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Danish housing policy aims at providing quality and affordable
accommodation to all in an egalitarian way. Access to quality
housing is good overall, but housing costs are relatively
high (Figure 1), especially in major cities like Copenhagen
and residential mobility has been low. This calls for a broad
reform over time covering housing taxation, land use planning,
building and rental regulation and social housing. The 2026
Economic Survey of Denmark, released today, takes a closer
look at current challenges in the Danish housing market and
lays out reform options.

Reforming building regulations to raise supply
responsiveness

A slow response of new housing to growing or changing demand
can raise price pressure. Streamlining land use governance and
building regulations to raise supply flexibility can
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thus improve affordability. For example, building regulations
can set rules on floor area, building height or number of
storeys and this can lead to low urban density. Allowing
greater building density, especially in areas close to
transport links and where shortages are high, would raise
housing supply. Moreover, land-use
governance currently overlaps across different administrative
levels. This fragmentation can impede housing development
projects. Focusing planning at the metropolitan level rather
than at lower levels of government can enhance the
responsiveness of housing supply to evolving demand within
broader areas.

Easing rent regulation to improve the functioning
of private rental markets

Denmark’s private rental market is small and a large share of
it is regulated. Denmark has strict rent control for houses
built up until 1991, making up around three quarters of
private rental housing. Stringent rent control can lead to
rationing, so that homes are allocated based on waiting
lists or personal contacts. Incumbent tenants are, in turn,
less likely to move when they need to, for instance for a new
job, or tend to live in dwellings that are larger than they
need. In addition, rent control does not benefit those who
need the most — it 1is most favourable for high-income
households (Figure 2). Aligning regulated rents more closely
with market rents, for instance by indexing rent increases on
wage growth, would lead to a better functioning housing
market. Easing rent control could raise affordability concerns
for low-income households, but these can be addressed through
targeted increases in housing allowances. Unlike rent control,
housing allowances can focus support on those who need it
most. This makes them a more efficient tool for preserving
housing affordability.



Reforming social housing to increase access of
those most in need

The Danish social housing sector, called “non-profit
housing”, 1is one of the largest in the OECD, making up about
20% of the total housing stock. It follows a universalist
approach, with all households being eligible, with no income
threshold and 1s <cost-based, with below-market
rents. Investment in social housing contributes to increasing
housing supply, resulting in greater affordability in the
overall housing market. However, the existing cost cap
legislation provides little flexibility for building new
social housing, as building costs rise. The planned cap
increase 1is therefore a welcome development, though 1its
effectiveness needs to be assessed.

In addition, the existing social housing stock is not well
geared to house those most in need, with long waiting times,
especially in big cities 1like Copenhagen. Incentives for
residents to move out of social housing, when their economic
situation improves, should exist, to make room for tenants
with greater need. The allocation of social housing should be
rebalanced from better-off households, for instance by
periodic eligibility reviews, fixed-term tenancies or indexing
social rents to individual income, while preserving inclusive
and socially mixed neighbourhoods.

Reforming housing taxation to increase efficiency
and lower house prices

Denmark provides tax relief for mortgage interest payments and
the property value tax is low (Figure 3). Favourable tax
treatment of housing lowers the after-tax cost of owning
compared with renting and pushes up housing demand, thereby
raising prices if supply is rigid. Phasing out mortgage
interest relief or raising the property value tax gradually
can thus reduce house prices substantially over time. In the
long term, lower house prices facilitate homeownership of a



larger share of the population and drive down rents. In the
medium term, removing the tax advantage would
make those benefitting from it worse off, therefore the reform
should be gradual, as was the case for instance in France, the
United Kingdom, the Netherlands and Finland.

A well-tailored package of reforms can improve the
functioning of Danish housing market

Housing involves complicated trade-offs between objectives and
avoiding unintended consequences. While Denmark has managed
many of these well to achieve good outcomes, a well-tailored
package of measures would help ensure that housing policy
continues to work well as society evolves and that new housing
is built where it is needed. Experience from OECD countries
shows that reforms and progress are often gradual and so delay
is costly.

For more information, visit the Denmark Economic
Snapshot page.
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Portugal’s housing has become increasingly unaffordable. This
blog explores the causes and outlines coordinated reforms to
boost supply, mobilise housing, and expand support.
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Over recent decades, Ireland has seen significant gains in
living standards, alongside a gradual decline in 1income
inequality. These improvements are largely driven by economic
growth stemming from substantial foreign investment inflows,
attracted by Ireland’s favourable corporate tax regime, stable
political environment, business-friendly regulations, and a
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skilled workforce. As a result, high-productivity sectors
dominated by foreign-owned multinationals now account for
nearly half of total value added, contributing significantly
to domestic employment and tax revenues, which are at
historical highs.

