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TIVRREELY) —< T av7(2008.9.15):
Financial Times 2008.3.23
ortgage rescue talks under

Central banks discuss
feasibility of bail-out
Home loan-backed
securities targeted

By Chris Giles and
Krishna Guha in London

Central banks on bath sides of
the Atlantic are actively engaged
in discussions about the feasibil-
ity of mass purchases of mort-
gage-backed securities as a possi-
Dle solution to the credit crisis.

Such a move would involve the
use of public funds to shore up
the market in a key financial
instrument and restore confi-
dence by ending the current
wicious circle of forced sales, fall-
ing prices and weakening bal-
ance sheets.

The conversations, part of a
broader exchange as to possible
future steps in battling financial
turmoil, are at an early stage.
However, the fact that such a
miove i5 being discussed at all
indicates the depth of concern
that exists over the health of the B
‘banking system, ' [

It shows how far the policy
debate has suifted m recent | HE FfOUF ‘new sheriffs’
‘weeks as the crisis has spread to
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This Time 1s Different.

Reinhart and Rogoff (2008), (2009).

Kiyotaki and Moor (1997) 7L A7 )1

Shimizu, Nishimura and Watanabe(2010), Shimizu and Watanabe(2010)
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Diewert, Nomura and Shimizu (2025).
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Global Aging and Secular Stagnation.
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Global Saving Glut.
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Capital Flight
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Xiangyu Guo, Takatoshi Ito, Chihiro Shimizu (2024).
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TRANSMISSION
MECHANISMS

HOW POLICY CHANGES

COMPONENTS OF

AFFECT SPENDING

SPENDING (GDP)

MONETARY POLICY

I

TRADITIONAL
INTEREST-
RATE

EFFECTS

Monetary
policy

|

Real
interest rates

INVESTMENT

RESIDENTIAL
HOUSING

CONSUMER
DURABLE
EXPENDITURE

OTHER ASSET PRICE EFFECTS

BEXCHANGE
RATE
EFFECTS ON
NET EXPORTS

Monetary
policy

|

Real
interest rates

}

Exchange
rate
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THEORY

Monetary
policy

|

Stock prices

}

Tobin’s g

INVESTMENT
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EFFECTS

Monetary
policy

|

Stock prices

}

Financial
wealth
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Monetary
policy

|

Bank deposits

|

Bank loans

INVESTMENT

RESIDENTIAL
HOUSING

Monetary
policy

}

Stock prices

Moral hazard,
adverse
selaction

|

Lending activity

CREDIT VIEW

CASH FLOW
CHANNEL

Monetary
policy

|

MNominal
interest rates

|

Cash flow

Moral hazard,
adverse
selection

|

Lending activity

INVESTMENT

UMNANTICIPATED
PRICE LEVEL
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Monetary
policy

|

Unanticipated
price level

Moral hazard,
adverse
selection

|

Lending activity

INVESTMENT

HOUSEHOLD
LiQUIDITY
EFFECTS

Monetary
policy

|

Stock prices

|

Financial
wealth

Probability
of financial
distress

|

RESIDENTIAL
HOUSING

CONSUMER
DURAELE
EXPENDITURE

l

AGGREGATE DEMAND

(HHFT) Mishkin. (2019). Figurel, pp.681
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 US: Mankiw and Weil (1989):

— US housing demand would peak in the 1980s due to the baby boomer
generation, making a prediction that housing prices will subsequently decline
47 percent in real terms by 2007.

 Canada: Engelhardt and Poterba (1991):

— No statistically significant relationship was observed with the estimated
housing demand index and housing price fluctuations.

 Japan: Ootake et al (1996), Shimizu et al (2010) :

— Demographic changes have an effect on housing price fluctuations in the short
term, but that in the long term, demographic factors do not affect housing
prices as housing supply increases in response to an increase in demand.
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o Nishimura (P75 Z)(2011)
- RIF AN B R =

0—19 N [ and 6sLL B AN,
20—64%3% N [
. Takats (2012)

- i A\ HRAF R
655k N I,

" 20-641% A\

e Tamali, Y., C. Shimizu and K. G. Nishimura. (2017), “Aging and Property Prices: Theory of a Very
Long Run and Prediction on Japanese Municipalities in the 2040s”, Asian Economic Policy Review.
16(3), 48-74.

Saita,Y., C.Shimizu and T.Watanabe(2016), “Aging and Real Estate Prices: Evidence from Japanese and
US Regional Data,” International Journal of Housing Markets and Analysis, 9, 69-87.
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Real Estate Prices and Demographic Changes in Key
Regions: Japan.
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Regions: US
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Population Bonus and Onus in Japan.

* The post-war era of rapid economic growth was driven by the
generation born during the postwar baby boom reaching the

working age. This period 1s known as a “population bonus
phase” (Ito and Hoshi, 2020).

— At that time in Japan, “Optimism’” was extremely high.

» Following the collapse of the bubble in 1991, Japan’s working-
age population has continued to decline.

