40 59 98
San Francisco 53 0 - - 3.6 5.8 99
1970
Austria 42 - - - - - -
Vienna - - - - - - -
Finland 59 0 - - 25 35 -
Helsinki 47 0 - - 24 33 -
Hungary 67 0 - - - -- -
Budapest 30 0 - - - - -
Netherlands 38 29 15.7 133 35 5.0 -
Amsterdam 13 26 16.8 17.2 3.1 43 -
Sweden 39 14 19.0 35 22 36 -
Stockholm 18 16 19.0 53 21 38 -
United Kingdom 49 1 8.6 26 - 45 -
Glasgow 28 0 73 28 - 3.9 -
United States 63 0 - - 4.0 5.6 -
San Francisco 52 0 - - - - -
Note: - Not available.

Source: Survey of participating research groups.
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children, suggests a larger fraction of young adults. There is no consistent
pattern in the fraction of elderly households.

Table 1-6 presents some comparative data on housing. The incidence of
homeownership is highest in Hungary, the United States, Finland, and the
United Kingdom, and homeownership rates are similar in Austria, Holland,
and Sweden. The homeownership rate is consistently lower in the major
metropolitan areas than in their respective nations. Cooperative ownership of
dwellings is an important form of tenure in the Netherlands and Sweden and is
of some significance in Austria. On average, owner-occupied dwellings are
larger than rental units, but there are no consistent differences between the
sizes of units in these metropolitan areas and elsewhere in the nations.

With the exception of the two countries in central Europe, virtually all
dwellings were built in this century.

Table 1-7 presents a comparison of four measures of housing quality in
1970 and in 1980. For most of these measures, there was a substantial quality
improvement recorded during the 1970s in the seven countries and metropoli-
tan areas. There are, nevertheless, substantial differences in the average
quality of housing across countries. The average number of rooms per
household is three times as large in the United States as in Hungary and is more
than twice as large as in Austria and Finland. The incidence of overcrowding
(defined as dwellings with more than one person per room, kitchen excluded)
is four or five times as large in Austria or Finland as in the Netherlands or the
United States. Almost three-quarters of the dwellings in Vienna lack central
heating, as do almost 60 percent in Glasgow, while virtually all dwellings in
Stockholm and San Francisco have this amenity. A significant fraction of the
households in Vienna, Amsterdam, and Budapest lacks some or all plumbing
facilities.

A TAXONOMY OF HOUSING POLICIES

Not surprisingly, each of the housing markets analyzed in this book
deviates from the free market caricature of the economic textbook. All the
countries have explicitly stated housing policy goals, and they use subsidies,
regulations, or direct controls to pursue their goals.

In addition, government in each country also exerts a substantial indirect
influence on the housing market through fiscal and monetary policy, social
welfare policy, and in some cases regional development policy.

The extent and focus of the various policy instruments adopted vary quite
substantially among countries and over time. As perhaps could be expected,
local governments typically play important policy roles. Moreover, in many
cases, local authorities in these metropolitan regions seem to have been
innovators in the development of housing policy. For one extreme example, as
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TABLE 1-7
Comparative Measures of Housing Quality, 1970-1980.

Percent Percent
Rooms per Percent lacking lacking
household overcrowded _central heat _plumbing

1980
Austria 27 29 % 56 % 14 %
Vienna 24 24 73 15
Finland 27 33 20 16
Helsinki 24 28 4 4
Hungary 20 - - 37
Budapest 1.7 - - 18
Netherlands 39 7 34 4
Amsterdam 3.2 9 52 10
Sweden 32 10 2 2
Stockholm 29 10 1 0
United Kingdom 45 - 56 2
Glasgow 37 - 58 1
United States 6.0 5 1 1
San Francisco 4.9 5 1 1
1970
Austria 29 33 85 30
Vienna 2.2 40 - 34
Finland 23 54 44 39
Helsinki 22 48 10 11
Hungary 1.6 - - 66
Budapest 1.5 - - 34
Netherlands 4.0 8 68 18
Amsterdam 3.2 -- 74 29
Sweden 29 25 8 10
Stockholm 27 24 5 3
United Kingdom 45 - - 9
Glasgow 35 - - 11
United States 5.6 8 1 1
San Francisco 4.7 6 1 1
Note: -- Not available.
Source: Survey of participating research groups.

described in Chapter 8, the city of Glasgow undertook a program of subsidized
construction about a century before any national measures of this kind were
undertaken in Britain.
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An evident and important implication of these observations is that housing
policy must be looked upon as an integral and interdependent part of what
could be called the delivery system for housing services. This is schematically
illustrated in the figure 1-2.

FIGURE 1-2
Housing Policy and the Delivery of Housing Services.

Policy
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In the figure, the usual interplay between demand and supply is mediated
by a policy component. Housing policy, interpreted in a broad sense, affects
both housing conditions and market outcomes in three ways: 1.) through
demand-oriented subsidies; 2.) through supply-oriented incentives; or 3.)
through direct market intervention. Housing allowances, building codes, and
rent regulations are examples of these three types of policy instruments.

As indicated in the figure, the causal links also run in the opposite
direction. Given a certain ideological orientation, the development of housing
market conditions may give rise directly to various policy actions. On the
demand and the supply side different pressure groups advocate policies that
favor their interests. In some societies such groups may even be given formal
roles in setting housing policy. In Sweden, for example, rents are set and
revised yearly in formal negotiations between tenants’ and landlords’ associa-
tions.

The presence of these interdependencies underlines the importance of dy-
namic or historical factors in explaining current housing policy at the national
and metropolitan level.
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These historical factors also suggest that the observed patchwork of
housing policies at any point in time may deviate significantly from the set of
policies that would be adopted de novo by the same authorities to advance the
same objectives. Indeed in some cases, as is pointed out in subsequent
chapters, policies within these metropolitan areas are logically inconsistent
with one another.

In figure 1-2, the various policy instruments currently in use can be
classified roughly as follows:

Demand-oriented: Housing allowances, tax exemptions;

Supply-oriented: Planning and land use policy, building codes and zoning

regulations, construction and interest rate subsidies; and

Direct market intervention: Rent and price controls, rationing and queuing

systems, tenant security regulations.

All these policy instruments are used in one or more of the metropolitan
regions analyzed in this book. However, as indicated below, the utilization of
these policies, subsidies, and controls varies enormously.

In this introduction, we merely note how the various policy instruments
relate to the rationalizations discussed earlier: efficiency, equity, and social or
political motives. The subsequent chapters provide a more detailed evaluation
of outcomes.

On the demand side, cash transfers earmarked for housing consumption or
rent rebates are motivated mainly by equity concerns. In some cases-- for
example, in Hungary-- a more explicit merit good argument is articulated; the
size of the allowance a household obtains depends upon the quality standard of
the dwelling occupied. In contrast, tax exemptions and other subsidies to home
ownership seem to be motivated by political reasons in each of the seven
countries.

In most Western European countries, housing allowances have been intro-
duced only quite recently, much later than other parts of the housing support
systems. Sweden is the exception to this general rule; allowances for low-
income families with more than two children were introduced in Sweden in the
latc 1930s. A common feature of the European allowance programs is that the
recipients must meet certain qualifications concerning income, wealth, and
family size. Subject to specific eligibility rules, the goals of the allowance
systems have been expressed in quite general terms. In the Netherlands,
however, where housing allowances are confined to renters, the goal of the
policy has been made quite specific-- to keep rent expenditures under 10
percent of net income for the lowest income wage earner and under 17 percent
for the average industrial worker.

Most housing allowance systems, with the exception of Sweden, are
restricted to certain parts of the housing market. For example, in Austria only
low-income households in newly constructed or in recently modernized build-
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ings are eligible. In Finland, households in owner-occupied dwellings built
before 1974 are excluded from the national program of transfers.

It must be emphasized that public general assistance to households often
contains substantial amounts that are used for rent payments by the recipients.
For example, although there is no housing allowance system in the United
States, public assistance for single-parent families with dependent children is
intended to make decent housing more affordable to recipients. In each of the
seven countries analyzed in this book, significant subsidies are provided to
owner occupants through the national tax codes. Significant differences exist
in the operation of these implicit subsidy schemes. Interest payments on home
mortgages are typically deductible in computing taxable income (subject to
upper limits on qualifying deductions, at least in Finland and Britain) and
capital gains on housing escape effective taxation (except in Sweden and
Finland). To some extent, these deductions are offset by calculations of
imputed income from housing assets (at least in the Netherlands, Finland, and
Sweden). Nevertheless, it is quite remarkable that these very different socie-
ties-- with ideologies ranging from a conservative appreciation for the free
market to a social democratic ethic to a communist peoples’ republic-- should
find it expedient to provide large subsidies to high-income households through
the housing system.

Tables 1-8 and 1-9 provide a rough comparison of these demand-side sub-
sidies in the seven countries. Table 1-8 indicates the relative importance of
housing allowances as compared to other items included in direct central
government housing subsidies in the seven countries. The value of tax
exemptions for owner-occupied housing relative to other subsidies for housing
is displayed in table 1-9. Housing allowances are a relatively small demand-side
subsidy program-- in absolute terms or when compared with the tax exemption
policies adopted in these nations.

On the supply side, strong beliefs about the public good aspects of spatial
development and about the importance of externalities in affecting competi-
tive outcomes provide the principal rationale for government planning and
land-use policies in Holland and Sweden. Building codes are motivated by their
role in reducing information costs, but also in their alleged effects upon the
minimum housing quality levels available to lower-income groups.

Supply-side subsidies, usually designed as preferential loans, are motivated
by equity concerns and sometimes also by a belief that a free market simply
cannot produce enough housing of reasonable quality. As noted below, these
political and ideological motives are sometimes made quite explicit. For
example, as explained in Chapter 7, the decision of the city of Vienna to
construct public housing was motivated by the “inability” of the free market to
produce sufficient housing of adequate quality. A common feature of physical
planningand land-use policies is that strong powers are vested at the local level.
In some countries, as in Finland and Sweden, the term “planning monopoly”
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TABLE 1-8

Housing Allowances as a Percent of Direct Central Government

Housing Subsidy, 1970-1980.

Country 1970 1980
Austria 1.2% 12.3%
Finland 9.8 19.7
Hungary - -
Netherlands 55 35.9
Sweden 100.0 55.0
United Kingdom - -
United States 0.0 0.0
Note: - Not available.
Source: Survey of participating research groups.
TABLE 1-9
Tax Exemptions and Direct Central Government Housing Subsidy as a
Percent of Government Expenditure, 1970-1980.
Government housing
Tax exemptions subsidies
1970 1970 1980
Austria - 3.8% 4.1%
Finland 0.8% 5.1 79
Hungary - - -
Netherlands 6.7 1.3 25
Sweden 29 34 6.0
United Kingdom - - -
United States - - -
Note: - Not available.
Source: Survey of participating research groups.

is frequently used. Among other things, the term indicates that planning power
rests exclusively with the local government and that an approved plan must
always precede building. The highest degree of local independence is to be
found in the United States where the federal and regional influence on physical
planning is rather insignificant.
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At the regional level, the role of the planning bodies is more commonly of
an advisory nature. The regional plans, as a rule, are not compulsory or binding
but are used as instruments for coordinating local planning activities. The
normal regional plan is a land-use plan in accordance with guidelines expressed
at the national level. Regional authorities occasionally have the task of
ratifying local plans but, except in the Netherlands, this regional power is more
apparent than real.

The national influence on physical planning is normally limited to a few
strategic matters: for example, conservation areas of great importance or rati-
fication of plans adopted by local or regional authorities.

All of the Western European countries included here use heavily subsi-
dized state or government-sponsored loans to support new construction. The
terms of these preferential loans vary with the form of tenure and sometimes
by location. As a rule, this supply-side subsidy is combined with controls
concerningconstruction costs and some quality standards. The support is given
in the form of below market interest rates or direct capital subsidies. The
amortization periods are often long-- up to 50 years-- with the exception of
Finland, where the State loans, as well as the first mortgage loans, are repaid
in a much shorter time: 18 to 27 years.

In comparison to the European countries included in this analysis, the
housing assistance system in the United States is much less extensive. Only a
minor fraction of the housing stock is affected by direct supply-side loan
programs. These subsidized dwellings (a small fraction of the housing stock)
are strictly allocated to households with special needs: for example, low-
income households, elderly people, war veterans.

As is discussed more fully in Chapter 6, the system of housing support in
Budapest has only nominal resemblances to the systems in the West. The heavy
subsidization of municipal construction by long-term loans with very low pref-
erential interest rates means that rents in municipally owned housing do not
even cover the costs for maintenance and management.

During the last decade, rehabilitation of the older housing stock has
become an important housing policy issue in the European countries included
in this book. Most of these countries have adopted special programs for reha-
bilitation and modernization. The common form for encouraging rehabilita-
tion activities includes preferential public loans combined with restraints on
the rent increases which would otherwise be necessitated by increased capital
costs. In some cases, these supply-side programs are augmented by special
allowances to households that are considered to be especially vulnerable to
such increases.

An important feature of the rehabilitation process has been the increasing
participation of tenants in decision-making. This participation is explained in
the chapters discussing Amsterdam and Vienna among others, but the most



A Comparative Context 27

radical shift in policy and in responsibility has been in the United Kingdom. In
Glasgow, the traditional role of council housing has been transformed by the
transfer of ownership to associations formed by the tenants. This has created
a circumstance where the responsibility for modernization, maintenance, and
management has been transferred from local politicians to local associations
composed of the tenants directly affected. As noted in Chapter 8, these policy
changes have in fact made the city of Glasgow a leader in the British policy areas
of rehabilitating older neighborhoods and in remaking social housing.

Direct intervention in the market through price regulation and rent control
is pervasive in the six European housing markets considered in this book. This
rent control invariably necessitates rationing and is often linked to strong rights
of tenant security.

The rent legislation in Vienna, where rents were actually frozen from 1914
until 1981, represents a most extreme example of rent control; these price
controls cover over 90 percent of the rental stock in the metropolitan agglom-
eration. The other extreme is represented by local regulations in most of the
San Francisco Bay Area, where landlords and tenants are free to contract for
any rents, subject to rather minimal standards of dwelling quality imposed on
landlords for health and safety reasons.

Glasgow, Stockholm, Amsterdam, Helsinki, and the city of San Francisco
itself fall between these two extremes. The pattern of price regulation in
socialist Budapest is quite intriguing. As noted in Chapter 6, rental units in the
Budapest metropolitan area are subject to extensive rent control. Despite this,
however, in a large part of the rental market, prices are essentially free; tenants
are allowed to buy and sell their rental contracts at unregulated prices.

Table 1-10 indicates the share of the housing stock subject to some degree
of explicit price regulation as of 1980. The fraction of the total housing stock
subject to rent control ranges from more than 60 percent in Budapest,
Glasgow, and Vienna to 30 percent in Helsinki. The corresponding figure for
the entire San Francisco Bay Area is certainly considerably lower. Of the seven
cities, Budapest is the only metropolitan region making more or less full use of
the price mechanism since rental contracts can in fact be freely sold in Hungary.
Rent control is complemented by some form of rationing system in six of the
seven metropolitan areas (the exception being San Francisco). Priority in these
systems is usually determined by a mix of time in the queue and a set of criteria
defining a household’s need for a dwelling. The most restrictive rationing
scheme is used in Amsterdam where a “housing permit” and an “urgency
certificate” are needed for almost every residential move in the entire metro-
politan area.

Closely linked to rent regulation schemes is the question of security of
tenure. Extensive provisions to protect tenants from eviction and “excessive”
rent increases were introduced as early as 1922 in Austria. The need for cor-
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TABLE 1-10
Extent of Rent Control Regulations in Effect in 1980.
Rental units as a Percent of rental
Metropolitan percent of total units subject to
region housing stock rent control
Amsterdam 52 % 100 %
Budapest 65 100
Glasgow 67 100
Helsinki 30 100
San Francisco 47 -
Stockholm 58 100
Vienna 68 94
Note: - Not available.
Source: Survey of participating research groups.

responding rules occurred in the other Western European countries as rent
regulation systems were initiated, that is, mostly after World War II.

Another legal issue concerning the tenant’s right to use his or her rented
flat is whether the tenant has the legal right to swap. The most extensive
legislation governing swapping seems to be found in Sweden where the right to
swap is unlimited in practice. This right, however, does not extend to the right
to make or receive side payments. In the other Western European countries,
swapping rights are usually limited by rules related to the queue system. For
example, when it comes to publicly owned housing in the United Kingdom and
Finland, swapping is allowed only when the households can meet certain
criteria concerning family size, income, etc.

CONCLUSION

As the reader will come to appreciate, it is hard to rationalize the set of
housing market policies analyzed in this book. In comparing the set of institu-
tions and regulations governing the markets in these countries, it is clear that
equity concerns are perceived to be far more important than economic effi-
ciency, even broadly defined, in motivating housing policy and in regulating the
national and local markets.

These equity concerns are complemented by a more-or-less deep distrust
of market mechanisms for housing allocation. This distrust may arise from per-
ceptions about the importance of exernalities in the market. The general
reluctance to rely upon market allocation may also be rooted in a political
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ideology in which the welfare state acts to protect consumers from exploitation
by the presumably wealthy landlord class. This is surely the case in several of the
housing markets surveyed in this book.

It is also clear from the more detailed analysis presented in this book that
history matters a great deal. In the European context, and to a lesser extent in
the United States as well, current housing policies and proposals can often be
seen as a piece of patchwork. New pieces have been added to deal with specific
issues more or less continuously since the forties, or in some cases since the
Great War. From this perspective, some of the inconsistencies in policy may
be no less glaring, but rather more understandable.

As a consequence of this historical development, the effects of various
subsidies and controls are hard to sort out. In several of the countries analyzed
in detail in the remainder of this book, policy changes may be more commonly
motivated by political or ideological reasons than by a clear analysis of how the
system actually works.

