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Introduction - UK policy

• The effect of foreign investment on house prices is a topical
issue:

• The Mayor of London (Sadiq Kahn) commissioned a report on
this issue in 2017 - LSE report by Scanlon, Whitehead and
Blanc

• The March 2020 budget introduced a 2% Stamp Duty
surcharge on non-resident buyers, with the revenue used to
tackle rough sleeping



Introduction - international policy

• Other countries have introduced policies to control foreign
investment in the housing market:

• Australia encourages foreign investment in new residential
projects, but imposes tighter controls on the purchase of
existing dwellings. This is motivated by concerns that Chinese
buyers were driving prices up and pricing residents out of the
property market.

• Switzerland has restrictions on property purchases by
non-residents - it requires a permit from the Cantonal
authorities and imposes a limit on the number of properties
that can be sold to non-residents nationally

• Vancouver and Toronto have recently introduced a 15%
property tax on foreign home buyers

• Israel has higher tax rates for foreign home buyers
• Singapore also has an additional stamp duty for foreign buyers



Introduction

• Trend increase in house prices in England and Wales
• Possible explanations

• Lack of available land for construction and regulatory
constraints – Hilber and Vermeulen (EJ 2015)

• Demand by immigrants – Sá (EJ 2015) – and foreign
investors – Badarinza and Ramadorai (J Finan Econ, 2018)

• Macro literature on the effect of capital flows on house prices
• Aizenman and Jinjarak (J Urban Econ 2009)
• Sá, Towbin and Wieladek (JEEA 2014)



Introduction

• This paper studies the effect of foreign investment on the
housing market in England and Wales

• Foreign investment is measured by administrative data on all
properties in England and Wales registered to overseas
companies – Land Registry Overseas Companies Ownership
Data (OCOD) and Private Eye offshore companies dataset

• I measure foreign investment by the share of foreign
transactions to total transactions (in value)

• I study the effect of foreign investment on:
• Average house prices and different points of the distribution of
house prices

• Housing stock
• Vacant homes
• Home ownership
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Average house prices, 2014 Share of foreign transactions, 2014
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Local authorities with the largest share of foreign transactions, 2014
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• I use this regional variation and identify the effect of foreign
investment on house prices from spatial correlations

• Identification challenge:
• The direction of causality between foreign investment and
house prices is not clear

• Foreign investors are not randomly allocated across geographic
areas

• Instrumental variable approach:
• Construct an instrument for foreign investment based on
political and economic shocks abroad and "home bias"
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• Preview of the results
• An increase of one percentage point in the share of foreign
transactions increases house prices by 0.7 to 1.8 percent

• Counterfactual: if the share of foreign investment had stayed
constant at its level in year 2000, average house prices in 2014
would have been 16% to 28% lower (between 162, 000 and
190, 000 pounds, compared with an actual average of about
215, 000 pounds)

• Foreign investment has a larger positive effect on the prices of
expensive homes, but increases prices at different percentiles of
the distribution

• Foreign investment increases prices by more in local authorities
with a less elastic housing supply

• No effect on housing construction
• No evidence of "buy-to-leave"
• Foreign investment reduces home ownership rates



Data

• Land Registry Overseas Companies Ownership Data (OCOD)
• 100,000 title records with information on tenure (freehold or
leasehold), address, price paid (where available), name and
country of incorporation of the legal owner and date of
registration

• Similar data previously published by the Private Eye

• Total transactions from Land Registry Price Paid dataset
(PPD)

• The Land Registry PPD contains only residential properties,
while the OCOD contains both residential and commercial
properties. To ensure consistency, I retain only residential
properties.

• House price index from Land Registry (repeated sales)

• Sample: 172 LAs, 1999-2014



Empirical model

• Model:

∆ ln(Pit ) = β
FTit
TTit

+ γXit−1 + φt + ρi + εit

• Controls (Xit−1): lagged dependent variable and one-year lags
of the local unemployment rate and the share of the local
population claiming state benefits.

