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The significance of a housing bust
The October 2009 Report to the G20 Finance Ministers and Central
Bank Governors on the Financial Crisis and Information Gaps2 argues that
data on dwellings and their associated price changes are critical ingredients for financial stability policy analysis. The six major banking crises in
advanced countries since the mid-1970s were all associated with a housing
bust (Reinhart & Rogoff 2009). Claessens et al. (2008, p. 25) also find that:
recessions associated with house price busts are on average over a quarter
longer than those without busts. Moreover, output declines (and corresponding
cumulative losses) are typically much larger in recessions with busts, 2.2 (3.7)
percent versus 1.5 (2.3) percent in those without busts. These sizeable differences also extend to the other macroeconomic variables, including consumption, investment and the unemployment rate.

However, an understanding of deviations from equilibrium prices in housing markets requires reliable and, for international comparisons, consistently measured, residential property price indices (RPPIs) – hereafter the
terms RPPIs and house prices indexes (HPIs) are used interchangeably.
RPPIs may also be used in the measurement of the cost of owner-occupied
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housing in consumer price indexes
and inconsistencies in RPPI measurement practices may compromise
the integrity and comparability of
such measures (Diewert 2004).
RPPIs are particularly prone to
methodological differences, which
can undermine both within-country
and cross-country analysis. It is a
difficult but important area. There is an important empirical question as
to whether measurement differences matter.
Against this background, three case studies are considered in this paper
to illustrate the problem – RPPIs for the United Kingdom, the United
States and the Russian Federation.
An understanding of
deviations from equilibrium
prices in housing
markets requires reliable
and, for international
comparisons, consistently
measured, residential
property price indices.

The potential for mismeasurement
House price indices depend for their data on the way in which houses are
bought and sold and the type of records kept. Different agencies have different records, and can and do compile their own measures. They may be
based on the asking prices by realtors, the appraisal prices of mortgagees/
tax authorities or registered transaction prices. A house sold in one month
will not have a corresponding sales price in each subsequent month, so
there is a need to control for changes in the quality mix of houses sold:
higher proportions of more expensive houses sold in a month should not
manifest themselves as price increases. Methods of adjusting for quality
mix include the use of hedonic regressions, repeat sales data only and mix
adjustments by weighting detailed strata. There is a need to weight price
changes over different regions and over types of ‘houses’ (apartments,
detached, townhouses, etc.) and the weights may be the relative number
or the relative value of either transactions or the stock of houses. And
house price index measurement can differ in many other respects, including their coverage and the manner in which the quality mix adjustment
and weighted aggregation is implemented (Fenwick 2006; Eurostat 2011;
Hill 2011).
Extreme care is required when comparing the house price indices
of different countries for which the nature of source data and methods
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