The analyses presented in this book attempt to provide a clear documen-
tation of the housing policies in effect in each of the seven countries. Theyalso
emphasize the institutional context in which decisions about housing supply
and consumer demand are registered. To varying degrees, the chapters also
emphasize the historical development of policy and the effects of this develop-
ment upon the spatial structure of the various metropolitan areas.

Most importantly, however, the analyses attempt to unravel the details of
how the housing systems actually work. As such, they provide a detailed
evaluation of the effects of government policies on market outcomes and
consumer well- being. Each evaluation is in the context of a specific metropoli-
tan housing market. These analyses indicate the benefits and costs of a variety
of specific interventions in the market, often with a detailed quantitative
analysis.

In most cases, the authors are not unsympathetic to the broad goals of
government housing policy and are conscious of the limitations of an unregu-
lated and atomistic market for housing services. Despite this, however, many
of the authors are rather critical of the effects of policies which have been
adopted and of the complexity of government regulation and subsidy.

It is the thesis of this book, however, that the functioning of housing
markets is more likely to be improved through a detached analysis of the
operation of existing institutions than from either an ideological commitment
to replacing economic incentives with more enlightened government alloca-
tion or from a naive caricature of the virtues of free and unregulated markets.
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INTRODUCTION

Sweden is the fourth largest country in Europe in terms of land area.
However, only 10 percent of its land is cultivated; 50 percent is forest. The
population is 8.3 million, with a density of only 20 inhabitants per square kilo-
meter. The three largest metropolitan areas are: Stockholm (1.39 million),
Goteborg (0.69 million), and Malmé (0.45 million), with populations amount-
ing to 16.7 percent, 8.4 percent, and 5.5 percent of the national population,
respectively (Statistics Sweden, 1983).

The low population density and the abundance of timber resources might
suggest that large Swedish cities would be sprawling and consist primarily of
spacious, wooden single-family homes. Yet the opposite is the case. Swedish
metropolitan areas have a large share of compactly built, large multifamily
buildings and complexes. The important factors in this regard are the need to
conserve energy in heating and transportation, strong government control over
building activity since World War II, and a national goal of making social
services easily accessible to most inhabitants.
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THE STATE, THE COUNTIES, AND THE MUNICIPALITIES

Sweden’s national or central government (hereafter referred to as the
state) consists of a number of ministries. One of these is the Ministry of
Housing and Physical Planning, responsible for physical planning, housing
provision, and construction. The country is divided into 24 counties which
constitute a regional form of government. The County Administrative Boards
coordinate state planning within the county and act in a supervisory capacity,
hearing appeals and ratifying plans adopted by the municipalities. County
Housing Boards come under the jurisdiction of the National Housing Board
and administer State loans and grants for housing provision.

The country is divided into about 280 municipalities. Since 1945, the
number of municipalities has been gradually reduced through consolidation,
thereby increasing administrative efficiency in public service provision. In the
County of Stockholm, for example, the number of municipalities has been
reduced from 109 in 1945 to 25 in 1980. Greater Stockholm now consists of 22
of these municipalities, excluding three on the periphery. The largest munici-
pality in1 Greater Stockholm is Stockholm City, which comprises the core of the
region.

HOUSING POLICY

The general principles of current Swedish housing policy were forged by
the Parliament in a series of decisions in the years after World War IT (1946 and
1947). These principles originated from the work of the Swedish economist Alf
Johansson.2 Johansson stressed the importance of achieving astate of “double
equilibrium” in the building market and, simultaneously, in the housing
market. Johansson’s analysis calls for strong action by state and local govern-
ment.

These policies were meant to provide all households with healthy and
spacious buildings at affordable costs. Policy goals were to reduce occupancy
to less than two persons per room (kitchen excluded) and rent burdens to no
more than 20 percent of income. The State should be responsible for supplying
“sufficient” mortgage funds to complement loans from the mortgage banks
and for providing housing allowances to households with children.

1 Fora study of the interactions of state and municipal politics in the Stockholm region, see
Anton (1975).

2 Johansson was General Director of the National Housing Board and later Professor of
Economics at Stockholm University. His work was presented in a series of committee
reports. The most remarkable one, in 1945, is still considered the standard work in the field
of Swedish housing policy.
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Local governments-- the municipalities-- were assigned the responsibility
of implementing programs to develop local housing supply, thereby ensuring
sufficient and modern housing for the population. In order to accomplish this
task, the municipalities were encouraged to create their own local housing
associations (nonprofit companies). One of the primary duties of these
enterprises was to initiate production of new rental dwellings for particular
households (for example, those, with children, who often had difficulty obtain-
ing adequate housing in the private market). The general and long-term
objective of the nonprofit companies was to ensure that the entire population,
regardless of income or social affiliation, had adequate housing. This goal has
not changed.

The nonprofit companies were entitled to the most favorable terms with
regard to state-subsidized loans, i.e., up to 30 percent of the production costs;
a first mortgage loan at subsidized interest rates usually covered 70 percent.
The state loans for cooperative associations and private builders of multi-
family housing amounted to 20 percent and 15 percent, respectively. For
owner-occupied single-family houses, the State loan was 20 percent of con-
struction costs.

The municipalities were also given important roles as intermediaries for
State loans and as distributors of housing allowances. Applications for loans
would always be considered by the local authority before they were forwarded
to county-level governmental bodies. Applications for housing allowances
were evaluated by the local authority, which received part of the funds from the
state. Finally, central responsibility over housing policy, and ultimate author-
ity over the County Housing Agencies, was vested in a new body-- the National
Housing Board.

These principles of modern housing policy had two antecedents which
were undertaken during World War II. The first was rent control, aimed at
preventing rent increases caused by a housing shortage. The shortage was
caused by abreakdown in housing construction combined with relatively strong
urbanization.

The other measure was the introduction of a guaranteed interest level for
housing financed with state loans. The content of the guarantee was that the
interest rate for the loans from the state and the mortgage banks would be
stable at a low level for a relatively long period of time. The rationale was that
temporary fluctuations in the interest level should not be permitted to disturb
building activity and, of course, the demand for new housing. The guaranteed
interest rate was fixed at 3.5 percent, which at the time corresponded to the rate
for long-term loans. Interest payments above this level would be subsidized by
the government. Also included was the provision that the level be adjusted if
the long-term interest rate changed. This fundamental feature of the state
housing policy still remains, though the details have changed over time. This
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guarantee did not involve any state expenditure worth mentioning until the
1950s.

THE PLANNING SYSTEM

Parliamentary decisions concerning the planning system accompanied the
adoption of new principles for Swedish housing policy. The 1947 Building Act
regulated the various types of plans that the municipalities could make. The
main purpose of the Act was to enable the local authorities to decide not only
where but also when dense development was to take place. The local planning
power-- often called the “planning monopoly”-- was considered for implemen-
tation by the municipalities in light of desired and expected development.

This development would then be reflected in a long-range plan for the
entire area within a large part of the borders of the community. The Building
Act required each municipality to make a master plan showing the intended
purposes for land and buildings. This master plan was to serve as a basis for
more detailed town plans and, in rural areas, rural development plans. In areas
where several municipalities had reasons to cooperate in their planning
activities, they could make a regional plan together.

The master plan indicates the use of land for different purposes-- housing,
traffic arteries, and public areas, for example. If vacant land is to remain
undeveloped, the plan states this fact. The master plan is to be based on
population forecasts and analyses of economic conditions and other special
surveys.

The municipality’s master plan is the ultimate determinant of land use. A
master plan normally specifies the type of land use and amount of floor space
to be built in each area. Private landowners must request approval for
developing their land in a desired manner. If the municipality denies them
permission, the private landowners do not usually have the right to go to court.
Municipalities can refuse development requests for various reasons, including,
for example, the high costs of supplying the land with public infrastructure,
utilities, or public services. The regional plan shall be set up whenever two or
more municipal systems, airfields, recreation areas, water supplies, sewage
systems, or other services require a joint plan covering such common matters.
The town plan regulates in more detail the boundaries for buildings, blocks,
streets, and public places. This plan often specifies the number of buildings that
may be put up on a lot, the height of the buildings, the maximum floor space,
and other pertinent details.

After being adopted by the local parliament, the master plan can be used
within the municipality as a general guideline for further planning activities.
The town plan must be approved by the County Government Board to be valid
as a legal instrument.
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The procedure for adopting a town plan is regulated by law. The munici-
pality prepares the town plans through the building committee, a political body
appointed by the local parliament. Private interests wishing to develop a certain
area may also submit proposals to the committee for examination. The
planning decision rests solely with the municipality, through its building
committee.

When a final draft has been presented by the building committee, it is
published and offered for inspection by landowners and other interested
parties. During this time of public inspection, all concerned parties are invited
to give their points of view to the building committee which, after considering
any objections, makes its final decision. The proposed plan is then brought to
the local parliament for adoption. Ifadopted, the town plan is submitted to the
County Government Board for approval. If approved, the town plan has a
legally valid status. Then, in contrast to the master plan, anyone who is
adversely affected by the plan-- primarily landowners in the neighborhood--
may appeal the decision. The ultimate decision then rests with the central
government (i.e., the Cabinet).

Other key legislation that regulates the planning process and building
activity are the following: the Building Ordinance regulates building permits
and design standards; the Swedish Building Code regulates the detailed design
and construction of buildings; the Pre-Emption Act enables the municipality to
act as the buyer in an ongoing transaction by paying the price agreed upon
between private buyers and sellers. The purpose of this law is to provide a
mechanism for land acquisition in advance of urban development. The Expro-
priation Act makes it possible for the municipality to acquire land which is
required for development. The Nature Conservancy Act regulates adverse
effects from water, air pollution, and noise.

Drawing their powers from these legislative acts, Swedish municipal
governments have strong control over land use and the housing stock. Munici-
palities own or can acquire substantial lands within their domain. Thus, they
are the chief suppliers of land to developers. In addition, municipalities can
designate the type and extent of development with binding master plans.
(Another means of control is municipal ownership of nonprofit housing com-
panies, which may build and manage a large part of a municipality’s rental
housing stock.)

LAND USE AND THE OWNERSHIP, SUPPLY,
AND PRICING OF LAND

Swedish municipalities have been buying, selling, and leasing land for many
decades. As a result, they now typically own most of the land to be used for
urban development within their jurisdictions. They are in a strong monopoly



36 HOUSING MARKETS AND HOUSING INSTITUTIONS

position with respect to housing development, even more so due to a “land
condition rule.” This rule states that a builder of housing cannot receive a
subsidized government loan unless the land on which he builds is acquired from
the municipality. The most important exception to this rule concerns construc-
tion of single detached houses. Commercial and industrial development in
Sweden is not subsidized, and builders must obtain a loan at the market interest
rate. Builders of such developments are free to build on non-municipal land but
must, of course, abide by the municipal guidelines specified in the master plan.

When selling land to developers, municipalities charge the cost of acquir-
ing comparable land at the current time plus any administrative or land
improvement costs. In the case of housing developers, the principle that the
municipality should make no profit guides the transaction. In the case of
nonresidential developers, no law exists against extracting the highest price the
buyer is willing to pay. However, even if the municipalities do not sell land at
very low prices (as a means of attracting local employment, for example), they
seldom exceed a conservatively estimated price. One reason for this is, of
course, that any sale price paid to the municipality can be used by private
landowners selling to the municipality in the future-- or by others whose land
is being expropriated by the municipality-- as an argument for equivalent com-
pensation.

Expropriation with adequate compensation is a power of the municipali-
ties, but they choose to exercise it with caution, as it can be challenged in court
with the municipality being held liable for the legal costs of the property owner
at the pre-appellate level. Often, municipalities choose to maintain land
ownership by leasing land for development according to plan. This arrange-
ment is known as a “lease-hold system:” The Stockholm municipality, for
example, operates a large lease-hold system. Lease values can be changed at
fixed time intervals which, over the years, have been gradually reduced from 60
to 10years. This enables the municipality to extract from the lessee the current
value of the land, although lease holders have legal recourse.

The primary effect of these Swedish land ownership institutions is that land
speculation is severely discouraged and successfully curtailed. Developers can
obtain land at low prices when buying from the municipality for purposes of
subsidized developments such as housing. A segmented land market exists,
since commercial industrial developments are free to occur on private land and
at unrestricted prices as long as they are consistent with the municipal land use
plan.

Municipalities rarely change their land use plans. This is in sharp contrast
to American zoning specifications, which are frequently changed in times of
development pressures. Since Swedish land-use plans are so stable, it is rarely
possible for private landowners to profit from anticipating changes in these
plans; and, conversely, it is equally rare that municipalities have to compensate
landowners because of changes in the land-use plan.
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Since land ownership is so highly centralized, the land “market” is not a
competitive one. Municipalities can force housing development to occur in
places which would not be developed by competitive forces. This type of
pattern has appeared in some suburbs of Stockholm. One consequence of this
is that turnover and vacancy rates in such places are unusually high.

THE HOUSING STOCK, HOUSING PRODUCTION,
AND THE BUILDING SECTOR

Most housing in Sweden is built by private firms. The main exception is
BPA, a construction firm owned by the trade unions. However, the owners of
newly constructed multifamily dwellings are, in most cases, nonprofit compa-
nies owned by the municipalities or cooperatives.

The housing stock in Sweden can be grouped into three categories:

1. Single-family housing: These dwellings are generally owner-occupied
by families and are mostly constructed by private builders. A striking aspect of
these dwellings is that they are often planned to be spaced close together in a
subdivision. There are precise building standards which apply to design and
construction, and careful attention is paid to their proximity and relationship to
public facilities, shopping, open space, and public utilities. A substantial part
of the single-family stock is of older vintage and does not necessarily conform
to current building standards.

2. Multifamily cooperative buildings: These dwellings are individual flats in
multifamily buildings, and are tenant owned. Owners have the same rights as
single-family dwelling owners in purchasing and selling these units, except that
they are subject to some control by the cooperative association in the areas of
repair and renovation. Also, the maintenance of common facilities in these
buildings is financed by means of an assessment levied on the tenants by the
association. The form of tenure is very similar to condominium ownership in
North America. The Swedish cooperative market is dominated by large
national cooperative associations. The largest are HSB and Svenska Riksbyggen,
national associations with branch associations in counties, municipalities, and
individual buildings.

3. Multifamily rental buildings: A large part of the housingstock in Sweden
consists of rental flats in multifamily buildings. Approximately half of these
buildings are owned and managed by private landlords. However, since World
War II, the bulk of multifamily buildings has been built by nonprofit housing
companies. These companies generally retain ownership and management of
the buildings. Each municipality owns at least one nonprofit company. The
Stockholm municipality owns a number of such companies, the largest being
AB Svenska Bostader, with a holding of 50,000 flats.

Tenants who obtain a flat hold an irrevocable lease and have the right to
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TABLE 2-1
Population and Dwelling Units, 1945-1980.

Number of

dwellings Index Population Index
Year (in thousands) (1945=100) (in thousands) (1945=100)
Sweden
1945 2,102 100 6,674 100
1960 2,675 127 7,498 112
1965 2,876 137 7,773 116
1970 3,181 151 8,081 121
1975 3,530 168 8,208 123
1980 3,669 175 8,320 125
Greater Stockholm Area
1945 292 100 895 100
1960 434 149 1,163 130
1965 482 165 1,258 141
1970 563 193 1,349 151
1975 645 221 1,358 152
1980 665 228 1,387 155

Source: National Bureau of Statistics.

remain in the flat indefinitely, as long as they conform to the conditions of their
lease and continue to make rental payments. They also have the right to swap.

It is sometimes the case, and increasingly so in recent years, that some
privately owned rental buildings are converted into cooperatives and turned
over to a cooperative association for management. This is usually possible if
the owner wishes to sell and a majority of the tenants in a rental building vote
in favor of conversion.

Swedish multifamily buildings are generally compactly built and consist of
small flats. There is visible differentiation in architectural features and in the
number of stories, by vintage. A great deal of this differentiation can be
explained by changes in the building code and construction costs over time.
Building complexes constructed since World War II are generally carefully
situated near transit stations and contain within them shopping facilities,
recreational grounds, and schools.

From the post-war period until 1980, the population in Sweden increased
by 25 percent and the number of dwellings for permanent use increased by 75
percent. In the Greater Stockholm Area, the increases in population and
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TABLE 2-2
Dwelling Stock by Housing Type and Ownership Class in the
Greater Stockholm Area, 1960-1980.

Ownershi rcent

Number of

dwellings Nonprofit Coopera- Private Private

(inthousands) companies  tives persons companies
All dwellings
1960 434 20% 15% 50% 15%
1970 563 26 16 41 17
1975 645 29 16 38 16
1980* 665 28 19 38 13
Multifamily houses
1960 358 23 18 41 17
1970 454 31 19 29 21
1975 511 37 20 24 20
1980* 508 36 25 2 17
One- or two-family houses
1960 76 4 0 93 3
1970 109 4 3 91 2
1975 134 3 1 94 2
1980* 157 3 2 93 1

Note:  * Estimates.
Source: National Bureau of Statistics.

housingstock have been even greater, 55 percentand 128 percent, respectively
(see table 2-1).

The ownership structure of the housing stock has changed considerably in
the last two decades. The public sector (nonprofit companies, municipalities,
etc.) and the cooperative sector have increased their share of the multifamily
housing market, while the private sector has lost its former dominance. For
one- and two-family houses, owner-occupancy is the predominant form of
tenure.

