
IV. Housing and the housing market 

Housing conditions, acquisition and use of dwellings can be analysed from various angles. This analysis takes the view of housing as a market which has several distinct specifics: 

-   Regional differences. The market shows significant regional differences stemming from the fact that dwellings are fix-located, they cannot be moved according to demand; similarly, demand for dwellings is regionally not sufficiently flexible because Czech people traditionally do not like moving. (An analysis of regional differences is not the subject of this treatment.) 

-  Investment vs. rent. There are two basic, to a certain extent mutually competing alternatives of satisfying demand for dwellings. Both have their pros and cons, depending inter alia on the amount and distribution of costs of dwelling acquisition and use. 
-  Tendency towards living in owner-occupied dwellings. The rapidly growing percentage of owner-occupied dwellings is a clear-cut trend of the last seventeen years. The results of a recent survey
 say that only 25% of households live in tenement houses, which is unique also in international context. 
-  Quality of housing. The quality of housing has undoubtedly been improving; relevant for this analysis is the marked increase of living floor area per capita. According to the aforementioned survey, it has reached 30 m2, whereby the Czech Republic is not far from west European countries. 
-  Extraordinary growth of prices. The prices of dwellings and rents grew substantially sharper than consumer prices. The costs of housing were thus a rapidly increasing item of household expenditures. 
- Psychological aspects. On the side of demand the housing market was strongly influenced by psychological aspects such as the fear of losing rented accommodation, invariably rising rents and prices of new dwellings, or impact of advertising. 
-  Purchase of dwelling as an investment. Considering the trend of prices and investment rates, investment in dwellings appreciated much more rapidly than, for example, deposits at banks. 

This analysis covers the period up to 2006, in certain cases up to 2007. 

Supply of dwellings 

Numbers of completed dwellings represent the basic information. Before 1990 the annual numbers of completed dwellings grew rapidly and peaked in 1975, then decreased. After 1990 the number diminished and reached an all-time low in 1995. Then they grew moderately and are around 30 thousand a year in last years. 

Dwelling decreases. The numbers of completed dwellings do not show the real increase in supply. They have to be adjusted for decreases which include liquidation, change of use and changes in dwelling stock registration. 

The dwelling decreases up to 1990 had many reasons, among them was the massive movement of rural population to towns; dwellings left especially in small municipalities were no more used for permanent housing. After 1990 decreases were recorded caused by conversions into non-residential commercial spaces, administrative changes in the classification of some buildings – spaces were re-registered back as dwellings for permanent housing, and other changes. The results of supply defined in this way are rather different to the numbers of completed dwellings. 

Additional supply. In the 1990’s, 243 thousand completed dwellings were recorded. According to a CZSO estimate, no more than 100 thousand dwellings were wasted over the same period, so that the net increase should have been 143 thousand, but the Population and Housing Census 2001 counted a net increase of 289 thousand dwellings. According to the CZSO survey
, the discrepancy amounting to 146 thousand dwellings was due to the following reasons: 

· 60 – 65 thousand dwellings are dwellings used solely for recreation, though they meet the conditions of permanent housing 

· 20 – 25 thousand dwellings were returned to permanent housing through construction enhancements

· 15 – 20 thousand dwellings were obtained by declaring more dwellings in a family house 

· 35 – 40 thousand dwellings were counted for other reasons, e.g. after restitution 

Roughly a half of the total discrepancy is due to administrative changes and the other half to construction enhancements which represented physical increase of the dwelling stock. The fall in the numbers of completed dwellings in the 1990’s was thus partly compensated for by construction enhancements which produced about 70 thousand dwellings. 

In the same period (1991–2001), 539 thousand unoccupied dwellings were registered; however, they cannot be considered as dwellings ready for immediate moving in for the following reasons: 

· 175.2 thousand dwellings were used for recreation, especially those in small municipalities 

· 117.2 thousand dwellings were used for temporary housing, mainly in large towns 

·   53.2 thousand dwellings were unfit for permanent housing

·   83.2 thousand dwellings were temporarily unoccupied due to reconstruction, outstanding restitution issues, etc. 

Yet nearly half of the permanently unoccupied dwellings could have served permanent housing (or even did serve). 

