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Presentation

The real estate market is a vital sector in any country’s economy, as it significantly impacts people’s
lives and economic activity in general. In addition, the real estate market is one of the most relevant
economic activities in the dynamic of the insurance sector, both on the insurance demand side, which
includes the homes, companies, and other public and private institutions that own the properties or
hold any rights over them, and the supply side, which includes real estate promoters, builders,
financial entities, engineering and architecture professionals, real estate agents or assessors,
among many others. Insurance, in turn, plays a fundamental role in the real estate market, as it
helps protect people’'s and companies’ equity and promotes the economic stability of homes, which
contribute to the well-being of society as a whole.

This new MAPFRE Economics report, entitled Real estate markets and the insurance sector, shows the
existing inter-relationship between the two sectors and offers information about the most relevant
indicators of the real estate industry that influence the development of insurance activities, such as
housing stock and new construction, real estate transactions, mortgage balance and new mortgages
taken, reverse mortgages, real estate investment instruments in the investment portfolios of
insurance companies, housing prices, and mortgage interest rates, the household credit gap,
residential leasing, affordability and homebuyer assistance programs, as well as the development of
home insurance, life insurance, engineering insurance and other coverage associated with the
residential construction process. The analytics have focused on the residential real estate market for a
set of selected countries. Furthermore, it presents the development of a potential real estate market
indicator for insurance activity, which permits a broad exercise in international comparison.

Once more, Fundacion MAPFRE is pleased to present this new study by MAPFRE Economics, which
addresses a subject of interest to society, protecting one of its most important assets, the household.
The comparative analysis of the experiences of the real estate and insurance industries in various
countries contributes to a better understanding of its operation. It offers a working tool for those
involved in its potential growth and for the research community in general.

Fundacion MAPFRE
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Introduction

Due to their orientation toward covering the risks to which individuals, families and companies are
exposed, insurance activities touch on a wide range of areas in the economy, and in society. Among
them, real estate activities are of particular interest insofar as, based on their characteristics, they
are linked to many risks. In this sense, this report analyzes the main characteristics of this important
economic activity as a way to assess its impact on the performance of the insurance sector.

To this end, based on a conceptual framework that describes the main interrelationships between
the two activities, the report analyzes a set of benchmark countries, both from the perspective of the
dynamics of their residential real estate markets and the performance of their insurance markets.
This analysis has sought to include a sampling of countries that allows us to capture the main
characteristics of both markets based on both the regional details and relative levels of development.

Furthermore, to supplement the specific analysis of the benchmark countries, the report proposes a
relative measurement of the degree of potential for the insurance sector derived from the energy of
the real estate markets. This relative measurement, taken for the universe of 43 countries, is based
on the construction of two indicators: the Real Estate Potential Indicator and the Real Estate Potential
for the Insurance Sector Indicator. The first focuses on the economic and demographic factors that
explain the energy of the real estate activity. In contrast, the second is intended to assess the relative
capacity of the insurance sector to transform the drive of the real estate market into new demand for
insurance, based on an analysis of the behavior of insurance demand given variations in personal
disposable income.

We hope this report contributes to the analysis of the importance of the inter-relationship between
the insurance sector and the different areas of the economy and society, and that, to that extent,
contributes to a better understanding and development of insurance activities.

MAPFRE Economics
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Executive summary

The level of development and maturity of
the real estate market and the degree of
energy of its mortgage market are matters
of great relevance in the performance of
the economy, in general, and the insurance
industry, in particular. Thus, residential
housing stock and new construction are
fundamental indicators, directly linked to
risk coverage related to household risk
coverage, homeowners’ associations and
those covering construction risks. Mean-
while, the outstanding mortgage balance
and the granting of new mortgages are in-
dicators that are directly linked to the po-
tential capital at risk, insurable with life
insurance as coverage in the event of
death, and those covering other possible
contingencies such as disability, temporary
disability, illness or unemployment of
mortgagors.

In this way, due to its broad and diverse
coverage needs, the real estate market is
one of the most relevant economic activi-
ties in the dynamic of the insurance sector.
This is true, both on the insurance demand
side, which includes the homes, companies
and other public and private institutions
that own the properties or hold any rights
over them, and the supply side, which in-
cludes real estate promoters, builders, fi-
nancial entities, engineering and architec-
ture professionals, real estate agents or
assessors, among many others.

In addition to activity related to insurable
risk coverage, securities issued with mort-
gage coverage and securitizations are fi-
nancial assets in which insurance compa-
nies generally invest, as these issues adapt
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very well to their risk profile. These finan-
cial assets are extremely important to the
development of the real estate market, and
their existence depends to a large degree
on the maturity level of each country's cap-
ital markets, facilitating the liquidity of
mortgage credits as supplementary routes
to the banking channel. Furthermore, while
they are not the majority, they have a sig-
nificant weight in the insurance companies’
investment portfolios, which would vary
based on the market. In this sense, the role
played by insurance companies, which
channel medium- and long-term savings
toward residential investment by investing
in this type of instrument on the mortgage
market, is notable. Meanwhile, in addition
to constituting household protection cover-
age, insurance activities protect the mort-
gage creditor, reducing the risk to which
they are exposed and facilitating liquidity
for the originating financial entities through
mortgage securitization.

Residential real estate market
and insurance activities

Insurance activity related to household risk
coverage is one of the main pillars of the
Non-Life insurance segment, along with
auto and health insurance, especially in the
most developed economies. Insurance
companies also offer numerous coverages
associated with the residential construction
process, of risks related to mortgage loans
and other types of coverage such as rent
default insurance or reverse mortgage. The
specific circumstances in the form of con-
tracting life insurance with death and dis-
ability coverage are wide-ranging, from an-



nually renewable temporary policies, in
which the mortgagee may or may not be
designated as the beneficiary of the insur-
ance contract, to single premium insur-
ance modalities, sometimes financed
through the real estate loan itself.

Meanwhile, the behavior of the real estate
market is ever more marked by losses suf-
fered in natural disasters, which have led
to an increasing loss ratio by insurance
companies in recent years. This generates
protection gaps for the risks the insurance
companies and reinsurers cannot cover.
There are mechanisms to compensate for
the lack of available coverage in the high-
er-risk areas present in multiple markets,
but they are very heterogeneous in nature.
Among the countries analyzed, in the Unit-
ed States, FAIR (Fair Access to Insurance
Requirements) plans are applied, and in
South Korea, there is an insurance policy
subsidized by the central and local gov-
ernments against storms and floods that
cover damages suffered to homes, green-
houses, small stores, and factories due to
typhoons, floods, heavy rain, heavy wind,
storms, tidal waves, heaving snow and
earthquakes. For its part, the Spanish in-
surance system for extraordinary risks is
considered a benchmark of good manage-
ment internationally, with a particularly
important body, the Insurance Compensa-
tion Consortium, which provides technical
stability to the multirisk insurance seg-
ment.

Like many other regions of the world, the
European Union is vulnerable to nearly all
types of natural disasters. Storm surges,
floods and flash floods, once considered
"secondary” but increasingly important,
are among Europe’s major natural disaster
risks, causing damage as severe as previ-
ously expected only from earthquakes or
hurricanes. The European Union recog-
nizes that catastrophic risk insurance is an
important element in climate adaptation,
as it not only supports risk sharing but also
acts throughout the entire cycle of manag-
ing these risks and the disasters when they
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materialize. Each of the countries of the
European Union manages catastrophic
risks differently, with a private insurance
system or a combination of the private and
public sector, in some cases on a compul-
sory basis.

For international organizations working on
sustainable development, insurance is crit-
ical in improving society’s financial re-
silience and recovery from climate disas-
ters through risk transfer and risk man-
agement. Among other initiatives, numer-
ous insurance companies and reinsurers
adhere to the Principles for Sustainable In-
surance established by the United Nations
(UN]) Environment Program (UNEPFI). The
Principles serve as a global framework for
the insurance industry to address envi-
ronmental, social and governance risk and
opportunities. It is the largest collaboration
initiative between the UN and the insur-
ance industry. However, despite all of these
mechanisms, there are still significant cov-
erage gaps for these extraordinary risks,
which tend to be greater when the disas-
ters strike emerging markets.

Analysis of the selected
real estate markets

Under this conceptual framework, the sub-
ject of analysis in this study has focused on
the residential real-estate market and con-
tains a specific review of a series of refer-
ence markets, including the United States,
Mexico, Brazil, United Kingdom, Spain,
Germany, Japan and South Korea. The in-
dicators selected for the analysis of these
real estate markets have been classified
according to their relevance for the insur-
ance sector, including, among those of
greatest importance, housing stock and
mortgage balance, in addition to population
projections, gross private housing capital
formation, personal disposable income,
real estate transactions, housing prices,
mortgage interest rates and the household
credit gap, among others. In those markets
where information has been available and
considered relevant, a brief reference to
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affordability issues and some of the pro-
grams implemented to assist the most dis-
advantaged households in acquiring hous-
ing has been included.

Mortgage interest rates and credit are two
relevant indicators that influence the num-
ber of new housing starts and launches,
the number of transactions and the price of
housing. For example, according to Eu-
ropean Central Bank estimates for the Eu-
rozone, a 1% increase in mortgage interest
rates can lead to a drop in the average
price of real estate of about 5% over rough-
ly two years. For housing investments, this
1% increase in mortgage rates could lead
to a drop of around 8% in investment value
over a period of around two years. Con-
cerning mortgage credit, a historical series
of the credit to households to GDP gap has
been included in the analysis, calculated
following the methodology of the Bank for
International Settlements for the counter-
cyclical buffer requirements for credit in-
stitutions.

Relative measurement of the real estate
potential for the insurance sector

Following the specific analysis of the eight
real estate markets included in the report,
the sample was expanded to a total of 43
countries for which the necessary informa-
tion was available to carry out a relative
measurement of the degree of potential for
the insurance sector in its real estate mar-
kets. This relative measurement was based

on the construction of two indicators. The
first is the Real Estate Potential Indicator
(IRP), an intermediate indicator focused on
the economic and demographic factors that
explain the energy of the real estate activi-
ty, while the second, the Insurance Sector
Real Estate Potential Indicator (IRPII) is in-
tended to assess the relative capacity of
the insurance sector to transform the drive
of the real estate market into new demand
for insurance, based on an analysis of the
behavior of insurance demand given varia-
tions in personal disposable income.

The highest degree of potential measured
was the IRPIl for India, followed by the
Philippines and China. The cases of Canada
and Turkey also stand out, above the 75th
percentile of the indicator distribution,
where the positive elasticity of the insur-
ance business to variations in personal
disposable income improves their rating to
fourth and fifth place, respectively. Bel-
gium, Bulgaria, the Czech Republic, In-
donesia, Taiwan and Singapore complete
the list of markets above the 75th per-
centile of the IRPIl distribution. Japan
stands out at the bottom of the ranking,
below the 25th percentile, with indicators
typical of a very mature market and a
shrinking population, thus obtaining weak
scores in all the sub-indexes that influence
the indicator. Romania, Greece, lItaly, Fin-
land, South Africa, Slovakia, Malaysia,
Spain, the Netherlands and Switzerland
complete this percentile distribution.






1. Conceptual framework

1.1 Residential real estate market
and insurance activities

The level of development and maturity of the
residential real estate market, as well as the
degree of energy of its mortgage market, are
matters of great relevance in the perfor-
mance of the insurance industry. Thus, resi-
dential housing stock and new construction are
two fundamental indicators, directly linked to
risk coverage related to household risk cov-
erage, condominiums and those covering
construction risks. Likewise, the outstanding
mortgage balance and the granting of new
mortgages are indicators that are directly
linked to the potential capital at risk, insur-
able with life insurance as coverage in the
event of death, and those covering other pos-
sible contingencies such as disability, tempo-
rary disability, illness or unemployment of
mortgagors. In addition to providing protec-
tion coverage to households to prevent them
from seeing their purchasing power dimin-
ished by the occurrence of some of the
aforementioned events, these insurance poli-
cies protect the mortgage creditor, thereby
reducing the risk to which they are exposed
and facilitating the acquisition of liquidity by
the originating financial institutions through
mortgage securitization.