The ownership structure in the Greater Stockholm Area is shown in table
2-2. Further information concerning the distribution of dwellings in this area
and the household distribution in Sweden and in Greater Stockholm is given in
tables 2-3 and 2-4. Housing expenditure as a percent of income for different
households and tenure types is shown in table 2-5.
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TABLE 2-3
Dwellings by Housing Type and Size in the Greater Stockholm Area,
1975-1980.
Housing 1975 1980
type Size* Number Percent Number  Percent
Single- Small 2,787 2% 2,952 2%
family
houses Medium 30,063 22 29,028 19
Large 100,759 76 121,746 79
Total 133,609 100 153,726 100
Multi- Small 156,428 30 147,415 29
family
houses Medium 289,143 57 291,000 57
Large 65,141 13 68,934 14
Total 510,712 100 507,349 100
TOTAL Small 159,215 24 150,367 23
Medium 319,206 50 320,028 48
Large 165,908 26 190,680 29
Total 644,321 100 661,075 100

Note: A small number of dwellings of unknown size has been excluded.

*  Small dwellings are defined as one room plus kitchen. Medium-sized dwellings are
two to three rooms plus kitchen. Those with four or more rooms plus kitchen are
defined as Large.

Source: National Bureau of Statistics.
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TABLE 24
Occupancy by Building Type and Household Size, 1960-1980.
Distribution of household size
Number of (percent)

households 1 2 3 4 5+
Sweden
All dwellings
1960 2,582,000 20 % 27 % 2% 18 % 13%
1965 2,777,000 23 27 21 17 12
1970 3,050,000 25 30 19 16 10
1975 3,325,000 30 31 17 15 7
1980 3,498,000 33 31 15 15 6
One- or two-family houses
1960 1,216,000 14 27 22 19 18
1965 1,263,000 15 27 22 20 16
1970 1,309,000 15 29 21 21 14
1975 1,448,000 15 30 20 23 12
1980 1,616,000 15 31 19 24 11
Muttifamily houses
1960 1,366,000 26 28 22 16 8
1965 1,514,000 29 28 21 15 7
1970 1,741,000 33 30 18 13 6
1975 1,877,000 42 32 14 9 3
1980 1,881,000 48 31 1 7 3
Greater Stockholm Area
All dwellings
1960 423,107 25 29 20 16 10
1965 470,256 26 28 20 16 10
1970 540,114 30 29 18 15 8
1975 596,388 37 30 15 13 5
1980 628,271 39 30 14 12 5
One- or two-family houses
1975 132,472 10 26 22 29 13
1980 155,805 11 27 21 29 12
Multifamily houses
1975 463,916 45 31 13 8 3
1980 472,466 49 31 11 7 2

Source: National Housing Board.
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TABLE 2-5
Housing Expenditure as a Percent of Income by Type of Household and
Ownership Class in Sweden, 1973-1982.

Head of household Head of household
less than 65 years 65 years or older
Couples
One-person with children Adultw/  1-person Couples
households Couples 1 2 3 children households only
Rental units
1973  13% 11% 13% 14% 14% 23% 16% 12%
1978 12 9 11 11 11 14 12 11
1982 16 12 13 14 13 18 15 13
Cooperative units
1973 12 9 12 12 13 19 16 13
1978 11 7 8 9 9 11 12 9
1982 13 9 11 11 11 16 14 11
Owner-occupied units
1978 16 11 12 12 11 16 13 12
1982 17 12 14 14 13 18 16 12
Definitions:
Income: For couples, the total income for both members is included; for other
households, only the income for the head of household is included.
Housing

expenditure: In rental and cooperative units, the rent less the housing allowances. In
owner-occupied units (single-family houses), the total costs less tax
reductions and housing allowances.

Source: National Housing Board.

The Parliamentary decisions in 1946 and 1947, which formed the basis for
modern housing policy, have been regarded as key factors in the steady increase
of housing production, at least until 1970. In the 1970s, the production of
multifamily houses fell rather drastically from a level of nearly 80,000 flats per
year to around 15,000 flats by 1976. Total new construction reached a peak in
the late 1960s and early 1970s with 100,000 to 110,000 completed dwellings per
year. Construction has since decreased to slightly over 40,000 (in 1983).
Figures 2-1 and 2-2 indicate new production in Sweden and in the Greater
Stockholm area since 1949.
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FIGURE 2-1
Dwelling Construction by Type of Building, Sweden, 1949-1983.
Number of
dwellings
T /\ 110 000
| |
L : 100 000
I\IAII hquses\ 90 000
|
/ ‘ AL 80 000
/-‘w--\
- % 70 000
\
Y Lo
FAR — 60 000
- /7 | Multifamily \
P houses \ 50 000
7 v
At s 40 000
/ d \
LN, \ 30 000
\
" | One- or two- |\ e
............ dwelling houses| \, L 20 000
‘5"
e — — 10 000
L1 1 1 ) I 1 L1 1 111 L 11 B I T | L1 1 o
1950 55 60 65 70 75 80 85
FIGURE 2-2
Dwelling Construction by Type of Building, Greater Stockholm Area,
1949-1983.
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FIGURE 2-3
Total Production Cost of Dwellings and Nonresidential Premises, 1965-1985
(Current Swedish Crowns, SEK, per square meter of useful floor space).
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The overwhelming portion of housing construction since World War IT has
been financed by state loans. For dwellings in multifamily houses, the share
financed by state loans has increased from 90 to 100 percent. For owner-
occupied dwellings (mostly single-family houses), the share has varied between
72 and 99 percent. The differences in the financing of these two kinds of houses
can be explained to a large extent by differences, over time, in the rules for
subsidization and the nature of the taxation system.

In the time period from 1971 to 1975, 25 percent of owner-occupied houses
were completely financed by loans from the mortgage and commercial banks.
In 1983, only 1 percent of these dwellings were financed in this way. The
combination of changes in the tax system which limited interest deductions
(described below), skyrocketing costs for new production and historically high
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interest rates, made state-financed-- and subsidized-- dwellings the one and
only option for households looking for new dwellings. The same is true for
dwellings in multifamily houses. The general interest subsidy reduces interest
rates to about 3 percent when market interest rates are 13 percent. This subsidy
is about 600 Swedish Crowns (SEK) per square meter per year.

Between 1968 and 1984, the construction cost for multifamily housing
increased from 1,025 to 6,162 SEK per square meter, an increase of 500 percent
in nominal terms and approximately 45 percent in real terms. The costs of
constructing single-family houses also increased substantially, though not at
the same rate as for multifamily housing. This development is illustrated in
figure 2-4.

These cost changes can be decomposed as follows: product changes, i.e.,
changes in the quality of the dwellings or buildings; changes in the factor prices;
and changes in the production process, i.e., efficiency changes. A decomposi-
tion of this kind has been accomplished by Wigren (1986) for the period from
1968 to 1984. According to his findings, changes in factor prices were far more
important in explaining the increase in current cost than changes in efficiency
and quality. This is evident from figure 2-4 (based upon tables 2 and 3 in
Wigren’s study) below.

In real terms, the cost of construction per square meter for multifamily

FIGURE 2-4
Actual and Estimated Hypothetical Changes in Current
Production Costs per Square Meter, 1968-1984.

A= Actual, CQ=Constant Quality, CF =Constant Factor Prices, CE = Constant Efficiency

Source: Wigen (1986), Tables 2 and 3.



46 HOUSING MARKETS AND HOUSING INSTITUTIONS

housing increased by 44 percent between 1968 and 1984. Quality improve-
ments increased real costs by 35 percent and real factor prices by 25 percent.
Technical progress and efficiency gains reduced real costs by 16 percent. The
corresponding cost increase was 15 percent for single-family housing. In this
instance, quality increases added 29 percent to costs and real factor prices
added another 29 percent. These increases were approximately the same for
multifamily housing. However, the cost savings obtained by greater efficiency
was 44 percent, more than twice the gain for multifamily housing.

As a consequence of these cost increases, regulated rents in new produc-
tion have risen substantially. In general, the relative price of rental housing
increased gradually from the middle of the 1950s until about 1970. After this
period, the development does not show any significant trend, as is illustrated in
figure 2-5.

Partly as a result of reduced housing construction, investmentin structures
in Sweden has stagnated. As a consequence, almostall branches of the building
materials industry have suffered losses in volume in the domestic market.
Increases in exports have not compensated for these losses.

Although the pricing of all new housing is subject to the stringent controls
discussed below, the Swedish industry of building contractors is competitive
and free of government controls. There are between 10 and 15 large building
contractors dominating the multifamily market, and a vast number of smaller
contractors operating in the single-family sector. In the multifamily market
during the 1970s, firms either carried losses or had small profit margins. Larger
profit margins were made in the building of commercial and industrial devel-
opments, not subject to rent control measures.

According to Wigren (1986), the efficiency gains in the construction of
housing would have been much higher if the size of building projects had
remained the same as at the end of the sixties. Economies of scale appear in
place, at least in the construction of multifamily housing. Other reasons for the
relatively small efficiency gain in the housing construction sector are, according
to Wigren, a lower capacity utilization and an increasing share of nonprofit
investors. The latter result supports the hypothesis that cost pressures towards
X-efficiency are higher among private than among nonprofit investors.

In contrast to the contractors, the industries for most building materials are
highly monopolized. Rates of return on working capital in various building
materials industries seem to be higher than the average for all of Swedish
industry. For example, the ready-mix concrete industry (in which firms have
great spatial monopoly power because of high weight-to-value ratios) and the
wall paper industry, which is highly monopolized, have shown recent returns on
working capital of 20 percent and higher.

One explanation for the rapid price increase of building materials-- which
exceeds the general rate of inflation-- is that it is caused by the decline in new
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FIGURE 2-5
Index of Rent in Newly Constructed Dwellings, 1955-1984
(1957 = 100).
Index
150
140

130

120 ] //\ ~/\‘*\/\\ ,/_/

110 /\//
90
ﬁ
80711[[[T||l1—F7*l||I||II||I
1955 1960 1965 1970 1975 1980 Year

construction and the increase in housing rehabilitation. This shift has greatly
reduced total building volume and might have forced these industries to raise
prices to cover large fixed costs incurred in the past.

One disturbing aspect of the high degree of monopolistic market structure
in the Swedish building materials industry is that price setting in this industry
can defeat the purpose of cost-covering rent control. Profits, which in a free
market would accrue to landowners, may simply be passed on to the suppliers
of building materials whose price setting behavior is unregulated.

FINANCING OF NEW CONSTRUCTION AND
MODERNIZATION

As emphasized above, the Swedish State subsidizes nearly all new con-
struction in the housing sector. In contrast, other construction, such as
commercial and industrial, is not subsidized. Government subsidies for
housing take the form of guaranteed interest rates on both state loans and first
mortgage loans. The effective interest rates for both kinds of loans are well
below the market rate.
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Developers are free to build with market loans, but the state subsidy is so
large that any such construction is unprofitable. To qualify for a state subsidy,
a private builder or nonprofit company must fulfill the following requirements:
1.) it must build on municipally owned land according to the master plan; 2.) it
must conform to the building code; and 3.) it must apply for approval by the
municipality, demonstrating that its estimated construction cost will not be
much in excess of the “approved construction cost” for that locality.

To fulfill the last requirement, the builder files an application showing the
calculation of the “approved construction cost” for the proposed building
through the use of unit prices frequently published by the government. In
addition, the builder also estimates the actual construction expense that will be
incurred, this number being generally higher than the approved cost. If the
difference is thought to be too high, a state-subsidized loan is denied.

The subsidized loan structure is as follows: For rental dwellings built by
nonprofit companies, 100 percent of the “approved construction cost” receives
a subsidized loan. For cooperatives, single-family dwellings, and privately
owned rental houses, the corresponding percentages are 99 percent, 95 per-
cent, and 92 percent, respectively. The unsubsidized portion and any excess
over the approved construction cost must be covered by a market loan.

Given the subsidized loan structure above, the loans are actually disbursed
as follows. A mortgage loan equal to 70 percent of the approved construction
cost is obtained from a mortgage bank, and the state subsidy compensates the
bank for the difference between market and loan interest rates. Recently, the
market rate on these bank loans has been 12 percent, and it is adjusted at five-
year intervals. The subsidized loan interest rate for multifamily construction is
3 percent in the first year and rises indefinitely by an increment of 0.25 percent
ayear. For single-family homes, the loan interest rate is 5.5 percent in the first
year and rises at 0.5 percent yearly until it reaches the market interest rate. The
pattern of interest rates for state loans and first mortgage loans and the
guaranteed interest level for multifamily houses are shown in figure 2-6.

The remaining 30 percent, 29 percent, 25 percent, or 22 percent of the
approved construction cost (for nonprofit rental, cooperative, single-family
dwellings, and grivately owned rental dwellings, respectively) comes directly
from the State.” The subsidized interest rates and annual increments for this
portion of the loans are the same as for the bank loans. A peculiaraspect of this
subsidy program is the method of amortization for these loans. The govern-
ment has stated the goal (or expectation) that the state portion of the loan be
paid off in 30 years. However, for multifamily houses this may or may not come

3 SinceJ uly 1985 State loans are financed by a new State-owned financing corporation outside
the government budget.
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FIGURE 2-8
Interest Levels for State Loans, First Mortgage Loans, and Guaranteed Interest Rate:
Muttifamily Houses, 1975-1983.
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about. This is because the graduated payments on the state loan are not applied
toward capital amortization until the interest rate reaches the market level.
Thereafter, amortization proceeds normally. If, subsequently, the market rate
increases above the subsidized rate, then amortization ceases. Conceivably,
the subsidized rate may never exceed the normal rate and thus amortization
may never begin. For single-family houses, amortization of the state loan starts
immediately after the house is constructed and goes on for 30 years.

Starting in July 1985, new State loans for new construction are to be repaid
in 35 years after an initial period of five years without amortization. The bank
portion of the loan for multifamily houses is subject to more rigid rules of
amortization. It is guaranteed to be amortized in 50 years with principal
payments graduated in ten-year intervals. The equivalent time for single-
family houses is 40 years.

The state and subsidized bank loans are in principle assumable by all future
owners. However, the first buyer of a single-family home normally relieves the
builder of a construction loan at market rates. The first buyer pays the
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difference between the selling price and the first mortgage plus the State loan
as a down payment. The same procedure applies to cooperative associations.
In the next step, the down payment is distributed among its members, i.e., the
households living in the building. Figure 2-7 shows the institutional structure
of the housing financing system.

FIGURE 2-7
The Institutional Structure of the Swedish Housing Finance System.



The Swedish Housing Market: Development and Institutional Settings 51

As noted above, in recent years new construction activity in Sweden has
diminished substantially, and has been replaced, in large measure, by rehabili-
tation and modernization activity. Modernization refers to major upgrading of
a building, addition of facilities, repairs, and, frequently, merging flats within a
building to create a smaller number of larger flats. The state subsidizes
modernization by loans repayable within a maximum of 30 years. These are
also subject to approval by the municipalities; excesses over approved costs
must be covered by market loans.

Beginning in 1984, the state began subsidizing loans for repairs and main-
tenance in multifamily houses. The loans are given by certain banks, and the
subsidy has the form of an interest guarantee. The subsidy is available for
nonprofit companies, cooperatives, and private owners of multifamily rental
dwellings. This subsidy system is quite different from the general interest
subsidy system and is effective for 10 to 20 years depending upon the specific
improvements made in a building.

PRICING, RENT CONTROL, RENT POOLING, AND
RENT NEGOTIATIONS

Rents are regulated by a so-called “use-value system” where the rents for
dwellings owned by the municipal nonprofit housing companies are used as a
yardstick for privately owned rental housing. Furthermore, the municipal
housing stock is priced according to the principle that it should not generate a
profit, which in practice means a cost-related rent setting system.

For newly built single-family (owner-occupied) dwellings with state loans,
a similar principle is enforced. A builder sells completed dwellings at the
approved price, which is set at the time of the subsidized loan application.
These prices are set to cover precisely the builder’s estimated construction cost
plus a small profit (assuming these estimates are not too high to qualify for a
subsidized loan). When a builder sells at this price, the buyer, usually a
household, makes a down payment equal to the unsubsidized portion of the
builder’s loan and assumes the subsidized state and bank loans. If such a buyer
(the initial owner) wishes to resell the dwelling within three years, he cannot
sell at a profit if the state loan is to be kept. Thereafter, prices are entirely free
and subject to the forces of supply and demand. For cooperative dwellings, the
tenant can sell at any time and at any price.

Rent control is a very important feature of the Swedish housing market and
has been the focal point of study, debate, and reform (Kemeny, 1981; Turner,
1982). Again, the principle is to set rents throughout the lifetime of a dwelling
in such a way as to cover the construction, maintenance, and operating costs of
the dwelling so that the owner-- a nonprofit company or private owner-- does
not make a profit.
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We now turn to an examination of the nonprofit company, which is
essential to understanding the concept of rent pooling. A nonprofit company
contracts with a building firm to construct rental housing. Thereafter, the
nonprofit firm owns and manages the rental units. The zero profit principle
applies at the company level. Annually, each company determines the total
cost of its entire stock. This cost includes that year’s loan payments plus an
estimate of maintenance, operation, and any new construction costs. Also
included are any funds needed to replenish the company’s reserves. Dividing
this total cost estimate by the number of rental dwellings in the company gives
the average rent per dwelling in the company. This average rent is then
adjusted for various dwellings in the company according to size, age, quality,
and other factors.

This process of rent pooling and adjustment is resolved in annual negotia-
tions between representatives of each nonprofit company, representatives of
the tenants of that company (who are members of the National Tenants’
Association), and regional or municipal representatives of the tenants’ associa-
tion. During these negotiations, the tenants’ association examines the com-
pany’s books and requires documentation of interest income and other invest-
ments of the nonprofit companies.