We can sum up that not many new dwellings were completed in the 1990’s, but real – or at least potential – supply was considerably higher, the market adapted to the situation. No correcting information of this kind is available after 2001, it will be known after the Population and Housing Census 2011. It is just a matter of speculation that the facts found in the decade 1991–2001 on changes in supply caused by other factors than new construction are unlikely to appear again in the current decade. And if so, it will definitely not assume such big proportions. The numbers of completed dwellings grew, so that the increase could compensate for the probable decrease of alternative forms of additional supply of dwellings. 
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Quality of dwellings. An in-depth analysis would require an observation of the age and quality of dwellings and last but not least the regional distribution of dwellings. This treatment will be confined to a single, in this context relevant factor – the number of persons per dwelling has been decreasing, which raises the quality of housing. While according to the Population and Housing Census 2001 the average person had available a floor area of 27.7 m2, the above-mentioned CZSO survey in 2006 found 30 m2 per person, which is a significant improvement enhancing also the international position of the Czech Republic. Just for comparison: floor area per person in Austria is 38.4 m2 (2003), in Germany 40.1 m2 (2002) and in France 37.5 m2 (2002)
. However, the same CZSO survey produced also some less encouraging results: for example, respondents in a quarter of households think they live in a damp or dark dwelling. 

Type of building and final use. Further we shall analyse the number of completed dwellings by type of building and final use. Whereas up to 1990 the overwhelming majority of completed dwellings were those in prefabricated buildings owned by cooperatives (housing associations), since 1991 dwellings completed in family houses have been more numerous than dwellings in multi-dwelling houses, although these exceeded 10 000 a year in last years. (In general, the percentage of dwellings in extensions grew). Nevertheless, the highest and still growing share in the total number of dwellings completed in multi-dwelling houses had dwellings intended for personal ownership; the percentage of dwellings for commercial or fair rent was relatively low. While according to the aforementioned CZSO survey (see footnote 1) the percentage of households in rented accommodation was 25% in 2006, in the countries like Austria, Germany, France or the Netherlands 50–70% of households not exceeding 60% median income lived in rented accommodation; the situation in the south-European countries is somewhat different
.
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These changes in supply (percentages would be even more distinct) certainly have their underlying causes and effects, which will be analysed in detail below. 

Demand for dwellings

In contrast to the proverbial “rolls”, the measurement of demand for dwellings is rather more complicated; we shall approach stepwise. In doing so, the period covered will only be after 1990. 
Demographically defined “demand” in the period after 1990

-  Changes in the population size provide initial guidance. Within the first approach let me admit that after 1990 they follow a similar curve as numbers of completed dwellings – they fall, and increase only after 2002. 

-  Changes in numbers of births may be an even more convincing proxy variable. The numbers of live births decreased up to 1999 and then rose. 

- Changes in numbers of households are certainly the best indicator; data, i.e. unavailability of the time series
 poses a problem. Nevertheless, “demand” defined like that grew also in the 1990’s when the two previous indicators fell. 

-  Changes in so-called construction intensity are likewise a suitable indicator and at least they indicate an improvement of supply relative to the size of population over last years (also in international comparison), but it is uncertain if also relative to the number of households demanding dwellings. 

Construction intensity

	
	1997
	1998
	1999
	2000
	2001
	2002
	20003
	2004
	2005
	2006
	2007

	Czech Republic
	1.63
	2.15
	2.31
	2.45
	2.42
	2.68
	2.66
	3.16
	3.21
	2.94
	4.03

	Germany
	.
	.
	.
	5.1
	.
	.
	.
	3.4
	.
	.
	.

	Netherlands
	.
	.
	.
	4.7
	.
	.
	.
	4.0
	.
	.
	.

	Austria
	.
	.
	.
	6.6
	.
	.
	.
	5.2
	.
	.
	.

	France
	.
	.
	.
	6.3
	.
	.
	.
	5.8
	.
	.
	.


Note: Numbers of completed dwellings in a given year per 1000 mid-year population 

Source: International comparison for 2000 and 2004 from Housing Statistics in the European Union, 2004 
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Effective demand for dwellings, however, has to be based on financial resources. It is clear that the acquisition of an owner-occupied dwelling is an investment, not a current expenditure item. An alternative to such an investment may be, under certain conditions, the hire of a dwelling. 

