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Summary 

The article discusses the relatively large share of owner-occupied 

housing in the housing stock in selected European countries with relatively 

low per capita income and describes the underlying causes of this 

phenomenon. We identify the economic implications of the growing number 

of owner-occupied housing and poorly developed rental market. The paper 

analyses home purchase or rental decisions and explains the correlations 

between housing availability, consumption and households’ savings, as well 

as housing policy. The way in which the development of the rental market 

can affect the situation in the property market is presented on the basis of a 

simple model.  

 

 

Key words: housing demand; home ownership; housing policy; financial 

regulations; 

JEL classification: R21, R38, O18; 
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1. Introduction  

Home ownership is of considerable importance for households as it 

generates a stream of utility, can be used as collateral and usually constitutes 

the biggest asset. Most new homes are purchased with a mortgage, which 

has a major impact on the banking sector. Housing is a good way to allocate 

savings, yet, hinders worker mobility. In Central and Eastern Europe (CEE) 

countries we observe a very high share of owner-occupied housing (OOH) 

as compared to rented housing. The purpose of this article is to explain in 

detail the underlying causes of this phenomenon and its economic 

implications. We present the share of owner-occupied housing and rental 

housing in selected European countries, as well as the determinants of the 

situation, such as legal regulations providing tenant protection or the tax 

shield. We explain how this legislation may affect the housing market, for 

example, result in the expansion of the grey economy or undermine labour 

mobility. 

A rapid growth in real estate prices enhanced by excessive lending, 

which grew into the most serious economic crisis since the Great Recession, 

was one of the key developments in the global economy during the 2005-

2007 period. The boom in the American housing market was driven by 

banks that had eased housing loan criteria and granted loans to individuals 

with insufficient financial capacities and high repayment risk. The increased 

availability of credit in the United States was driven by the relaxation of 

lending criteria as early as 1990 (see Ligon, 2013) and cuts in interest rates by 

the Fed. Chambers et al. (2008) show that these regulations were intended to 

increase the share of property owners by expanding the range of credit 

services and reducing the amount of buyer’s down-payment. Many 

European countries undertook similar measures, expecting the growing 
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share of owner-occupied housing in the housing stock to exert a positive 

impact on the economy. Yet, these actions brought major economic 

problems. Andre et al. (2013) show that in the majority of the OECD 

countries, the price to rent ratio (PR) and the price-to-income ratio (PI) were 

on an upward trend over a long period of time, until the rise in prices 

slowed down. At the same time, rents increased only slightly. This indicates 

the occurrence of a speculative bubble in the market as the non-arbitrage 

condition between rental income and alternative capital income was not met. 

We give an overview of the determinants of housing demand and the 

housing price mechanisms in Augustyniak et al. (2012) and Augustyniak et 

al. (2013). The purpose of this article is to explain households’ decisions 

about housing tenure in Poland but also in other European countries with a 

particular focus on Central and Eastern Europe. Based on the literature, we 

focus on housing policy and tenant protection regulations that, in our 

opinion, have a significant impact on households’ decisions. The United 

States are an example, where the growing share of home ownership was 

supported by the government through easy credit (see Andrews and 

Sanchez, 2011a). In Poland, as a result of tenant protection regulations 

renting became risky for the landlord, which translated into growing rents 

or high deposits (see Gromnicka and Zysk, 2003 and the analysis in NBP, 

2012a). Often, the amount you pay for renting an apartment exceeds the 

instalment of the mortgage loan, as it has to be high enough to cover the 

landlord’s risk. What's more, housing offered in the rental market is not 

always suited to meet the tenant needs, for example, it is too small (for 

families) or too large (for a student or an elderly person). As a result, some 

people are "forced" to buy a property, even though they would prefer to rent 

it and remain mobile. Our article does not question the positive aspects of 

5 
 

home ownership, yet emphasizes that not everybody has such a need in a 

given period of life. There are also households that do not have the 

necessary funds to purchase housing, or are in need of social housing. It is 

necessary to identify the society’s housing needs in order to develop a 

reasonable housing policy. 

Chapter 2 provides an overview of the housing market in Europe. 

Chapter 3 presents a simple model of choosing between home ownership 

and rental while Chapter 4 shows the impact of various housing policies on 

decisions of housing market participants and sums up the analysis. 
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2. Home ownership, home rental and tenant protection in 

Central and Eastern Europe and some other countries in Europe 

In their comprehensive analysis, Andrews and Sanchez (2011a) show 

that the increase in the number of owner-occupied housing in the OECD 

countries is driven by  demographic factors, interest rates and housing 

policy. Another article by these authors (2011b) identifies common elements 

of OECD countries’ policy designed to facilitate home ownership thanks to 

special taxation and easy credit policy. 