Moreover, from the point of view of insur-
ance companies’ balance sheet assets, the
residential real estate market generates
financial instruments in which they can in-
vest a portion of their portfolios, depending
on the characteristics of their liabilities.
Likewise, residential real estate markets
generate other types of operations in which
an insurance company may participate,
such as reverse mortgages.

This close link between the operation of
residential real estate markets and the in-
surance sector results in several products
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offering various types of risk coverage. The
main characteristics of the coverages iden-
tified in the analysis of the markets consid-
ered in this report are summarized below.

Coverage of risks
affecting homes

Home insurance is one of the main pillars
of insurance activity in the Non-Life insur-
ance segment, together with auto and
health insurance, especially in the more
developed economies. There are limitations
to the breakdown of available data, but in
markets such as the United States, the
penetration rate of home insurance in the
economy, as represented by the weight that
home insurance premiums have over gross
domestic product (GDP), is estimated to
have increased from 0.34% in 2000 to
0.52% in 2021. In emerging markets, how-
ever, this percentage tends to be lower, al-
though, for this same reason, their growth
potential is greater.

Insurance coverage for the risks to which
residential properties are exposed has
been evolving based on the degree of de-
velopment of the markets, from basic cov-
erage, mainly fire insurance, to other more
complex modalities that include civil liabili-
ty for damages to third parties, natural
events, electrical damage, explosions,
theft, damage to contents, family civil lia-
bility and a wide variety of other coverages.
Likewise, the type of benefits offered by
insurance companies has evolved, includ-
ing not only indemnity-type benefits but
also the provision of services, in which the
insurance company itself is responsible for
the selection and contracting of service
providers to carry out the necessary re-
pairs after the materialization of any of the
covered risks. On the other hand, multi-
risk insurance for homeowners' associa-



tions, in addition to guaranteeing coverage
of the building, also covers the common
parts of the condominium with coverage
similar to home insurance in which the lia-
bility or damage refers to the common el-
ements.

In some markets, such as the United
States, the complexity of insurance con-
tracts, given the wide range of coverages
offered by insurance companies, has led to
the development of a series of standardized
policies that are easy for policyholders to
understand, as they are identified by a code
associated with predefined coverages. It
should be noted, however, that in practice
not all entities follow it, and some use their
own forms, but this instrument is widely
used and facilitates knowledge regarding
the operation of the products, as well as
the comparison for their mass marketing.
In that particular market, many factors af-
fecting the cost of homeowners insurance
lead to large differences in average premi-
ums. For example, real estate values and
construction costs generally tend to be
higher in more densely populated areas.

The behavior of the U.S. real estate market
is also marked by the damage caused by
natural catastrophes (wind, floods, forest
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fires and earthquakes, among others],
which has increased the loss ratio in recent
years. As a result, insurance companies
have begun to increase premiums for expo-
sure to this type of risk. For example, expo-
sure to hurricanes is greatest in areas near
the Gulf of Mexico and the Atlantic Ocean,
while exposure to tornado damage is great-
est in the central and southwestern United
States and to earthquakes on the west
coast of the United States.

This characteristic of the United States’
market generates protection gaps for the
risks the insurance companies and rein-
surers are not able to cover. To compensate
for the lack of available coverage in risk
areas, the country applies the so-called
FAIR (Fair Access to Insurance Require-
ments] plans, designed to facilitate access
to insurance for those who find it difficult to
obtain from private insurers because they
have a property in an area considered to be
high risk. In this regard, Fannie Mae and
Freddie Mac require that each property be
covered by property and liability insurance
for the life of the mortgage loan as a pre-
requisite to acquiring mortgage loans for
securitization. These insurance policies
must include coverage for fire, wind, hurri-
cane, hail, flood and localized risks, where

Chart 1.1
Link between the residential real estate market and insurance activity

0Coverage of risks affecting

homes

Coverage of risks relating
to mortgage loans

D |

i Insurance coverage

relating to the construction

Rent guarantee insurance
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Source: MAPFRE Economics
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applicable, and provide for claims to be
settled on a replacement cost basis.

The various studies analyzing the impact of
disasters on the insurance sector have ob-
served that the general increase in the as-
sets exposed and the grade of insurance
coverage make hazards once considered
“secondary” (such as tornadoes, forest
fires, winter storms, etc.) are causing dam-
age as severe as that previously expected
only from earthquakes or hurricanes. Thus,
given the technical complexity for the in-
surance industry of covering this type of
catastrophic risk, mechanisms to increase
coverage in the event of natural catastro-
phes, such as those illustrated above, are
present in many markets, although they
are very heterogeneous in nature. Among
the countries analyzed, in South Korea
there is an insurance policy that covers
damages suffered to homes, greenhouses,
small stores and factories due to typhoons,
floods, heavy rain, heavy wind, storms, tidal
waves, heaving snow and earthquakes. It is
marketed only by insurance companies
designated by the government of that
country to protect people's property
against unexpected natural disasters. It
should be noted that central and local gov-
ernments subsidize more than 70% of the
insurance premiums payable by sub-
scribers.

Like many other regions of the world, the
European Union is also vulnerable to al-
most all types of natural disasters. Storm
surges and sudden or flash floods are
among Europe's main natural disaster
risks. The European Union recognizes that
catastrophic risk insurance is an important
element in climate adaptation, as it not
only supports risk sharing, but also acts
throughout the entire cycle of managing
these risks (identify, analyze, plan, apply
and evaluate) and the disasters (prevent
and protect, prepare, respond and
recover]'.

Each of the countries of the European
Union manages catastrophic risks differ-

ently, with a private insurance system or a
combination of the private and public sec-
tor. A study conducted by the European
Commission, published in 2017, inventoried
the insurance mechanisms covering cli-
mate-related disaster risks applied in the
European Union and other countries. Of the
12 countries selected for the study, it is
concluded that, in general, insurance mar-
kets can be divided into three major
groups: voluntary insurance (Germany, Aus-
tria, Italy and Bulgarial, semi-voluntary in-
surance (Denmark, Switzerland, Poland,
Hungary and the United Kingdom) and
mandatory purchase (France, Spain and
Romanial. In semi-voluntary insurance,
freedom may be restricted in the sense
that there is an informal obligation, for ex-
ample, for mortgage providers or partici-
pants in an implicit contract between inter-
ested parties to participate in the insur-
ance market?.

On the other hand, the Spanish insurance
system for extraordinary risks is consid-
ered a benchmark of good management
internationally. The Consorcio de Compen-
sacion de Seguros (Insurance Compensa-
tion Consortium - CCS) is an especially im-
portant body in the Spanish insurance
market, which provides technical stability
to the multi-risk insurance segment. One if
its main activities is the coverage of Ex-
traordinary Risks. This coverage is the
main source of income for the CSS and, to
meet its obligations, it uses the surcharges
paid by policyholders and deposited with
the CCS by the insurance companies. This
coverage is linked to contracting an insur-
ance policy in certain lines of business in
which the legislation establishes the oblig-
ation to include the guarantee of these
risks. In exchange for providing this cover-
age, the CCS charges a surcharge that
companies include in the corresponding
premium, which is calculated by applying
the established rate to the insured
amounts. The surcharges levied are used
to cover extraordinary event claims and the
operation of the CCS itself, and the portion
of the surplus for the year is accumulated



in the stabilization reserve, which allows
for dealing with claims deviations.

Despite the existence of such mechanisms,
however, there are still significant gaps in
the coverage of these extraordinary natural
risks. It is estimated that, in 2022, natural
disasters caused global economic losses of
US$275 billion, of which US$125 billion
were covered by insurance, representing
about 45% of the totald. This result contin-
ued a streak of elevated overall insured
losses from 2017, following a benign period
from 2012 to 2016, reaffirming an average
annual growth rate of 5% to 7% in losses in
force since 1992. This trend is expected to
continue, driven by growth in loss severity
due to increased property and value expo-
sures at risk, continued urban sprawl, eco-
nomic growth, and a context of intensifying
threats due to the effects of climate
change.

Moreover, global Property & Casualty pre-
miums are forecast to double to $4.3 tril-
lion by 2040 (from $1.8 trillion in 2020).
This is because the relative weight of au-
tomobile insurance (lower risk] is expected
to drop in the composition of the Property
& Casualty portfolio, compared to property
and third-party liability insurance, which
carries a higher risk. In this context,
weather-related risks would induce a 22%
increase in global damage premiums to
$183 billion over the next 20 years, as
weather-related catastrophes are likely to
become both more intense and more fre-
quents.

Finally, it should be noted that for in-
ternational organizations working on sus-
tainable development, insurance plays a
key role in improving society's financial re-
silience and recovery from climate disas-
ters through risk transfer and risk man-
agement. Among other initiatives, numer-
ous insurance companies adhere to the
Principles for Sustainable Insurance estab-
lished by the United Nations Environment
Program (UNEPFI), which were presented
during the Conference on Sustainable De-
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velopment 20+. The Principles serve as a
global framework for the insurance indus-
try to address environmental, social and
governance risk and opportunities. It is the
largest collaboration initiative between the
United Nations and the insurance industry.

Insurance coverages relating
to the construction process

Insurance companies offer numerous cov-
erages related to the residential construc-
tion process, including all those covering
the risk of accidents that could damage
constructions, assemblies and machines in
operation or theft of materials, as well as
contractual and/or extra-contractual third-
party liability, personal injury Lliability in-
surance or occupational illness of employ-
ees, professional civil liability insurance or
quality assurance insurance, among oth-
ers. These insurance policies normally
cover contractors, subcontractors, building
owners or professionals such as engineers
or architects from legal liability, property
damage and other construction-related
indemnification.

Although there are insurance companies in
some markets that specialize in this type of
construction insurance (called “monolin-
ers’), they do not usually have large mar-
ket shares since such coverages are also
offered by insurance companies operating
in general insurance and, in particular, by
the large international insurance groups.
In most jurisdictions this insurance cover-
age is often a legal requirement, at least
for specific coverages. Furthermore, in
other cases the insurance may act as an
alternative to posting bonds or sureties,
protecting injured parties against acciden-
tal acts or omissions.

Risk coverages related to mortgage loans

It is common for financial institutions that
grant mortgage loans (as part of their orig-
ination scheme or in compliance with reg-
ulatory standards) to require the purchase
of insurance against property damage. It
may also request the purchase of life in-
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surance in the event of the mortgagors’
death [(if compulsory, these are usually
called linked insurance sales). However, in
most cases, the only insurance that is
compulsorily linked to the mortgage loan is
damage insurance, and the borrower is
free to choose the insurance company of
their choice, whose product must meet
certain minimum characteristics (equiva-
lent conditions and level of benefits both
when the policy is first taken out and at
each renewal).

In many cases, and even though they are
not compulsory, mortgage originating or
marketing entities offer the possibility of
acquiring a series of insurance products or
combined services, which apply various
discounts that reduce the interest rate to
be applied to the mortgage loan. Among
the products offered are life, home, pay-
ment protection, health and even auto in-
surance, which must be acquired and the
insurance contract must be in force and
paid up to date (these policies, which are
not compulsory for the loan to be granted,
are usually referred to as combined insur-
ance sales).

The specific circumstances in the form of
contracting life insurance with death and
disability coverage are wide-ranging, from
annually renewable temporary policies, in
which the mortgagee may or may not be
designated as the beneficiary of the insur-
ance contract, to single premium insurance
modalities, sometimes financed through the
real estate loan itself. Payment protection
insurance is usually another additional cov-
erage offered in the event of unemployment
or temporary disability, to guarantee that
mortgage payments will be covered for the
duration of this situation. In some cases,
their cost is integrated into the monthly loan
installment covered by these policies, and
deductibles and/or a grace period may be
established in the policy.

Finally, it should be noted that it is common
in different jurisdictions to limit the possi-
bility of conditioning granting the mortgage

loan on the obligation to acquire this insur-
ance with entities related to the originating
entity. This seeks to stimulate competition
and try to avoid risks related to market be-
havior5, whereby the originating entities
must admit alternative policies from other
providers with equivalent conditions and
level of benefits both when the policy is
first taken out and in each of the renewals®.