Against this background, however, Ireland’s infrastructure
bottlenecks, resulting from a long spell of under-investment
in the wake of the global financial crisis, are a growing drag
on its competitiveness. As highlighted in the 2025 OECD
Economic Survey of Ireland, these challenges are particularly
pronounced in the housing sector. Since the 2010s, population
growth, fuelled by strong net inward migration, has
consistently outpaced forecasts and significantly exceeded the
increase in the housing stock (Figure 1). Amid the economy’s
continued strength, pent-up demand for housing collided with
supply rigidities, resulting in a sharp rise in house prices,
to which an underdeveloped private rental market could offer
little relief. The resulting housing availability and
affordability challenges have societal and distributional
implications for individuals. There are also aggregate
consequences on the competitiveness of the Irish economy, as
the lack of sufficient housing, at affordable prices and in
locations close to economic activity, is affecting employers’
ability to attract labour and their decision on where to grow
and invest.

Figure 1. Housing supply and demand imbalances have pushed
prices up


https://doi.org/10.1787/9a368560-en
https://doi.org/10.1787/9a368560-en

A. Changes in the housing stock B. Real house prices
Thousands Index, 2011 =100, 5.a2
400 180

B Housing stock’ O Population’

—] Ireland
__ 160

Euro area QECD

300
140

N
il

6{} L 1 i I i I i I i I i I i I
1991- 1996- 2002- 2006 2011- 2016
1996 2002 2006 2011 2016 2022 2011 2013 2015 2017 2019 2021 2023

200

=]

Note: 1. Changes relative to previous census. 2. Nominal house
prices deflated by the private consumption deflator.

Source: Central Statistics Office; OECD, Analytical House
Price Indicators.

Strong state support, in line with the comprehensive 2021
Housing for All plan, will be paramount to boosting housing
supply, particularly affordable purchase and cost-rental
units. The government recently raised the target for the
average annual number of new houses to 50 500 — considerably
higher than around 30 000 completions achieved in 2024.
Effectively meeting these national targets, though, will hinge
on having local sub-targets well-aligned with local
conditions, as the regional distribution of residential zoned
land and demand are mismatched. On-going reviews of the
framework for determining local targets are thus warranted and
should prevent local authorities from interpreting them as
ceilings.

More efficient planning services are critical to reviving
housing supply. The Planning and Development Act 2024 aims to
ease barriers to new housing by streamlining planning
processes and better qualifying the standing rights for
initiating judicial review proceedings against administrative
planning decisions. The Act also fosters consistency 1in
planning decisions across all tiers of administration and



restructures the national planning body. Alongside ongoing
efforts to address staff shortages in local planning
authorities, these measures are expected to improve planning
efficiency. However, given the Act’s complexity, its full
impact may take time to emerge, and will depend on the speed
with which needed secondary legislation will be deployed.
Meanwhile, faster adoption of e-planning and enhanced data
collection frameworks should be prioritised to drive rapid
improvements in planning authorities’ case management.

High costs and low productivity in the construction sector
(Figure 2) are another barrier to meeting housing targets
cost-effectively. This reflects a fragmented market, in which
over-reliance on subcontracting and lack of standardisation
hinder economies of scale. Reforming unit specifications and
sizes, particularly for apartments, alongside better-defined
housing types and improved designs, would improve cost
efficiency and housing affordability. Regular updates to the
technical guidance that accompanies building regulations would
also facilitate the adoption of standardised construction
methods. The government could leverage its purchasing power 1in
the housing market by setting mandated targets for
standardisation for the provision of new social housing.

Figure 2. Increased standardisation would lower costs and
boost productivity in the construction sector

Gross value added per hour worked, construction sector, 2023
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National land-use data are scattered and not standardised, and
a land-use classification system is lacking, hampering
planning. Enhanced efforts to adopt a national land-use map
could significantly improve resource allocation and decision-
making, supporting the government’s objective to prioritise
compact urban growth in high-demand areas by identifying
viable brownfield sites more effectively. Brownfield
development, typically requiring 1less infrastructure
investment than greenfield alternatives, would decrease fiscal
costs. Greenfield options could be reserved for urban areas in
which brownfield development proves unsustainable, provided
they are well-connected to strategic transport networks. This
would help reduce urban sprawl and minimise the environmental
footprint of new developments.

In addition, the 2025 OECD Economic Survey of Ireland provides
an assessment of housing taxation, rental markets and social
housing, and highlights the need for a coordinated and
forward-looking approach to housing policies to create
investment certainty and boost housing supply.
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Like many other countries, Slovenia faces complex housing
sector challenges that must be addressed to preserve the
current high quality of life. High demand and a limited supply
have led to low residential mobility, soaring prices, a high
prevalence of commuting and increasing concerns about housing
affordability. Slovenia’s investment in homebuilding lags
behind both the EU and OECD averages (Figure 1). Insufficient
investment is a major factor contributing to the housing
shortage and rising prices.