Based on Eurostat data it can be seen that countries with lower per 

capita GDP have a higher share of owner-occupied dwellings (see Figure 1). 

This situation may be observed in CEE or Mediterranean countries (Edgar et 

al., 2007) rather than in Western Europe. In the Mediterranean countries the 

high proportion of owner-occupied dwellings has a very long tradition 

associated with cultural aspects and the absence of a fully developed 

financial system (see Scanlon and Whitehead, 2004). The main reason behind 

this phenomenon in CEE countries is the 1990s privatization, which 

transformed social housing into owner-occupied housing. In Poland, the 

preferential sale of dwellings was a kind of compensation for very low 

wages in the socialist times, but also acted as a social shock absorber, easing 

high unemployment and mitigating other costs borne by the society during 

the transition period. Such a move was desirable from the point of view of 

social policy, since home owners tend to be, in many ways, better citizens 

(DiPasquale and Glaeser, 1999), and their offspring do better at school 

(Haurin et al., 2002). There are also research papers which confirm that 

home owners perform better than tenants in the labour market, even though 

they are less mobile (Coulson and Fisher, 2002). An excessively high 

7 
 

proportion of owner-occupied dwellings, however, has detrimental effects 

on employment in general (see Blanchflower and Oswald, 2013). The main 

negative consequence is lower worker mobility, commuting problems and a 

declining number of new businesses. The authors show that regions with a 

higher proportion of owner-occupied housing are typically marked by 

higher unemployment levels. What is important is the fact that the above 

effects are seen with a considerable time lag. This may explain why this 

situation is not usually the subject of analysis performed by researchers or 

policy-makers. 

Amann (2009) estimated the share of rental housing in CEE countries. 

These countries, according to him, usually feature a small proportion of 

rented housing, i.e. less than 10% of the housing stock, while in the case of 

the 27 EU countries rented housing accounted for approx. 29% in 2007. 

Moreover, in EU countries with high per capita GDP (above EU average), 

this share is around 40%, most of which is rented on a preferential basis. 

Such a situation in the housing market allows households to rent suitable 

housing and the poorest ones to find shelter. Yet, such solutions require 

costly government subsidies. 

The Eurostat data (2011) confirms the results of Amann. CEE countries 

have a larger share of owner-occupied dwellings, mainly due to 

privatization, mentioned in the introduction. Yet, the data may contain some 

irregularities as they fail to account for people who are currently living in a 

bigger city, renting an apartment unofficially, while still being registered as 

permanent residents with their families. Furthermore, there is probably a 

large number of young people who actually live with their parents, but 

would prefer to rent or buy a dwelling, if only had the necessary funds. For 

these reasons, the share of prospective apartment buyers or tenants may be 
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higher than suggested by the data. An open question remains the optimal 

ratio of owner-occupied housing to rented housing in the times of economic 

growth when labour mobility is an important factor. 

 

Figure 1 Breakdown of the population in terms of home ownership, 2011 (% of 

population) 

 

Source: Eurostat. 

 

Figure 2 present the breakdown of the population in each country in 

terms of home ownership and income level. It may be noted that in 

households with incomes exceeding 60% of the median, the share of owner-

occupied housing is higher. In countries with lower per capita GDP levels, 

most home owners do not have any outstanding financial obligations. In 

countries with higher GDP per capita levels, higher-income individuals 

(above 60% of the median income) generally finance home purchase with a 
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credit (e.g. the Netherlands), while others (below 60% of the median income) 

prefer rented housing. Attention should be drawn to the high proportion of 

home rentals in Western Europe, which may have a positive impact on the 

mobility of the working population. Research by Barcelo (2006) conducted 

on European Community Household Panel (ECHP) data for France, 

Germany, Italy, Spain and the United Kingdom shows that people renting 

an apartment at market rates were much more likely to move for 

professional reasons than those owning an apartment or renting at prices 

below market prices (social housing stock). Their analysis also showed that 

people burdened with a mortgage are also more likely to move than home 

owners without a financial burden. 

 

Figure 2 Breakdown of the population in terms of home ownership and income 

level, 2011 (% of the population, left bars - income above 60% of the equivalent 

income median, right bars - revenue below 60% of the equivalent income median) 

 

Source: Eurostat. 
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Figure 3 shows the breakdown of the population in terms of home 

ownership and children. In CEE countries, the share of home owners 

without mortgage is very high, and the fact of having children only slightly 

affects their propensity to take a mortgage. However, in the case of the 

Western Europe, in households with children the percentage of owner-

occupied dwellings is higher. Yet, they are burdened with a mortgage. 