Rent default insurance coverage

Rent default insurance protects property
owners from loss of rental income in the
event of tenant default, in most cases pro-
viding legal defense coverage for the land-
lord. In some cases, rent default coverage is
included in a homeowner's insurance policy
and other covered guarantees. Typically, it is
a product that is aimed at both residential
homes and commercial premises and is
usually acquired by individuals or real estate
companies. Although homeowners usually
acquire this product, it can also be acquired
by tenants. In general terms, in the event of
non-payment of rent, the insurance covers
the outstanding monthly payments accord-
ing to the policy taken out, which usually
sets a limit of 6 to 12 months, also applying
maximum indemnity amounts.

In addition to rent default coverage, insur-
ance companies offer property owners
products with broader coverage, such as:
legal defense of the landlord against dis-
putes arising from the contract, such as
eviction proceedings for non-payment of
rent, claims for damages, criminal defense
of the landlord and professional actions
and fees; advances for the total unpaid rent
once eviction proceedings have been filed,
which will be settled once the legal pro-
ceedings have concluded; compensation
for property damage caused by vandalism
by the tenant; telephone legal counseling
service; locksmith and additional technical
services, among others.

In order to formalize rent default insurance,

usually the insurer must first conduct a
study of the tenant’'s economic viability. The



price of the insurance will depend on the
rental price, the characteristics of the prop-
erty and the additional coverage to be ac-
quired. Other factors that influence the cost
of insurance are the deductible and the lim-
its established for indemnity payments.

Delinquent tenants and those causing proper-
ty damage are a concern for landlords and
real estate investors globally, even in those
countries where the non-performing loans
ratio is very low. In practically all the markets
analyzed in this report, there is specific cover-
age for rent default through insurance, a bond
or surety bond, or some other rental guaran-
tee. For example, the nomadic renter's insur-
ance (Mietnomadenversicherung) has extensive
property damage coverage in Germany. So-
called “rent nomads” are tenants who often do
not pay the rent and when they leave, they
leave the property devastated. Meanwhile, in
Japan, tenants must provide rental coverage
by presenting a joint and several guarantor or
a guarantor company upon lease signing. In
Brazil, the insurance called Fian¢a Locaticia
replaces the role of the guarantor or surety,
and covers the risks associated with the lease.
In Spain?, the United States, Mexico and the
United Kingdom, the most comprehensive
household insurance may include rent default
coverage or specific products may be sold that
cover this risk [(e.g., bonds or surety bonds)
along with other rental-related risks.

Finally, the digital transformation process
taking place in all sectors of the economy
must be mentioned, which, in the real es-
tate market, has given rise in recent years
to the birth of so-called "proptech” compa-
nies which apply digital technological inno-
vations in this sector. Their knowledge of
real estate customers allows them to offer
new financial services related to the rental
market, such as insurance, which they
manage through agreements with insur-
ance companies.

Reverse mortgage

Finally, as mentioned above, there is an-
other activity linked to the insurance sector

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

associated with the operation of the resi-
dential real estate market. This is the so-
called reverse mortgage; a mortgage loan
granted by a financial intermediary or an
insurance company, through which the
homeowner offers their house as collateral
for the loan, receiving in exchange monthly
payments, a lump sum or a combination of
both. This product is fundamentally aimed
at older adults who need financing to di-
versify their income to supplement their
retirement pension.

The analysis in the second chapter of this
report shows that, for the moment, al-
though reverse mortgages are gaining im-
portance, they are still not widely used, as
they are a complex product that cannot be
mass marketed. The loan amount is an in-
dividual calculation of the percentage of
the home's value, determined by elements
such as the homeowner’'s age, life ex-
pectancy or the country's interest rates.
The greatest degree of development of this
market is currently in the United States,
where, as of November 2022, approximate-
ly 1,296,065 reverse mortgages have been
sold8. In that market, the most common
product is the Home Equity Conversion
Mortgage (HECM], which is a reverse
mortgage insured by the federal govern-
ment, backed by the Department of Hous-
ing and Urban Development (HUD), and
available only through lenders that have
been approved by the Federal Housing Ad-
ministration (FHA). It is a product normally
subject to specific regulations.

Thus, reverse mortgages are a developing
product in most financial markets, al-
though still with very different levels of
progress. Table 1.1 presents a summary of
the main characteristics of the reverse
mortgage regulations identified in the
markets analyzed in this report.

1.2 Key financial figures

As we have established, due to its broad
and diverse coverage needs, the real estate
market is one of the most relevant eco-
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nomic activities in the dynamic of the in-
surance sector. This is true, both on the
insurance demand side, which includes the
homes, companies and other public and
private institutions that own the properties
or hold any rights over them, and the supply
side, which includes real estate promoters,
builders, financial entities, engineering and
architecture professionals, real estate
agents or assessors, among many others.

In this context, it is important to note that
the subject of analysis in this study’? has
focused on the residential real estate mar-
ket. Thus, the indicators selected for the
analysis have been classified according to
their relevance to the insurance markets,
including, among other things, the housing
stock and the mortgage balance, in addi-
tion to population projections and macro-
economic indicators used to prepare a syn-
thetic index of real estate market potential
for the insurance sector?0.

In this regard, the set of indicators used in
the analysis of this study!! is detailed below.
As noted above, these are indicators related
to real estate activity, specifically oriented to
the residential market. These indicators have
been used to conduct a comparative as-

sessment of international experience, which
is included in chapter two of this report. The
real estate markets of eight countries have
been selected for this analysis in an attempt
to capture the main characteristics of these
markets in terms of both their regional par-
ticularities (America, Europe and Asia Pacif-
ic) and their relative levels of development
(advanced and emerging). The sample ana-
lyzed includes the real estate markets of the
United States, Mexico, Brazil, the United
Kingdom, Spain, Germany, Japan and South
Korea.

Analysis of the most relevant indicators
for the development of insurance
activities

Housing stock and new construction

Two indicators of special importance for the
insurance sector are the housing stock and
its growth (construction of new homes), giv-
en that its growth generates potential insur-
ance policies with coverage for homes and
homeowners' associations, in addition to
specific insurance policies related to the
construction period and potential liabilities
that may arise once the work has been
completed, related to its execution.

Chart 1.2
Markets of reference for the analysis
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Mortgage balance and
new mortgages taken out

The balance of outstanding mortgage loans
and the creation of new mortgages are also
important indicators for the insurance
business. They are directly related to the
capital insured in life insurance policies
covering the risk of death and disability of
mortgage debt owners. The mortgage loan
balance is also one of the components se-
lected to prepare the synthetic indicator of
real estate market potential for the insur-
ance sector.

Gross capital formation
linvestment in private housing)]

The component of gross domestic product
(GDP) corresponding to investment in pri-
vate housing is also one of the fundamental
macroeconomic indicators for understand-
ing the dynamics of real estate activity and,
therefore, for assessing the impact on in-
surance activity. Therefore, this is another
of the indicators selected to prepare the
synthetic indicator of real estate market
potential for the insurance sector included
in this report. This is due to its relationship
to new housing construction and its avail-
ability in a broad universe of countries that
provide this breakdown in their national
accounts.

Population projections

Current population data and projections of its
development in the coming decades'? is an-
other relevant indicator for estimating a
country's real estate activity potential. This is
another factor that has been considered in
preparing the synthetic indicator of real es-
tate market potential for the insurance sec-
tor, specifically because of its importance in
the future evolution of the housing stock.

Personal disposable income
This is a relevant macroeconomic indicator

from the perspective of both the real estate
market and the insurance market due to its

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

high correlation with the behavior of business
volume measured in terms of insurance pre-
miums. It also constitutes another of the rele-
vant components considered in the prepara-
tion of the synthetic indicator of real estate
market potential for the insurance sector.

Development of home insurance, life
insurance, engineering insurance and other
coverages associated with the residential
construction process

In each of the markets analyzed in the sec-
ond chapter of this report, we refer to the
lines of insurance business related to the
residential real estate market. This is a de-
scriptive analysis of the most common cov-
erages found in each of them and, to the
extent that information was available, the
business volume and profitability's.

Real estate investment instruments for
insurance companies” investment portfolios

Covered bonds and securitizations are fi-
nancial assets derived from real estate ac-
tivity in which insurance companies usually
invest, as many of these issues fit their risk
profile. This is especially significant for
those that meet eligibility requirements that
subject them to lower capital requirements
than unsecured corporate bonds, depending
on the regulatory requirements applicable
in the different jurisdictions, particularly in
those that apply quantitative criteria sensi-
tive to the risk decrease provided by the col-
lateral value of the real estate provided as
collateral. For the different reference mar-
kets covered, this study includes an analysis
of the degree of development and volume of
issues of this type of financial assets, as
well as a series of indicators that are taken
as a reference in risk assessment'4, such as
the loan-to-value ratio, loan income, the
non-performing loans ratio, or the evolution
of foreclosures.

Reverse mortgage

The need to supplement public retirement
pensions with other income sources has
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opened the possibility for insurance com-
panies to offer products for this purpose.
These include the reverse mortgage, which
is configured as a mortgage loan through
which the owner grants their home as col-
lateral, retaining its use, receiving in ex-
change monthly payments, a lump sum or
a mixture of both. This report includes a
specific reference to the main characteris-
tics of the reverse mortgages offered and
their degree of development in analyzing
the different reference markets.

Other relevant indicators

Real estate transactions
and home prices

Information on the number and volume of
housing real estate transactions has been
included for each of the relevant markets
analyzed in this study. It also offers a com-
parative analysis between the evolution of
housing prices and the general price index
in a historical series' in order to identify
the different patterns of price growth.

Mortgage interest rates
and household credit gap

Mortgage interest rates and credit are two
relevant indicators that influence the num-
ber of new housing starts and launches,
the number of transactions and the price of
housing'é. Furthermore, in relation to the
mortgage loan, it demonstrates an histori-
cal series of the credit to households to
GDP gap has been included in the analysis,
calculated following the methodology of the
Bank for International Settlements for the
countercyclical buffer requirements for
credit institutions'’, including a compari-
son with the development of a price index
and new home starts.

Residential leasing, affordability and home
acquisition assistance programs

Finally, in those markets where information
has been available and considered rele-
vant, a brief reference to affordability is-
sues and some of the programs imple-
mented to assist the most disadvantaged
households in acquiring housing has been
included.






2. Reference market analytics

2.1 United States
Introduction

The estimated residential housing stock
value in the United States in 2023 is 17.9
trillion dollars'8. This value represents
about 90% of the GDP, against a gross
household wealth value in that country
estimated at 107 trillion dollars'? (538%
of GDPJ). It must be noted that the devel-
opment of the housing stock over the
last four decades in this country has
grown in real terms, while its relative
weight in household wealth has de-
creased slightly over the same period
(see Chart 2.1-a).

On the other hand, the analysis of gross
capital formation in housing construction
relative to U.S. GDP shows two distinct pe-
riods. The first period, from 1980 to 2006,
averaged around 5% of GDP (with a maxi-
mum of 5.9% in 2005), and the second pe-
riod, from 2007 to 2022, averaged around

3.1%, with a minimum of 2.4% in 2011 (see
Chart 2.1-b).

As we know, the United States has the
most developed capital market in the
world. This feature has facilitated the fi-
nancing of the real estate market, result-
ing in a significant issuance of financial
instruments that complement and pro-
vide liquidity to bank financing, also facil-
itated by the operation of a number of
government-sponsored enterprises
(GSEs). The three main GSEs are: Fannie
Mae, Freddy Mac (these two agencies
take the form of private companies listed
on the New York Stock Exchange), and
Ginnie Mae (the latter agency takes the
form of a public company linked to the
U.S. Department of Housing and Urban
Development, the Federal Housing Ad-
ministration, FHA].