Figure 1. Residential investment is subdued
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The roots of Slovenia’s housing challenges can be traced back
to the 1990s privatisations. While this 1led to high
homeownership rates, it also had unintended consequences. The
housing supply became restricted, mobility decreased, a
private rental market remained in its infancy. As a result,
many young families and first-time buyers find themselves
today with limited housing options. Moreover, the ageing
housing stock further defies ambitious climate goals. To
address these challenges, the latest OECD Economic Survey of
Slovenia proposes a comprehensive roadmap of reforms that
would help to ensure that all Slovenians can access high-
quality, affordable, and sustainable housing.

Inefficient spatial planning and cumbersome permitting
processes have stifled residential construction. While there
have been some recent improvements, the pace of investment
remains insufficient to meet the growing demand. Streamlining
spatial planning processes, notably through better
coordination across levels of government (Figure 2), and
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establishing one-stop shops for building permits would help
improve the governance of housing markets and unlock the
potential for new housing.

Figure 2. Inefficient 1land-use governance restricts
construction activity

Land-use governance
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Source: OECD Housing Governance Indicators Dashboard,
https://www.o0ecd.org/housing/policy-toolkit/data-dashboard/hou
sing-governance.

The private rental market is underdeveloped, and a more
accommodating framework is needed to make it grow. A lack of
standardised contracts, tax biases, and an imbalance in
tenant-landlord rights have hindered its development. Slovenia
can foster a thriving private rental sector that offers
attractive long-term housing solutions by introducing clear
regulations and ensuring fair treatment for both parties.

The proliferation of secondary homes and short-term rentals,
fueled by favourable regulations and tax incentives, has
further exacerbated the affordability crisis. These properties
often sit vacant for much of the year, removing them from the
long-term rental market and driving up prices. Harmonising the
taxation of rental revenues and implementing a comprehensive
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recurrent tax on immovable property based on actual market
values could incentivise owners to make these homes available
for long-term rentals, increasing supply and easing pressure
on the market. Taxing land more than the structure on it could
further incentivise the construction of underdeveloped or idle
land.

Figure 3. There is scope to expand the social housing stock

Social rental dwellings
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Source : OECD Affordable Housing Database (AHD).

Slovenia’'s social housing sector is also underdeveloped
compared to that of its European neighbours (Figure 3). The
upcoming Housing Act presents an opportunity to rectify this
situation. A revised social rent formula, coupled with
incentives for potential providers, including limited-profit
housing associations, could pave the way for increased
investment in social housing, providing affordable options for
low-income families and individuals.

Slovenia’s mortgage markets are small, limiting access to
finance for aspiring homeowners. Promoting competition in the
banking sector and empowering consumers with financial
knowledge is crucial to expand housing finance and increase
homeownership opportunities. Moreover, making more and better
use of credit registers could reduce lending margins and fuel



demand for mortgage financing.

Figure 4. Incentivising renovation is needed to accelerate the
decarbonisation of homes
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Finally, the decarbonisation of Slovenia’s housing stock is a
pressing concern (Figure 4). A significant portion of
residential buildings are outdated and energy-inefficient. The
recent energy crisis has underscored the wurgency of
transitioning to energy-efficient housing. While the
investment required is substantial, a combination of fiscal
support measures and enforceable regulations can help
homeowners make the necessary upgrades.

Slovenia’s housing challenges are complex and multifaceted,
but they are not insurmountable. By implementing comprehensive
reforms that address inefficiencies and policy bottlenecks,
Slovenia can create a more efficient, inclusive, and
sustainable housing market.

Reference

OECD (2024), OECD Economic Surveys: Slovenia 2024, OECD
Publishing, Paris, https://doi.org/10.1787/bc4al07b-en.


https://doi.org/10.1787/bc4a107b-en

Addressing housing market
challenges 1in the Slovak
Republic

Category: Housing,Slovakia,Uncategorized
written by oecdecoscope | January 16, 2026

—

L3

By Federica De Pace

As in many OECD countries, housing affordability deteriorated
in Slovakia before the energy crisis. Between 2015 and 2022,
house prices rose at a much faster pace than households’
income (Figure 1). Since 2022, the cost-of-living crisis has
been squeezing real incomes, dampening housing demand and
resulting in declining house prices. However, with interest
rates and mortgage costs surging, housing affordability
remains a challenge today. Moreover, Slovak households have
been particularly exposed to the surge in energy prices, as
nearly 10% of their budget accounts for electricity and gas
expenditures — the highest share among OECD countries. The
poor thermal performance of the housing stock, mostly
comprising buildings that were constructed during the
communist era, contributes to explaining such high costs for
electricity and heat. Last, many low-income households,
especially in the Roma community, live in low-quality and
overcrowded housing, and homelessness has reached an alarming
dimension over the past years.
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Figure 1. House prices have increased faster than incomes
until 2022
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Source: OECD Analytical House Prices database.