 

Figure 3 Breakdown of the population in terms of home ownerships and  type of 

household, 2011 (% of the population, left bars - households without children, right 

bars – households with children) 

 

Source: Eurostat. 

The situation that we observe in Europe is determined by four main 

factors: the historical and current economic situation, the banking sector, 

housing policy and demographic situation. In this paper we focus on 

housing policy, which regulates owner and tenant protection, subsidies and 

taxation. We present solutions adopted in other countries that have an 

impact on the economic situation. 
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According to the 2011 Eurostat data, in Germany as many as 46.6% of 

households lived in rented housing. Scanlon and Whitehead (2004) argue 

that private home rental is considerably less expensive than home 

ownership. Moreover, rents are regulated by the Mietspiegel index, which 

determines the annually updated, average rent level for particular locations. 

It is a form of tenant protection. If the rent exceeds the index by more than 

20%, the tenant can sue the landlord. The high share of rented housing is the 

consequence of a growing number of social programs launched in the past. 

Already in 1980, German investors had the possibility to take out subsidized 

loans for the construction of social housing, subsequently rented at lower 

prices. Once the loan was repaid, the property could be rented at market 

prices. In 1996 subsidies for households buying an apartment for the first 

time (Eigenheim - Zulage) were launched. The main objective of these 

measures was to ease financial constraints of low income young people. Aid 

was disbursed during the period of eight years after the purchase. Money 

was granted both for the purchase in the primary and in the secondary 

market. Moreover, additional aid was provided in respect of every child. It 

should be noted that the grants were small, and prudential appraisal of the 

apartment, based on the replacement value, did not allow property prices to 

rise. Bausparkassen loans offering lower interest rates as compared with other 

available credits are another incentive, encouraging home purchases. Under 

this scheme, future owners are required to have saved a certain amount of 

money for a period of approx. seven years before getting a loan. The interest 

rate is fixed and lower than interest rates on usual mortgage loans, however, 

the repayment period is short, which means high repayment instalments, 

likely to cause liquidity problems of the borrower. 



13NBP Working Paper No. 164

Home ownership, home rental and tenant protection…

10 
 

Figure 3 shows the breakdown of the population in terms of home 

ownership and children. In CEE countries, the share of home owners 

without mortgage is very high, and the fact of having children only slightly 

affects their propensity to take a mortgage. However, in the case of the 

Western Europe, in households with children the percentage of owner-

occupied dwellings is higher. Yet, they are burdened with a mortgage. 

 

Figure 3 Breakdown of the population in terms of home ownerships and  type of 

household, 2011 (% of the population, left bars - households without children, right 

bars – households with children) 

 

Source: Eurostat. 

The situation that we observe in Europe is determined by four main 

factors: the historical and current economic situation, the banking sector, 

housing policy and demographic situation. In this paper we focus on 

housing policy, which regulates owner and tenant protection, subsidies and 

taxation. We present solutions adopted in other countries that have an 

impact on the economic situation. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Owner, no outstanding mortgage or housing loan bez Owner, with mortgage or loan
Tenant, rent at market price Tenant, rent at reduced price or free

10 
 

Figure 3 shows the breakdown of the population in terms of home 

ownership and children. In CEE countries, the share of home owners 

without mortgage is very high, and the fact of having children only slightly 

affects their propensity to take a mortgage. However, in the case of the 

Western Europe, in households with children the percentage of owner-

occupied dwellings is higher. Yet, they are burdened with a mortgage. 

 

Figure 3 Breakdown of the population in terms of home ownerships and  type of 

household, 2011 (% of the population, left bars - households without children, right 

bars – households with children) 

 

Source: Eurostat. 

The situation that we observe in Europe is determined by four main 

factors: the historical and current economic situation, the banking sector, 

housing policy and demographic situation. In this paper we focus on 

housing policy, which regulates owner and tenant protection, subsidies and 

taxation. We present solutions adopted in other countries that have an 

impact on the economic situation. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Owner, no outstanding mortgage or housing loan bez Owner, with mortgage or loan
Tenant, rent at market price Tenant, rent at reduced price or free

11 
 

According to the 2011 Eurostat data, in Germany as many as 46.6% of 

households lived in rented housing. Scanlon and Whitehead (2004) argue 

that private home rental is considerably less expensive than home 

ownership. Moreover, rents are regulated by the Mietspiegel index, which 

determines the annually updated, average rent level for particular locations. 

It is a form of tenant protection. If the rent exceeds the index by more than 

20%, the tenant can sue the landlord. The high share of rented housing is the 

consequence of a growing number of social programs launched in the past. 