Chart 2.1-a
United States: real residential housing stock,
gross financial wealth of households and population

I Residential housing stock, real (billions of dollars), right axis
— Population thousands)
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Source: MAPFRE Economics (based on data from Oxford Economics, Haver Analytics and the United Nations)
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Source: MAPFRE Economics (based on Oxford Economics and Haver Analytics data)

Chart 2.1-b
United States: gross capital formation in home construction

M Per capita gross capital formation, home construction (billions of dollars), right axis
— Gross capital formation in home construction (% GDP)
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Analysis of relevant indicators for the
development of insurance activities

Housing stock and new construction

Housing stock

In the United States, the housing stock in
December 2022 was at 143.9 million units?o,
of which occupied homes accounted for
89.9%. A comparison of the development
since 1971 shows that the total number of
homes has doubled (71.3 million in 1971)
with an increase since then of 101.8% (see

Chart 2.1-c and Table 2.1-a). This growth
has always been positive and sustained
over time, with variations of more than 1%
per year, except in 2002 when the base
index changed to 2000.

It should be noted that one of the factors
that has contributed to boosting the hous-
ing stock in that country has been the ac-
celerated growth of new households in the
35 to 44 year-old population. However, in
the series analyzed, it is evident that since
2007 the growth of the housing stock has
slowed and, since 2010, new construction

[ | Housing stock

150,000
120,000 el 11
90,000 <o 1!
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30,000 | 1
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Source: MAPFRE Economics (based on Census data)

Chart 2.1-c
United States: housing stock
(number of homes, thousands; year-on-year change, %)

— Year-on-year change
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Source: MAPFRE Economics (based on Census data)

has not kept pace with household growth.
This situation has produced an increasingly
tight real estate market, with the supply of
new housing increasingly concentrated in
larger and less affordable homes, which
has impacted the market by increasing the
demand for rentals?!. The pandemic, in
turn, increased the demand for single-fam-
ily homes.

New home construction and sales

In 2022, the number of new home construc-
tion permits approved in the United States
reached 1,651,857 units, a drop of -4.9%
versus the previous year (with 1,736,982
permits). This represented a -5.0% drop
year-on-year, which may be related to labor
shortages, supply problems, inflation and
rising interest rates slowing household
growth along with the economy. Buy region,
the Northeast registered 142,199 construc-
tion permits, followed by the West with
392,202 permits, both above the total aver-
age?2, Chart 2.1-d shows how construction
permits have evolved since 1980, with three
significant moments: the first, in 1984, when

Table 2.1-a
United States: total housing inventory estimates
(thousands )
2021 2022 change PAVARGIELS total
All housing 142,602.0 143,950.0 0.9%
Vacancy 14,999.0 14,554.0 -3.0% 10.5% 10.1%
Vacant all year round 11,227.0 10,950.0 -2.5%
For rent 2,647.0 2,760.0 4.3%
Only for sale 727.0 719.0 -1.1%
Rented or sold 946.0 813.0 -14.1%
Kept off the market 6,907.0 6,657.0 -3.6%
For occasional use 2,050.0 2,010.0 -2.0%
Temporarily occupied with 1,169.0 11100 -5.0%
primary residence elsewhere
For other reasons 3,687.0 3,536.0 -41%
Seasonal vacancy 3,771.0 3,604.0 -4.4%
Occupied 127,604.0 129,396.0 1.4% 89.5% 89.9%
Owner occupied 83,583.0 85,224.0 2.0% 58.6% 59.2%
Tenant occupied 44,021.0 44,172.0 0.3% 30.9% 30.7%

the number of permits granted for con-
struction increased by 60%; the second,
covering the period 2007-2010, when it de-
creased to -35%; and the third, with the re-
bound in 2013 when it reached 20% growth.

Chart 2.1-d
States: change in number of
construction permits and pending home sales index
(%)

— Construction permits
— Pending home sales index
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Source: MAPFRE Economics (based on Census Bureau and Investing data)
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Chart 2.1-e
United States: sales of new homes vs. sales of existing homes
(breakdown, %; year-on-year change, %)
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As for total new home sales?3, a particular-
ly relevant figure for the insurance sector
as it represents a potential for new home
insurance policies, in 2022, it is estimated
to have been approximately 641,000, of
which about 20% were homes sold off-plan,
49% were homes under construction and
the remaining 31% were sold after con-
struction had been completed. Meanwhile,
about 76% of new homes were financed
conventionally (i.e., without government
involvement), 18% were financed by the
Federal Housing Administration (FHA), and
the remainder were paid for in cash. At the
end of that year, there were 456,000 homes
pending sale, with a ratio of 71.1% of
homes sold. This means that the average
number of months from completion of con-
struction is 2 months, compared to 3.2
months in the previous year. Finally, Chart
2.1-e illustrates the proportion new home
sales represented with respect to home
resales.

Home-linked insurance developments

In the United States, the percentage of
households with home insurance is very
high (approximately 95%), as mortgages
often require a policy to grant the loan. The
penetration rate of home insurance in the
economy, as represented by the weight that

home insurance premiums have over gross
domestic product (GDP), is estimated to
have increased from 0.34% in 2000 to
0.52% in 202124, 1t should also be noted that
approximately 65% are homeowners. Of the
remaining 35% (in rentals), about 40% pur-
chase renter’s insurance. In addition, many
insurance companies combine home poli-
cies with automobile and offer a lower
premium for combined coverage.

According to the latest available informa-
tion produced by the Insurance Information
Institute for 2019, homeowners insurance
premiums averaged $1,272, while home
insurance premiums for rental housing av-
eraged $174. In 2000, however, these fig-
ures were $508 and $175, respectively.

Meanwhile, the loss and expense ratios,
respectively, have gone from 72.8% and
29.7% in 2012 to 76% and 27.9% in 2021. As
a result, the combined ratio (“after divi-
dends") has worsened from 103.0% to
104.3% in this period. Analyzing the loss
ratio by coverage, it can be seen that the
largest number of household losses are
due to wind (45.5%), followed by those
caused by fire (23.8%) and water (19.9%). It
should be noted that the National Flood
Insurance Program (NFIP) is a special flood
program that allows homeowners, busi-
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ness owners and renters in participating
communities to purchase federally-backed
flood insurance. This insurance helps to
cover repair costs of damages caused to
buildings and their contents by floods. It is
important to note that federal flood insur-
ance is not a disaster assistance program
but an insurance program established to
help homeowners recover more quickly
after a loss. According to information from
the Insurance Information Institute, in
2021, private flood insurance premiums
reached $506 million.

Homeowners policy coverages are catego-
rized into different standard forms depend-
ing on whether the property is owner-oc-
cupied (the forms are HO-1, HO-2, HO-3,
HO-5 and HO-8), or tenant-occupied (HO-4
covers third-party liability and risks per
HO-2), or by the condominium unit owners/
coop policy owner form (HO-é), although
many insurers use their own forms2s,

HO-3 policies are all risk coverage that
cover the risk of loss of physical assets,
with exclusions for earthquakes and floods.
HO-2 policies are extended coverage poli-
cies, i.e., in addition to the risks covered in
HO-1 (only basic coverage for buildings)
they cover building collapse among others,
while HO-5 policies cover all risks on real
estate and personal property, and HO-8
policies offer coverage with replacement
cost well above market value, covering the
owner of an old home who has problems
obtaining a standard insurance policy. Most
of the plans will cover the cost of alternate
lodging after an insured risk claim is filed.
According to data from the National Asso-
ciation of Insurance Commissioners
(NAIC), in 2019, 77.7% are HO-3 policies.
The complete distribution structure of
these different modalities is presented in
Chart 2.1-f.

It should be noted that many factors affect
the cost of homeowners insurance, result-
ing in large differences in average premi-
ums in the United States. In general, real
estate values and construction costs tend

to be higher in more densely populated ar-
eas. Likewise, the degree of exposure to
earthquakes, hurricanes or tornadoes af-
fects homeowners' insurance cost. Expo-
sure to earthquakes is greater in the Cali-
fornia zone, while that of hurricanes is
higher in areas close to the Gulf of Mexico
and the Atlantic Ocean, and exposure to
tornado damage is higher in the central
and southeast United States.

In this regard, the behavior of the U.S. real
estate market is very marked by losses
suffered by natural catastrophes (winds,
floods, forest fires and earthquakes), an
aspect that has led to an increase in the
loss ratio in recent years, which is why
since 2018 insurance companies have be-
gun to increase premiums for exposure to
this type of natural risks, generally in-
creasing all rates. This generates protec-
tion gaps for the risks the insurance com-
panies are not able to cover. Among the
mechanisms that attempt to compensate
for the lack of available coverage in risk
areas, the country applies the so-called
Fair Access to Insurance Requirements
(FAIR) plans, designed to facilitate access
to insurance for those who find it difficult
to obtain from private insurers because

Chart 2.1-f
United States: percentage of
homeowners per policy form, 2019

® HO-1 HO-2 @ HO-3
HO-5 @ HO-8

1.6%
0.5%

Source: MAPFRE Economics (based on NAIC data)
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Chart 2.1-g
United States: total mortgage debt breakdown by investors
(trillions of dollars)
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they have a property in an area considered
to be high risk.

Mortgage balance and
new mortgages taken out

Mortgage balance

The balance of outstanding mortgage
loans and the creation of new mortgages
are two important indicators for the insur-
ance business, as they are directly related
to the capital insured in life insurance
policies covering the risk of death of the
mortgage holders. In the United States, in
2021 (latest available data), mortgage debt
totaled $18.04 trillion, of which $12.5 tril-
lion pertains to one- to four-family resi-
dential mortgages, $1.9 trillion to multi-
family residential mortgages, and $3.3
trillion to commercial mortgages?s. From
2007 to 2019, this debt averaged $13.9
trillion, while in 2021, the debt has in-
creased by 7.5%, or by $1.3 trillion (see
Chart 2.1-g).

New mortgages taken out

The total of mortgages in the United States
has grown significantly, especially between
1998 and 2007, when it stagnated due to
the Great Recession. It was not until 2014
that this amount began to grow steadily
again, reaching US$18.04 trillion in 2021

(latest available data). Of that total, $9.42
trillion (52.2%) is part of the assets of gov-
ernment-sponsored enterprises (basically
Fannie Mae, Freddie Mac and Ginnie Mae])
and $5.9 trillion (32.7%) is held by private
depository institutions. Meanwhile, insur-
ance companies held $0.72 trillion (4.0%)
of mortgage assets in their portfolios.

Fannie Mae and Freddie Mac require that
each property be covered by property and
liability insurance for the life of the mort-
gage loan?’. These insurance policies must
include coverage for fire, wind, hurricane,
hail, flood and localized risks, where ap-
plicable, and provide for claims to be set-
tled on a replacement cost basis28. Howev-
er, they do not require life insurance in
case of death associated with the mortgage
loan, but if they have it, it may facilitate
their status as eligible for acquisition by
these agencies.

Development of Risk life insurance

In the United States, in addition to tradi-
tional risk life insurance?? that can act as
independent loan coverage, there is a type
of risk life insurance specifically linked to
loans whose premiums reached 581.5 mil-
lion dollars30 in 2021, with a loss ratio of
64%, more than 17 percentage points (pp)
higher than the average (47.6%) of the last
ten years, as a result of the excess mortali-
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ty suffered during the worst phases of the
pandemic3!. This situation also affected
production volume, which decreased sig-
nificantly over those two years. This, added
to the trend presented for premiums in the
historical series of the 2012-2021 decade,
resulted in a -23.1% decline in the premi-
um volume of this type of insurance (see
Table 2.1-b).

Analyzed by insurance company, the four
with the highest Life premiums and the
highest loss ratios were CMFG Life Ins,
American Health, Life of the South and
Minnesota Life Ins. The first 4 companies
assumed more than 69% of the market
share of net Life credit written premi-
ums. Meanwhile, analyzed by states,
Texas (14.05%), Louisiana (7.19%)], Flor-
ida (5.23%) and North Carolina (5.03%)
represent those with the highest market
share of net Life credit written premi-
ums.

In terms of loss ratios, Texas at $50.7 mil-
lion, North Carolina at $23.2 million, Geor-
gia at $22.5 million, and Florida at $21.4
million led the way with the highest claims
volume in 2021. In relative terms, the four
states with the highest loss ratio (claims/
imputed premium] were: Rhode Island
(182%, completely atypical data as a con-

sequence of the mortality caused by the
pandemic), Maine (99.8%), Georgia (92%)
and Pennsylvania (93%].