Investment demand. The acquisition of owner-occupied dwelling is an investment many times exceeding the annual income of the majority of the population and the average amount of savings as well. In spite of that, investment demand in last years grew rapidly: 

-  The amount of the saving with building societies increased six times over last ten years, from CZK 60 billion in 1997 to CZK 360 billion at the end of 2006. Tied to it were housing loans (incl. bridging loans) which rose incredibly from CZK 6 billion to CZK 135 billion over the same period. (In 1997 they made up roughly 10% of the amount of the saving with building societies and in 2006 already 37.6%.) 

- Mortgage loans. The cumulated amount of the principal of mortgage loans granted to citizens grew from CZK 68 billion to CZK 469 billion over last five years (2002–2007), i.e. nearly seven times. The cumulated principal amount of mortgage loans granted to legal persons is not quite small either, whereas the low initial amount of loans granted to municipalities has still been decreasing. Citizens invest a decisive part of the mortgage loans in housing, yet only a smaller part of it in construction. 
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Source: Selected Housing Data, Ministry for Regional Development; mortgage banks
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Transfer. Change of ownership. A relatively large part of natural parsons’ resources was not used for the acquisition of a new dwelling. This applies both to saving with building societies which may be spent on other things (e.g. purchase of furniture) and to mortgages which may be used for the purchase of existing dwelling (considering the purpose of the mortgage, it is two thirds). This implies change of ownership and transfer of financial resources, but the demand for new, i.e. additional dwellings, is not satisfied. It is significant that a large part of these financial resources disappears from the dwelling market, unless used by the seller for construction of new dwellings. This is, however, probably not the case of municipalities and natural persons. As a result, the rapidly growing effective demand for dwellings is only in part demand for dwelling construction and in part represents only the costs of ownership transformation. 
Demand for rented housing. This alternative demand cannot be directly measured; we can only speculate about the conditions of its generation. Of course, living in owner-occupied dwelling is in a number of ways better than rented housing; therefore, there are in the first place individual circumstances leading to the preference of rented housing, e.g. the need of housing for a certain period of time. Physical availability is another condition; there must be the sufficient number of rented dwellings on offer. And last but not least, acceptable prices, in other words rents have to be able to compete with mortgage instalments. 

Dwelling prices and rents

Well aware of considerable regional differences, let me proceed to an analysis of aggregate (average) data. 

The price per m2 of living floor area was on the long-term increase; the price of older dwellings grew faster than the price of new ones. In these circumstances:

-  The price has been higher and growing more rapidly in comparison to acquisition value per m2 in a newly completed dwelling. 

-  Acquisition value per m2 in multi-dwelling buildings roughly followed the growing prices of construction work; the value in family houses tended to follow the growth of consumer prices (i.e., it increased slower than in multi-dwelling buildings). 

-  The growth of construction work prices was only partly due to increase of material input prices (this increase was slower). 

-  The prices of land grew.
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Rent per m2 of living floor area
-  The maximum (regulated) rent rose more than eightfold between 1990 and 2002 and was considered equal to the costs. 

-  Also after 1997 it grew more rapidly in comparison to acquisition value per m2 in a completed multi-dwelling building. 

-  Rent in housing associations and imputed rent rose slower than the regulated rent, so that it now makes up roughly a half of the regulated rent. 

-  Contractual rent – in 2001 more than twice as high as the regulated rent and grew faster. 

We should note that the rent makes up about 20% of the total costs of housing; a decisive role is played by the costs of energy. 
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Note: monthly rent per 1st category dwelling, two habitable rooms

The movement of dwelling prices affects especially the amount of mortgage loans and, hence, the level of instalments. On top of that, it also affects the level of rents. There are also other factors: the rent control and the shortage of rented housing in particular, which resulted in signing more or less illegal subtenant contracts and opening the scissors between the regulated and market rent. 

It is apparent that mortgage instalments reflect the trend of dwelling prices, which is not the case of market rent (let alone the regulated one). What we should stress are significant regional differences: in Ostrava, for example, the conditions of purchase of a dwelling (through mortgage) and corresponding rent are roughly the same, whereas in Prague the rent (substantially higher) is below the half of mortgage instalments because the demand is higher than supply. 

Housing support. The price of dwelling and the rent were also affected by public housing support which included: 

-  Support for saving with building societies and mortgages from public resources targeted demand (and supply as well) to owner-occupied dwellings and facilitated the purchase of a dwelling. 