To address these housing market challenges, Slovakia needs to
find ways to boost efficiency, promote affordability and
inclusiveness, and accelerate environmental sustainability of
housing. To do so, the 2024 OECD Economic Survey of the Slovak
Republic suggests reforms in five broad areas:

1.Streamlining housing construction. Administrative
inefficiencies in the building permits procedures contribute
to slow the responsiveness of housing supply to demand
pressures. The process for obtaining building permits is very
slow: in 2019 it took on average 300 days versus 152 days in
the average OECD country (World Bank, 2019). Expediting the
adoption of digitalisation in building permits would
accelerate procedures and enhance housing supply
responsiveness, alleviating pressures on housing prices.
Furthermore, land use policy is highly decentralised. This
leads to inefficiencies in the management of resources,
challenges in hiring qualified staff for construction-related
tasks and an increased risk of policy capture by local
stakeholders, resulting in blockages of construction projects
at local level. Giving more responsibilities to higher levels
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of government in land use policy and construction-related
activities would help to facilitate construction projects.

2. Expanding the private formal rental market. As a
consequence of the privatisation of state-owned housing during
the transition to a market economy in the early 1990s, most
households own their home, and the formal private rental
market is thin. Developing the private rental market can spur
residential (Figure 2) and labour mobility. This can help to
reduce skill shortages and improve matching between employers
and employees, with positive effects on productivity. It
requires inter alia striking a better balance between the
interests of landlords and tenants, for example by making
provisions for a rental contract that ensures enough
flexibility and security for both parties.

Figure 2. Homeownership 1is negatively correlated with
residential mobility

Residential mobility rate, % of individuals that changed residence within last & years
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3. Reforming housing taxation. Revenues from recurrent taxes
on immovable property are low in international comparison. A
comprehensive reform package shifting the burden from labour
to property taxation has the potential to reduce distortions
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to economic growth. Moreover, basing property taxes on
regularly updated property values would help stabilise
fluctuations in housing prices and improve equity. Gradually
phasing-in the taxes and introducing tax deferrals, for
example by paying the tax only when a house is sold or
bequeathed, can increase acceptance and protect vulnerable
homeowners.

4. Increasing housing inclusiveness. Many low-income
households 1live 1in poor housing conditions and are
overburdened by housing costs. These issues are particularly
pronounced among the Roma, where the overcrowding rate reaches
80% and almost a third of the community lives in dwellings
without access to tap water (European Agency for Fundamental
Rights, 2022). Accelerating the formalisation of property
rights in Roma settlements would help to provide access to
basic infrastructure, such as tap water and sanitary
facilities, improving life conditions and promoting social
integration. Higher investment in social housing, especially
in areas connected to job centres and transports, and
expanding targeted housing allowances would help to raise
affordability and reduce social exclusion.

5. Strengthening incentives to accelerate housing renovation.
Higher carbon prices in the building sector, as planned at the
European level from 2027, would provide strong incentives for
renovating housing and shifting to lower-emission heating
systems. In addition, implementing stricter regulation,
including by extending coverage of high-quality energy
performance certificates and relaxing voting rules for
renovation works in multi-apartment buildings, together with
targeted financial assistance to low-income households living
in the most energy inefficient dwellings would help to further
incentivise housing renovations, reduce energy poverty and
advance environmental objectives.
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The historical development of housing in Central and Eastern
European countries continues to have implications for the
tenure, type, quality and affordability of housing today,
calling for policy actions to address a looming affordability
challenge.
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Continuing Llabour market reforms, tackling inequity in
education and supporting housing affordability would promote
equal access to life chances in Belgium.
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By Boris Cournede, OECD Economics Department, and Marissa
Plouin, OECD Directorate for Employment, Labour and Social
Affairs.

Many young people, who have been hard hit by the economic and
social impacts of the COVID-19 pandemic, increasingly struggle
to find a quality, affordable home of their own. The enduring
rise of real rents and house prices over the past decades has
made it more and more difficult for them to rent or buy their
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first home in many OECD countries. In a new Issues Note, we
document a number of key challenges facing young people in the
housing market and highlight a series of questions for
policymakers (Cournede & Plouin, 2022).

We find that young people face a number of common challenges
even though housing markets differ considerably from one OECD
country to another. For instance, in most OECD countries, more
than half of young people in their twenties live with their
parents — and the share reaches around three-quarters of young
adults in Korea, Greece and Italy (Figure 1). In several OECD
countries, this share has increased over the past decade
(OECD, 2021).

Figure 1. In most OECD countries, more and more young adults
live with their parents

Share of young people (20- to 29-year-olds) living with their
parents, 2007 and 2019 or latest year available
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Note: Data refer to 2019 except for: Korea (2016); Italy,
Australia, Canada, Chile, Iceland (2017); Mexico (2018).
Source: Calculations based on EU-SILC, HILDA (Australia),
CASEN (Chile), KLIPS (Korea), ENIGH (Mexico) and CPS (United
States).