Tenants are often opposed to pooling and new construction by the com-
pany because, in times of rising construction costs, pooling increases the rents
of sitting tenants. Additionally, the companies’ efforts to adjust rents by size
and quality do not resemble a market adjustment. In 1972, a national commit-
tee composed of representatives of the nonprofit companies’ association
(SABO) and the tenants’ association recommended the use of a point system.
This system issued points to buildings according to their age, and then made
adjustments for, for example, location, social services, and commercial serv-
ices. This point system is not used in any formal way nor does it seem to have
any scientific or statistically valid rationale. In any event, such a point system
would only work to bring relative rents within a company more in line with a
free market rent structure; it would not correct the discrepancy in rents among
companies.

Clearly, different nonprofit companies must charge dissimilar average
rents if they have significantly different construction profiles over time (differ-
entvintage mixes). For example, new companies which were set up in the 1960s
to build housing in the new suburbs of Stockholm would charge much higher
rent for flats identical to those held by older companies which built in Stock-
holm during the 1940s and 1950s. A consequence of this rent pooling scheme
is that the rent for the same type of flat increases with distance from the city
center, contrary to what would normally be observed in a free market.

Another effect of rent pooling is observable in Stockholm, where the
municipal companies of the city of Stockholm have built housing in the past on
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land bought or leased from suburban municipalities. The costs of these
relatively new outlying buildings are then pooled with the older and centrally
located buildings owned by the same company. Thus, tenants in these newer
buildings end up paying rents much lower than the rents paid by tenants in the
stock built by the suburban company.

Negotiations are held annually to set rents for the following year. The
tenants’ association negotiates separately with each company and also with the
local association of private landlords. If a specific set of negotiations with a
nonprofit company is deadlocked, the case is appealed to a National Commit-
tee on the Rental Market, which consists of officials elected from SABO and
members of the tenants’ association. This committee then decides on a
compromise rent level for the coming year. The associations of private
landlords cannot appeal to this committee, but instead must seek recourse in
the courts.

One issue which figures prominently in the negotiations is the carrying cost
of vacancies in the stock, particularly any newly built stock. SABO believes that
the municipalities should subsidize the cost of vacancies in excess of 1.5 percent
of the potential total rent income. This is negotiated with each municipality,
and most have agreed to follow this practice.

It appears that there is substantial variance in the negotiating powers of
different nonprofit companies and their respective tenants. Even though they
are nonprofit, a few companies have accumulated reserves, while most of them
have survived on much tighter budgets. The recent rent development in the
Greater Stockholm Area is shown in table 2-6.

THE PUBLIC QUEUE: THE CASE OF GREATER STOCKHOLM

Sweden has adopted a conscious policy, followed by localities with various
degrees of consistency, to ration new dwellings by municipal queues. In
Greater Stockholm, this is accomplished by a consolidation of the 22 local
municipal housing agencies (the Stockholm Federation of Municipal Housing
Agencies, KSB), thus creating a single public queue at the metropolitan level
into which all dwellings available for rationing are pooled.

There is a complicated set of rules governing the rationing of dwellings by
KSB. By law, all dwellings built since 1968 with government loans (including
rental, cooperative, and single-family homes) can be claimed by KSB whenever
there is a vacancy. However, KSB chooses to exercise this right differentially:
it does not exercise the right to sell newly constructed single-family homes, but
will lease them if they are rental single-family homes.

In the case of cooperatives, there are special agreements between KSB and
particular cooperative associations. The agreement with HSB (a major Stock-
holm cooperative) is that the cooperative itself should sell all of its new flats.
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TABLE 2-8
Average Monthly Rent for Dwellings in the Greater Stockholm Area:
Multifamily Structures Financed with Government Loans and
Owned by Nonprofit Companies, by Size of Dwelling, 1975-1983.*

Size of dwelling, excluding kitchen Rent for three-
room unit, CPI
One Two Three  Four Five index index
Year Room Rooms Rooms Rooms Rooms (1980=100) (1980=100)

1975 539 658 756 899 1,093 448 60.7
1976 506 708 810 961 935 48.0 66.9
1977 631 874 931 1,010 1,973 55.2 74.6
1978 723 1,071 1,356 1,622 1,769 80.4 82.1
1979 768 1215 1,511 1,807 1,968 89.6 87.9
1980 1,051 1,432 1685 2002 2312 100.0 100.0
1981 1,281 1,587 1,861 2220 2,443 110.4 1121
1982 1,459 1,819 2,182 2514 2,944 129.4 121.7
1983 1,547 1,864 2308 2658 3,063 136.9 132.6

Note:  * Rents for first year only, in Swedish Crowns (6.25 crowns = $1 U.S., in 1990).

Source: National Bureau of Statistics.

Riksbyggen, on the other hand, gives all of its cooperative units to KSB for
rationing by queue. Agreements with other associations provide, for example,
an assignment of 50 percent of their new cooperative units to specific banks.
Banks, in turn, ration these units to those customers who raise down payments
by participating in the banks’ savings programs for cooperative tenant owner-
ship.

In addition to all the newly built rental dwellings, KSB also handles
approximately 50 percent of the vacancies in the existing stock. The remaining
half is available for rental directly from private landlords.

It is estimated that approximately 15 percent of the total mobility in
Greater Stockholm is handled through KSB. On the supply side of the queue,
there is a rule that KSB has approximately three months to fill a flat. If a flat
is not filled in this period, it is returned to the landlord or nonprofit company,
who generally prefers to do its own leasing.

To obtain a flat through the public queue (KSB), a household fills out an
application describing its current dwelling, its desired dwelling, and a maximum
rent it is willing to pay. This application must be renewed annually if the
household remains in the queue a year or longer. A household is entitled to
receive a maximum of three rental offers and is ejected from the queue if it
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rejects those offers. Itrarely happens that alandlord or nonprofit company will
object to a tenant assigned by KSB. In the rare cases when this occurs, KSB can
go to court on behalf of the tenant. Another rule is that if a tenant is assigned
toa dwelling by KSB, that tenant’s vacated dwelling must be turned over to KSB
for reletting.

Out of the total number of flats that KSB handles, roughly 20 percent are
allotted to households with severe medical or social problems and households
that must be evacuated because their flats are being reconstructed. For the
remaining 80 percent of the flats, KSB uses a six-level priority classification of
households according to assessed need. Priority One includes households in
emergency circumstances (e.g., fire) and families in heavily overcrowded flats.
Priority Two consists of households with children, with their parents or in sub-
standard flats. Priority Three covers households without a flat but with children
who are able to live on their own (as occurs after a divorce when children can
stay with one parent). Priority Four mainly includes households, without
children, who live in a substandard flat. Priority Five covers households wanting
to swap flats. Also in this priority level are those who have a cooperative and
want to move to a rental unit. Finally, Priority Six consists of households which
do not currently live in Greater Stockholm but desire to move there.

These assessments of need take precedence over the time an applicant has
been waiting in the queue. However, when need is equal, then time in the
queue is the deciding factor. The time a household spends waiting in a queue
can vary enormously depending on the location, type, and price of the desired
flat.

In the beginning of 1985, the number of applicants registered by KSB was
about 103,000. The number of dwellings assigned to applicants in the queue
was 23,000in 1983. The majority of households (70 percent) assigned dwellings
through the agency consisted of one or two persons. Fifty-five to 60 percent of
the assigned dwellings were small flats of no more than two rooms and a
kitchen.

The total number of individuals who were affected by the assignments of
dwellings through the agency in 1983 can roughly be estimated at 44,000. This
figure could be compared with total individual mobility in 1983, which amounted
toatleast 245,000. This comparison suggests that 15 to 20 percent of household
location changes in Stockholm are facilitated by the intermediary functions of
KSB.

SWAPPING, BLACK MARKETS, MOBILITY, AND
HOUSEHOLD FORMATION

The public queue is extremely important because it is the only means by
which new rental dwellings are leased, and it is a very vital means of entering the
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market for some households. As mentioned above, however, it only amounts
to about 15 to 20 percent of mobility in Greater Stockholm.

The predominant, and legal, means of relocation is the swapping of one
dwelling for another without any side payments. Such swaps can occur between
two tenants or between an owner and a tenant. This form of relocation is
generally believed to be responsible for 75 percent of total household mobility.
Swappers find each other through newspaper columns, through the services of
realtors, or through friends and acquaintances. Two households getting
married will often swap their two units for the one unit occupied by a household
undergoing a divorce. In general, there are no restrictions on the nature of the
swaps.

It appears that Swedish regulations are unclear about what constitutes
legal pricing during a swap. For example, it is legal to swap one’s cooperative
unit with a tenant’s apartment. If the apartment is attractive and well located,
the owner of the cooperative may substantially lower the selling price. The
question arises: Does this constitute a fair or black market transaction?

Swapping differs from what might be called a “direct” black market
transaction, which is clearly illegal. While it is not illegal to pay to get a rental
contract, it is illegal to receive payment with financial penalties and jail
sentences enforced. Black market transactions are believed to be significant
but not very large.

It is obvious that these institutions of swapping, black markets, and the
public queue have a pronounced impact on household formation and mobility.
New households with young members do not have a flat to swap nor the income
to buy; they are thus restricted to entering the public queue. Since this queue
is not as efficient or fast as a free market, it is reasonable to conclude that it
retards household formation, forcing these young households to remain with
their parents longer or to join into other forms of co-tenancy.

Swapping and the black market also retard mobility because they involve
processes of matching and search which are much more cumbersome and risky
than those of a free market, where vacancies can be rented directly from the
landlords on a first-come, first-serve basis at the market rent.

HOUSING ALLOWANCES

The Swedish state and municipalities jointly administer a system of hous-
ing allowances designed to improve the housing consumption of certain
household groups. The percentage of rent to be covered by the housing
allowance is determined on the basis of household income and wealth, the rent
or price to be paid by the household, and the number of children. There is also
a special municipal allowance system for pensioners. Households are eligible
for allowances regardless of dwelling type and tenure.
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In 1981, total housing consumption expenditures amounted to 20 percent
of total private consumption, a percentage which has remained stable over
time. In the same year, about 9 percent of total housing consumption expen-
ditures were paid as rent allowances and another 12 percent as interest
subsidies. Thus, 22 percent of total housing expenditure was subsidized (not
taking into account interest deductions by homeowners).

In summary, even though the intent of rent control in Sweden is to keep
down the average cost of housing, the state and municipalities recognize the
needs of many groups. Public subsidies contribute significantly in an effort to
improve the housing consumption of needy households relative to the rest of
the population. A large number of households receives such allowances,
although the bulk of the payments are concentrated on pensioners and those
“underconsuming” housing.

In 1980, about 52 percent of the pensioner households (a head of house-
hold who is 65 years or older) received housing allowances. The corresponding
share for non-pensioner households was 13 percent. For the latter house-
holds, the average figure conceals a wide variance, from 5 percent for house-
holds without children to 60 percent for households with three or more
children. (A child is defined, in this context, as an individual under 18 years.)

HOUSING AND INCOME TAX*

Sweden has an extremely high rate of personal income taxation. Thus,
income tax subsidies to homeowners, landlords, and nonprofit companies that
own housing are of special significance. The state income tax is progressive for
individuals. The municipal income tax is not progressive and, although it varies
somewhat by municipality and is set annually, is generally about 30 percent of
income. The proceeds are divided roughly equally between the county and the
municipality. The total income tax rate for the average industrial worker is
about 40 percent, and the marginal income tax rate is about 60 percent. For
companies, the income tax is about 52 percent of net taxable income.

The treatment of housing within the Swedish income tax system relies on
“assessed (or taxation) value.” In Sweden, buildings are assessed every five
years, and the assessed value is defined as 75 percent of the estimated fair
market value.

Housing is an asset from which income is imputed. Nonprofit companies
and cooperative associations impute a flat 3 percent of assessed value. Owners
of single-family homes must impute as income a percentage that increases with

4 This section contains a description of the taxation system effective at the end of 1988. The
system is in constant change. However, the main structure is still as described.
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assessed value. At present, this percentage starts at 2 percent and increases to
8 percent. From the imputed income, the owner subtracts interest payments.
If, in this calculation, the dwelling generates a loss (as is usually the case for
owners of single-family housing), the loss can be netted against other income.

Recent rule changes will modify this. The new rule limits the taxes saved
from the ownership of single-family housing-- by the deduction of loss due to
interest payments-- to no more than 50 percent of the loss. This rule, in fact,
applies to all losses due to interest payments. Independent of imputed income
calculations, all housing owners pay a flat-rate national property tax of 1.5
percent of assessed value.

In Sweden, income from the sale of an asset is ordinary taxable income, but
housing is afforded special treatment, as in the United States. In the case of
housing, the taxable capital gain is the real capital gain, adjusted for inflation.
Starting in 1981, to discourage short-term speculation in home ownership, the
law was changed to prohibit the use of the inflation adjustment for sales that
occur within five years of the purchase of housing. Thus, unlike the U.S. tax
system which taxes only nominal capital gains, the Swedish system nominally
taxes only short-term capital gains. As in the United States, capital gains for
homeowners are postponable under certain rules.’

A capital gain realized from a cooperative dwelling is fully taxable only if
the dwelling was held less than two years. The percentage of the capital gain
which is taxable falls to 25 percent when the ownership period exceeds five
years. Assessed values for cooperative buildings are pro-rated to specific units
on the basis of their share in floor space. Interest is paid directly by the
association and is deducted in its income tax calculations, whereas capital gains
and losses are taken by the individual tenant-owner. (An income tax feature
that concerns owner -occupiers and renters alike is that housing allowances are
tax-free.)

The deductibility of interest payments has a substantial effect on the net
housing expenditures of the owners of single-family homes. In 1981, the total
foregone tax revenues from owners of single-family houses corresponded to 20
percent of total housing consumption expenditures by all households in that
year.

Since 1983 a special tax has been levied on many rental and cooperative
houses.® The tax for 1983 was 1 percent of the assessed value and was raised
to 1.5 percent and 2 percent for 1984 and 198S, respectively. The tax is
somewhat inaccurately called the “rental-house-fee” and is motivated on parity

5 These rules require that the gain exceed a minimum amount, that the owner must have been
the occupant for at least three out of the five years immediately preceding the sale, and that
a more expensive house be bought within one year of the sale.

6 Specifically, the tax is levied on those built before 1975 with the exception of those built or
reconstructed with the support of state loans after 1957.
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grounds since the guaranteed interest rate for the subsidized housing is
continuously raised by 0.25 percent per year, compared to 0.5 percent per year
for single-family housing.

According to a parliamentary decision, the rental-house-fee was replaced
in 1985 by a new national property tax motivated by fiscal needs. For privately
owned rental houses, the tax rate is 2 percent of the assessed value, and the tax
is deductible. For nonprofit companies and cooperatives, the rateis 1.4 percent
of the assessed value and the tax is nondeductible. For single-family houses, the
tax rate for 1985 is 0.5 percent of one-third of the assessed value. For 1986 and
1987, the tax rate for these houses increases to 1.0 percent and 1.4 percent,
respectively. For single-family houses, the tax is not deductible.

In 1984 another new state tax was introduced, the so-called “profit-sharing-
tax.” The proceeds of this tax are funnelled into five wage-earners’ funds. It is,
however, unclear how this tax will affect private landlords. (Nonprofit compa-
nies and cooperatives are excluded, as are private persons.)

CONCLUSIONS

The overall impression of the development of the Swedish housing market
is that a relatively rapid improvement has taken place since World War II. The
prewar problems of unsound and unhealthy dwellings and of overcrowded
conditions have almost vanished. Evidence of this development is given in
figures 2-8 and 2-9. It is also evident that the general quality of buildings and
neighborhoods is much higher today than it was 40 years ago.

The guidelines for housing policy and the instruments used for its implem-
entation have aimed at improving housing conditions, not just for certain social
groups with special needs, but for all households. Thus, the U.K. concept of so-
called “social housing” has not been accepted in Sweden. Swedish policy also
seems to have been successful in so far as it has eliminated slums, at least those
of the U.S. stereotype. Residential segregation by income class also seems to
be much less pronounced than in other countries. In terms of basic equity, the
distribution of housing has become more even, more so than even the income
distribution.

Although this general view is embraced by a vast majority of Swedish
people, there are distinct differences in opinion as to the cost and effectiveness
of the institutions and policy instruments that are used to achieve the different
policy goals.

A number of criticisms of Swedish policies follow from the preceeding
analysis.

The total amount of housing subsidies has increased substantially. Today,
cash subsidies and tax expenditures constitute approximately thirty percent of
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FIGURE 2-8
Room Units per Person in Sweden, 1945-1980.
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total housing consumption. This has created serious problems for a govern-
ment facing huge budget deficits.

The complexity of the various institutions, laws, codes, and systems for
taxation and subsidies affecting the housing market has made it almost impos-
sible to comprehend the system. It is very difficult to estimate the effect of a
given policy change. Asa result, itis often the case that policy is revised in order
to mitigate unexpected consequences of previously introduced policy meas-
ures.

The rent setting system has led to an inefficient use of the housing stock.
Black market activities in the central parts of the major cities, as well as high
vacancy and turn-over rates in newly constructed housing areas, attest to this
inefficiency.

Nonprofit companies appear to be less efficient and cost conscious than
private companies. One indication of this is that their operating costs, per
square meter of equivalent dwelling, are higher as a rule than those of private
and cooperative companies. Another is that the increased cost of new produc-
tion seems to be related to the increased production share of nonprofit
companies.

The system used for deciding whether or not to approve state loans for a
proposed building project may lead to unnecessary cost increases. The system
provides no incentives to estimate costs below the approved cost. And as soon
as most builders make offers exceeding this cost, there seems to be a general
tendency for pressure groups (such as the National Associations of Tenants
and the National Association of Nonprofit Private Investors) to opt for
increased subsidies. Another indication of unwanted effects in this respect is
the relatively high profit level in the building materials industry.