Reverse mortgage

According to the United States Census Of-
fice, 36% of United States homes are cur-
rently occupied by single people 50 years
or older, representing nearly 26 million
people. In addition, one of every six United
States residents 55 years or older has no
children, and more than 60% of older
adults who live alone are women.

Reverse mortgages are a versatile financial
tool. According to data from the National
Reverse Mortgage Lenders Association, as
of November 2022, approximately
1,296,065 households in the United States
have used the reverse mortgage mecha-
nism, converting the net capital in their
home into cash without having to sell the
property. The most recent data from the
Department of Housing and Urban Devel-
opment (HUD] reveals that the average age
of reverse mortgage applicants has de-
creased from 77 to 73 years (2022). Also,
according to the Housing Market Research
Institute, most reverse mortgage holders
come from the states of California, Florida,
Texas and New York, while the average re-

Table 2.1-b
United States: credit Life insurance performance
(thousands of dollars)

Net Real accrued Direct claims Loss
written premiums premiums occurred ratio (%)

2012 756,054
2013 740,184
2014 738,758
2015 731,494
2016 671,891
2017 627,490
2018 635,552
2019 661,581
2020 534,885
2021 581,469

2012-2021 average 667,936

Source: MAPFRE Economics [based on NAIC data)

799,020 365,302 45.7%
738,353 352,190 47.7%
726,912 345,629 47.6%
722,012 326,421 45.2%
704,773 312,016 44.3%
654,925 299,557 45.7%
637,715 291,506 45.7%
642,365 274,304 42.7%
583,929 297,615 51.0%
566,604 362,629 64.0%
677,661 322,717 47.6%



verse mortgage was estimated to be
around $90,000.

According to figures from the National As-
sociation of Homeowners, the reverse
mortgage participation rate among home-
owner households over the age of 62 has
remained steady at about 13% since 2014,
while the number of reverse mortgages in
2022 was approximately 64,489 with a total
of $10 billion borrowed in reverse mort-
gages in 2021.

Different modalities of reverse mortgages
are sold in the United States: (i) private re-
verse mortgages offered by individual
lenders; (i) single purpose reverse mort-
gages, which are offered by state or local
government agencies, with the approved
purpose specified by the lender; and (iii)
so-called Home Equity Conversion Mort-
gages (HECMs), which are the only federally
insured, HUD-backed reverse mortgages.
In the latter case, these loans are available
only through lenders authorized by the
Federal Housing Administration (FHA), the
money can be used for any purpose, and
the FHA loan Llimit for a HECM s
$1,089,300 for FY 2023.

The U.S. federally insured HECM program
allows homeowners 62 years of age or
older to borrow against the equity in their
home and is the most common in the
United States. Borrowers receive between
51 and 77% of the property valuation, or
the FHA loan limit, whichever is lower, de-
pending on age and choice of product.
These payments will come from the
lender every month, or the lender may
choose to open a line of credit to use as
needed to generate a tax-free income
stream. The Internal Revenue Service
(IRS) considers this money a loan advance
and not taxable income. When the lender
grants the reverse mortgage, the borrow-
er, in addition to receiving the proceeds for
the net value of the mortgage, no longer
pays the mortgage payments that were
previously owed (in other markets, these
transactions are not possible as the prop-
erties must be free of liens).
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The interest rate for these operations
varies between fixed and variable, depend-
ing on whether the payment is a lump sum
payment for all available funds at once or
monthly. The amount available is less than
when the payment is made on a monthly
basis. In addition to the interest generated
by the reverse mortgage, an appraisal, loan
origination fee (not to exceed $6,000) and
sometimes an initial mortgage insurance
premium (reduces the lender's risk in the
event of borrower default) of 0.5% of the
outstanding mortgage balance is required.

Upon the death of the borrower and eligible
non-borrowing spouse, the loan becomes
due and payable. After receiving the due
and payable notice from the lender, the
heirs will have 30 days to buy, sell or deliv-
er the home to the lender to pay off the
debt. However, extending this period for up
to one year is possible so that the heirs can
sell the house or obtain financing to buy it.
Heirs who do not want to sell the home will
have to pay the lesser of the full loan bal-
ance or 95% of the home's appraised value.
[f the heirs wish to sell the home, the
lender takes the proceeds from the sale as
payment on the loan, and the remaining
balance, if any, will be covered by Federal
Housing Administration (FHA) insurance.

Additional consumer protections were im-
plemented in 2013 to help borrowers pre-
serve more of their home equity during the
first year of the loan. Under the require-
ments for a HECM reverse mortgage, bor-
rowers must be at least 62 years old, own
the home and use it as their primary resi-
dence. A reverse mortgage is a non-re-
course loan, which means that the borrow-
er or the borrower’s estate will never be
obligated to pay the lender more than the
balance of the loan or the home's current
value, whichever is less. As noted above,
when a loan is called due and payable, the
reverse mortgage borrower or the borrow-
er's estate need only pay the balance of the
loan or 95% of the appraised value of the
home at that time, whichever is less. If you
have Medicaid or receive Supplemental Se-
curity Income (SSl), the proceeds from the
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reverse mortgage may affect your welfare
benefits. A loan is considered due when a
borrower sells the home, conveys title to
the property to another person, dies, re-
sides outside the primary residence for a
period exceeding 12 consecutive months
due to physical or mental illness, fails to
pay property taxes, insurance premiums,
condominium fees and other mandatory
liabilities, and all options to bring the loan
current have been exhausted, or fails to
properly maintain the home and allows it to
deteriorate.

Independent third-party advice is required
if it is a private reverse mortgage or an
FHA-insured HECM. Most lenders require
applicants to have no federal debt, espe-
cially in the case of HECMs. This includes,
for example, federal income taxes and fed-
eral student loans.

There is a 3-day period for the right of
rescission. To cancel, the lender must be
notified in writing. In 2014, HUD announced
that, under certain circumstances, a
spouse who does not apply for the loan
may continue to reside in the home, even if
the debtor spouse dies, but will no longer
receive monthly payments. The widow or
widower must continue to pay the taxes
and insurance on the home, in addition to
any necessary repairs if the home deterio-
rates. For reverse mortgages signed prior
to that date (August 4, 2014), upon the bor-
rower's death, the lender could either re-
possess the home or initiate a mortgage
optional election assignment (MOE) process
that allowed the non-borrowing spouse to
remain in the home.

Currently, HECM reverse mortgages have a
share of over 90% of the market for reverse
mortgages in the United States, due to the
financial benefits and guarantees that the
FHA offers to lenders and borrowers. Using
HUD data (see Chart 2.1-h], from 1990
through 2002, the number of reverse mort-
gages was irrelevant. However, after 2003,
its number began to increase, with very
high growth rates (109% in 2004, 77% in
2006), reaching the highest figure seen so

far in 2009 with 114,692 HECM mortgages
taken out that year. Since that date, there
was a 31% decrease in 2010 with 79,106
mortgages, and since 2010, due to the
tightening of conditions to access this type
of loan (high costs, program requirements,
etc.), there has been a substantial de-
crease in the number of mortgages taken
out. However, in the last two years, 2021
and 2022, these have grown by 57% and
31%, respectively, to 49,207 and 64,489 re-
verse mortgages by federal fiscal year
(each federal fiscal year begins on October
1 and ends on September 30 of the follow-
ing year).

Historically, some large banks have offered
reverse mortgages, with Bank of America
and Wells Fargo being two of the largest
lenders. However, following the 2008-2009
financial crisis, both announced their exit
from this business in 2011 due to difficul-
ties with the regulatory environment
(Dodd-Frank]. Today, many banks still offer
reverse mortgages, such as FirstBank,
Quontic Bank, M&T Bank, The Federal Sav-
ings Bank, Townebank or Goldwater Bank.

Chart 2.1-h
United States: number of HECM mortgages
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Table 2.1-c
United States: top 15 companies by amount of
initial capital for mortgage transactions, 2022
(dollars)

initiat Capital Hmits

American Advisors Group

Mutual of Omaha Mortgage, Inc.

Reverse Mortgage Funding LLC

Fairway Independent Mortgage Corporation
Finance of America Reverse LLC
Longbridge Financial LLC

PHH Mortgage Corporation

South River Mortgage LLC

Premium Security Inc. D/B/A Homecision
Ennkar Inc

Finance of America Mortgage LLC
Cherry Creek Mortgage LLC

All Reverse Mortgage Inc

High Tech Lending Inc

Advisors Mortgage Group LLC

Total market

3,098,910,946 19.34%
1,243,819,449 7.76%
706,818,595 4.41%
698,741,840 4.36%
614,487,528 3.83%
575,190,957 3.59%
563,922,050 3.52%
369,335,641 2.30%
312,467,794 1.95%
275,184,960 1.72%
258,799,247 1.62%
239,924,729 1.50%
203,398,503 1.27%
178,452,436 1.11%
175,328,754 1.09%

16,024,603,101 100.00%

Source: MAPFRE Economics (based on data from HUD, Department of Housing and Urban Development)

During 2022, 58,778 HECM reverse mort-
gages were approved for $16.024 billion;
98% at a variable interest rate (standing at
an average of 7.01% variable interest for
December 2022). Five percent of the mort-
gage funds were used for purchases, 18%
for loan refinancing, and the remaining
77% for traditional purposes. Taking the
top 15 companies by the amount of initial
principal of mortgage transactions in dol-
lars, we see that American Advisors Group
leads the ranking with 19.34% of total loan
principal, which is equivalent to the present
value of loan proceeds available to the bor-
rower (see Table 2.1-c). However, if ordered
by the number of transactions approved
during 2022, it becomes apparent that
American Advisors Group remains in the
top position with 26.7% of the market's ap-
proved transactions, although there are
movements in subsequent positions (see
Table 2.1-d).

From the standpoint of real estate value or
equity of those aged 62 and older, calculat-
ed by difference between home value and
outstanding debt, homeowners aged 62 and
older saw their real estate wealth grow by
1.95% ($226 billion) in the third quarter of

2022, to $11.81 trillion32 (see Chart 2.1-i).
The increase in senior homeowner wealth
was primarily due to a 1.95% (268 billion)
growth in home values, offset by a 1.93%

(42 billion) increase in senior mortgage
debt.

Finally, regarding the legislative history of
reverse mortgages in the United States, it
is worth noting that Section 255 of the Na-
tional Housing Act was passed in 1934, as
part of the U.S. National Housing Act. It
was created to improve housing loan avail-
ability and help to secure affordable hous-
ing for low- and moderate-income con-
sumers. Since its approval, it has been
amended several times, including in the
1980s, to include reverse mortgage loans.

In the late 1980s, Ronald Reagan signed
the Housing and Community Development
Act authorizing HUD to create the HECM
pilot program, providing financial support
for reverse mortgage borrowers through
the Home Insurance Fund. Meanwhile,
Fannie Mae agreed to purchase FHA insur-
ance to provide liquidity to the system. Be-
tween 1995 and 1998, Fannie Mae created
its own reverse mortgage, the National Re-
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Table 2.1-d
United States: top 15 companies
by number of mortgage transactions, 2022

(dollars)

American Advisors Group

Finance of America Reverse LLC

Mutual of Omaha Mortgage, Inc.
Longbridge Financial LLC

Reverse Mortgage Funding LLC

PHH Mortgage Corporation

Fairway Independent Mortgage Corporation
Open Mortgage LLC

High Tech Lending Inc

Cherry Creek Mortgage LLC

Premium Security Inc. D/B/A Homecision
Traditional Mortgage Group LLC
Advisors Mortgage Group LLC

Money House Inc

All Reverse Mortgage Inc

Total market

16,828 26.70%
6,780 10.80%
5,708 9.10%
5,401 8.60%
4,804 7.60%
4,181 6.60%
2,747 4.40%
2,206 3.50%
1,036 1.60%

917 1.50%
895 1.40%
819 1.30%
775 1.20%
694 1.10%
677 1.10%
62,984 100.00%

Source: MAPFRE Economics [based on data from HUD, Department of Housing and Urban Development)

verse Mortgage Lenders Association
(NRMLA) was established in Washington to
defend lenders’ interests, and finally, the
HECM program became permanent and
increased the volume of reverse mortgages
to 150,000.