Far fewer young households own their homes than their older
counterparts. Given their typically lower incomes and wealth,

and higher likelihood of being employed in unstable or


https://www.oecd.org/housing/no-home-for-the-young.pdf

informal jobs, young households often depend on taking out a
housing loan to buy a first home. While financial deregulation
in the 1980s and 1990s initially facilitated access to the
mortgage market by young households, over time these effects
have become increasingly reflected in higher house prices.
Young people are also more likely to live in poorer quality
housing. In the EU, for instance, as of 2019, 26% of the young
population (aged 15-29 years old) 1lived in overcrowded
dwellings, compared to 17% of the general
population (Eurostat, 2020).

Young people are struggling in the rental market, too. Even
though the rental market is home to many young adults in OECD
countries, rents — which were already rising fast prior to the
pandemic — have once again begun to climb in many OECD
countries (OECD, 2021). Social housing has become scarcer 1in
many places, further limiting young people’s affordable
housing options (OECD, 2020). While renting can provide
residents with greater flexibility than owning a home, some
research suggests that the high number of young renters 1is
driven more by financial constraints and the difficulties to
buy a home, rather than by preference. Indeed, when asked
about their top concerns, young people are more likely than
any other age group to report housing affordability as a top
concern (OECD, 2021).

While data are hard to come by, youth homelessness has been on
the rise in some countries. Roughly 3 in 10 homeless people
were young adults in Australia (2016), the Netherlands (2018),
Denmark (2019) and Costa Rica (2020). Among countries for
which data are available over time, youth homelessness more
than doubled in the Netherlands between 2010 and 2018, and
increased by 30% in New Zealand between 2006 and 2018 and by
20% in Australia between 2011 and 2016 (OECD, 2021; OECD,
2020) .

But we are still left with a number of questions about the
best way to make it easier for young households to find a home



that meets their needs and matches their preferences. For
instance, to what extent do measures to support mortgage
borrowing (such as guarantees, subsidies, tax breaks, contract
savings schemes) really help young households access home
ownership — rather than inflate house prices and rents? What
is the best policy mix (housing allowances, social housing
construction) to help youth access affordable, quality rental
housing — and how can regulations level the playing field and
encourage a thriving rental market? How can policy makers
ensure that the ambitious building standards and retrofitting
efforts required to achieve climate targets do not put
affordable housing further away from the reach of the next
generation? How can governments work with local authorities
and others to meet the diverse needs of young people suffering
from homelessness?

The adoption of the OECD Recommendation on Creating Better
Opportunities for Young People at the Meeting of the OECD
Council at Ministerial Level reflects increased awareness of
the need to tackle long-standing challenges facing young
people. The Recommendation includes a call to “ensure
affordable, accessible and quality housing for all young
people and their dependants through close collaboration of all
levels of government and the involvement of civil society and
the private sector.” We hope to build on this momentum and
strengthen the policy response to enable young people to have
a safe, affordable place to call home.
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Housing finance is critical to help households make their
typically largest purchase in their lives and makes up a very
large part of financial markets of OECD countries. The OECD
has undertaken in-depth work to map and better understand the
drivers and implications for borrowers of cross-country
differences in mortgage finance and the risks for global
financial markets that stem from the on-going transformation
of real-estate-credit markets. Two companion papers, one
focussing on households willing to borrow (van Hoenselaar et
al., 2021) and the other one on global housing finance markets
(OECD, 2021)., provide detailed analysis and discuss reform
options to improve the functioning of real estate finance
markets so that they better serve households without
accumulating systemic risk.

Mortgages look different across OECD countries

The landscape of housing loan markets varies a lot across OECD
countries. There are considerable differences in mortgage
take-up across OECD economies. Within countries, the share of
households with a mortgage is substantially lower for low-
income households and young households. Several countries
promote homeownership and mortgage access through tax
subsidies (such as mortgage interest deduction) or other
mortgage support schemes. However, as these subsidies become
partly capitalised in house prices, they prove largely
ineffective in improving housing accessibility and are often
mostly benefit the upper-middle rather than the lower part of
the income distribution.

Regulatory ceilings on loan-to-value (LTV), loan-to-income
(LTI) or debt-service to income (DSTI) vary widely across OECD
economies. Similarly, the extent of effective borrowing,
measured by mortgage debt to income ratios, exhibits
considerable cross-country differences. Several mortgage
characteristics such as variable interest rates, foreign-
currency payments and interest-only payments are common 1in
some countries, widening the debt-related risk exposure of



households.

Across OECD economies, there are many discrepancies in how
borrower and creditor rights are balanced and how quickly
insolvency 1is resolved. A new Foreclosure Regulation Index
built for the report uncovers that mortgage markets are
deepest in countries where the index shows that creditor and
borrower rights are well balanced.