In conclusion, it is unclear that the equity benefits of current Swedish
housing policy fully outweigh the direct and indirect costs of these programs. In
our opinion, some reforms toward less control should be taken to increase ef-
ficiency, to decrease the overall subsidy level, and to make the system less
difficult to comprehend. If well-designed, such changes need not necessarily
conflict with ambitious social goals. On the contrary, we believe that the
potential efficiency gains to be made will reduce the need for subsidies and will
reduce the need for such a complex system of subsidies.

We have conducted a variety of policy simulations aimed to identify the po-
tential benefits of reducing compexity. These simulation experiments suggest
that there are, indeed, substantial potential benefits from reforming the search
and transaction-related complexity in the Stockholm market.
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THE FINNISH HOUSING MARKET:
STRUCTURE, INSTITUTIONS,
AND POLICY ISSUES

Christer Bengs
Heikki A. Loikkanen

INTRODUCTION

This chapter examines the structure, institutions, and policy issues impor-
tant to the Finnish housing sector. Special emphasis is given to institutional
constraints and public intervention on both the demand and supply sides of the
housing market. The institutional description presented in the chapter applies
in many respects to the whole country, but we give particular emphasis to the
market in Helsinki, the national capital. Empirical material is presented and
interpreted for the country as awhole and also for those elements characteristic
of the Helsinki metropolitan area. Figure 3-1 indicates the location of Helsinki
in the southern tip of Finland.

Most countries share similar housing objectives and institutions. Despite
common elements, differing historical developments and distinct social values
and attitudes underlie some noteworthy differences across countries. Among
the Scandinavian countries, there has been a deliberate aim to unify policy
measures in different functional areas. This applies especially to social policy
where harmonization has gone furthest. In addition to this, there has been a
general tendency in Finland to imitate Swedish reforms (but with a lag), and
quite a few Finnish policies are motivated by the “Swedish model.”

These considerations might suggest that housing is an area where dissimi-
larities among Scandinavian countries are rare. However, this is not the case.
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FIGURE 3-1
Finland and the Helsinki Metropolitan Area.
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There are important differences, partly due to historical developments, and
partly resulting from conscious policy choices and unequal economic struc-
tures.

This chapter is organized as follows. First, we briefly describe the histori-
cal background. We then examine the nature of urban land and land policy and
describe the administrative apparatus of public housing policy and urban
planning. Next we discuss housing production, including the links between
housing materials, land acquisition, planning, and construction. We then
describe the dwelling stock, tenure forms, and types of housing finance. We
analyze price and rent formation in the housing market and the operation of
nonprice allocation mechanisms. The relationship between housing, mobility,
and household formation is the topic of next section, while housing allowances
and taxes are described subsequently.

HISTORICAL BACKGROUND

Until the latter half of the nineteenth century, the economy of Finland was
almost entirely based on primary production and barter. The two sectors
employed 90 percent of the total labor force. The distributional pattern of
natural resources determined regional employment levels. The south, includ-
ing Helsinki, and the west had the highest natural resource densities.

Industrialization began in the 1860s. The new export industry, located on
the coast, was based mainly on forest resources. Accordingly, seaside towns
represented a major part of urban growth. In the 1870s, birth and death rates
began to decline almost simultaneously, resulting in net population growth. At
the same time, town populations began to grow exponentially. In Finland
population growth did not slow down until the 1930s, later than elsewhere inin-
dustrialized Europe.

After Finland became independent in 1917, the number of people em-
ployed in agriculture and forestry continued to increase until the 1940s,
rendering a fairly even regional demographic development throughout the
country.

The major changes in the regional and community structure in Finland
have occurred since World War II. The mechanization of agriculture and for-
estry has reduced the need for labor in primary production substantially,
though this decrease is offset by an increase in employment in manufacturing
and services. The share of people employed in agriculture dropped from 50 to
15 percent over a 30-year period, startingin the mid-1940s-- some 40 to 60 years
later than in other Nordic countries. This resulted in large-scale, extremely
rapid urbanization and migration from the North and East to the South and
West, as well as emigration, primarily to Sweden.

From 1840 to 1970, the total population of Finland tripled to its current
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level of almost S million people. During the same period, urban population
increased thirtyfold (Peltonen, 1982). The Helsinki metropolitan region has
developed especially rapidly. In 1880, the region had a population of 55,600
(with the municipality of Helsinki accounting for 43,000). One hundred years
later, the figure was 783,000 (with Helsinki having 483,000). Development has
also been rapid in terms of employment. In 1960, the region had a labor force
of 305,700, while the figure was 409,300 20 years later (see figure 3-2 and table
3-1). About three-quarters of the total population increase during the 1970s
(123,300 persons) occurred in the provice of Uusimaa, which includes the
Helsinki region.

During the 1970s, population increased from 4.6 million to 4.8 million,
yielding an average population density of 16 persons per square kilometer for
the whole country and 113 persons per square kilometer for the most devel-
oped South coast region of Uusimaa. A considerable change has occurred in
the age structure of the population as well. The proportion of the population
under 14 fell from 24.3 percent in 1970 to 20.2 percent in 1980. There has also
been a steady decline in the average size of households from 3.2 in 1970 to 2.6
in 1980.

URBAN LAND

History

The total area of Finland is 337,000 square kilometers of which 2.2 percent
is developed, about 10 percent is agricultural land, and the rest is covered by
forests, swamps, and water systems. With the emergence of industrialization in
the 1860s, the traditional facilities of the industrial centers, notably Helsinki,
became inadequate. Most of the land within municipal boundaries was owned
by the municipalities themselves. By law, this land alone could be exploited for
new construction. The expanding population did not fit into the planned areas
within the city and did not have the economic resources to doso. The prevailing
notion was that a town would only incorporate nonmunicipal land already in its
possesion but outside its borders. Outside the borders, private landlords could
lease or sell land to newcomers. This private land could be freely exploited
without any kind of restrictions from this side of the town. During this period,
around the turn of the century, land speculation companies emerged, acquiring
large areas, carrying out plot subdivisions, and selling single plots. This
combination of municipal land ownership and uncontrolled private land ex-
ploitation resulted in two totally different urban fabrics -- the suburbs and the
planned city centers (Vuorela, 1979).

In 1925, the cities acquired the legal right to incorporate suburbs, and the
Town Plan Code of 1931 gave municipalities the privilege of planning the use
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FIGURE 3-2
Population and Employment in the Heisinki Metropolitan Area,
1880-1980.
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of privately owned land. In addition, the municipalities continued to use the
traditional means of buying or expropriating land to be zoned for development.
The Building Code of 1958 extended these principles and possibilities. These
laws can be seen as an extension of public rights at the expense of private
interests. They could also be assessed in quite an opposite way. Under these
regulations, private land within a municipality could be exploited legally and in
an orderly fashion, reinforcing the externalities inherent in urban land. The
correct interpretation to be chosen is not a theoretical issue, but a question of
historical development since the 1920s.

In most cities, the land obtained under historic royal charters was fully
developed by the 1950s. The expanding cities then had two options: to acquire
new land, or to inhibit the direction of growth. The municipalities began buying
vacant land in the 1950s, as did private speculators-- mainly construction
companies. By 1974, when the strongest urbanization boom was already past,
the total amount of raw land planned for development in municipal possession
could have housed some 600,000 inhabitants. The amount of raw land planned
for development in private possession could have housed approximately 1
million more inhabitants-- roughly 60 percent of the total city population at that
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time. During the period from 1975 to 1981, the area covered by detailed plans
increased by 36 percent. Of the total area of land planned for development,
about 60 percent was located in the four southernmost provinces. Table 3-2
presents some summary features of land planned for development in Finnish
towns.

TABLE 3-2
General Features of Zoned Land in Finnish Towns, 1975 and 1981.

1975 1981

Planned land area

(in thousands of hectares) 119 156
Percentage of planned land area zoned as:

Residential areas 30 % 29 %

Industrial and commercial areas 13 15

Public buildings 6 6

Parks, sport amenities, and outdoor

recreation areas 24 24

Other areas 7 6

Source: Ministry of Interior and the National Housing Board (1982, p. 17).

The Development of the Helsinki Metropolitan Area

The Helsinki metropolitan area consists of four municipalities: Helsinki,
Espoo, Vantaa, and Kauniainen. The regional planning body actually includes
nine municipalities and the regional influence of the capital is even wider (see
figure 3-3). The growth of the Helsinki metropolitan area since 1950 has been
rapid. Between 1951 and 1984, some 260,000 dwellings were produced and
about 175,000 jobs were created. Additionally, within the Helsinki metropoli-
tan area, the boundaries of the capital have expanded over time (Schulman,
1984). The municipality of Helsinki incorporated adjacent, built-up areas in
1906 and 1912, and other very large areas in 1946 and 1966.
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FIGURE 3-3
Helsinki Metropolitan Area.
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The urban structure in 1950 was characterized by a strong concentration of
the building stock in the traditional core, the peninsula of Helsinki, and along
the two railway lines running west and northeast. Construction of new
multistory blocks of flats occurred in the late 1950s, mainly at the urban fringe
of the Helsinki municipality. The main radial freeways were also constructed
during this period. During the most extensive construction period, from 1960
to 1975, the whole area was a scene for the construction of huge housing blocks,
offices, and industrial facilities. From 1975 onward, housing construction
activities have been scattered and relatively small-scaled. Figure 3-4 indicates

the pattern of development since 1950.
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FIGURE 3-4
Urban Development in the Helsinki Metropolitan Area, 1950-1985.
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A glance at the situation in 1985 shows a very scattered urban structure.
The old city center is still of great importance, providing nearly S0 percent of
metropolitan jobs, but housing only 20 percent of the population in 1985
(compared with 72 percent in 1950). Construction activity during the 1950 to
1985 period took place not only within areas adjacent to the largest concentric
traffic routes, but in areas in between as well. From a functional point of view,
the urban sprawl seems to have created a haphazard urban fabric. The
scattered structure has resulted in a substantial increase in traffic congestion
and cross-town commuting (see figure 3-5).

FIGURE 3-5
Principal Commuting Patterns in Helsinki, 1950-1980.
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Expectations during the 1960s of the continued growth of the Helsinki
metropolitan area, by both developers and the municipalities, turned out to be
overly optimistic. Much of the allowed building volumes have not yet been
constructed because of a sharp decline in the rate of urbanization. If the
present construction rate continues, the Helsinki metropolitan area is now
supposed to possess enough raw land already zoned for housing purposes for
many years. Within the municipality of Helsinki, however, there is a lack of
subdivided land. This is especially a problem for state-financed housing since
a prerequisite for getting public finance is that the land price does not exceed
a given upper limit per square meter.

ADMINISTRATION OF HOUSING AND URBAN PLANNING

Administration and Planning of Towns

The Finnish governmental system is divided into central and provincial
administration of the state, as well as local self-government. The central state
administration comprises a number of ministries and subordinate national
boards exercising wide executive power. The Ministry of the Environment
handles housing and planning matters and, in cooperation with the National
Housing Board (NHB), prepares Council-of-State decisions related to hous-
ing.

The Ministry also acts as a ratifying authority for plans made at lower lev-
els, provided this task is not delegated further. A national physical plan is not
included in the framework of land-use plans, but provision for such a plan has
been made in the ongoing preparatory work for the revision of the Planning and
Building Act.

The main task of the NHB is to implement housing policy drawn up by the
Ministry. The board also supervises the granting of state loans for housing.
Through this mechanism, the NHB exercises control over the design and costs
of state-financed housing construction.

Twelve provincial governments, responsible for any physical planning
delegated to them by the central government, carry out regional administra-
tion. In addition, theyact as ratifying authorities for certain local plans and have
appellate jurisdiction for decisions by the local authorities. Finally, they
control and supervise housing within their province.

At the intermediate administrative level there are 20 regional planning
associations corresponding to regional physical planning areas. The munici-
palities of the area jointly form these municipal federations in order to formu-
late regional physical plans according to the guidelines of the Ministry of the
Environment.
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The regional plans are overall land-use plans covering the area of several
municipalities. This type of planis generally compiled and approvedin a series
of stages. At present, regional planning involves a so-called comprehensive
plan and a confirmatory plan. The comprehensive plan covers the whole
regional planning association area and is of a development policy character. It
is revised every fourth year. The confirmatory regional plan is legally binding
upon municipal authorities. So far, regional plans primarily concerning
recreational areas and nature reserves have been prepared.

Most local administration falls within the sphere of local self-government,
which includes 84 towns and 377 other municipalities. The municipality is
responsible for master planning and detailed planning, and holds a so-called
planning monopoly. No dense development can take place without detailed
plans drawn up by the municipality. The municipal authorities also draw up an
annual housing program and take a direct hand in the production of rental
housing financed by the NHB. The local authorities allocate state housing loans
to eligible applicants, supervise the use of the state-subsidized housing stock,
and dispense demand-side housing allowances.

A master plan is approved by the municipal council and ratified by the
Ministry. The legal force of unratified master plans is limited to the right of the
local authority to acquire land under specified circumstances and to have the
first claim on the purchase of land.

Ratified town plans are legally binding. They confirm the right to build but
do not directly require it. They do affect implementation indirectly, however,
because tax revenues are affected by the value of land, which is influenced by
the plan itself. The municipality has the supreme right to draft detailed plans;
the provincial offices of the Ministry scrutinize and sometimes reject these
plans, but they are not entitled to alter their contents.

Every municipality is also obliged to maintain an up-to-date plan concern-
ing the development of the municipal administration, finances, and investment
in infrastructure over a five-year planning horizon.

The main provisions for the participation of citizens in the planning and
programming of human settlements are stated in law. Landowners have
considerable influence on planning. According to the Planning and Building
Act, they must be heard at various stages of the planning process and their
interests are safeguarded by a two-stage appeal procedure.

Planning versus Market Forces

The relationship between market forces and the formal urban planning
system seems to be quite immutable. In the long run, the planning system has
always been malleable, and restrictions on economic activities have seldom
been significant. For example, during the last 100 years, the urban structure of
the Kallio city sector in Helsinki has been reconstructed three times. The first



The Finnish Housing Market: Structure, Institutions, and Policy Issues 75

generation buildings were one- and two-story wooden houses. The second
generation consisted of three- to five-story stone buildings, and the latest
generation is 7- to 12-story concrete blocks of flats and offices. Inall phases, the
building ordinances were valid until the moment they became binding, after
which they were changed to accommodate demands for larger building vol-
umes. Similarly, extensive construction of higher density buildings has been ac-
complished by changes in plans and “exceptional” building permits (Kuop-
pamiki-Kalkkinen, 1984).

The nature of master planning in Finland has changed; initial master plans
were quite detailed in regulating the physical shape of each building. Accord-
ing to present day master plans, the physical shape of buildings is not restricted
in any way. Rather, modern planning involves regulating quantities such as
construction volumes and balancing the fiscal interests of landowners. This has
reinforced the character of planning as a means of conciliating diverse eco-
nomic interests.

The system of “site development contracts” is important in order to
understand the character of Finnish planning (Bengs et al., 1989). According
to an agreement between the municipality and a private developer (construc-
tion company), the town zones the land owned by the developer to permit con-
struction. In return, the developer agrees to undertake the construction of
public utilities for the area (which according to law should be a concern of the
municipality). Ultimately, this infrastructure is financed by prospective buyers
of dwellings. This system was established during the initial phase of the postwar
urbanization. The system has actually been much more than just a “planning
matter,” because it provides the mainstream political parties with funds and
contributions for political activities from construction and developer interests.
The system has important implications for municipal democracy.

HOUSING PRODUCTION

Organization of Construction

Housing production can be distinguished by the actors in the production
process: landowners, public agents, and final users. The process can also be
structured according to phases: land acquisition, subdivision, financing and
credit access, construction, selling or leasing, etc. According to the first cate-
gorization scheme, organization of production, we may distinguish several
typical cases:

1. The developer, builder, and user are the same person. Under these
circumstances, production is undertaken for a specific user.
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2. Developer, builder, and user are all distinct. Since the goal of the
production is not a specific user, dwellings are geared for average
market demands.

3. Developer and builder are the same entity, while the user enters the
process to buy the ready product. This is a form of production where
some market transactions are eliminated by vertical integration.

The historical development of Finnish housing production follows this
typology. The first production mode has always characterized rural housing
production and remains a small part of urban housing production. The second
mode was rather important urban production form from 1900 until the end of
the 1950s. The vertical integration of production was established during the
extensive phase of urbanization and is now dominant.

The absence of legal constraints has permitted nearly any kind of company
to act as a developer. In other Scandinavian countries, developers have been
subject to public ownership and control, and limited profits. In Finland,
however, few developers or associations of developers are so controlled
because of intermingling developer and contractor interests. In Finland, there
are only a few developer associations whose owners are not essentially the
same as those of the largest construction firms. Inaddition, real estate agencies
representing the largest banks have also entered the development sector.

Integration and Concentration in Construction

When discussing housing production, the role of construction companies
is often emphasized. However, firms in the construction materials industry
play a central role, particularly the only two large firms producing concrete.
Some 50 percent of all multi-story building in Finland is constructed of prefab-
ricated concrete elements, and some 25 percent of all concrete produced is
used in prefabrication (see also table 3-3).

The integration of construction firms and enterprises producing building
materials, especially precast concrete products, is relatively advanced. The
largest firms producing construction materials have their own construction
companies, subsidiaries, or joint ventures. Some of the largest construction
firms also own plants that manufacture windows, doors, bathroom fixtures, and
other housing materials.

According to 1980 estimates, the total number of Finnish firms carrying out
year-round construction work is some 850 to 900. (When very small firms
acting as subcontractors are included, this figure rises considerably.) Most
firms are privately owned joint stock companies. One of the largest firms is a
cooperative owned by labor union interests. Many of the largest firms are
owned by commercial, industrial, and banking institutions.