-  Rent control was applied to cushion the growing rents (to the detriment of owner-occupiers, physical persons as well as municipalities and legal persons) and thus contributed to the increase of new contractual rents and more or less illegal contracts on the one hand, and motivated owners of rented dwellings to sell them on the other. 

The public housing support was also focused on: 

-  Housing construction support for the socially disadvantaged and people with disabilities. These dwellings are mostly acquired by municipalities, but their numbers are low and tend to decrease. 

-  Support for modernisation and reconstruction of especially prefabricated buildings, which improves not only housing and energy savings, but also adds to the lifespan of the buildings. 

(Im)balance in the market 

Now we have available all basic indicators needed for a complex analysis of the dwelling market: supply, demand and prices (incl. rent). Depending on selection of the indicators, there are four generalisations at hand: 

Higher supply than demand. As mentioned above, the number of persons per dwelling has been decreasing. The interpretation is that supply grew faster than demographically determined demand. However, it is possible that such a development was caused by the increasing number of one-person households and by decreasing number of persons living in existing dwellings (where the parents remain and the children seek new dwelling), so that supply relative to the number of households is not higher. 

Supply corresponds to demand. In view of the above-mentioned let us admit rather identical direction of changes in supply and demand. A conclusion like this is supported by data on intensity of housing construction and trend in number of households. However, this gives no information about the causality, because there were mainly specific effects on both sides, though we can expect a certain degree of interaction. The primary explanation of falling increases of births at the start of the 1990’s is changing preferences of young people, especially putting off raising a family. Additional explanation may be the relative shortage of dwellings. And also growing supply of completed dwellings in the following years surely reflects adaptation to the demand for dwellings, but primarily reflects a certain consolidation of the supply side in new circumstances. 

Demand higher than supply. The increasing price of new dwellings partly reflects a higher quality, but this reason is insufficient, considering that the price of older dwellings grew more rapidly. More likely is the assumption that the price grew thanks to effective demand for dwelling purchase being higher than supply for the following two reasons: growing number of people intending to purchase a dwelling and, within this set of people, growing number of those ready to accept a higher price. 

The growing prices yielded profit to the construction industry in general, and to developers and dwelling owners in particular. It would have been, as it should if the profit had been reinvested in housing construction to satisfy demand. Unfortunately, it is not that simple. Let me remember that part of effective demand was absorbed by transfer. 

Shortage of rented dwellings.  The rent is on the long-term increase and, besides getting closer to real costs of acquisition, operation and maintenance as the primary reason, another reason is the shortage of rented dwellings, especially in large towns (demand). 

A key question appears: why more rented dwellings in multi-dwelling buildings are not built and why existing rented dwellings are massively sold. At least the first approach to a convincing answer is at hand: 

-  Investors who would think of rented dwellings (which applies to private investors as well as municipalities or former company dwellings) argue that the level of rent is limiting the room for the inclusion of costs of maintenance and profit incl. depreciation. (Individual dwelling owners usually do not calculate at all or calculate insufficiently the costs of maintenance and depreciation; by any means, they underreport them). 

-  When the rent is lower than mortgage instalment, it is advantageous for rented housing; however, mortgage is available (and supported by the state), rented dwellings are not available (both new and older ones); moreover, the number of rented dwellings has been decreasing. 

- For these reasons developers could invest under low-risk and high-profit conditions, they were able to accept higher prices due to growth of construction work prices and particularly land costs, because they sold the dwelling. 

The consequences of the aforementioned are as follows:

-  The purchase of a dwelling is not affordable for everyone. However, supply of rented dwellings is insufficient and there is a shortage of council dwellings
.

-  The demand for purchase of a dwelling (instead of rented dwelling) is more or less enforced by the structure of supply and has serious social implications. 

-  The argument that the preference of own dwelling is in line with the historical tradition (owner-occupied housing prevailed before the massive construction of prefabricated building began) leaves aside one structural aspect: owner occupied houses were predominantly in the country, in towns was prevalent rented accommodation. 

-  Today’s trend of return to countryside or, more precisely, to the vicinity of towns with all – rather negative – implications for regional development is based on a number of reasons; among them is that owner-occupied housing is more easily available in the country than in towns (leaving aside ownership transformation of formerly rented dwellings). 