Figure 1. Balanced foreclosure regulation settings are
associated with greater household access to credit

Foreclosure 1index (greater values mean stronger borrower
protection) vs. household debt
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Note: Greater values of the Foreclosure index means that
regulations are focussed on protecting borrowers rather than
lenders. The blue line shows the fitted values of a quadratic
relationship between the variables; the grey bands depict 95
per cent confidence intervals.
Source: van Hoenselaar et al (2021).

Global real estate finance markets are undergoing deep changes

Since the Global Financial Crisis (GFC), the credit quality of
structured real estate finance products has broadly improved,



as securities are no longer backed by subprime and Alt-A
collateral. In this regard, regulators have strengthened
regulation and oversight to better address risks posed by
securitisation. Also, national authorities and international
organisations have made considerable progress to identify and
better understand activities and risks in financial
intermediation more broadly across the world. All these
developments have contributed to more stable real estate
finance markets in the last decade. However, very low interest
rates in the aftermath of the GFC have led to a substantial
rise in 1indebtedness of households and corporates
concomitantly with real estate prices, which have risen above
2008 pre-crisis levels in many jurisdictions, which has in
turn increased concerns over exuberance in residential and
commercial real estate markets.

In parallel, investors’ reach for yield over the last decade
has supported the growth of non-bank leveraged institutions
(such as non-bank mortgage originators) and forms of
collective 1investment vehicles 1in real estate finance
(including mortgage real estate investments trusts (mREITs)
and real estate mutual funds (REMFs)). Such attractiveness of
investments in mREITs and REMFs has contributed to an increase
in demand for mortgage backed securities (MBS) and has
supported the rebound of MBS issuance over the last decade.
Against a backdrop of observed exuberance in some real estate
markets, the rising importance of leveraged mREITs and REMFs
that perform liquidity transformation could contribute to
financial stability risks and wultimately disrupt the
availability of finance to the real economy. In this regard,
the COVID-19 crisis has posed unprecedented challenges for
economic and financial resilience and the market turmoil in
March 2020 has exposed structural fault lines in the non-bank
financial sector. In particular, many mREITs and REMFs faced
liquidity stress following significant outflows and
difficulties to meet margin calls that resulted in the
liquidation of assets in markets with little or no secondary



trading. Therefore, the pro-cyclical behaviour and liquidity
risks associated with mREITs and REMFs (which are subject to
relatively weak liquidity requirements) combined with their
increasing reliance on public support, demonstrate the need to
further develop and implement activities-based tools to
address vulnerabilities in some parts of the non-bank
financial sector without undermining the benefits of market-
based finance.

Real estate mortgage-backed securities (MBS) are subject to
risks

Froth in some housing markets and vulnerable commercial real
estate markets make MBS markets prone to rating downgrades and
rising defaults in the post COVID-19 environment. Household
and corporate mortgage payment risks are likely to increase,
which may erode the credit quality of underlying mortgage
collateral of MBS. In addition to the possible pandemic-
induced structural changes, commercial MBS (CMBS) markets are
also exposed to medium-term challenges related to climate
transition risks that are likely to erode further the credit
quality of some non-financial corporates. Also, hedging
activities on MBS markets may trigger sell-offs of Treasury
securities and heightened volatility in Treasury markets.
Therefore, deteriorating conditions in several major MBS and
Treasury markets may result in substantial losses for a wide
range of financial intermediaries and investors with
detrimental implications for financial resilience, as well as
the availability of finance to the real economy and ultimately
economic growth.

Mortgage real estate investment trusts and real estate mutual
funds are vulnerable to margin calls

While mREITs and REMFs can contribute to market liquidity
under normal market conditions, they are vulnerable to margin
calls and share redemptions following a shock in underlying
real estate markets. mREITs use leverage to perform liquidity



and maturity transformation by funding the acquisition of real
estate MBS and mortgages with revolving credit facilities from
banks and borrowing from short-term secured funding markets.
REMFs invest using investors’ funds in mREITs and provide
liquid investments by offering redemptions at higher
frequencies. mREITs may be subject to margin calls and may
have to deleverage by unwinding their positions in MBS that
could create feedback loops to MBS markets. During the first
semester of 2021, REMFs recorded losses due to the
deteriorating financial soundness of mREITs. The broad
deterioration in the market liquidity of REMFs’ assets was
particularly severe for funds facing larger share redemptions
from investors. Notably, REMFs attempted to use a liquidity
waterfall strategy, to initially meet increased redemption
demand using cash and cash equivalents. However, some REMFs
ran out of cash and cash equivalents forcing them to sell real
estate assets into increasingly illiquid markets. Developments
at the onset of the pandemic have shown that structural
vulnerabilities remain in mREIT and REMF products which have
been deeply affected by and contributed to the price
volatility in MBS markets. For these reasons, deteriorating
credit quality of mortgages and business model of mREITs and
REMFs make them prone to abrupt changes in investor risk
sentiment that are exacerbated by elevated real estate prices,
indebtedness and liquidity transformation of various types of
stakeholders in the investment chain.

