Introduction

The objective of this paper is three-fold: 1) investigate current conditions of housing and housing
finance markets in transition economies; 2) assess their market potential compared to one another and
to the advanced EU countries (EU15 countries); and 3) provide some thoughts for policy makers and
for entrepreneurs based on lessons from this research. To this end, study countries are selected from
countries targeted in the OECD Market Survey, which are classified into three geographical groups for
convenience’ sake: 1) Central-Eastern European countries and Baltic States (new EU member states,
Group 1): the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, the Slovak Republic and
Slovenia; 2) South-Eastern European countries (EU candidate countries, Group 2): Croatia and
Romania; and 3) Commonwealth Independent States (CIS, Group 3): Kazakhstan and Ukraine.

This paper consists of five sections. The first section analyses current housing markets in the study
countries to assess the supply and demand potential of housing markets. The second section
investigates current conditions of housing finance markets in the region to examine the performance of
both primary (lending) and secondary (funding) markets. The third section analyses the regulatory
and supervisory framework in both primary and secondary markets and the national housing policy
(e.g. government subsidy) to identify the legal infrastructure and the role of government. The fourth
section assesses the overall performance of housing finance in transition economies based on
aggregate results gleaned from foregoing chapters and provides lessons from this study. Then the final
section touches upon the mortgage default insurance markets in the region and discusses the potential
for the mortgage insurance business in transition economies.

Methodology

Because of the lack of comprehensive statistics on housing finance, much of the necessary data was
collected from a market survey and questionnaire specially elaborated to assess the performance of
housing finance markets and systems in study countries. The survey data were supplemented by the
most recently available published statistics. The study field consists of three major groups and six
sub-categories: 1) housing markets: a) housing demand and b) housing supply; 2) housing finance
markets: a) primary market and b) secondary market; and 3) role of the government: a) regulatory
structure and b) housing policy. The transition economies are compared with the advanced EU
countries (EU15) as a benchmark against which to assess the performance in each study country,
which are scored and translated into a performance matrix in respective groups. Then, the dynamics
of housing finance markets are explored via the use of spider charts, which consolidate the results of
performance matrices, with the SWOT (strength, weakness, opportunity and threat) analysis. The
detailed methodology is explained in respective chapters.

1. Housing Markets

From the collected data, six major trends concerning housing markets can be identified in transition
economies: 1) new demand potential given the limited growth of the population; 2) small but growing
economies; 3) low housing affordability; 4) high level of homeownership but housing shortage; 5) low
quality of housing; and 6) small-scale housing supply not targeting typical households. The next
sections present the evaluation of housing markets in the region.

1-1. Demand of Housing

Negative population growth will hold back new demand for housing, but a relatively large amount
of working age people within the population may constitute potential new demand.
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