-  In any case a significant part of investment expenditures disappears from the market without any equivalent in the form of new dwellings; this is an important phenomenon. 
















� Household Income and Living Conditions in the Czech Republic 2006, CZSO 2006


� Population and Housing Census 2001, source publication, chapter 12 Dwelling stock, CZSO 2005


� Housing Statistics in the European Union, 2004


� Housing Statistics in the European Union 2005/2006, Min. of Infrastructure, Italy 2006


� The Population and Housing Census says that there were 3 984 thousand households in the Czech Republic in 1991 and 4 216 thousand households in 2001, i.e. an increase of 230 thousand over a ten-year period. 


� There is no definition of council flats. The Ministry for Regional Development prepares the definition for new law. 
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List1

		

				počty obyvatel (levá osa)		počty narozených dětí (pravá osa)

		1990		10362.74		130.564				10,362,740		130,564

		1991		10308.682		129.354				10,308,682		129,354

		1992		10317.807		121.705				10,317,807		121,705

		1993		10330.607		121.025				10,330,607		121,025

		1994		10336.162		106.579				10,336,162		106,579

		1995		10330.759		96.097				10,330,759		96,097

		1996		10315.353		90.446				10,315,353		90,446

		1997		10303.642		90.657				10,303,642		90,657

		1998		10294.943		90.535				10,294,943		90,535

		1999		10282.784		89.471				10,282,784		89,471

		2000		10272.503		90.91				10,272,503		90,910

		2001		10224.192		90.715				10,224,192		90,715

		2002		10200.774		92.786				10,200,774		92,786

		2003		10201.651		93.685				10,201,651		93,685

		2004		10206.923		97.664				10,206,923		97,664

		2005		10234.092		102.211				10,234,092		102,211

		2006		10266.646		105.831				10,266,646		105,831

		2007		10322.7		114.632
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				2002		2003		2004		2005		2006		2007

		kumulovaný objem		66.223		102.436		154.395		226.464		327.304		469.593

		kumulace		66,223		102,436		154,395		226,464		327,304		469,593
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List1

		Ceny

						1997		1998		1999		2000		2001		2002		2003		2004		2005		2006		1998=100

		cena bytu (m2))												7,326		8,015		10,096

				index												109.4		126.0

				Praha										21,006		23,080		30,386

				index												109.9		115.1

				Ústí										3,269		3,101		3,832

				index												94.9		123.6

		indexy cen bytů (meziroč.)

				nové						104.4		116.1		120.7		118.1		111.3

				opotř.						vyšší

		indexy cen RD (prům.2000=100)								93.3		102.6		114.6		120.1		126.3								124.3		2004

		indexy pozemků (meziroč.)																								134.5		stavební

				samost.						93.6		106.6		110.2		119.1		124.7

				s nemovitostí						101.2		100.8		117.6		124.4		133.3

		dokonč. byty (m2 obyt.)

				RD		23,109		23,913		24,899		24,654		24,993		25,944		27,041		27,960		27,942		29,090		116.8		2,005

				index						104.1		99.0		101.4		103.8		104.2		103.4

				bytové		23,542		27,688		26,902		28,470		30,180		28,245		29,575		29,982		31,252		33,133		112.9		132.7499787614

				index						97.2		105.8		106.0		93.6		104.7		101.4

				celk. vč.		x		23,191		23,374		23,040		23,839		24,705		25,788		26,940

				index				nižší

		spotř. ceny																								111.7

		ceny staveb. prací (2000=100)														106.8		109.2		113.2		116.5				116.5

				mater. vstupy																						113.2

				staveb výroba																						119.4
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		Nájemné

												1997		1998		1999		2000		2001		2002		2003		2004		2005		2006

												857		1082		1182		1240		1290		1403		1403

		Praha										14.29		18.03		19.7		20.67		21.5		23.39		23.39

		do 10 tis.										10.68		12.28		13.42		14.08		14.04		15.93		15.93

						1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004		2005		2006

		nájemní byt				355		395		494		689		923		1,074		1,146		1,217		1,321		1,391		1,426		1,438		1,462

		byt SBD				295		313		354		389		495		528		601		635		706		769		887		1,029		1060

		byt vlastníka				292		306		351		383		452		485		550		558		596		669		763		836		920
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		Hypoteční úvěry