Already in 1980, German investors had the possibility to take out subsidized 

loans for the construction of social housing, subsequently rented at lower 

prices. Once the loan was repaid, the property could be rented at market 

prices. In 1996 subsidies for households buying an apartment for the first 

time (Eigenheim - Zulage) were launched. The main objective of these 

measures was to ease financial constraints of low income young people. Aid 

was disbursed during the period of eight years after the purchase. Money 

was granted both for the purchase in the primary and in the secondary 

market. Moreover, additional aid was provided in respect of every child. It 

should be noted that the grants were small, and prudential appraisal of the 

apartment, based on the replacement value, did not allow property prices to 

rise. Bausparkassen loans offering lower interest rates as compared with other 

available credits are another incentive, encouraging home purchases. Under 

this scheme, future owners are required to have saved a certain amount of 

money for a period of approx. seven years before getting a loan. The interest 

rate is fixed and lower than interest rates on usual mortgage loans, however, 

the repayment period is short, which means high repayment instalments, 

likely to cause liquidity problems of the borrower. 
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In Great Britain, the OOH rate in 2011 was approx. 68%. That figure 

results from low real interest rates (Levin and Pryce, 2009) and readily 

available innovative banking products (such as offset credits1, loans with 

flexible repayment options2 or interest-only mortgages, Scanlon and 

Whitehead, 2004). The high share of owner-occupied dwellings was 

supported through enabling citizens to purchase cooperative and municipal 

housing stock at lower prices. Moreover, many programs have been 

launched with the aim to help low-income individuals. Assistance was also 

provided to borrowers in the event of unemployment or sickness3. In the 

rental market, low-income households may also receive cash assistance. 

The situation in the Swiss housing market differs significantly from 

that in other countries (Bourassa et al. 2010). The state has an ambivalent 

attitude to owner-occupied housing and does not take any measures to 

increase the share of owner-occupied dwellings. However, many programs 

have been launched to strengthen the rental market, which accounts for 56% 

of the housing stock. It is worth noting that institutional investors in 

Switzerland hold approximately 28% of property for rent. Investors can 

borrow on preferential terms (at zero or low interest) if the apartments are 

available at a lower rate to a particular group of people for a limited time. 

Moreover, a number of tenant protection regulations have been put in place 

(e.g. controlled rents, subsidies, rent deduction from taxable income). On the 

other hand, home owners are heavily taxed. In Switzerland, unlike in other 

countries, imputed rents are included in income for the purpose of income 

                                                      
1 Mortgage offset account - the amount of savings accumulated in the offset account 

reduces the capital on which interest is charged. 
2 Loan with flexible repayment options – possibility to adjust the amount of loan 

instalments to borrower’s potential needs. 
3  Income Support for Mortgage Interest and Private Mortgage Protection Insurance 

Programme. 
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tax calculation. Moreover, hedonic models are used when calculating the 

price of a property for tax purposes and the value of collateral in the case of 

mortgage loans. The results of this method are more objective and the value 

more resistant to overvaluation during booms than those from the standard 

valuation method. The Swiss system encourages landlords to enter into 

long-term lease contracts. It gives a preferential treatment to tenants, being 

less attractive to investors. 

In the Czech Republic the share of OOH is approximately 80% of the 

housing stock and, as in the case of Poland, is the result of privatization of 

the former state-owned assets (see Scanlon and Whitehead, 2004). The rental 

market is partially regulated, but does not solve the problem of housing 

shortage. Government support is not extensive, assistance is provided only 

to first-time home buyers. There are grants allocated to support municipal 

housing construction. It should be noted, however, that this is not a social 

housing stock, as 90% of housing is rented at market prices. 

In Hungary, from 1989 to 1997, housing got privatized (see Scanlon 

and Whitehead, 2004). During this period, approximately 20% of the 

housing stock changed ownership from state-owned to privately-owned 

housing for approximately 15% of its market value. Currently, as much as 

approx. 90% of the housing stock is privately owned. Approximately 23% of 

dwellings are mortgage financed, which, as compared with other CEE 

countries, represents a large proportion. A home mortgage interest 

deduction was introduced in 1994. Initially, it concerned solely the primary 

market, only since 2002 it was extended to the secondary market. In 1996 a 

system of building and saving societies, similar to the German Bausparkassen 

was launched. The private rental market accounts for approximately 3% of 

the total housing stock, while 7% are rentals on preferential terms. In order 
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to develop the social rental housing sector, the government launched in 2005 

a program aimed to subsidize market rents for low-income families with 

children, yet its effects are still insignificant.  