Concentration in the construction business has followed a path similar to
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TABLE 3-3
Buildings Completed by Mode of Construction and
Material Used, Finland, 1975-1980.

1975 1980 1985

Completely prefabricated

Wooden 1,980 3,180 5,557

Concrete 1,016 1,526 1,511

Other stone material 639 615 812
Partly prefabricated

Wooden 1,919 3,047 5,880

Concrete 675 5§57 982

Other stone material 486 571 860
Fabricated on site

Wooden 38,220 41,369 39,648

Concrete 1,628 1,456 1,600

Other stone material 3,933 2,563 258
Total bidgs. completed 50,496 54,884 59,431

Source: Building construction statistics.

that of other sectors of the economy. The share of the total labor force of the
20 largest companies was 29 percent in 1973 and 46 percent in 1979. In 1982-
1983 alone, some 30 construction firms were incorporated into larger firms.
All the largest firms operate throughout the entire country. Subsidiary
companies have been acquired regionally, through the purchase of local firms.
A second feature is the diversification in large firms, which construct buildings
as well as infrastructure and public utilities. These concentration trends are re-
inforced by the “site development contracts,” noted above, which often exclude
small contractors from competition (Junka and Loikkanen, 1975; Junka, 1988).

Prices and Costs

Nominal prices of free market (not state-financed) dwellings in the Helsinki
metropolitan area increased over tenfold during the 1961-1985 period. The
real price increase has also been considerable, rising nearly 60 percent. When
compared with the increase in construction costs, the relative price increase
was of roughly the same magnitude during the period from 1961-1985 (see
figure 3-6). The corresponding figure for state-financed housing is about 20
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percent. During this time period, real disposable income grew by nearly 80
percent, suggesting that acquiring an owner-occupied dwelling of a given size
in the Helsinki region was almost as difficult in 1985 as in 1961, despite a
considerable increase in construction productivity and GNP. More recently,
prices of owner occupied dwellings have skyrocketed after liberalization of
financial markets in 1987 (Bengs, 1989; Loikkanen, 1988).

There is certainly no clear and direct correspondence between the devel-
opment of construction costs and prices for owner-occupied dwellings. The
rise of construction costs in the Helsinki metropolitan area, in comparison with
the country average, is largely due to an increase in construction material
prices. In the Helsinki region, the prices of materials have increased some 25
percent per year during booms and stayed even during depressions. These

FIGURE 3-6
The Development of Housing Prices and Costs,1961-1985.
(1961 = 100)
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figures are suggestive of the relatively strong monopolization of the construc-
tion material producing industry.

The reasons for the price increases and relatively large fluctuations have
not been investigated in great detail, but the strong urbanization and demo-
graphic changes have certainly caused demand pressures over and above the
pressure arising from increases in wealth and disposable income. Further-
more, credit markets directly influence demand volumes, thereby indirectly
affecting construction activity. In addition, rent regulations have caused the
private rental housing stock to diminish precipitously, causing increased pres-
sure on the demand side.

Horizontal integration in the construction industry has led to price in-
creases (Bengs and Ronk4, 1990). High concentration alone, however, would
not necessarily indicate monopolization provided that construction firms could
be easily established. In the Helsinki metropolitan area, free entry is limited by
present land ownership, existing development contracts, and planning prac-
tice.

The Role of Financial Markets

The Finnish financial markets have often been characterized as undevel-
oped because of the central role of banks and the small role played by
specialized financial institutions. Incurring bank loans rather than issuing
shares in the thin stock market has been the most important source of external
finance for business firms, and there are no specialized private institutions for
funding housing. Funding is carried out by private or cooperative banks as a
normal part of their business activity.

Until the early 1980s, these financial markets were thoroughly regulated.
The regulatory framework included interbank agreements on deposit rates,
exchange control, regulation of bank lending rates, regulation of bond issues,
preferential tax treatment of deposits, and finally, a quota system for the banks’
central bank borrowing at the discount rate. This financial structure has
important implications for the housing sector.

First, in a variable interest rate system, changes in the discount rate cause
corresponding changes in the entire outstanding stock of loans. This regulation
caused the decisions on the rate of interest to be highly politicized, especially
where income distribution and housing matters were involved. Second, the
regulated interest rates were typically below any conceivable equilibrium level.
Thus, the actual tightness of the financial markets was manifested in fluctua-
tions in the availability of credit instead of in its price. Credit availability
naturally caused corresponding fluctuations in prices of unregulated owner-
occupied dwellings and in the volume of construction.

From the household’s viewpoint, the combination of regulation and the tax
deductibility of interest payments resulted in negative real rates of interest.
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TABLE 34
Development of the Housing Stock in Urban Areas
and Provinces, Finland, 1970-1980.

Housing stock Growth
(in thousands) (% change)

Region 1970 1980 1970-1980
Helsinki Metropolitan Area 279.5 378.3 35.4%
Rest of Uusimaa Province 723 93.8 298
Turku Metropolitan Area 76.0 99.1 30.4
Pori Metropolitan Area 29.8 39.5 324
Rest of Turku and Pori Province 125.2 149.2 19.1
Ahvenanmaa (Aland) Province 7.2 9.3 285
Tampere Metropolitan Area 76.2 101.8 33.7
Lahti Metropolitan Area 375 49.9 33.0
Rest of Hame Province 100.5 118.3 17.7
Kymi Province 110.0 131.1 19.7
Mikkeli Province 64.3 78.0 21.3
Pohjois-Karjala Province 51.6 63.5 29
Kuopio Metropolitan Area 23.1 34.2 48.0
Rest of Kuopio Province 49.4 56.0 13.5
Jyvéskyla Metropolitan Area 313 423 35.2
Rest of Keski-Suomi Province 420 48.1 14.4
Vaasa Metropolitan Area 19.8 273 38.1
Rest of Vaasa Province 108.7 127.6 17.4
Oulu Metropolitan Area 31.1 45.9 47.6
Rest of Oulu Province 753 95.0 26.3
Lapland Province 52.7 66.7 26.6
Finland 1,463.2 1,855.0 26.8

Source: Ministry of Interior and the National Housing Board (1982, p. 15).

Under these circumstances, most people attempted to take out the largest
housing loans they could, in the face of rationing by the banks. Banks, offering
typically negative real deposit rates, required customers tosave heavily in order
to qualify for a loan later. This “barter system” has been essential in maintain-
ing the predominant role of bank saving in the household sector.

In the early 1980s, the central bank withdrew from the forward exchange
markets. Bank borrowing at unregulated rates of interest-- the so-called money
market-- has grown quickly. Alongside these trends toward a more market-
oriented system, many elements of the old regulation remain intact. The
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former discount rate (now called the “base rate”) still plays a role in determin-
ing interest rates in the old stock of loans, whereas the so-called “call money
rate” now reflects more closely the cost of funds in the unregulated markets.
The interbank agreement on retail deposit rates and the supporting legislation
on tax exemption are still in force.

Clearly, the present situation in the financial markets is one of transition
and further deregulatory innovations are taking place all the time. As for
housing finance, interest rates, rather than credit rationing, have already
become more important in the allocation of funds. In addition to the role of
interest rates, banks have begun to compete with each other in the terms of
housing loans; many, for example, offer amortization periods more than twice
as long as the previous average.

The last major phase of deregulation occured in 1987 when controls on
companies’ long-term borrowing from abroad were lifted and interest rate
regulation of loans came to an end. Occuring at a time of unexpectedly rapid
growth and expansionary economic policy, led to skyrocketing housing prices
and a boom in the construction industry.

DEVELOPMENT OF THE DWELLING STOCK AND HOUSING
FINANCE

The Dwelling Stock

There were 1,855,000 dwelling units in Finland in 1980, 1,735,000 of which
were occupied. Table 3-4 shows the distribution of this stock throughout the
country, and the pattern of growth during the 1970s. Housing production was
strong during the mid-1970s, peaking at 73,000 dwelling units (15.6 per
thousand inhabitants) in 1974. Since that year, there has been a steady decline
in housing production (see tables 3-5 and 3-6 and figure 3-11) until the recent
boom. Furthermore, the housing stock is very young, as more than three-
quarters of it was constructed during the postwar period. Not surprisingly, the
quality standards of dwellings have improved considerably since the end of
World War II (see figure 3-7).

Larger dwelling types accounted for the greatest increase in the housing
stock in the 1970s. Despite the increase in large dwellings, however, there are
still, relatively speaking, more small units in the Finnish housing stock than in
most other European countries. In 1970, a majority of the dwellings in Finland
had fewer than four rooms, kitchen included (see figures 3-8 and 3-9).

By 1980, however, the average floor area per dwelling was 69 square
meters, representing an increase of nine square meters in one decade. Condi-
tions of extreme crowding were expected to disappear almost completely
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TABLE 3-5
Housing Production, Finland, 1976-1985.
Percentage of
Average units in
net detached, Percentage
Units per floor semidetached of units
Dwellings* 1,000 in- space row and state-

Year completed habitants in sq. meters terrace houses subsidized

1976 57,498 122 735 471 66.6
1977 56,966 12.0 76.0 50.2 59.3
1978 55,287 11.6 789 56.7 61.8
1979 50,301 10.5 79.4 57.7 60.9
1980 49,648 104 822 61.4 54.7
1981 46,988 9.8 82.7 63.2 50.2
1982 47,997 9.9 827 66.6 47.9
1983 50,500 104 81.1 66.6 48.6
1984 50,337 103 78.8 64.2 374
1985 50,306 10.2 78.2 64.7 35.9

* This total does not include seasonal dwellings, which were built at an annual average
rate of 8,700 in the 1970s.

Source: Construction statistics and the National Housing Board.

TABLE 3-6
Investment in Housing, Finland, 1976-1981.

Housing as a Housing as a

percentage percentage of Housing as a

of all investment percentage

Year investments in buildings of GNP

1976 25.5% 55.7% 7.2%
1977 279 56.2 7.6
1978 30.3 58.1 74
1979 29.4 57.5 6.9
1980 28.4 56.2 72
1981 27.2 56.0 6.9
1982 27.6 55.2 7.0
1983 27.0 51.8 6.9
1984 271 53.1 6.4
1985 25.8 52.4 6.1

Source: National accounts.
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FIGURE 3-7
Vintage and Quality of Dwellings, Finland, 1985.

Source: Census 1985.

during the 1980s. Figure 3-10 presents some comparisons of housing condi-
tions among the Nordic countries.

Development of Housing Policy

The system of state-financed housing in Finnish urban areas was estab-
lished in 1949. Initially, the state granted loans at low interest rates (one to
three percent) which covered 60 percent of the estimated costs of rental
housing. The corresponding figure for one-family houses was 40 percent. In
the early 1950s, the major portion of state-financed housing consisted of
owner-occupied flats. Initially, eligibility for state loans was not restricted by
income, resulting in a situation in the 1950s during which about half of the
population in state-financed condominiums belonged to the highest social
class.

The goals of the initial housing production legislation were not, however,
of a social welfare character; they were aimed more narrowly at increasing
production. The program reflected a belief in the so-called filtering process; as
wealthier people are supported in housing, their dwellings will trickle down to
the poorer part of the population. This housing policy diverged from those
adopted in many other European countries at that time. By the 1950s, many



84 HOUSING MARKETS AND HOUSING INSTITUTIONS

FIGURE 3-8
Structure Type and Dwelling Size, Finland, 1973-1983.

Average Net Floor Area

Structure Type of New Dwellings of New Dwellings

Source: Construction statistics.

FIGURE 3-9
Dwelling Size and Overcrowding, Finland, 1950-1980.

Size of Dwellings Proportion of People Living More than
(kitchen counted as a room) Two Persons per Room

Source: Census 1950-1980.
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European countries had initiated housing construction programs in conjunc-
tion with economic policy and developed a selective housing support system.
For instance, in the 1960s, about 150,000 households received housing allow-
ances in Sweden, while the corresponding number in Finland was 600.

In absolute terms, housing production did not grow in the 1950s in Finland
(see figure 3-11). During this period, housing loans were largely directed
toward rural areas. Especially during the early 1950s, the forestry industry had
a constant excess demand for labor. The state encouraged regionally scattered,
small-scale farming where the farmer was a part-time lumberjack to provide
this labor force. As the mechanization of forestry rapidly proceeded, beginning
in the late 1950s, the need for forest labor diminished, encouraging urbaniza-
tion. Altogether, the proportion of state-financed housing loans remained
rather small, covering as little as about one-quarter of the total housing
production in the early 1960s.

During the 1960s, emphasis was placed on savings incentive programs for
housing. In the early 1960s, this strategy was formalized in government studies
concluding that saving for one’s home is the most efficient form of “forced”
capital investment. At that time, tax exemptions granted to individuals invest-
ing in rental housing were still in effect and covered both income and property
taxation. These were gradually eliminated by 1972, when any kind of housing
investment, except that for owner-occupied dwellings, was fully taxable. In
1963, the last year of total tax exemption, production reached a level of 44,000
dwellings, which was surpassed only in 1970.

During the 1960s, new construction each year, except for 1963, was nearly
constant. The state-financed share increased substantially during this period,
however. Eligibility for state loans was broadened. In the mid-1960s, a goal of
producing half a million dwellings between 1966 and 1975 was set. Although
the Finnish program was mainly a policy statement, the goal was met much as
a result of the boom preceeding the first oil crisis in 1973. Also the absolute
amount of state-financed housing began to grow steadily in the mid-1960s,
reaching a peak in the mid-1970s. The number of state-financed dwellings was
approximately 32,000 per year during the 1970s, of which 15,000 were rental
dwellings. The average total production was roughly 53,000 dwelling units
annually.

Beginning in 1971, the repayment period for state loans for rental housing
was reduced from 45 to 25 years. (It was subsequently extended to 27 years in
1982). The interest rate level for state loans had long been kept low, but
starting in 1975, it was gradually increased, even for existing loans. As the state
share of financing declined in the late 1970s, suggestions were made to replace
the current system by interest support loans.

During the 1980s, privately financed housing construction increased. In
1979, the share of completely privately financed housing production was about
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one-third, but by 1984 it was nearly two-thirds. Figure 3-11 summarizes the
course of subsidized and unsubsidized housing construction during the past 37
years.

Tenure Forms

Two types of tenure dominate: owner-occupancy and tenancy (see figure 3-
12). There are very few dwelling cooperatives, accounting for less than 0.5
percent of the total housing stock. This is a remarkable difference compared
to the rest of Scandinavia. In Finland, the owner-occupancy rate was 69 percent
in 1985, an internationally high number. There are two kinds of owner-
occupied dwellings; one type consists of those held in “fee simple” (generally
detached houses), while the other is a particular form of condominium owner-
ship. In the latter case, the owner of an individual apartment or condominium
is a shareholder in a housing company, which manages the property and is a
self-governing economic unit. Decisions are taken jointly at meetings of

FIGURE 3-11
Housing Production and Financing, Finland, 1950-1987.

Source: National Housing Board.
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FIGURE 3-12
1000 Tenure of Dwellings, Finland, 1950-1980.
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Source: Asuntotoimen péépiireet (1984).

shareholders. Each shareholder may decide about matters affecting the
control and use of the apartment designated by the shares owned (e.g., whether
to let or sell it). In state-financed owner-occupied dwellings, the ownership
rights of shareholders are more restricted.

Most condominium housing is built by construction companies who set up
a joint stock housing company in the initial phase of construction. When the
construction work is completed, the developer generally sells the apartments
to private individuals who then become shareholders in this company. Except
for state-subsidized housing, the prices are not regulated.

A real estate company is a joint stock enterprise established to build and
own rental dwellings. The shareholders in such a company can be different
kinds of corporate bodies including municipalities, foundations, insurance
companies, and others. Real estate companies offer housing services to
various sections of the population or to associations and companies.

To give an idea of the importance of public financing, the cumulative
production of state-financed owner-occupied and of all rental dwellings during
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1950-1980 was about 13 and 27 percent of the total dwelling stock, respectively.

The total number of private rental dwellings diminished during the last
decade, and there has been a substantial drop in state financing of rental
dwellings. State-financed rental production fell from nearly 20,000 new rental
dwellings in 1972 to less than 10,000 during the 1980s.

Forms of Housing Finance

Housing production may be broken down into two categories according to
source of finance: the partially state-financed (so called ARAVA) production,
controlled and regulated mainly by the National Housing Board (NHB); and
privately financed production, usually bank financed and unrestricted in nature
(see figure 3-13).

The NHB finances rental housing and condominiums as well as one-family
houses. In 1982, out of a total of 17,000 state-financed dwellings, the shares of
these three housing types were 37, 30, and 33 percent, respectively. The overall
financing of state-subsidized dwellings consists of state loans, primary loans,
and secondary loans furnished by banks, as well as personal savings. The terms
of state loans and the structure of finance in ARAVA production are included
in table 3-7.

FIGURE 3-13
Sources of Mortgage Credit and Distribution of Housing Finance, Finland.
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TABLE 3-7
Financial Structure of State-Financed ARAVA Housing Production, Finland, 1982
(in percent).
State Loans Other
Share of
total Share Amorti-
estimated in zation Savings

housing realty Interest  period (own Primary Secondary
price (1981) rate (inyears) capital) loans loans

Rental houses

60 % 56% 05975% 27 1% 33% -
Condominiums
25-60 * 41 0.0-9.5 18 18 14 27 %

Single-family houses
25-60 * 41 0.0-9.5 18 23 36 -

Note: * Depends on family size and income.
-- Not available.
Source: National Housing Board

Amortization of state loans starts in the fourth year for rental housing or
the fifth year for owner-occupied housing. The amortization rate, aswell as the
interest rate, increases towards the end of the period. The nominal amortiza-
tion amount is supposed to grow at 7 percent per year.