Moreover, in 2007, Ginnie Mae began un-
derwriting HECM reverse mortgage securi-
tizations, which generated competition with

Fannie Mae and caused it to leave the busi-
ness. In 2008, the FHA permitted the intro-
duction of a fixed and closed rate for
HECMs. Finally, in 2008, the first genera-
tion of baby boomers (43 million house-
holds) met the requirements to take out a
reverse mortgage.

In 2011, the Dodd-Frank Act created the
Consumer Financial Protection Bureau

Chart 2.1-i
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(CFPB]) and established stricter regulations
for lenders in all industries, including re-
verse mortgage lenders. In 2013, President
Barack Obama signed the Reverse Mort-
gage Stabilization Act, which authorized
HUD to take funds to bolster mortgage in-
surance funds. That same year, HUD limit-
ed the amount of funds available to 60% of
the loan amount for the first twelve
months.

In 2016, FHA reached 1 million HECMs, and
in 2018 began implementing collateral risk
assessment to prevent appraisal values
from being artificially inflated. From 2019
to 2022, FHA modified the requirements for
loan assignments under the optional mort-
gagee election (MOE) process and took
steps to respond to the COVID-19 pandem-
ic. Thus, in 2022, the maximum mortgage
loan limit increased to $970,800 (with the
maximum home value amount to be mort-
gaged set at $1,100,000). Finally, it is im-
portant to keep in mind that, in addition to
federal regulations, there are certain regu-
latory aspects of reverse mortgages at the
state level, which may vary from state to
state.

Real estate investment instruments
for insurance companies’
investment portfolios

In the United States there is a very active
mortgage securitization market. By 2021,
about 65% of total residential mortgage
debt was estimated to be securitized ($10.8
trillion), up from 60% a decade ago, almost
all in the form of Mortgage-Backed Securi-
ties (MBS) issued by the agencies and gov-
ernment-sponsored enterprises Fannie
Mae, Freddie Mac and Ginnie Mae, basical-
ly33 (see Chart 2.1-j).

Agency vs non-agency
Mortgage-Backed Securities

The agency MBS has a loan guarantee
backed by one of the three housing agen-
cies: Fannie Mae, Freddie Mac or Ginnie
Mae. Fannie Mae and Freddie Mac pur-
chase and securitize conforming mort-
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gages, which are typically prime loans.
These agencies are not authorized to pur-
chase large "jumbo” mortgages above con-
forming loan limits, or mortgages with
loan-to-value (LTV) ratios greater than
80%, unless the loan includes mortgage
insurance. As noted above, Fannie Mae and
Freddie Mac are government-sponsored
enterprises, or GSEs34. It should be noted
that, although the government does not
explicitly own them, their debt is perceived
to carry a certain public guarantee.

Meanwhile, Ginnie Mae guarantees MBS
built from mortgages explicitly insured by
federal government agencies, primarily
the Federal Housing Administration (FHA])
and Veterans Affairs (VA). Fannie Mae and
Freddie Mac, on the other hand, use a
different risk distribution model than
Ginnie Mae. Fannie Mae and Freddie Mac
MBS are not covered by government
agency insurance. When mortgages in
their portfolio default, they cannot turn to
the FHA, VA or USDA as a source of capi-
tal to cover the default. If losses associ-
ated with mortgage defaults cannot be
covered by private mortgage insurance,
Fannie Mae and Freddie Mac may be
forced to make protection and indemnifi-

Chart 2.1-j
United States: mortgage-backed
security balance
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cation payments to investors from their
own capital.

On the other hand, non-agency MBS (mort-
gage-backed securities securitizations) are
issued by private financial institutions and
are not collateralized. Instead, the securi-
ties are divided into tranches for investors
with different credit risk appetites, with
higher nominal returns for tranches that
assume higher credit risk. By mid-202135,
depository institutions (commercial banks,
savings banks and credit unions) were the
largest investor group (33% of the totall,
followed by the Federal Reserve (23%], in-
ternational investors (11%), mutual funds
(7%) and money market funds (5%). The
Federal Reserve is the largest single in-
vestor in MBS through its large-scale asset
purchase program, with total holdings of
$2.5 trillion in October 2021.

The market for securitizations other than
those issued by U.S. government-spon-
sored agencies appears to have stabilized,
following the severe problems suffered
with the outbreak of the 2008-2009 crisis
(which also impacted agency-issued MBS],
although their volume is now at levels
equivalent to those of the early part of the

Chart 2.1-k
United States: non-performing loans ratio in
single-family residential mortgages
(%)
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Source: MAPFRE Economics (based on Federal Reserve data)

first decade of this century. The regulatory
measures adopted in the wake of the crisis
(mainly the Emergency Economic Stabiliza-
tion Act of 2008 and later the Dodd-Frank
Act) further aided the recovery of securiti-
zations issued by the agencies, which be-
gan to repay the aid received once they be-
came profitable again. These measures
included stricter conditions for securitized
loans, risk retention requirements and re-
strictions on household leverage.

Non-performing loans ratio

According to Federal Reserve data, the
non-performing loans ratio for single-fami-
ly residential mortgages, registered in na-
tional bureaus with information collected
by all commercial banks, has ranged from
3.2% (1991) to 1.6% (2004-2005) between
1991 and 2007. However, from 2008 to 2018,
the default rate skyrocketed due to the
Great Recession and the Lehman Brothers
crisis (see Chart 2.1-k). Currently, it is at
about 2%. It should be noted that the
CARES (Coronavirus Aid Relief and Econo-
my Security) Act, enacted on March 27,
2020, and extended on February 18, 2022,
allows for loan extensions that can extend
up to 360 days and is reflected in mortgage
performance data.

Real estate transactions, home prices and
mortgage interest rates

Real estate transactions

In the United States, a generally favorable
trend in the total number of home sales
can be observed since the 1970s (see Chart
2.1-1). However, the historical series shows
periods when this trend has been clearly
interrupted, as occurred in 1973, 1979 and
2006, acting as a leading indicator for peri-
ods in which the U.S. economy entered re-
cession (November 1973, July 1981 and De-
cember 2007).

Data released by the Federal Reserve Bank
of St. Louis show that the total cumulative
volume of real estate transactions com-
pleted through the third quarter of 2022
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Chart 2.1-L
United States: home sales*
(number of transactions, thousands; year-on-year change, %)
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*The shaded areas indicate periods of recession in the United States

(5.4 million units), is 17.7% less than that
achieved in the third quarter of the previ-
ous year when it slightly exceeded 6.7 mil-
lion homes. This overall performance has
been explained by the decline in home re-
sales (-19.7%), which accounted for 87.3%
of total sales in the third quarter of 2022
and includes single-family homes, town-
houses, condominiums and cooperatives.

With regard to the characteristics of buy-
ers, it is noteworthy that, in 2021, the age
of first-time homebuyers increased from

an average of 29 years old (44% of buyers)
to 33 years old (34% of buyers). Thus, the
age of a normal buyer has gone from 36
years in 1981 to 56 years in 2021.

Home prices

As shown in Chart 2.1-m, a comparison of
the development of U.S. median home
prices with the evolution of the general
price index, in a series since 1980, shows
that both indexes follow a similar path until
the late 1990s. Since then, the two trends
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== Consumer price index
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United States: home and consumer price indexes
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have diverged, and the housing price index
has risen above consumer prices, despite
the sharp downturn suffered as a result of
the financial crisis of 2007-2009. Likewise,
additionally and for comparative purposes,
the variation of the average home price is
shown with various indexes in general use
in the United States, such as the Case
Shiller, the Federal Housing Finance
Agency and the St. Louis Federal Reserve;
all coincide in the abrupt fall in the
2006-2008 period, a strong recovery since
2012 and growth above historical levels as
of 2021.

Low interest rates during the pandemic
offset rising housing costs, keeping
mortgage payments relatively low. Be-
tween the first quarter of 2020 and 2022,
2.2 million new owners were added, rais-
ing the national ownership rate to 65.4%.
Despite this, during 2022, with interest
rates at their highest in 20 years, new
homebuyers face affordability issues,
with monthly payments that, in some
cases, have grown by 50%. The increase
in home prices in nominal terms was
18.8% in 2022 (first quarter 2022) and
17.7% by the end of the year in 2021,
while in real terms, the increase was
8.4% and 8.9%, respectively3s.

Recent moves by the Federal Reserve to
raise interest rates due to the sharp re-
bound in inflation have begun to cool the
for-sale housing markets, as indicated by
slower sales and rising inventories of
homes on the market, which may end up
impacting housing market prices. Analyzed
by metropolitan areas, those belonging to
California (Anaheim-Santa Ana, Fresno,
Los Angeles, Sacramento, Riverside), Flor-
ida (Cape Coral, Fort Lauderdale, Miami,
Sarasota, Tampa, West Palm Beach) and
New York stand out as those with the high-
est home price increases from 2000 to
2005, and those that also saw their home
prices fall the most in 2008 (more than 25%
on average) and whose recovery from 2012
to the present has been particularly no-
table, with nominal growth in prices of 35%
(Florida, Cape Coral-Fort Myers and North
Port) and 23.7% in the California areas of
Sacramento, Stockton and Riverside.

In contrast, home prices grew below aver-
age in the United States from 2000 to 2005
in the metropolitan areas of Ohio (Akron,
Cincinnati, Cleveland, Dayton) and Mi-
chigan (Detroit, Kentwood, and Warren-
Troy-Farmington Hills), with growth close
to 4.5% on average, although they had a
smaller drop (except Detroit with 22.7% in

Chart 2.1-n
United States: 30 and 15-year fixed interest rates and variable (5/1)
(variable and fixed-rate mortgages, %; year-on-year change, %)

— Quarterly fixed interest rate (30 years), average
— Quarterly fixed interest rate (15 years), average
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2008) than in the 2008-2012 stage. Current-
ly, these areas present nominal growth of
13% on average. In the southern United
States, where incomes are lower on aver-
age due to smaller loans, interest rates are
higher. The highest home prices are found
in Hawaii, California and New York, with the
median monthly payment at $1,684, $525
more than the national average, which re-
mains at $1,159. The lowest are located in
lowa, Indiana and Arkansas.

Mortgage interest rates

According to information from Freddie Mac,
the average 30-year mortgage rate in-
creased more than 2.0 pp between the first
week of January and the first week of May
2022, to 5.27%, its highest level in 10 years.
Interest rates have risen higher since then,
and although inflation has moderated, in
the last quarter of 2022, they were above
6% (see Chart 2.1-n).

The housing sector continues to experience
an adjustment due to interest rate growth,
which reached 6.79% for 30-year fixed
mortgages in the fourth quarter of 2022.
This is the most common type of mortgage
in the United States (see Chart 2.1-0]. An
analysis of their changes over the last two
decades shows that, since 2000, the aver-
age interest rate on 30-year fixed-rate

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

mortgages has been on a downward trend,
from 8.05% at the beginning of the century
to levels slightly below 3% in 2021, until
they began to rise as a result of the Federal
Reserve's tightening of monetary policy
following the sharp upturn in inflation,
which was exacerbated by the invasion of
Ukraine.

Likewise, an analysis of mortgages taken
out in the 2001-2021 period (see Charts
2.1-p and 2.1-q) shows that, with some ex-
ceptions, approximately 40% (36.6% in
2021) of loans have been used for first-time
home purchases, while the remaining 60%
(63.4% in 2021) have been used to refinance
mortgage debts already incurred. In addi-
tion, the average loan maturity is 26 years,
although 2006 marked a turning point with
an average period of 28 years. Some 76.8%
use conventional loans, compared to 19.5%
and 3.7% using government assistance
loans or Jumbo (a mortgage loan that may
have a high credit score, but the amount
exceeds conventional conforming loan lim-
its), respectively.