— In recent years, in conjunction with deflation and a low
economic growth rate, the property market has struggled with
a high vacant house rate and increase of land with
relinquished ownership:

It has entered the “population onus phase.”
— In this time in Japan, “Pessimism” is extremely high.
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Figure 1: Persistently Optimistic Predictions of the Total Fertility Rate by
Government Experts at the Unfavorable Time of Declining Rates (Japan)

Source: National Institute of Population and Social Security Research. Various issues.




Main discussion points.

* Focusing on residential property, which, as a means of wealth
accumulation, represents the largest share of household assets
regardless of the country, we empirically clarify the relationship
between changes in demographics (including the aging of the
population), nominal interest rates determined by monetary
policy and residential property prices.

The importance of demographic expectation formation:
considerable difference exists between expected and unexpected
change in demography.




Findings (1).

* Population factors are key variables for a PVR for long-term
changes in residential property prices, based on long-term
panel data covering a diverse range of circumstances in 17
countries over 46 years.

— The ratio of the young population to the total population rises
by 1%, residential property prices will increase by 5.579%,
while, conversely, if the old population ratio increases by 1%,
residential property prices will fall by 5.705%.

— The effect of monetary easing measures, such as lowering of
nominal interest rates, 1s severely restricted during population
onus (aging) periods and in countries facing them.
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Findings (2).

« Expand the model to include the effect of the difference between
population predictions and the actual populations (i.e., surprise)
in various countries on the residential property price inflation rate
(deflation rate).

— Unforeseen increases in the young population ratio amplify the
effect of interest rate cuts and raise residential property prices.

— Meanwhile, the sign for prediction errors relating to the old
population ratio in Equation (11) implies that the aging of the
population, which advances faster than expected, will curb the
effect of interest rate cuts in boosting residential property
prices.
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Population bonus and onus.

The “population bonus period,” when the population and the
proportion of the working-age population increased, residential
property prices soared as housing demand increased.

— This tendency 1s strengthened further when credit conditions
are loose with low nominal interest rates. Moreover, 1f
demographic changes are unanticipated, then the credit
conditions’ effects become larger.

The “population onus period”, when the portion of old population
1s increased substantially, residential property markets are
stagnated, and looseing of credit conditions do not have as strong
positive effects as in the case of population bonus period.
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Policy implication 1: Monetary policy.

« The interaction varies across countries between demographic factors
and credit conditions (nominal interest rates) determined by monetary
policy.

— This result has an important implication for policies: different
countries should have different policies to counter undesirable
effects of demographic changes and credit conditions on property
prices.

e Natural Rate of Interest:

— The central bank can induce the nominal interest rate to the level of
the natural rate of interest.

— The current depreciation of the yen, the creation and collapse of the
bubble economy in the 1980s, and deflation in late part of 20
century. What was the appropriate decision in terms of the natural
rate of interest?
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Policy implication 2: Improved demographic
composition.

* In order to maintain the sustainability of the property market or
society, it 1s necessary to decrease the old age dependency

) and increase the child age dependency

ratio(n;, yd n‘-”rk).

rati O( old er

jit
- High housing costs discourage having children.

"ld ! &nwrkT Extend the retirement age/ 65—70 or 75.

,t 91 Improve birthrate—Development of child-care system.

Population has become heterogeneous as immigration/emigration
1s increasingly important.
— As population becomes heterogeneous, its compositional
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Policy debates 3: Super Star Cities vs local cities.

* Bipolarization in residential property markets 1s under way: some
parts of urban areas (so-called superstar cities) experience rapidly
rising residential property prices while the rest of a country
suffers declining prices in regional property markets.
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Can Singapore survive?

Study from Chihiro Shimizu at NUS says home prices could fall
30 per cent by 2040, but analysts say investment and immigration
flows will support prices, mitigate effect of ageing, less dynamic
population

By Lee Meixian leemx@sph.com.sg @LeeMeixianBT Older
population, cheaper homes? SEP 8, 2015 5:50 AM Singapore

The Business Times SEP 8.2015

Can Singapore survive?
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The Journal of Real Estate Finance and Economics
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Do Foreign Buyers Pay More Than Domestic Buyers?
Evidence from International Transaction-Level Data

Daisuke Miyakawa'® - Chihiro Shimizu?® . lichiro Uesugi®

Accepted: 14 December 2022
® The Author(s) 2022

Abstract

In this paper, we examine the role of international capital flows in real estate prices
by quantifying the extent foreign buyers overpay for their realty investments as
well as the spillover effect of such behavior on property prices domestic buyers
pay. Using a unique dataset accounting for about 30,000 realty investment transac-
tions in Australia, Canada, France, Hong Kong, Japan, the Netherlands, the United
Kingdom, and the United States, we find the following. First, foreign investors pay
significantly higher prices than domestic investors, even after taking a wide vari-
ety of controls into account. Second, this paying over the odds becomes smaller the
larger the buyers’ exposure to realty investments in the host countries. These results
indicate that foreign investors are overcharged when they are less informed about
the property market and that the extent to which they are overcharged decreases
the more investment experience they have. Third, we did not find any significant
spillover effects from overpaying by foreign investors to real estate prices in host
countries. This finding is consistent with a group of extant studies employing aggre-
gate-level data to examine the link between international capital flows and real estate
prices.