In ARAVA production, the proposed construction costs and associated
plans must be approved by the NHB. The individual dwellings are entitled to
state loans, which are received by the buyer of a flat. The eligibility of a
recipient for a state loan is determined according to income, household size,
and property. The lending process, including the qualification of mortgage
applicants, is administered by the municipality, although the marketing and
selling of state-financed condominiums is also undertaken by private banks.

The loan distribution criteria and the restrictions on maximum approved
land prices have promoted social segregation in these devlopments. State au-
thorities have tried to cope with the problem by approving a mixture of state-
subsidized and free market dwellings within the same building.

The terms of primary bank loans in ARAVA projects must meet the
requirements of the NHB. In 1987, the amortization period for the purchase
of a rental dwelling was 20 years, and the interest rate was 9.5 percent. For
condominium and single-family housing purchases, the interest rates were at
10 percent, while the amortization periods were 14 and 15 years, respectively.
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Amortization is cumulative, starting at zero percent and ending at 12
percent of the loan value. The state administration and the financing institu-
tions annually negotiate the total amount of primary loans and the shares of
respective financing institutions.

The terms of second mortgages are determined by normal bank financing
procedures and, therefore, depend upon the bank in question, the customer,
and the saving period. The average amortization period is 8 to 10 years and the
interest rate varies from 8.0 to 10.0 percent. Recently, as a result of deregula-
tion of financial markets, new loans have been offered with much longer
amortization periods and relatively high interest rates.

The terms of finance for totally private dwellings differ substantially from
those with state financing. In the case of new private condominiums, primary
loans (which are taken by the housing company and are assumable) cover some
5 to 10 percent of the total price. The rest is covered by personal (nonassum-
able) secondary loans, bank savings, and the sale of assets. In the case of single-
family houses, assumable mortgages also typically cover some 5 to 10 percent
of total price.

In 1980, a new law was introduced to assist young persons (18 to 34 years
old) in acquiring their first owner-occupied dwelling. A state premium
subsidizes bank savings, increasing the interest rate on savings to 8.25 percent.
This program has almost collapsed recently due to deregulation of financial
markets and the related housing boom.

The NHB also appropriates funds for renovation of rental and owner-
occupied dwellings. The size of the loan for rental dwellings is 60 percent of
approved construction costs. For owner-occupants, the loan varies from 30 to
60 percent of such costs. In 1985, these loans covered the renovation of some
8,000 dwellings.

PRICING OF HOUSING

In Finland, the determination of housing prices differs from one sector of
the market to another and affects the very functioning of the housing market.
Distinct pricing rules apply according to the form of tenure and also within the
rental and owner-occupied sectors. We shall proceed below by considering the
pricing principles applicable to the private and partly state-financed (ARAVA)
owner-occupied sectors. Then we shall turn our attention to rent formation.

Pricing of Private Owner-Occupied Dwellings

In the owner-occupied sector, new dwellings constituting shares in housing
companies and financed without public assistance can be sold by the construc-
tion firms or developers at unregulated market prices (see figure 3-6). The
same applies to privately financed single-family houses. In both cases, the land
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occupied by the new units is typically owned privately, not by the state or the
municipality.

Analogously, the prices of all types of privately financed owner-occupied
units in the old housing stock are also determined by the market.

Pricing of Partly State-Financed (ARAVA) Dwellings

Public financing of housing is mainly channeled through new construction.
State housing loans are obtained by the builder to carry out the project and
subsequently by the prospective (first) buyers. These are the so-called “ARAVA
dwellings,” partly financed by state loans and supplemented by bank and
personal loans. To obtain state financing for “ARAVA dwellings,” the land
need not be publicly owned; indeed this is seldom the case. There is, however,
a limit on the price of land on which publicly financed (ARAVA) housing can
be built. Since price formation on privately owned land is unregulated, and
publicly owned land is not abundant (at least in the large cities), this has meant
that new publicly financed housing is built predominantly at the outskirts of
cities, despite the availability of undeveloped private land closer to city centers.

New ARAVAs.

The pricing of owner-occupied ARAVA housing-- new houses and dwell-
ings or shares in multifamily buildings constituting housing companies-- is
strictly controlled by the National Housing Board (NHB). The procedure is as
follows. The developer (a single-family house builder or a construction firm)
must submit an application to the NHB in order to qualify the project for the
state financing which will later be channeled to the ultimate purchasers. The
construction plan must abide by the quality standard of the NHB and must
satisfy the general building code restrictions. In addition to land price control,
construction price bids are supervised by the NHB. A separate cost estimate,
based on the plans, is made by the NHB to judge whether the tendered price is
reasonable.

When the builder also owns the land, much depends on the ability of the
NHB to make cost calculations. There is some evidence that the procedures
followed have been imprecise and that large land owning developers have been
at a strong informational advantage relative to the NHB (Loikkanen and
Suokko, 1972). Thus the NHB has changed its policy of the mid-1970s so that
regardless of the owner of the land, preference in state financing is given to
projects which have been subject to competition among at least three separate
construction firms. In any case, the NHB makes the final decisions, given its
housing finance budget, on the number of state-financed new units to be
produced annually and their prices.

Under these circumstances, one may wonder what interest private con-
struction firms have in participating in state-financed projects. First, despite
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price control, such projects have been generally profitable and they have
helped firms to survive during periods of low construction activity. Second, the
share of all ARAVA dwellings has been sizeable (see figure 3-11). Third, given
that state financing provides housing loans with long maturity to prospective
buyers, there have been no problems selling dwellings in otherwise unattrac-
tive locations. Thus state-financed production has been a way of selling the first
dwellings in new and less desirable areas and of initiating citizen demands for
transportation and services. Thereafter, land owning firms have continued
with privately financed housing not subject to price control (Manninen, 1989).

New owner-occupied ARAVAs in the Helsinki metropolitan area are
being built primarily in the surrounding municipalities of the capital, that is, in
Espoo and Vantaa, where the biggest construction firms own sizeable amounts
of raw land. Within the city of Helsinki, the production of partly state-financed
owner-occupied dwellings has ceased almost entirely due to the land price limit
applied to ARAVA projects. Unlike the situation in remotely located new
suburbs, there is no need for builders to use ARAVA dwellings in the city area
as a marketing device.

Old ARAV As.

Owner-occupied ARAVA dwellings are subject to price controls. Until
1980, as long as the owner still had an outstanding state loan, the dwelling could
be sold with the loan to a buyer approved by local authorities at the original
price (the construction cost accepted by the NHB) adjusted by the construction
cost index. Alternatively, the owner could pay off the state loan and then sell
the dwelling at the market price. As housing price inflation, especially in
metropolitan areas, exceeded that of construction costs, the latter procedure
offered a capital gain. The only disadvantage of the latter procedure was that
after repaying the state loan and selling on the free market, the seller no longer
had immediate access to the state-financed sector. The main motive for selling
the dwelling with the state loan at a controlled price was the possibility that the
seller could qualify for a new state-financed dwelling.

In 1980, the terms of reselling old ARAV As were tightened, and the option
of paying back state loans and selling at an uncontrolled market price was
eliminated for owner-occupied ARAVAs built after that year. New ARAVA
units were to remain subject to regulated prices for 27 years even if state loans
were repaid. Partly as a result of this, the number of applications for state-
financed single-family projects diminished by S0 percent over the next five
years. Not surprisingly, the regulations had to be changed again. Since 1987,
ARAVA owners have been allowed to pay back state loans plus the accumu-
lated interest subsidy and to sell their units at unregulated prices after five years
of possession time.

Between 1949 and 1985, about 535,000 ARAVA owner-occupied dwell-
ings were produced. Somewhat surprisingly, there are no statistics on the
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number of ARAVAs sold under the alternative terms. Thus, we do not know
the number of ARAVAs in the housing stock which still have outstanding state
loans.

Price Formation for Houses Built on Land Leased by the Municipality

The pricing of owner-occupied housing has also been affected by the terms
under which municipalities have provided their own land for housing purposes.
At the beginning of this century, the City of Helsinki rented its land for 50 to 60
year periods to families who built houses on the public (leased) land. Origi-
nally, the leases meant low constant annual rents which were not tied to any
index. Furthermore, in most cases there were no restrictions on selling the
properties with the land lease contract. When the house was sold, the
prospective land rent subsidy was capitalized into the sale price. Accordingly,
nearly the entire subsidy accrued to the first owner, first as a flow of reduced
land rent, then as a capital gain.

A second major capitalization wave occurred in the City of Helsinki in the
1970s when the old leases, dating from the beginning of the century, expired
and had to be renewed. This time, the rents were deliberately set approxi-
mately 30 to 40 percent below the estimated market level in order to continue
subsidizing houses on municipal land. Additionally, the rents became indexed
to the consumer price index (CPI) so that full (100 percent) indexation
followed the partial indexation in effect for the first five years of the lease
contract. The extension of land leases for another 50 to 60 years with no resale
restrictions meant that the entire rent subsidy was enjoyed by those who
possessed the properties at the time of lease renewal. Currently, municipal
land in the city of Helsinki is leased for housing purposes through the HITAS
system.

HITAS System. The HITAS municipal land management policy was
started in Helsinki during the 1970s. Land was offered for housing purposes
with subsidized (and indexed) rents, but the resale prices of the housing units
were controlled in a fashion similar to owner-occupied ARAVA dwellings.
Accordingly, the price obtained from the sale of a privately financed owner-
occupied HITAS dwelling is limited to the original approved price corrected
for inflation (using the national construction cost index, CCI). The owner may
sell his or her unit to any buyer, but the municipality has the right to intervene
as a buyer and offer the unit to a buyer of its own choosing. Prices of HITAS
dwellings remain regulated without time limit.

The HITAS system aims at low cost housing and at preventing the
capitalization of land rent subsidies into selling prices. There are some obvious
implications and problems with this system. First, in the case where the
municipality does not intervene as a buyer, the seller may be able to capitalize
(at least part of) the rent subsidy in the form of an undocumented “side
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payment.” Secondly, since housing prices in the Helsinki metropolitan area
have increased faster than the national construction cost index, many HITAS
occupants who would otherwise want to move to a different dwelling are
“locked into” their HITAS units. Furthermore, the HITAS market (which
consisted of about 6,000 dwellings in 1987, half of which are ARAV As and half
privately financed) is too small for extensive intrasector swapping. Not surpris-
ingly, there have been continuous demands from HITAS residents to renew the
pricing rule. Recently a new indexrule has been adopted where alongside CCI,
prices of owner-occupied dwellings have one-third weight. Furthermore,
HITAS units must be sold to a City Office which runs a queue for buyers in
which each applicants’ order is drawn by lot.

Rent Formation in the Private Rental Stock

Most of the rental stock in Finland has been privately owned, although the
share of public rental units has increased over time. After the war, rents were
controlled through the 1950s, except in the biggest cities where rent control
lasted until 1962. Additionally, the distribution of dwellings was the responsi-
bility of public housing offices for some time after the war.

In the spirit of liberalization of foreign trade and a general deregulation of
the Finnish economy, rent control in private units was lifted in 1963. To
increase the supply of rental housing, special tax relief was given to new rental
housing investments by both private and institutional investors in 1963 and
1964. Awareness of the short-term nature of the tax rebates on rental income
created a construction boom at that time (note the sharp peak in figure 3-11).

Rent control was reintroduced as a component of the extensive stabiliza-
tion policy package that followed a massive currency devaluation (of 27
percent) at the end of 1967. Rents were frozen at the level prevailing on
February 29, 1968. This state of nominally fixed rents continued for six years.
Since 1974, the government has made annual decisions on acceptable rent
levels for different types of rental units. These decisions are based on the
proposals of a rent board with tenant and landlord representatives. A tenant
who claims to pay “excessive” rent or a landlord “deserving” to increase the
rent above the approved level can take the case to court. In the large cities,
there are special housing courts which handle rent and eviction disputes.

It is worth noting that these rent controls applied, until quite recently, to
private rental units only and left public (ARAVA rental) units unregulated.
During 1968 to 1973, owners of units which were rented for the first time could
also set the initial rent freely, but could not adjust rents upward. Sublets and
furnished dwellings have always been exempt from rent control.

The strict rent control policy, with new units outside control, caused rent
dispersion in the privately owned stock. Rent dispersion also results from
government decisions about acceptable rental levels because few housing
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characteristics are taken into account when determining acceptable rents.
Specifically, only approximate age, size, housing type, and location within the
country (city size) determine the acceptable rent level. As for the courts’
procedures for solving rent disputes, an analysis of the decisions of the Helsinki
Housing Court indicated that the resulting relative rent structure differs
markedly from that of market-determined rents. Court decisions about rents,
for example, seem to be unaffected by the distance from the city center when
controlling for other factors (Kiiski, 1978).

During the period from 1962 to 1968 when rents were not controlled, the
housing component of the consumer price index increased by 30.1 percent,
while the increase in the overall CPI was 44.2 percent. During the rent
controlled and regulated period (1968-1983), the housing component of CPI
increased by 184.8 percent, while the increase in the overall CPI was 308.0
percent.

The most severe shortage of rental housing has been in the Helsinki
metropolitan area, and it is far from ameliorated. With an exceptionally rapid
immigration from the countryside starting in the late 1960s, the only options for
many movers were either to buy owner-occupied dwellings or to move to
Sweden which had a better housing and employment situation. During the
1960-1975 period, close to 40 percent of the population of rural areas moved
to cities and more than a quarter-million Finns moved to Sweden.

Table 3-8illustrates changes in the housing stock and the population of the
Helsinki metropolitan area between 1950 and 198S. Largely as a result of the
rent policies noted above, the number of private (non-ARAVA) rental dwell-
ings was only 8,000 more in 1985 than in 1950, and the private rental share of
total dwellings decreased from 74.4 percent to 26.8 percent. During the last
period of rent control and regulation, the absolute number of private dwellings
decreased by 11,300 units between 1970 and 1985 as many rental dwellings were
converted to owner-occupancy.

The negative effects of the rent control and regulation policies on the
development of the private rental stock have come as a surprise to many
decision makers, and only during the last few years has this problem been
openly addressed. This unexpected shortage explains why rent control was not
accompanied by a marked increase in the supply of public rental housing, and
accordingly, why the share of all rental units in the housing stock has decreased.

Rent Formation in the Rental ARAVA Stock

We now consider rent formation in the partly state-financed (ARAVA)
rental stock, where the units are owned either by municipalities, nonprofit
associations, or firms (ARAVA employee dwellings).

These ARAVA rental dwellings are predominantly flats in big multi-story
buildings and are organized as real estate companies. Each company is
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TABLE 3-8
Number of Dwellings by Tenure Form and Population
in the Helsinki Metropolitdn Area, 1950-1985.

Number of dwellihgs
(percentage shares in parentheses)

---- Rental* ----
Total Owner- Total
ARAVA Non-ARAVA** rental occupied  dwellings Population
1950 500 88,000 88,500 29,800 118,300 414,000
(0.5%) (74.4%) (74.9%) (25.1%) (100.0%)
1960 8,600 90,700 99,300 75,900 175,200 556,000
(4.9) (51.7) (56.6) (43.4) (100.0)

1970 24,100 107,300 131,400 116,700 248100 694,000
©.7) (43.4) (53.0) (47.0) (100.0)

1980 51,200 93,900 145,100 176,400 321,500 759,000
(15.9) (29.2) (45.1) (54.9) (100.0)

1985 59,000 96,000 155,000 203,100 358,000 787,000
(16.5) (26.8) (43.3) (56.7) (100.0)

Notes:  * Includes all dwellings other than owner-occupied.
**Includes empty dwellings and tenure unknown.

Sources: Census 1950-1985 and National Housing Board.

managed on a nonprofit basis so that rents cover maintenance and other
operating expenses, as well as the repayment of state and private loans
according to their maturity structures. Additionally, an 8 percent return on the
owner’s own capital investment is included in the rents. Since the down
payments of loans are tied to historical construction costs, the ARAVA rental
stock is characterized by rent dispersion by age of the building, and according
to the payment terms of primary (bank) and secondary (state) loans. With
increasing construction costs and rent regulation of the private rental stock,
public housing emerged as one source of increase in the CPI rent index. Quite
a few rental ARAVAs have rents higher than “acceptable,” according to rent
regulation directives, and tenants have taken their cases to the housing courts.
Faced with this situation, postponements of interest payments on state loans
have been selectively allowed, more as an emergency policy than as planned
action.
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A summary of the rather complex pattern of housing price and rent
formation is offered in table 3-9. Only privately financed HITAS owner-
occupied dwellings (built on land leased from municipalities) are not included
in the table. They are similar to owner-occupied ARAVAs built after 1980
except that their prices are “indexed” without time limit. Note the question
marks in the table. The pricing rule applied to ARAVA rental units after the
primary and secondary loans have all been paid off is simply unknown. If the
mechanical cost-based rent calculation applies, rent dispersion will become an
even more prominent characteristic of the rental stock. The first state loans
from the end of the 1940s with 45-year maturities will be paid back in the mid-
1990s. This is the same time that the amortization of the first shortened state
loans from the 1970s with 25 years, maturity will be paid back. The outcome
remains to be seen.

OBTAINING SHELTER IN THE HELSINKI
METROPOLITAN AREA

This section describes the nonprice allocation mechanisms that operate
bothin the rental market and in the market for owner-occupied housing. There
are several submarkets with their own special features affecting the allocation
of households to dwellings. Most of this discussion is related to the situation in
the Helsinki metropolitan area, although many features also apply to other
major cities.

Private Rental Sector

After the Second World War, public housing boards directly affected the
allocation of housing space. With different types of standards, owners of rental
property as well as owner-occupants with ample living space in the cities were
obliged to accept tenants (or subtenants). Direct intervention was regarded as
necessary to solve the acute housing problem of returning war veterans and of
the residents of areas lost to the Soviet Union in World War II. Given the
housing shortage in the cities, quite a few of these people were given land in
rural areas. This is one of the main reasons behind the aforementioned out-
migration in the early 1970s, when the new postwar generation moved to the
cities and to Sweden from the rural areas.