In Poland in 2011, about 82% of housing was owner-occupied, while 

approximately 18% of housing stock was rental housing (including 

approximately 14.5% of apartments rented at a preferential, lower rate). The 

OOH market seems to be gradually supported by interest rate cuts. 

Moreover, the situation of the housing sector is under considerable, positive 

impact of the government-subsidised housing scheme RNS (Family on their 

Own), started in 2006 and terminated in 2012. It was aimed to help 

households to purchase an apartment. Works on a new Act, which is likely 

to be enacted in 2014 are underway. The Act will regulate the MDM 

(Housing for the Young) scheme, including both the real estate development 

market and secondary market as well as the construction of single-family 

houses. Moreover, the Act on the Protection of Home Buyers Rights, in force 

since April 2012, is intended to reduce buyer’s risk associated with buying a 

property from a real estate developer. The Polish real estate market 

demonstrates a shortage of rental housing, both private and social housing. 

In Poland, the systems of Social Housing Associations (TBS) created by the 

Act of 26 October, 1995, was supposed to provide rental housing to low- to 

middle-income individuals, yet, the program failed to bring the expected 

results. On the other hand, private residential development is subject to 

considerable rental risk (risk of vacancy, breached contracts as well as 

unsolved eviction or defaulting tenant problems). Rents are not regulated, 

yet are at a relatively constant level. 

The above analysis shows that the current situation in the housing 

market in particular countries is largely determined by governmental 

15 
 

regulations. The situation is largely affected by programs intended to 

facilitate home ownership or rental. It should be noted that measures taken 

should provide an adequate response to specific needs of the society. 

 

  



17NBP Working Paper No. 164

Home ownership, home rental and tenant protection…

14 
 

to develop the social rental housing sector, the government launched in 2005 

a program aimed to subsidize market rents for low-income families with 

children, yet its effects are still insignificant.  

In Poland in 2011, about 82% of housing was owner-occupied, while 

approximately 18% of housing stock was rental housing (including 

approximately 14.5% of apartments rented at a preferential, lower rate). The 

OOH market seems to be gradually supported by interest rate cuts. 

Moreover, the situation of the housing sector is under considerable, positive 

impact of the government-subsidised housing scheme RNS (Family on their 

Own), started in 2006 and terminated in 2012. It was aimed to help 

households to purchase an apartment. Works on a new Act, which is likely 

to be enacted in 2014 are underway. The Act will regulate the MDM 

(Housing for the Young) scheme, including both the real estate development 

market and secondary market as well as the construction of single-family 

houses. Moreover, the Act on the Protection of Home Buyers Rights, in force 

since April 2012, is intended to reduce buyer’s risk associated with buying a 

property from a real estate developer. The Polish real estate market 

demonstrates a shortage of rental housing, both private and social housing. 

In Poland, the systems of Social Housing Associations (TBS) created by the 

Act of 26 October, 1995, was supposed to provide rental housing to low- to 

middle-income individuals, yet, the program failed to bring the expected 

results. On the other hand, private residential development is subject to 

considerable rental risk (risk of vacancy, breached contracts as well as 

unsolved eviction or defaulting tenant problems). Rents are not regulated, 

yet are at a relatively constant level. 

The above analysis shows that the current situation in the housing 

market in particular countries is largely determined by governmental 

15 
 

regulations. The situation is largely affected by programs intended to 

facilitate home ownership or rental. It should be noted that measures taken 

should provide an adequate response to specific needs of the society. 

 

  



Narodowy Bank Polski18

Chapter 3

16 
 

3. Factors impacting housing decisions 

This section provides insight into housing decisions taken by 

households. First, we demonstrate the importance of housing in people’s life 

and we explain how regulations as well as monetary and housing policy 

affect the choices of real estate market participants. We refer to the article by 

Łaszek (2013), who analyses the purchase of a real estate both as a consumer 

good and as an investment good, which translates into individual decisions 

of potential buyers. The purpose of this article is to show that if renting is as 

expensive as purchasing, with inadequate housing policy, households will 

prefer to buy, even if they value mobility. Since the apartment is treated, 

sometimes erroneously, as a relatively safe and profitable way of allocating 

savings, it enhances the desire to own property. Yet, also high transaction 

costs4 should be taken into consideration. Housing is also an asset protecting 

against inflation and may be used as collateral. The above factors encourage 

home ownership in Poland. However, demand shocks, caused by relaxed 

loan granting criteria, inflate home prices. 

The crucial role of housing is to generate a stream of housing services. 

In this respect, in the short term there is no difference between owner-

occupied and rented housing. Yet, in the long term, the difference becomes 

more pronounced. In the short term, utility is provided by housing services, 

but in the long term, the utility of housing as an asset starts to outweigh. 