Non-bank mortgage intermediation is taking greater and greater
importance in real estate finance

The low interest rate environment in the aftermath of the GFC
and more stringent regulation implemented in the banking
sector have contributed to the development of leveraged non-
bank mortgage originators and servicers, mainly in the United
States, that perform liquidity and maturity transformation
(Figure 2). In addition, very low interest rates have
contributed to heightened interest of insurance companies,



pension funds and investment funds, especially in several
European economies, for investing in real estate loans.
Evidence shows that insurance companies and investment funds
are exposed to higher risk of losses from their commercial
real estate investments while pension funds face moderate
exposure to the real estate sector. While unprecedented
monetary and fiscal support measures have mitigated the
COVID-19 induced financial strain on non-bank mortgage lenders
as well as their funding sources, any emergence of new
COVID-19 variants combined with the uneven recovery across
sectors could have detrimental implications for the asset
quality of non-bank mortgage lenders in the absence of
targeted income support for households and firms that operate
in the most vulnerable sectors. Therefore, the main points of
concern relate to non-bank mortgage lenders that are
increasingly exposed to several types of shocks that may
substantially disrupt mortgage markets and create spillovers
to other markets and ultimately the real economy.

Figure 2. US mortgages have become predominantly issued by
non-bank lenders and purchased by agencies

United States, 2006-2021
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Source: OECD (2021).



Policies can bring improvements

In light of the strains in global housing-finance markets
during the pandemic, a further assessment of the efficacy and
use of activities-based tools for mREITs and REMFs, and also a
more comprehensive risk-based approach for the regulatory
framework of non-bank mortgage lenders and servicers, 1s
warranted. The consideration of appropriate tools to address
risks at leveraged real estate NBFIs would help mitigate
excessive leverage, excessive liquidity transformation and
further increase the transparency of real estate finance
products and intermediaries. Authorities should also determine
whether they have sufficient activities-based tools that
incentivise leveraged real estate NBFIs to take heed of
liquidity and maturity transformation risks.

Given that the renewed rise in interest rates could contribute
to a sharp correction in real estate prices, the consideration
of appropriate tools to address risks at real estate
collective investment vehicles is prescient. As mREITs and
REMFs grow in importance, it is crucial to mitigate their
risks to strengthen resilience of the non-bank financial
sector. This is the new frontier that must be crossed to make
progress towards a more resilient global financial system.

Looking ahead, the capacity of mortgage markets to lastingly
help households would be enhanced by measures to:

 Encourage inclusive access to good-quality housing by:
 Eliminating mortgage interest deduction, which
would help to curb house price pressures and boost
long-term affordability while providing
potentially significant additional tax receipts;
= Shifting the focus from promoting mortgage-funded
homeownership to improving affordable access to
housing in an environment where tax and subsidy
programmes gradually become neutral between rented
and owner-occupied dwellings.
 Prevent the build-up of potentially destabilising levels



of mortgage debt by:

= Applying macroprudential brakes as DSTI and LTV-
caps, which can limit household debt accumulation
and limit house price appreciation;

» Ensuring that lending standards properly account
for the risks associated with variable rate and
foreign-currency loans.

= Align mortgage markets with environmental goals: There
1s scope for progressing towards climate objectives
through innovations in housing finance, such as the
development of green mortgages. Policies can create a
favourable environment for such advances by

» Establishing international standards for energy-
efficient, or “green”, mortgages;

» Creating mechanisms to ensure the quality of the
energy certification of dwellings;

= Setting supervisory standards for green mortgages
to properly reflect their risk (which is typically
reduced compared with standard mortgages).

» Facilitate orderly and efficient debt resolution:
foreclosure procedures should strike a balance between
the rights of borrowers and lenders so that both sides
have an interest in managing housing loans risks.
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Following a period when homelessness rose in many countries,
the onset of the COVID-19 pandemic prompted governments across
the OECD area to provide unprecedented public support -
including to the homeless. In the United Kingdom, for
instance, people who had been living on the streets or in
shelters were housed in individual accommodations in a matter
of days. And in cities and towns across the OECD, public
authorities worked closely with service providers and other
partners to provide support to the homeless that had
previously been considered impossible.

How can countries build on this momentum and ensure more
durable outcomes? The experience of Finland over the past
several decades — during which the country has nearly
eradicated homelessness — provides a glimpse of what can be
possible with a sustained national strategy and enduring
political will.

The number of homeless people in Finland has continuously
decreased over the past three decades from over 16 000 in
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1989 to around 4 000, or 0.08% of the population (Figure 1).
This is a very low number, especially considering that Finland
uses a relatively broad definition of homelessness, whereby in
particular it includes people temporarily living with friends
and relatives in its official homelessness count. In 2020,
practically no-one was sleeping rough on a given night in
Finland.