Household credit gap

In terms of the development of the house-
hold credit gap with respect to its historical
average level, three periods can be distin-
guished in the United States in which the

2021

Chart 2.1-0
United States: breakdown of mortgages by interest rate
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Chart 2.1-p
United States: breakdown of mortgages by objective

Source: MAPFRE Economics (based on data from FHFA, National Mortgage Database, NMDB)
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volume of household debt as a percentage
of GDP was significantly higher than its
long-term average. The first of these refers
to the period from 1984 to 1990, and the
second to the period from 2002 to 2006,
which were reflected both in the number of
new housing starts and in the level of
prices, which experienced a strong re-
bound; in this sense, the credit gap acted
as a leading indicator of the 2007-2009 real
estate crisis. And the third relates to the
period from 2007 to 2021, which is below
the average, as reflected in a decline in the
number of new homes and prices, espe-
cially between 2007 and 2011, after which

they began to improve, despite the wide
household credit gap. It should be noted
that this counterintuitive improvement co-
incided with the implementation of asset
purchase programs (sovereign bonds and
mortgage-backed corporate bonds) by the
US Federal Reserve starting in 2009 (see
Chart 2.1-r).

On the other hand, the ratio of mortgage
debt to housing stock in the United States
has been growing steadily from 1970
($7,143/home) through 2007 ($114,202/
home). Thereafter, the ratio fell to
$100,482/home in 2013, and in 2021 it

80%

Chart2.1-q
United States: average mortgage loan term
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Chart 2.1-r
United States: household credit gap
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stands at its all-time high of $127,111/
home. Compared to the development of the
average home price over the same period,
the trend was similar through 1992, when
debt growth began to diverge from average
home price growth, evidenced by the
growth of mortgage debt which peaked in
2007 and, after the crisis correction, from
2012 onwards home prices have grown
proportionally above the recovery of debt
(see Chart 2.1-s).

Chart 2.1-s
United States: mortgage debt to
housing stock and average price

M Mortgage debt/housing stock ratio (dollars/home)
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Residential leasing

The development of rental housing shows
growth in the percentage of households
with home ownership reaching 69.1% in
2020, up from 75.9% in 2005, where it
reached its peak value and decreasing
through 2016, where the percentage of
households with home ownership is at a
minimum (63.5%), with the remaining
36.5% of households with rental housing
(see Chart 2.1-1).

The annual variation of rental housing in
the United States has been positive from
2015 to the present, specifically in 2021, it
grew by 11%, compared to 1.2% the previ-
ous year, versus 3.8% for the 2015-2019
average. In 2019, 34.4% of all rental hous-
ing had been leased by young people under
the age of 35, while the rest of the age co-
horts are proportionally distributed across
the remaining rentals (W31 and W33). In
absolute terms, in 2019 the metropolitan
areas with the most rentals for the
under-35 population were Atlanta
(289,000), Dallas (410,000), Chicago
(438,000), Los Angeles (634,000) and New
York (938,000), to cite the most important.
Meanwhile, in relative terms, Austin, Texas
(with 47.7% of rentals to those under 35
years of age), Colorado (45.81%), Madison,
Wisconsin (49.8%) and Provo-Orem, Utah
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Chart 2.1-t
United States: change in home ownership or rental
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(63.62%) are notable as those in which this
cohort represents the largest percentage
of all rentals?’.

Rental availability rates in the United
States remained at 5.6% in 2021, close to
the lowest of the last 25 years, which drove
the annual growth of lease prices to two
digits. It is important to note that the pres-
sure on lease prices was lower, as rental
availability was higher in 2003-2004 and
2008-2009. Chart 2.1-u shows a compari-
son of the development of home and lease
prices (median) since 198938, It is worth

noting that the 2008-2009 crisis had a
greater impact on home prices than on
lease prices, which generally show less

volatile behavior, with an annual variation
range of 0%-10%.

Affordability and home acquisition
assistance programs

Comparing home price growth with the af-
fordability index calculated by the National
Association of Realtors (which measures
the degree to which a typical family can af-
ford the monthly mortgage payments on a

Chart 2.1-u
United States: change in average vacant home price and monthly rent
(dollars; year-on-year change, %)
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typical home) shows that the index was at
lows in October 2022, while prices were
growing (see Chart 2.1-v]. The impact of
sharply higher interest rates on affordabili-
ty has been compounded by the runaway
growth in housing prices over the past year.
As a result, total monthly payments for the
median-priced home (mortgage payments
plus estimated property taxes and insur-
ance costs) jumped by 35%, from $2,100 in
April 2021 to $2,800 in April 2022.

The ratio of median existing-home price to
median household income (reflecting the
price-to-income ratio) was close to 3 na-
tionally and in most markets across the
country. But at the height of the boom in
2005, the national ratio reached 4.9 and
about half of the markets had a ratio of 4 or
more. After improving substantially until
2011, both the national proportion and the
share of markets with high levels had been
on an upward trend in the years prior to the
pandemic. But the sharp rise in housing
prices since 2020 has pushed these met-
rics to new record highs. As of 2021, the
national price-to-income ratio reached 5.3
with three-quarters of markets above 4 and
a surprising two-fifths above 5.

Chart 2.1-v
United States: change in affordability
index and home prices

= Fixed housing affordability index
— S&P/Case-Shiller Home Price Index*
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Thus, the effort required to purchase a
home in the United States in 2021 is esti-
mated to be equivalent to 34.8% of dispos-
able income, while the average mortgage
amount is 71% of the value of that home,
compared to data from 2006, 2007 or 2018,
where the effort required was higher (ap-
proximately 38% of disposable income] to
purchase homes whose mortgages were
on average 78% of the value of the home
for these years. Government measures im-
plemented in recent years have consisted
of various homeownership support pro-
grams, mortgage interest deductions, as
well as government-sponsored agencies to
promote homeownership among military
veterans and low-income families. Thus,
since its inception, the Federal Housing
Administration (FHA) has focused on
homebuyers who, while still creditworthy,
have lower equity and present moderately
higher risks than those typically served in
the conventional market. In addition to its
original role in stabilizing the housing and
construction markets during the Great De-
pression, FHA has added market stability
on many other occasions during its 80-year
history. Since World War Il, there have been
four instances (in 1948, 1958, 1970 and
2008) when FHA's national market share
increased by more than 5 pp in a single
year when conventional mortgages were
difficult to obtain.

The U.S. real estate market has recovered
in recent years following the 2008 financial
crisis. Housing prices have increased, and
activity in the sector has improved, boost-
ing the country’'s economic growth. Howev-
er, there are also challenges in terms of
affordability due to rising prices and, more
recently, sharp increases in interest rates.
In the words of Christopher Herbert, Man-
aging Director of Harvard's Joint Center for
Housing Studies and a member of Freddie
Mac's Board of Directors: “The nature of
these challenges points to two broad cate-
gories of solutions. Expanding the supply of
modestly priced homes, both for sale and
for rent, to alleviate the severe housing
shortage, and well-designed programs on
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the demand side to guarantee access to
high-quality rental and home-ownership
opportunities.”

United States in the IRPII ranking

Finally, as detailed in chapter four of this
report, the United States ranks 26th in the
Real Estate Potential Indicator for the Insur-
ance Sector (IRPII) ranking; the synthetic
index calculated by MAPFRE Economics for
a universe of 43 countries (see Table 4.2-b).
Among the different components weighted
to calculate the indicator, demographic
growth is the largest contributor to improv-
ing the United States’ position in the sam-
ple of countries analyzed (see Table 4.2-a).
In this sense, the United States population
in 2023 is 340 million, which is estimated to
reach 394 million by the end of the centu-
ry3?.

2.2 Mexico
Introduction

The estimated housing stock value in Mexi-
co in 2023 was 25.1 trillion pesos (about 1.3
trillion dollars)40, which represents 136% of
GDP, while the gross financial wealth of
households is estimated at 75.5 trillion pe-
sost! (409% of GDP). As shown in Chart

2.2-a, the development of the housing
stock over the last two decades in Mexico
has grown in real terms, while its relative
weight in household wealth has decreased
slightly over the same period.

In turn, an analysis of the gross formation
of capital in housing construction in rela-
tive terms related to the Mexican GDP
since 1993 presents a downward trend, ex-
cept for the period between 2001 and 2008,
reaching a maximum of 6.8% of GDP in
2008, with a marked drop since then to the
level of about 4.5% in 2022, the lowest in
the last three decades (see Chart 2.2-b).

Analysis of relevant indicators for the
development of insurance activities

Housing stock and new construction

Housing stock

Every five years, the National Institute of
Statistics and Geography (INEGI) compiles
housing information, such as the structure,
size and spatial distribution of the popula-
tion through the Public Census of Population
and Housing. In November 2022, the INE-
Gl began an new public census aimed at
the entire Mexican population42. According
to the latest available data for December

Chart 2.2-a
Mexico: real residential housing stock,
gross financial wealth of households and population
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Chart 2.2-b
Mexico: gross capital formation in home construction
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2020, the housing stock in Mexico has a
total of 43,889,122 housing units, of which
35,219,141 are privately inhabited homes,
6,155,682 vacant and 2,514,299 in tempo-
rary use. Charts 2.2-c and 2.2-d present a
percent distribution related to type for
2020, as well as a comparison between
2010 and 202043,

In turn, the figures obtained after the 2020
Population and Housing Census show pro-
gressive growth in the number of inhabited
private homes, increasing by 6,611,573
homes during the 2010-2020 period, which
represents an increase of 23.1%% (see
Chart 2.2-e).

However, focusing on the distribution of
this type of housing under the payment
system in Mexico, the 2020 National Hous-
ing Survey (ENVI) shows disaggregated in-
formation in which 57.0% are owned and
paid homes, 16.4% are rented, 14.2% have
been lent by relatives, friends or employ-
ers, 10.7% are owned but are still pending
payment, while the remaining 1.7% are in
another situation (see Chart 2.2-f]45,

With regard to private rented housing, the
aforementioned survey presents various
reasons why people rent rather than buy.
Among these causes are the ease of mov-
ing, the monthly payment which is usually

lower than that of a mortgage and, the
main reason, the lack of resources and dif-
ficulty in accessing credit to buy a home.
With data as of 2020, rented housing in
Mexico amounts to 5,775,939, of which only
54% has a current lease, according to in-
formation from the INEGI, the Sociedad
Hipotecaria Federal (Federal Mortgage So-
ciety - SHF) and the Instituto del Fondo Na-
cional para la Vivienda de los Trabajadores
(Institute of the National Workers' Housing
Fund - Infonavit). Likewise, of the private
homes owned (paid off or in the process of
being paid), which total 23,878,578, 72.9%

Chart 2.2-c
Mexico: type of housing stock, 2020
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Source: MAPFRE Economics (based on data from the National
Information System of Housing Indicators, SNIIV)
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Chart 2.2-d
Mexico: housing stock, 2010-2020
(millions)
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are deeded and, depending on how they
were acquired, are distributed as shown in
Chart 2.2-g.

New home construction and sales

According to the registry managed by
housing developers included in the
Unique Housing Registry (RUV], the num-
ber of registered housing units fell by
-43.8% in 2022, compared to a 40.8% in-
crease in the previous year, standing at
144,937 compared to 257,689 in 202146
(see Chart 2.2-h]). A similar trend can be
observed when analyzing the number of

dwellings finally produced, which de-
creased notably over the years. As shown
in Table 2.2-a, housing starts during the
2014-2022 period only showed positive
increases in 2014, 2015 and 2021.

Housing production in Mexico has not
been able to return to previous levels. The
highest production year among the years
included in the sample analyzed was
2015, reaching a total of 301,819 homes,
compared to 135,581 homes built in 2022
(the lowest production year), with a drop
of -55.1% in the period between 2015 and
2022. Chart 2.2-i illustrates that there has

40

[N)
o

o

Chart 2.2-e
Mexico: change in occupied private homes
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Chart 2.2-f
Mexico: structure of occupied
private homes, 2020
(%, payment situation)
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Source: MAPFRE Economics (based on INEGI, SHF and Infonavit data)

only been a positive variation in monthly
production over the last two years in April
(+1.1%), while the largest drop in housing
took place in January, when housing pro-
duction fell from 16,018 in 2021 to 8,232 in
2022 (-48.6%).