The termination of rent control in late 1962 left the allocation of private
rental housing entirely market determined. When rent control resumed at the
end of 1967, the government maintained its policy of nonintervention in the
allocation of private rental units. The excess demand for rental housing in the
biggest cities prompted the emergence of typical “black market” phenomena,
however. In some cases, private landlords demanded “key money” or other
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TABLE 3-9
Summary of Housing Price and Rent Formation in Finland.
Private Financing
Owner Occupied: - Free Market Prices
Rental: Until 1962 Rent Control
1963-1967 Free Rent Control

1968-1973 Rent Control
- Rent Increases Negotiated Annually
- Housing Courts Handle Rent Disputes

ARAVA* Financing

New: Housing Board set quality constraints and controls the construction cost and
sets maximum land price limits

Owner Occupied: - Controlled Prices
Rental: Rents are determined as operating expenses + capital costs
covering interest payments and down payments of private and
state loans
- Rent Dispersion by Age of Building

Old: State loan still in effect

Owner Occupied: - Sales price = initial controlled sale price x CCI**
Rental: ?

Oid: State Loan paid off

Owner Occupied:  Before 1980
- Free market prices
Between 1980 and 1986
- Free market prices if built before 1980
- Otherwise price=initial price x CCI**
Beginning 1987
- Units less than five years old: Price = initial price x CCI**
- Five years old or older: Free market prices

Rental: ?

Notes: *ARAVA is a name for dwellings in which state loan financing is involved.
**CCl = Construction cost index.
? unknown
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forms of extra compensation. Alternatively, landlords screened potential
tenant candidates on the basis of personal characteristics, or the landlords’
relatives and acquaintances recommended their preferred tenants. As aresult,
families with children often found it difficult to obtain accommodations.

Information sources on the availability of private rental units have shifted
from public sources, such as newspapers and housing agencies, to informal
channels, such as through relatives and acquaintances. Only big institutional
owners of private rental housing (like insurance companies) have applied an
open queue system. Institutional owners have reallocated their investments
away from rental housing. However, many institutional owners have faced an
increasing demand for their remaining rental properties by their own employ-
ees. Thus, the number of vacant units available to outsiders from these sources
has decreased. Private rental housing agencies have disappeared altogether
from the market in the Helsinki area, with the exception of a “religious
people’s agency” and a students’ agency, both of which deal predominantly in
sublets.

A study of the intra-urban mobility behavior of housing allowance recipi-
ents in Helsinki, Tampere, and Turku found that market search methods (ads
or answers to ads in newspapers and housing agencies) were related to only 15
percent of all moves, whereas public housing offices and employer-related
mechanisms represented 33 percent and 16 percent, respectively (Loikkanen,
1982).

Rental ARAVA Sector

As for public rental units, each of the owners allocates his or her dwellings
through a publicly advertised queuing system with the allocation criteria of the
Housing Board serving as a constraint. The allocation criteria state the family
size and income constraints that must be satisfied in order to be eligible for
ARAVA rental units. Family size also determines the size ofan ARAVArental
unit an applicant can obtain. In this fashion, the system strives to prevent
“overconsumption” of housing by setting official norms for living space. In
practice this means, for instance, that a family of four can apply foran ARAVA
rental apartment with four (but not five or more) rooms and a kitchen. These
allocation norms are applied in connection with every move into an ARAVA
rental unit. This system obviously causes “signalling” behavior among appli-
cants with respect to changeable characteristics; for example, an applicant may
deliberately delay entering the job market in order to qualify for an ARAVA
dwelling on the basis of low income.

Most big cities have a queue managed by a special housing office whose
purpose is to allocate tenants to those ARAVA rental units owned by the
municipalities. In Helsinki, applications must be renewed annually, and there
is a priority system favoring evicted households, single heads of families with
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children, and so on. No explicit point system is applied, but a lengthy stay in the
queue is not necessarily a guarantee of getting an ARAVA rental unit. Single
adult men have little chance of getting a dwelling through the queuing system.
For many of them, alternatives are also limited. In addition to the municipal
queue, the Students’ Housing Foundation, and the rental housing cooperative
have queues of their own.

The average number of applicants per vacant rental ARAVA dwelling in
all urban municipalities was 2.9 in the year 1985. The corresponding figure for
the ARAVA rental stock owned by the city of Helsinki was 5.7.

Privately Financed Owner-Occupied Dwellings

In the case of owner-occupied housing, privately financed units are allo-
cated via market-determined prices. In this submarket, the only nonprice
criteria are related to the terms of finance. As noted previously, one conse-
quence of housing finance in an interest rate controlled capital market is that
many households face quantitative credit rationing. In addition to the savings
requirements necessary for getting a loan in the first place, loan amounts and
their maturity are tied to savings in banks. It is not unusual for banks to impose
the requirement that saving deposits must equal 30 to 40 percent of the value
of a house or apartment in order to qualify for a mortgage. Moreover, the
maturity of the housing loans offered has been 8 to 10 years on the average.

Recently, the financing situation has undergone an important change.
First, to increase the opportunities for young people to become homeowners,
the government has reached an agreement with banks about savings plans.
After having met the savings requirement, interest payments are subsidized by
the state. Second, and more importantly, partial deregulation of the banking
sector has changed the terms of available housing finance. As the system of
controlled interest rates has become less strict, the banks have begun to
compete on the terms of housing loans. New customers are offered loans with
maturities of 18 to 25 years but with high interest rates. But many old customers
still have loans with the previous less liberal terms. The variety of terms and the
great range of interest rates will probably diminish after some period of
transition to this new regime.

Owner-Occupied ARAVA Dwellings

Because the terms of finance in the owner-occupied sector are so variable,
there has been excess demand for partly state-financed (ARAVA) units. The
allocation of new ARAVA dwellings typically takes place through the banks
that supply first mortgages. Accordingly, each bank, or its local office, may
establish its own queue for financing. In allocating the units, the bank needs
only to ensure that accepted families fulfill the income and family size con-
straints placed by the National Housing Board on owner-occupied ARAVAs.
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(Recall that in addition to general eligibility, family size also determines the
acceptable maximum size of a dwelling for each family, while the income level
affects the share of a state loan received.) These eligibility constraints must be
fulfilled only at the time of application, and the terms of finance are also fixed
at that time. Thus the timing of application is of utmost importance. For
instance, the gain from being a last-year medical student instead of a first-year
general practitioner is decidedly nontrivial. The penniless student with a high
permanent income can get the best terms, whereas the practicing physician is
probably ineligible for state finance.

In general, the allocation system of new owner-occupied ARAVA apart-
ments leaves enough room for choice so that the supplier (bank) interests can
greatly affect the outcome. Preferred customers may bypass the queue when
vacant units appear due to cancellations. In the case of old owner-occupied
ARAVA units, many movers paid back the state loan and sold the unit at
market price before restrictions prohibited it. Between 1980 and 1986, the law
dictated that ARAVA dwellings built after 1980 could be sold at market prices
only after 27 years. Before that, they could be sold only to a buyer named by the
municipality either from the housing office queue or through an application
procedure. The municipality also calculated a maximum acceptable price
based on the original construction costs and the value of land occupied,
adjusted by the construction cost index.

As discussed above, the ARAVA law has been changed again as the
demand for owner-occupied ARAV As has decreased greatly in response to the
selling price regulations that applied between 1980 and 1986. Beginning in
1987, the resale prices of ARAVAs will be regulated for only five years after
construction. Thus, the housing offices of municipalities currently apply the
family size and income constraints of the NHB to all ARAVAs younger than
five years old and also to those sold without first paying off the state loan and
the cumulative interest subsidy.

The nonprice allocation mechanisms operating in the different sectors of
the housing market are summarized in table 3-10. The only missing category
from the table is the HITAS owner-occupied dwellings existing in the city of
Helsinki. Privately financed HITAS units built on municipally owned land are
allocated through banks that are involved in the financing of construction and
the provision of first mortgages. There is excess demand for these units due to
both the smaller amount of capital needed to buy HITAS dwellings built on
leased land and the subsidized land rents. Customers with savings plans in
banks financing HITAS projects typically queue for both these and ARAVA
projects even before the construction has begun. The queueing system,
however, is rather informally arranged, permitting preferential choices by the
banks or their officials. To get a new HITAS (or ARAVA) dwelling, the key
elements are often knowledge of emerging opportunities and of the appropri-
ate contact.
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TABLE 3-10
Summary of Nonprice Housing Allocation Mechanisms in Finland.

Private Financing

Owner Occupied:  Credit Rationing
Until 1984
- Regulated interest rates
- 8to 10 year loans, on average, from banks
Deregulation begun in 1984
- 20 to 30 year loans offered with high interest rates
Rental: Excess demand with controlled rents in biggest cities
- Rationing by landlords’ preferences
- Nonmarket information channels predominate. lllegal key money

or bribes emerge
- Housing courts handle disputes
- No swapping
ARAVA* Financing
New:

Eligibility & state loan terms based on income & family size
Rationing of space: maximum number of rooms = No. of persons in family
Owner Occupied:  Alocation by banks
Rental: Allocation by queues of muncipal offices & employers

Old: State loan still in effect
Eligibility is checked & space constraint (Max no. of rooms = no. of persons)
is applied at each entry of new inhabitants following a sale of the dwelling

Owner Occupied:  Allocation and/or inspection by municipal offices

Rental: Allocation by queues of municipal offices, employers, nonprofit
organizations

Old: State Loan paid off

Owner Occupied:  Before 1980

- Same as private

Between 1980 and 1986

- Control planned to apply for 27 years

Beginning in 1987

- Municipal control only for first five years if state loans are paid off
Rental: Allocation by queues of municipal offices, employers, nonprofit

organizations

Note: * ARAVA is a name for dwellings in which state loan financing is involved.
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MOBILITY, HOUSEHOLD FORMATION, AND THE
HOUSING MARKET

The many allocation mechanisms in effect in Finnish housing markets
affect intra-urban mobility and household formation. Asa matter of fact, many
life-cycle choices, such as labor supply decisions, are affected as well. Although
definitive research is lacking, the following issues seem important.

Given the general excess demand for rental housing, possibilities for
adjusting housing demand through mobility in the rental stock are very limited.
Within the rental ARAVA or HITAS stocks, direct swapping between two
parties is not possible. The NHB eligibility and dwelling size constraints apply
in connection with each move into ARAVA dwellings, so an ARAVA tenant
must join the queue in order to move within the ARAVA stock. Even if a
matching partner is found such that both parties fulfill all requirements, the
transaction must still take place through the municipal housing office. Similar
procedures apply for swapping within HITAS rental stocks.

Swapping private (rent regulated) rental units does not take place because
the old tenant cannot legally choose the next tenant. The options are restricted
to participating in the various queues, searching by placing ads in newspapers,
or using informal channels (inquiring of employer, relatives, friends, etc.).
Since there is generally not much to be expected from these rental search
procedures for ordinary families without pressing problems, many renter
households are in disequilibrium. Some are underconsuming housing relative
to their current demands, and others are overconsuming. As mobility is
retarded, the locational pattern of households within the rental stock becomes
rigid, with the further result of some remarkably long commutes.

Given the limited opportunities for intra-urban mobility within the rental
stock, more and more households are “forced” to the owner-occupied sector.
More precisely, if there were a more balanced rental market, some people
would not enter the owner-occupied sector at all.

Tables 3-11 and 3-12 present information on the mobility rates in Finland
and the Helsinki metropolitanarea. Table 3-11 presents the number of movers
per 1,000 inhabitants. In the Helsinki metropolitan area this mobility rate is
152, that is, 15.2 percent of the population moved during 1981. Table 3-12
indicates that mobility rates from employer-related rental dwellings are higher
than from other rental dwellings, while owner-occupiers are least mobile.

Unless a household entering the market for owner-occupied housing has
sufficient initial wealth, it faces an interest rate regulated banking sector with
heavy savings requirements and a short repayment period as conditions for
obtaining a mortgage. This situation has caused a life-cycle mobility pattern
where the first owner-occupied dwellings are often quite small. Over time,
dwelling size and quality are upgraded by moves, but the pattern is such that
often the initially desired housing conditions (i.e., the ideal housing in the
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TABLE 3-11
Mobility Within and From Municipalities, by Type of Municipality, Finland
(Moves per 1,000 Inhabitants).

1. Il. All "
Intra- From moves Mean
municipal municipality (1+1) population
Entire country 83 40 123 4,800
Urban municipalities
(Cities) 103 42 145 2,873
Rural municipalities 51 39 90 1,927
Helsinki metropolitan
area 130 2 152 763
Helsinki 117 42 159 483
Espoo 81 58 139 139
Vantaa 75 69 144 133
Kauniainen 62 65 127 7

Source: Valkonen et. al. (1984, p. 44).
TABLE 3-12
Intra-Urban Mobility Rates by Tenure Type in the Helsinki Metropolitan Area, 1981.

Moving persons per
1,000 inhabitants

Households
Changes changing dwelling
of Other All per 1,000
dwelling moves moves households
Owner occupiers 54 32 86 55
Tenants 100 56 156 107
Employer-related
dwellings 123 57 180 132
Inall 76 42 118 81
Numbers of moves 53,900 30,200 84,100 24,500

Note:  Tenure type refers to the dwelling from which the move took place.
Source: Valkonen et. al. (1984, p. 89).
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FIGURE 3-14
Moves Within and From the Helsinki Metropolitan Area and All Cities
per 1,000 Inhabitants, by Age, 1981.
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absence of credit rationing) are attained only when children of the families are
atthe age of entering the housing market themselves. The consequences of the
very recent changes in the terms of housing finance resulting from the deregu-
lation of the capital market remain to be seen.

The age profile of mobility rates is illustrated in figure 3-14. Adults in their
mid-twenties to mid-thirties have the highest mobility rates. The Helsinki
metropolitan area does not differ in mobility rates by age from the other
Finnish cities.

To fulfill the savings requirements imposed to obtain a housing loan,
lifetime labor supply is often adjusted. The high labor force participation rate
of women may be partly a result of the housing finance system. In 1965, during
the time when the massive relocation from rural areas to cities began, the
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women’s labor market participation rate was 65 to 70 percent. By 1981, the
participation rates were in the 80 to 85 percent range. The necessity of two-
career incomes as a means of purchasing an owner-occupied dwelling may
affect the size and age structure of families by postponing the birth of first
children and by reducing the size of families in general.

HOUSING ALLOWANCES

In Finland, there is a housing allowance system aimed at improving the
housing consumption of certain household groups and diminishing their
housing expenditure to income ratios. In addition to housing allowances to
students, there are three distinct systems. A pensioners’ housing allowance
system is administered by the National Pensions Institute (KELA). The other
two systems, which apply to tenants and owner-occupants, are administered by
municipalities. Eligibility and allowance payments are determined on the basis
of household income, wealth, family, size, and a rent or price constraint.
Housing allowance recipients are not allowed to have subtenants, a condition
which has restricted the supply of this form of housing.

The housing allowance system applicable to a nonpensioner tenant family
defines a subsidy structure such that no allowance is received for the smallest
housing units. Starting from a lower housing size limit, the marginal subsidy
rate is 80 percent of rent up to an upper size limit, and zero thereafter.
Accordingly, the transfer is maximized at the upper size limit, which varies with
family size.

The structure of this system provides a strong incentive for adjusting
housing consumption to the target size level. However, adjustments typically
take place through moves, and as stressed above, the opportunities for moving
in the Helsinki metropolitan area are quite limited. Thus, the targets of the
detailed allowance system cannot easily be realized. The combination of an
extensive housing allowance system stimulating demand and a regulated rent
market presents a real paradox. If the aim of government policy is to continue
with the present rent regulation policy, then instead of making the housing
allowance system more generous and increasing the number of eligible fami-
lies, one would expect to see measures undertaken to increase the supply of
public rental housing. Otherwise, newcomers to the rental market face the
present dilemma: rent regulation and the available housing allowances make
decent housing conditions affordable, but there is too little rental housing
available (Loikkanen, 1988).

Owner occupants became eligible for housing allowances in 1974, and
eligibility is limited to those living in a dwelling built after that year (in addition
to other constraints). In principle, this allowance system is similar to that of an
80 percent marginal subsidy rate applied to housing expenditures beyond a
limit which depends on family size and income. However, this system treats
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equal families differently depending on whether they have bought a new or an
old dwelling. Those purchasing dwellings built before 1974 are not eligible for
allowances at all.

In 1985, 16 percent of all households received housing allowances through
one of the three systems. There were 159,000 pensioner, 85,000 nonpensioner,
and 94,000 student allowance recipients. Average housing expenditures in that
year were 17.3 percent of total private consumption (excluding light, power,
and heating costs totalling 3.5 percentage points), and the recipients of housing
allowances spent about 15 percent of income on housing. Without housing
allowances, the latter share would have been 26 percent.

HOUSING AND THE INCOME AND WEALTH TAXES

In Finland, the share of public expenditures in GNP was 41.1 percent in
1985. This is higher than in the United States but lower than in other
Scandinavian countries. For individuals, the state income tax is progressive
whereas the municipal income tax is basically proportional, varying from one
municipality to another. (The average municipal income tax rate in 1985 was
16 percent.) The overall average income tax rate for wage and salary earners
was about 30 percent and the marginal tax rate was about 50 percent in 1985.
When income transfers, housing allowances, and child care subsidies are taken
into account, the marginal tax rate becomes high at rather low levels of taxable
income.

For companies, the state income tax in 1986 was 43 percent of net (taxable)
income. Adding municipal taxes makes the overall rate about 60 percent.
However, becau