Figure 1. Homelessness has shrunk remarkably in Finland

Homelessness in Finland 1989-2020

18000
Homeless Families
Not specied
16000 Temporary living with friends and relatives
In Institutions
Outside, in temporary shelters, hostels
14000
12000
10000
8000
6000
4000
2000
I

[ I [ LUyt
O~ NO T O~ - NOFTOLDO~MNODDO—NMTWWOMN~SWOOO
o000 000000 —r— — v v v v —
OO0 0000000000000 0D0DD0OD0O0O0DD0O0ODOOO0OO
— T T e e e T e O OAN AN NN AN NN NN AN NN AN AN NN NI

Source: Report 2021: Homelessness in Finland 2020, The Housing
Finance and Development Centre of Finland (ARA).

This 1s undoubtedly a remarkable success, even if comparing
homelessness statistics across countries 1is fraught with
difficulties (OECD, 2020). Many homeless people live
precariously, with the implication that statistical tools such
as household surveys typically fail to accurately
measure their 1living conditions. Furthermore, countries
define homelessness very differently, for instance counting
people who temporarily live with friends or relatives as



homeless (as Finland does) or excluding them from homelessness
statistics. While there is no OECD-wide average against which
to compare Finland’s homeless rate of 0.08%, other
countries with similarly broad definitions of homelessness
provide points of reference, such as neighbouring

Sweden (0.33%) or the Netherlands (0.23%)."

Finland’s success is not a matter of luck or the outcome of
“quick fixes.” Rather, it is the result of a sustained, well-
resourced national strategy, driven by a “Housing First”
approach, which provides people experiencing homelessness with
immediate, independent, permanent housing, rather than
temporary accommodation (OECD, 2020). A key pillar of this
effort has been to combine emergency assistance with
the supply of rentals to host previously homeless people,
either by converting some existing shelters into residential
buildings with independent apartments (Kaakinen, 2019) or by
building new flats by a government agency (ARA,
2021). Building flats is key: otherwise, especially if housing
supply is particularly rigid, the funding of rentals can risk
driving up rents (OECD, 2021la), thus reducing the “bang for
the buck” of public spending.

The Finnish experience demonstrates the effectiveness of
tackling homelessness through a combination of
financial assistance, 1integrated and targeted support
services and more supply: using just one of these
levers is unlikely to work. Financial assistance comes from
the social benefits systems, which includes a housing
allowance for low-income people (mostly jobless persons with
no or low unemployment benefits) covering about 80% of housing
costs (Kangas and Kalliomaa-Puha, 2019). Emergency
social assistance funding can complement the housing
allowance if it is insufficient. Social services provide
housing before other interventions that are targeted to
beneficiaries’ needs (such as, to pick one example, providing
health services to help overcome substance abuse). These
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efforts require dwellings: investment grants by Finland’s
Housing Finance and Development Centre financed the
construction of 2 200 flats over 2016-19 for long-term
homeless people (ARA, 2021). Indeed, investing in housing
development should be a priority for OECD governments as they
navigate the recovery from the crisis: over the past two
decades, public investment in housing development has dropped
to just 0.06% of GDP across the OECD on average (OECD,
2021b) .

Another important driver of Finland’s success 1is the
integration of efforts to fight homelessness with other parts
of the social safety net. When a housing need is identified in
any part of the social service system, housing is provided
first, to provide a solid basis for employment, long-term
health and/or family assistance (OECD, 2020). This integrated
approach avoids the pitfalls that can arise, for
instance, when benefits are preconditioned on having an
address, or when obtaining a flat requires a minimum income.
There are indications that, by facilitating the integration of
previously homeless people in society, the upfront Finnish
investment that provides people with housing first, pays off
by reducing subsequent <costs incurred by social
services. Evaluations point to annual savings in public
expenditure in the range of EUR 9 600-15 000 per
person who had previously experienced homelessness (Y-
Foundation, 2017; Ministry of the Environment, 2011).

Overall, Finland’s achievements illustrate the benefits of
integration, balance and <continuity in policies
to tackle homelessness: integration across housing and social
assistance programmes, balance between demand and supply,
and political continuity over time have helped to maximise the
results of the country’s investment to end homelessness. Not
only has this approach resulted in a steady decline 1in
homelessness, but it has also made the system more resilient
to shocks, including the COVID-19 crisis. Indeed, the pandemic



was Lless of a strain to Finland’'s homeless support
system compared to other countries, given that many vulnerable
people were already housed and supported in individual flats
(Fondation Abbé Pierre — FEANTSA, 2021).

These lessons can be transposed to other OECD countries as
they look to build on the momentum and lessons learned from
the COVID crisis.
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