				2002		2003		2004		2005		2006

		jistina		30,310,167		47,596,947		68,126,005		98,320,399		140,659,780

		z toho obyv		22,532,210		36,212,394		51,957,481		72,068,812		100,839,687

		na bydlení		22,650,235		38,278,360		50,706,759		73,357,197		115,190,045

		z toho obyv.		19,708,444		32,057,880		45,688,232		61,365,208		91,890,850

		na výstavbu		14,489,121		19,422,499		24,821,213		37,030,849		54,040,625

		z toho obyv.		9,098,544		12,071,504		15,605,660		22,572,451		28,818,108

		Stavební spoření

				1997		1998		1999		2000		2001		2002		2003		2004		2005		2006

		uspořená částka		59.6		81.7		93.6		110.4		133.3		180.2		236.8		289.1		328.9		359.8

		úvěry		5.2		17.7		26.3		31		37		46.3		63.6		84.2		108.1		135.4
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				dokončené bez nástavby		na prodej		komerční nájem		sociální nájem		rodinné domy		bytové domy

		1997		4		1		1		2		9		8						4,447		880		1,048		1,663		8,579		8,178

		1998		7		3		1		2		11		12						6,689		3,250		1,419		1,604		10,670		11,513

		1999		7		4		1		1		12		12						6,501		3,608		1,043		1,424		11,777		11,957

		2000		5		2		1		1		13		12						5,390		2,296		1,294		1386		13,377		11,830

		2001		5		2		1		1		14		11						5,022		2,220		865		1,297		13,641		11,117

		2002		6		3		1		1		15		14						5,602		2,868		1,224		661		14,673		13,622

		2003		6		3		1		1		14		13						6,252		2,851		1,129		1,108		13,883		13,244

		2004		9		5		1		1		16		17						9,228		4,587		979		1,282		15,755		16,513

		2005		10		8		1		1		16		17						10,142		7,597		1,147		535		15,742		17,121

		2006		0		0		0		0		15		15														14,917		15,273
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		Bydlení

						Rok		Počet dokončených bytů

								celkem

				1948		1948		11,017		11.017

						1949		15,978		15.978

				1950		1950		22,685		22.685

						1951		18,970		18.97

						1952		21,079		21.079

						1953		23,631		23.631

						1954		21,109		21.109

				1955		1955		30,459		30.459

						1956		31,238		31.238

						1957		28,657		28.657

						1958		28,434		28.434

						1959		42,852		42.852

				1960		1960		50,804		50.804

						1961		50,449		50.449

						1962		51,773		51.773

						1963		48,729		48.729

						1964		47,064		47.064

				1965		1965		48,200		48.2

						1966		45,342		45.342

						1967		50,295		50.295

						1968		55,624		55.624

						1969		54,787		54.787

				1970		1970		73,445		73.445

						1971		70,226		70.226

						1972		75,414		75.414

						1973		77,695		77.695

						1974		85,616		85.616

				1975		1975		97,104		97.104

						1976		86,350		86.35

						1977		87,872		87.872

						1978		83,273		83.273

						1979		77,094		77.094

				1980		1980		80,661		80.661

						1981		63,084		63.084

						1982		61,400		61.4

						1983		57,078		57.078

						1984		57,298		57.298

				1985		1985		66,678		66.678

						1986		47,080		47.08

						1987		49,000		49

						1988		50,700		50.7

						1989		55,073		55.073

				1990		1990		44,594		44.594

						1991		41,719		41.719

						1992		36,397		36.397

						1993		31,509		31.509

						1994		18,162		18.162

				1995		1995		12,998		12.998

						1996		14,482		14.482

						1997		16,757		16.757

						1998		22,183		22.183

						1999		23,734		23.734

				2000		2000		25,207		25.207

		226,187				2001		24,758		24.758

						2002		27,291		27.291

						2003		27,127		27.127

						2004		32,268		32.268

						2005		32,863		32.863

				2006		2006		30,190		30.19

						2007		41,650		41.65

				bilance bytů

						1980-1970		1981-1991

				přírůstek		564,780		295,782

				dokončené		821,305		530,620

				úbytek		-256,525		-234,838

				likvidace

				dodateč.

				hypotet. N

				neobydlené		158,775		84,947
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