                                                      
4  Transaction costs incurred upon purchase and sale of the property are an important 

factor influencing the choices of housing market participants. They are estimated for 
different countries by EMF (2010). Direct costs related to the purchase and credit usually 
account for a few percentage points of the property value. There are also indirect costs, so 
the total cost may account for as much as 15% of the property value. Sanchez and Andrews 
(2011) present a detailed description of transaction costs, paying attention to the situation in 
the rental market and the likelihood of home change in the OECD countries. According to 
the results of their research, regulation of rents and protection of tenant rights limit the 
mobility of households. On the other hand, also high transaction costs usually borne by the 
buyer, reduce mobility of home owners. 
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Housing ownership is generally the largest part of the household’s wealth, 

which is usually a good protection against inflation and against rent 

increases5. The property can be used as collateral for a loan taken to generate 

revenue (e.g. in the case of a newly established business) or to smooth 

current consumption. Before undertaking a thorough analysis of decisions 

taken in the housing market, attention should be paid to household 

preferences which depend, among other things, on age and income. The age 

of tenants affect the rent they have to pay to the landlord. For example, 

young and mobile people are perceived as relatively risky tenants (e.g. less 

stable working conditions), and therefore pay higher rents than middle-aged 

persons. Older people prefer owning a property, considering it an asset for 

the future which they may let to obtain additional income. Moreover, the 

apartment may be later bequeathed to family members.  

According to the literature, the optimal housing decision depends also 

on the cost of housing. Taxation of income and tax relief may make 

purchased apartments more attractive than rented housing (see Poterba, 

1984). Banks’ prudential regulations, especially those concerning buyer’s 

down-payment, may hinder purchase decisions (see Stein, 1995). As we 

show in another article (Augustyniak et al., 2012) housing demand is also 

affected by multiplier effects. This means that small variations in the cost of 

credit lead to strong fluctuations in demand. Likewise, preferences, 

alternative saving methods and housing policy can have a direct impact on 

purchase decisions. There exists an extensive literature that presents models 

of choosing between home ownership and rental and verifies them 

                                                      
5 Yet, according to the NBP BaRN data (see NBP(2013)), during the last boom, rents were 

relatively stable or increased slightly, which undermines this statement. In the long term, 
rents show a slight upward trend. Especially for the elderly, who cannot expect significant 
revenue increase, home ownership can really boost their morale. 
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empirically. In 1983 Hendreson and Ioannides introduced a model which 

analysed the apartment both as a capital good and a consumer good. The 

authors concluded that if there are no transaction costs in the economy, tax 

distortions or credit limitations, the purchase decision is driven by demand 

for housing seen as both investment and a consumer good. This model was 

used as the basis for numerous analyses undertaken over the years and 

pursued in different directions. In 1994, Ioannides and Rosenthal empirically 

verified this model on data for the United States. Arrondel and Lefebvre 

(2001) developed a model that shows that there is a difference in 

consumption and investment demand, which determines the decision to 

purchase or rent housing. Banks et al. (2011) presented a study conducted 

for the United States and England, concerning housing consumption and the 

tendency of the elderly to change their apartment for a smaller dwelling. 

Sinai and Souleles (2005) found that owner-occupied housing provides 

protection against rising rents. 

It should be noted that analytical results of the above studies depend 

on the assumed functional form of the utility function. Yet, in the absence of 

adequate unit data at the microeconomic level to calibrate the Henderson 

and Ioannides (1983) model for CEE countries, we used generally available 

average data (income, prices, rents). We present an analysis of housing 

indicators which will be the basis for our conclusions6. In the further part, 

we focus only on households that make housing tenure decisions at present, 

not on the entire housing stock. The model by Henderson and Ioannides 

(1983), empirically verified by Ioannides and Rosenthal (1994), seems to be 

best suited to the reality of CEE countries. We describe it briefly. The model 

                                                      
6 The indicator analysis is rather commonly used in the NBP’s property market analyses and 

allows for an in-depth assessment of the market. 
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by Henderson and Ioannides (1983) describes the current and future utility 

of a household. The stream of housing services (h) depends on the size of the 

property hc and the level of intensity of its use, described by the f(u) function 

(see equation 1). 