Keywords Realty Prices - Transaction Data - Geographical Location - Spillover
Effects

JEL Classification D83 - F21 - G12 - R30
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« International money flow = Local real estate prices
— “Global saving glut” (Bernanke 2005)

— “(F)oreigners snap up half of London’s priciest dwellings, according
to Savills, an estate agent.” (The Economist April 2, 2016)

« Mixed empirical results based on aggregated data

— Aizenman & Jinjarak (JUE 2009), Justiniano et al. (JIE 2014), Jorda et al.
(NBER 2014)

Ferrero (JMCB 2014), Favilukis et al. (NBER 2013)

* Disaggregated data?

Only a few...

Badarinza & Ramadorai (JFE 2017): Transmission through “proximity”
Devaney & Scofield (JPR 2017), MacAllister & Nanda (JPER 2016)
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International money flow = Local real estate prices
Asset prices in general: “Global saving glut” (Bernanke 2005)

Anecdotal evidence for active foreign investors in the real estate market

“(F)oreigners snap up half of London’s princeliest dwellings, according to
Savills, an estate agent.” (The Economist April 2, 2016)

Mixed results for positive relationships using aggregated data
Aizenman & Jinjarak (2009), Justiniano et al. (2014), Jorda et al. (2014)
Ferrero (2014): Weak, Favilukis et al. (2013): Other factors
Disaggregated data accounting for international transactions?

Only a few...

29

Badarinza & Ramadorai (2015): Shock transmission through “proximity
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- EHUSRE /). Affordable Housing
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— TRIZFBDI0%LL EDTH_RETITAR | (Pelletiere, 2008) — AR £ BRASRE S

— EFTEE OFEEE HITHEBIZE N

- ‘%zioﬁfﬁék, (AT - P AT T ClE, TS FED AR DNIZ5 0 (Chetty D,
2017
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Saiz, 2003)
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2022 ULI ASIA PACIFIC
HOME ATTAINABILITY INDEX
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Heterogeneity in the housing market
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Median/average housing price per unit

USD per unit

1,400,000 1,267,091

1,200,000 1,164,111 1,130,080
1,000,000

783,791
800,000 ' 720,704

655,439
588,546 ’ 015798
583,161 575,754 58 520,413
431335

373.833 378,465 380,0995 283
400,000 302,415 ’ 226,007 229,045 347,124 ’ 254’0%7 63139’740 229 621
182,435/ 202,304 235,639 20577 104 7507

600,000

200,000

. Median housing price per unit for both primary and resale residential properties in Australian cities, 2021 data

. Average housing price per sqm times 72 sqm for primary sales for 11 mainland Chinese cities, 2020 data

. Median housing prices per unit for private resales in Singapore (Urban Redevelopment Authority), 2021 data

. Average housing price per unit for both primary and resale residential properties in Hong Kong, 2021 data

. Average housing price per unit for new condos in Tokyo (Ku Area) and Osaka, 2021; average housing price per sqm for both primary and resale condos in
Tachikawa, Yokohama, 2021 data (times average apartment size of existing housing stock); median resale condo price per unit for Fukuoka, April 2022 data m Urhan Land

. Average housing prices per unit for HDB resale flats in Singapore, 2021 data UL I“SI“UIB
Median housing price per unit for private sales in South Korean cities, 2021 data
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Median/average home price to median annual
household income ratios
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Journal of Financial Economics XXX (XXXX) XXX

Contents lists available at ScienceDirect

Journal of Financial Economics

journal homepage: www.elsevier.com/locate/jfec

Gravity, counterparties, and foreign investment™

Cristian Badarinza®¢, Tarun Ramadorai”“* Chihiro Shimizu®

2 National University of Singapore, Singapore
P Imperial College, London, UK

S University of Tokyo, Japan

4 CEPR, London, UK

ARTICLE INFO ABSTRACT

Article history: We propose a new explanation for the persistence of gravity in international investment
Received 17 September 2020 flows based on new facts about large cross-border commercial real estate transactions.
Revised 23 June 2021 Buyers in these transactions preferentially match with counterparties from own or proxi-
Accepted 28 June 2021 . . . . L. L
. ! mate countries; such affinity-based matching helps alleviate financial investment frictions.
Available online xxx . . L .
We set up and structurally estimate a model of capital allocation in a decentralized market
JEL classification: with an investment friction, which delivers the price, volume, and counterparty matching
D83 patterns in the data. The model shows that if clusters of high-affinity counterparties lie
F14 along historical routes, as in the data, preferential matching can perpetuate gravity rela-

F30 tionships.
G11

© 2021 Published by Elsevier B.V.
Keywords:
Gravity
Foreign investment
Commercial real estate
Investment frictions
Trust
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o ZRERTA=TAIIHTHERESED
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Saiz, A., J.Yoshida and C. Shimizu(2018), “Sprawl of Tokyo Office Market: Office Building
Demolition and the Redevelopment Rent Premium”
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