• Instrument for share of foreign investment follows Badarinza
and Ramadorai (2016) and is based on two ideas:

• Foreign investors are more likely to invest in the UK property
market when their home countries face negative economic and
political conditions – "safe haven" effect

• Foreign investors exhibit "home bias abroad", i.e., they tend to
choose areas in the UK where people from their home country
live



Empirical model

• Instrument:
∑
c
f ci z

c
t−1

• f ci is the share of residents in local authority i that were born
in foreign country c from the 2001 Census

• zct−1 is a measure of economic and political conditions in
country c in year t − 1
• the index of government stability from the International
Country Risk Guide (ICRG)

• the economic risk index from the International Country Risk
Guide (ICRG)

• the economic policy uncertainty index of Baker, Bloom and
Davis (2016)



Empirical model
• Construction of the instrument:

• The ICRG economic risk index includes inflation, GDP per
head, GDP growth, budget balance and current account as %
of GDP

• Higher values of the index of government stability indicate a
more stable government

• Higher values of the economic risk index indicate a lower level
of risk

• The economic policy uncertainty index of Baker, Bloom and
Davis (2016) is constructed by searching key words in
newspaper articles
• it is available for 15 countries (in addition to the UK)
• search words are "uncertainty" or "uncertain", "economic" or
"economy" and one or more of a set of policy terms, which
vary by country (for example, for the US, the policy terms are
"congress", "legislation", "white house", "regulation",
"federal reserve" and "deficit")

• Higher values of the index indicate a higher degree of
economic policy uncertainty



Empirical model

• Identification assumptions:
• The geographic distribution of the foreign-born population in
2001 is uncorrelated with recent changes in the economic
performance of different UK local authorities

• Economic and political conditions abroad are exogenous to
economic conditions of UK local authorities

• The Land Registry OCOD only contains information on the
country of incorporation of overseas companies, but not on
the country of ultimate ownership

• A large share of properties are owned by companies
incorporated in tax havens

• But information on the country of ultimate ownership is not
required for the construction of the instrument



Countries of incorporation with the largest shares of investment, 2014



Results
House prices and foreign transactions



Results

• Counterfactual analysis: use IV coeffi cients to predict the
evolution of house prices if the share of overseas transactions
had stayed constant at its level in year 2000

• Average house prices in 2014 would have been between 16%
and 28% lower (162, 000− 190, 000 pounds, compared with
an actual average of 215, 000 pounds)



Results

Counterfactual analysis



Results

• Dynamic effects measured using a local projection
instrumental variable (LP-IV) approach:

ln(Pit+h)− ln(Pit+h−1) = βh
FTit
TTit

+ γXit−1 + φt + ρi + εit

{βh}h=0,1,...measures the effect of foreign investment on
house prices at horizon h

• Effect at different percentiles of the distribution of house
prices:

ln(Ppit ) = βp
FTit
TTit

+ γpXit−1 + φpt + ρpi + εpit

βp captures the effect of overseas investment on each
percentile of the distribution of house prices
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Results

• Foreign investment should have a larger effect on prices in
LAs where housing supply is more constrained by regulation or
geography

• Hilber and Vermeulen (EJ 2015) calculate the house
price-earnings elasticity for LAs in England as a function of:

• The share of planning applications for major residential
projects that are refused permission – IV with share of votes
for the Labour Party in the 1983 general election and the
change in planning delay rates before and after the 2002
Labour reform which introduced targets for planning approvals

• The share of land already developed – IV with population
density in 1911

• The elevation range



Results

• I use the coeffi cients and data in Hilber and Vermeulen (EJ
2015) to calculate the house price-earnings elasticity

• The house price-earnings elasticity is a proxy for the elasticity
of housing supply [similar to Saiz (QJE 2010)]

• I split local authorities by the median value of the house
price-earnings elasticity and estimate the model separately for
these two groups

• I find that foreign investment only has a positive and
significant effect on house prices in local authorities where
housing supply is more inelastic
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House price-earnings elasticity
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Effect by house price-earnings elasticity



Results
Effect on housing construction



Results

• Effect on vacant homes
• Annual data on vacant dwellings for English LAs from 2004
onwards

• From council tax returns – dwellings reported as vacant may
be eligible for a council tax exemption or discount

• Long-term vacant – unoccupied or substantially unfurnished
for more than six months

• Insignificant effect
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Effect on vacant homes – council tax data



Results

• Effect on vacant homes and home ownership –
cross-sectional data

yi = β
FTi
TTi

+ εi

• Data from 2011 Census
• yi is either the share of household spaces with no usual
residents or the share of households in owner-occupied
accommodation

• Household spaces with no usual residents – may be used as
second addresses or by short-term residents and visitors

• Insignificant effect on vacant homes
• Negative and significant effect on home ownership



Results

Local authorities with the largest share of vacant homes, 2011



Results

Effect on vacant homes and home ownership



Conclusions

• Foreign investment increases house prices, particularly for
expensive homes, but also at lower percentiles of the house
price distribution

• Increases in foreign investment only appear to drive up prices
in areas where housing supply is particularly constrained

• No evidence that foreign investment has encouraged
construction of new housing

• No evidence that more homes are left vacant in local areas
where foreign buyers are more active

• Home ownership declines as a result of foreign investment
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