( )     ( )            

 

The parameter u reflects the intensity with which the apartment is 

used. For example, a permanent abode will be used on a regular basis, 

whereas a cottage will be used only occasionally. The utility of housing of a 

particular size increases with the growing intensity of its use, yet, marginal 

gains decrease. Home rental generates the same utility as ownership, but 

there are certain reasons why it is cheaper than purchase. Henderson and 

Ioannides (1983) assume that the landlord may not transfer all the 

maintenance cost7 to the tenant. In our opinion, the landlord may transfer all 

permanent maintenance costs to the tenant, yet there are significant 

transaction costs incurred exclusively by the owner at the time of sale (see 

also Augustyniak et al., 2012). In this article we want to emphasize the role 

of transaction costs. First, they include fees (notary’s fees and real estate 

agent’s commission) and taxes. What's more, when selling an apartment, the 

owner incurs a risk of not being able to recover funds spent on fixing or 

refurbishment of the apartment. Moreover, it takes time to find a buyer and 

conclude the transaction, which generates additional costs. Maintenance 

costs and subsequent costs associated with the change of housing are 

described by the T(u) function for the owner and the τ(u) function for the 

tenant. At each level of home use, costs incurred by the owner are 

                                                      
7 Maintenance costs include not only monetary costs but also the time spent on housing 

maintenance, its depreciation, etc.  
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7 Maintenance costs include not only monetary costs but also the time spent on housing 

maintenance, its depreciation, etc.  



Narodowy Bank Polski22

20 
 

significantly higher than costs borne by the tenant (T(u)> τ (u)). These costs 

are rising with an growing level of utilization u. 

( ) ( )             
( ) ( )            

 

When a household chooses between home rental and ownership, it 

optimizes its multi-period utility. According to the Bellman equation, 

optimization in the multi-period model requires optimal decisions in two 

consecutive periods. Then all other decisions are also optimal. Therefore, the 

model assumes the existence of two consecutive periods: the current period 

(1) and the future period (2). To simplify the notation and the model, 

Henderson and Ioannides (1983) assume that maintenance costs are incurred 

in the second period. In the subsequent part, we describe the problem of 

housing tenure choice.  

If a household decides for home ownership, it maximizes its current 

utility U as well as the future utility from its wealth V(w). This is done by 

choosing the optimal size of housing hc, the level of its use u, the value of 

savings S and other consumer goods x, taking into account the household’s 

budget constraints arising from its income in subsequent periods (Y1 and 

Y2) and housing price P and the value of its assets at the beginning of the 

following period w. For the further analysis, the value of housing Phc (price 

of sq. m times the size of housing in sq. m) is multiplied by the interest rate 

r, to capture the fact that the purchase of housing is financed by a loan, thus 

the loan repayment8 is the owner’s current expense. The owner therefore 

solves the problem described by equations (4). 

                                                      
8 To make things simpler, at this point we do not take into account the buyer’s down-

payment, but the fixed loan instalment only.  

21 
 

( )     (   ( )  )   ( ) 

           

      (   )       ( )   

 

The tenant has a similar utility function, yet, he has to pay the rent R 

and in the next period has savings from the previous period only. 
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The rental market will be in equilibrium if the alternative cost of capital 

invested in the apartment will be covered by the stream of discounted 

income generated by the rent (6).  

 

It should be remembered that the landlord has a higher cost of living 

than the tenant, and the effective rent income will be reduced by the 

difference between these costs. The property price may vary from period to 

period, and it is assumed that the rent will adjust to the price accordingly. 
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The analytical solution of the model and the existence of an 

equilibrium are presented in detail in Henderson and Ioannides (1983). 

Based on their analytical model, we present a graphical analysis of choices 

made by participants in the property market as suggested by Ioannides and 

Rosenthal (1994). They used figure 4 to show how the ratio of housing 
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8 To make things simpler, at this point we do not take into account the buyer’s down-

payment, but the fixed loan instalment only.  
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consumption HC to housing investment HI affects the overall demand for 

housing. The desire to consume housing or to own it in the form of 

investment depends on a set of variables X, which are factors affecting 

demand (e.g. income, etc.). The magnitude of the difference between the 

desire to consume and invest, determines whether a household will buy or 

rent housing. 

 

Figure 4 Demand for housing consumption and housing 

investment in the Henderson and Ioannides model (1983) 

  
Source: Ioannides and Rosenthal (1994). 

We rely on the graphical analysis by Ioannides and Rosenthal (1994)9 

and adapt this analysis to the situation observed in CEE countries (see 

Figure 4). In Central and Eastern Europe there is a relatively large group of 

                                                      
9 The authors divide the market into 4 parts. Rent 1 means households which rent 

housing only, Rent 2 are home owners which, for various reasons, rent different housing. 
Owners 1 own a property which they use by their own, whereas Owners 2 own a number of 
dwellings for rent and live in one of them.  
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people living in social or subsidized housing (Rent 1) - see Figure 1. A 

relatively small number of households rent apartments at market prices 

(Rent 2). The largest group of households have one residential dwelling 

(Owner 1). There are also households that have more than one apartment 

and put some of them for rent in the rental market (Owner 2). 

What needs to be emphasised is the difference between the existing 

housing stock as shown in Figure 1, and the society’s housing needs, which 

we analyze. We observe a strong need for housing in various age groups in 

CEE countries (this was especially reflected in the recent price boom). Due to 

the relatively high cost of rental, the housing investment function is inclined 

towards the housing consumption function, which explains the housing 

booms caused by the growth in bank lending. As we point out in 

Augustyniak et al. (2013), demand shocks generate strong price increases 

and an excessive production of real estate development housing. An 

adequate housing policy, likely to provide much cheaper rental, would 

significantly reduce the need and desire to purchase housing, which would, 

in turn, ease the cycle in the residential market. What should be done then? 

The group Rent 1 should have their needs fully satisfied with social housing 

as their income allows them neither to purchase housing nor rent housing at 

market rates. This small percentage of households is in need of 

government’s assistance. Individuals belonging to the group Rent 2 are 

interested in renting at market rates, and therefore, would welcome an 

appropriate regulation of legal issues. They do not need home ownership 

but are looking for a dwelling tailored to their housing needs. If appropriate 

legal regulations are in place, protecting both tenants’ rights and home 

owners’ interests, a sizeable group of home owners (Own 2) will be formed. 

They will have both their own dwelling as well as one or more apartments 
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for rent to meet the needs of households belonging to the group Rent 2. 

Moreover, they do not have to own housing directly, if they can own shares 

in an investment fund, which provides professional tenant services. This 

solution is more transparent and less time consuming for the home owner. 

Appropriate legal regulations will enable landlords to benefit from a tax 

relief, and, at the same time, will force them to leave the grey economy. They 

will have to pay taxes and sign formal lease contracts. Obviously, such a 

solution is costly for the government, but contributes to the appropriate 

operation of the housing market. Finally, the group Own 1 will consist of 

individuals actually wishing to buy housing. If they purchase housing with 

cash, they will appraise it themselves and keep prices low. If, however, 

housing is financed with a loan, prudential housing appraisal methods need 

to be applied when granting a mortgage. Otherwise, as our analysis in 

Augustyniak et al. (2013) shows, excessively easy access to credit inflates 

house prices and leads to price bubbles. 

Moreover, if the rental market performs well, individuals who are just 

looking for a place to live but do not wish to purchase housing, will not add 

to the homeowners’ group and therefore will not generate an upward 

pressure on prices. 

  

25 
 

4. Summary 

Based on detailed recommendations for Poland, proposed in NBP 

(2010), we present a possible solution, which, in our opinion, should sort out 

the housing problems of CEE countries, discussed in this analysis. 

Appropriate regulations, designed to increase home rental availability and 

reduce prices in the rental market, improve the working of the housing 

market and increase the worker mobility and strengthen the stability of the 

financial system. 

In order to improve the situation in the housing market it is necessary 

to distinguish between different types of households, taking into account 

their income and housing needs. Low-income households should be 

provided assistance in the form of social housing stock. There are several 

possible solutions. First, local governments may enter into contracts and let 

their social housing stock to private individuals on a short-term basis. 

Another option is to create a program of a relatively low-cost, medium-

quality housing. As mentioned above, some EU countries are trying to meet 

housing needs with homes built by private investors with the government’s 

assistance. In Poland, the system of Social Housing Associations strove to 

reach a similar aim, yet, it failed to bring the expected results, while 

generating huge costs to the state budget. 

Moreover, the Polish residential market does not have a fully 

developed system of private rental housing. Private rental housing, which 

accounts for less than 10% of the total housing stock, is not intended as 

social assistance, but it is addressed to people wishing to rent housing at 

market rates. In the case of Poland, the key issue is to regulate the landlord-

tenant relationship through contracts with clearly defined terms and 

conditions. The existing tenant protection laws are a huge obstacle to the 
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development of the rental market. We believe that both parties should be 

guaranteed protection under the law - the landlord against abuse by the 

tenant, the tenant against excessive rent increases or groundless eviction. 

However, excessive protection may adversely affect the development of the 

rental market (e.g. by protecting the defaulting tenant we discourage 

potential investors from entering professional rental services). Moreover, 

proper regulations governing site management and construction ensure 

safety and improve the environment as well as neighbours’ relations.  

On the other hand, a careful, prudential method of real estate appraisal 

and appropriate loan granting criteria are necessary to limit the possibility of 

fast home acquisition by individuals without the necessary funds.  
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