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Home-linked insurance developments

Home-linked insurance includes policies
that cover various damages, partial or to-
tal, depending on the policy taken out,
which does not need to be linked to a
mortgage loan, such as residential or home
insurance%’. Generally, this type of insur-
ance can offer coverage for fire, earth-
quake, hydro-meteorological phenomena,
third-party Lliability, theft, broken glass,
medical advice and debris removal, among
others, and, in particular, some insurance
companies also offer extra coverage relat-
ed to home assistance, such as locksmith,
plumbing, electrical repairs, among others.

There is also what is called home loan in-
surance (SCV) in Mexico, not directly linked
to home protection. This is an insurance
protection contract of a financial nature
whereby a portion of the credit risk as-
sumed by a financial institution (bank] is
transferred to a third party (insurer). In this
way, the SCV protects banks and financial
institutions that grant mortgage loans
against losses arising from mortgage de-
fault48. Currently, there are two insurance
companies in Mexico that sell this type of
insurance4?.

Chart 2.2-g
Mexico: housing structure, 2020
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Chart 2.2-h
Mexico: annual housing register
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Mortgage balance and
new mortgages taken out

Mortgage balance

Mexico's home financing and mortgage
loan market differs from that of other
countries. According to the National Hous-
ing Survey (ENVI), with data as of 2020,
households' own resources are the prevail-
ing means of financing home purchases
(65.4%), followed by financing through In-
fonavit, which accounted for 18%. Thus,
financing through private financial institu-
tions represented only 9.1% compared to
the other options (see Chart 2.2-j)%. Like-
wise, if the analysis is conducted on homes,
whether new construction or resale, which
together totaled 8,453,016 homes in 2020,
Infonavit is the leader in acquisition, ex-
ceeding self-financing (see Chart 2.2-k]. It
is also worth noting that only 44.7% of
homes, whether new construction or re-
sale, had an outstanding loan that year.

New mortgages taken out

With information from the latest available
annual indicators, Chart 2.2-1 presents the
relevant information on mortgage lending
in Mexico through 2021. After 2014, when
the mortgage market reached 609,400
loans, there has been a decline through
2021, when the market began to recover
somewhat, although still without reaching
the highs of 2014, with a total of 522,800
loans granteds!.

Meanwhile, in terms of mortgage loan
placement, as shown in Table 2.2-b, al-
though the number of publicly originated
mortgage loans decreased by -0.3% in
2021 versus the previous year, there was a
1.6% increase in their amount of financing.
On the other hand, commercial banks have
registered growth in financing (29.2%) and
in the number of loans granted, which will
reach 151,200 loans in 2021, an increase of
25%.

Table 2.2-a
Mexico: housing production

2014 2015 2016 2017 2018 2019 2020 2021 2022

Housing production 285,271 301,819 264,102

Annual growth 14.7% 5.8% -12.5%

Source: MAPFRE Economics (based on data from the Unified Housing Register, RUV)

217,196 210,351 181,036 151,366 164,002 135,581

-17.8% -3.2% -13.9% -16.4% 8.3% -17.3%
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Chart 2.2-i
Mexico: monthly housing production
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However, in the accumulated period from
January to June 2022, mortgage market
placement dropped by -38.5% per annum
for the number of loans and -7.5% in real
terms per annum for the amount grant-
eds2. Institutions mirror this behavior: in
terms of the number of loans, the decreas-
es were -33.3%, 15.7%, and -32.4%, for
commercial banks, the Housing Fund of
the Institute of Social Security and Services
for State Workers (Fovissste) and Infonavit,

respectively. It should be noted that the
amounts granted by commercial banks and
Infonavit did not drop to the same extent as
their number of loans.

According to the latest data published by
Infonavit through the Credit and Housing
Needs Survey, with information as of the
third quarter of 2022, the percentage of
interest of citizens in obtaining and using
credit was 63% for construction on their

Chart 2.2-j
Mexico: owner-occupied private
homes (owned outright/being paid off)
by financing source, 2020*
(%)

Infonavit -18[) i i i

Private financial institution . 9. 1
Loans (family, friends, etc.) I 4.6
Subsidies (federal, state, or municipal) I 2.8
FOVISSSTE | 2.7
Other public institution I 1.8 ‘
o 0w w0 @ e

Source: MAPFRE Economics (based on INEGI, SHF and Infonavit data)

*The total sum may be greater than 100% due to having more than one financing option.

Chart 2.2-k
Mexico: owner-occupied private
homes (new/existing)
by financing source, 2020*
(%)

Infonavit _ 486
Own resources _ 380
Private financial institution - 148 3 3
Other source** - 9.9
FOVISSSTE . 66

Source: MAPFRE Economics (based on INEGI, SHF and Infonavit data)

*The total sum may be greater than 100% due to having more than one financing option
**Includes public institutions, loans from family and friends, as well as federal, state
and municipal subsidies
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Chart 2.2-1
Mexico: number of mortgage loans
(thousands)
650
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2014 2015 2016 2017 2018 2019 2020 2021
Source: MAPFRE Economics (based on data from BBVA Research, Mexico Real Estate Watch, First Half of 2022 report, Bank of Mexico, CNBY,
Infonavit, Fovissste and Sedatu)
*Amount at constant prices in December 2020. Includes financing (loans and subsidies).

own land, 61% for home purchase and 57%
for home improvement53.

ance, which protects the asset that secures
the loan against damages it may suffer
from the risks to which it is exposed®®. The
third is unemployment insurance, which
covers a certain number of loan payments
if the borrower becomes involuntarily un-
employed.

Development of Risk life insurance

Three types of insurance usually apply
when taking out mortgage loans. The first
is life and total and permanent disability in-
surance, which guarantees payment of the

_ ~guaran Reverse mortgage
outstanding principal in the event of death

or total and permanent disability of the pol-
icy and mortgage holder, subject to certain
restrictions®4. The second is damage insur-

In July 2013, in the State of Mexico, the re-
form of the Civil Code, Chapter Il bis of the
Reverse Mortgage, was enacted, putting

Table 2.2-b
Mexico: mortgage activity by organization
(thousands of loans and billions of pesos at 2021 prices, cumulative figures)
No. loans granted

Financing amount
(thousands) (billions of pesos)
December December Annual December December REEIELE]
2020 2021 change 2020 2021 change

Mortgage origin

Public institutions 372.6 371.6 -0.3% 213.1 216.6 1.6%
Infonavit 324.1 321.7 -0.7% 174.5 1791 2.6%
Fovissste 48.5 50.0 3.0% 38.6 37.5 -2.8%
Private sector! 120.9 151.2 25.0% 207.6 268.3 29.2%
Banks? 120.9 151.2 25.0% 207.6 268.3 29.2%

Subtotal 493.5 522.8 5.9% 420.7 484.9 15.3%
Co-financing?® 23.0 21.0 -8.6%

Total (Subtotal - Co-financing)

Source: MAPFRE Economics (based on data from BBVA Research, Mexico Real Estate Watch, First Half of 2022 report, Bank of Mexico, CNBV, Infonavit, Fovissste and
Sedatu)

1/ Other private credit institutions (such as non-regulated agents) are not included, as they do not have reliable public information.
2/ Includes loans for self-build housing, restructuring, acquisition, loans for former employees of financial institutions and loans for payment of liabilities and liquidity.
3/ Loans granted jointly with Infonavit and Fovissste.

Note: the update factor is based on the Housing Price Index of the Federal Mortgage Society, 2017 base = 100.



into effect the reverse mortgage also called
a pensioner's mortgage or retirement
mortgage. Subsequently, this mechanism
has been implemented in other states such
as Baja California, Mexico City, Sonora and
Jalisco, among others. However, this is a
product at the early phase within the Mexi-
can financial market.

This financial product allows senior citi-
zens who own a property to have liquidity
without losing ownership while increasing
their income in retirement. In general, ac-
cording to information compiled in the civil
code: (i) the age of the applicant and bene-
ficiaries must be equal to or greater than
60 years; (ii) the reverse mortgage may be
granted by authorized private and social
institutions, individuals and public institu-
tions; (iii) the loan may not be less than
70% of the commercial value of the proper-
ty; (iv] the property must be appraised
every two years to comply with the increase
of the property's value over time; (v) the
loan amount for which the retiree is ap-
proved shall be enough to cover their
needs; (vi] the retiree will live in the mort-
gaged property, but may lease all or part of
it, provided they are authorized to do so by

Chart 2.2-m
Mexico: home and consumer
price indexes
(2005=100)
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Source: MAPFRE Economics (based on Oxford Economics and
Haver Analytics data)
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the lender; and (vii] the loan may not be
foreclosed before the death of the loan
holder or beneficiary, if any.

Real estate investment instruments for
insurance companies’ investment
portfolios

In Mexico, the mortgage market's size and
level of development is relatively small
compared to other more advanced
economies, which affects the mortgage-
backed securities market, which lacks an
infrastructure and regulatory framework
that promotes its development for now.
Nonetheless, it is identified as one of the
markets with great potential for organiza-
tions such as the European Mortgage Fed-
eration and the European Covered Bond
Councilds.

Home prices and
mortgage interest rates

Home prices

Comparing the development of average
housing prices in the Mexican market with
the evolution of the general price index in a

Chart 2.2-n
Mexico: SHF Housing Price Index
(appreciation/depreciation rates 2015-2022, %)

= SHF Index
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Source: MAPFRE Economics (based on SHF data)
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series since 2005 shows that both are
trending upward, although housing prices
increase above inflation throughout the se-
ries, with a greater divergence starting in
2014 (see Chart 2.2-m). Meanwhile, the
housing price index published by SHF%7 in
2022 showed an 8.9% appreciation at the
national level with respect to the previous
year, while the average housing price was
1,535,458 pesos at current prices%® [see
Chart 2.2-n]. In terms of type, in 2022, new
homes increased more than resale homes,
by 9.9% and 8.1%, respectively. Similarly, if
differentiated by class, affordable-social
housing increased slightly less than mid-
dle-residential housing during this same
period (8.7% and 9%, respectively).

Meanwhile, Charts 2.2-0 and 2.2-p show
the cumulative annual data during the pe-
riod from 2015 to 2022 of homes classified
by type and class. The comparison of new
and resale homes reflects that, with the
exception of 2018 and 2021, the rates for
new homes have continuously been higher
than those for resale homes. In addition,
with respect to their classification, the
middle-residential homes have outper-
formed economic-social housing through-

Chart 2.2-0
Mexico: SHF Housing Price Index
by type of home
(appreciation/depreciation rates 2015-2022, %)
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Source: MAPFRE Economics (based on SHF data)

Chart 2.2-p
Mexico: SHF Housing Price Index
by category of home
(appreciation/depreciation rates 2015-2022, %)
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Source: MAPFRE Economics (based on SHF data)

out these years, except in 2020 and 2021,
where economic-social housing registered
6.2% and 8.6%, versus the 5.6% and 7.5%
in those two years.

Mortgage interest rates

Chart 2.2-q illustrates the development of
the two interest rates for home acquisition
since 2004. According to this information, a
maximum of 17.4% was observed at the
end of 2004, following a downward trend
after that point until the floor of 12.4% in
Q2 2021. However, in 2022 interest rates
have rebounded as a result of the imple-
mentation of a tightening monetary policy
that seeks to contain inflationary pres-
sures, reaching 13.2% in Q3 of this year.

Household credit gap

Concerning the changes in the household
credit gap with respect to its average lev-
el (as a percentage of GDP), it is evident
that, in Mexico, from 2001 to 2017, there
is an extensive period in which the vol-
ume of credit to households is above its
long-term average, reaching its peak in
2007. From that point on, it began to nar-
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Chart 2.2-q
Mexico: mortgage loan interest rates
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row, as reflected in the level of prices,
which slowed down between 2008 and
2010, but without actually reversing (see
Chart 2.2-r).

Residential leasing

As mentioned above, according to the Na-
tional Housing Survey (ENVI), of the 35.3
million private homes inhabited in 2020,
16.4% were rented (5.7 million homes).
The main reason for renting a home,

agreed upon by the majority of the popu-
lation, is the lack of resources and diffi-
culty accessing credit to purchase a
home??.

Meanwhile, the 2022 annual housing re-
port published by Infonavit also presents
relevant information on rental housing in
Mexico. Based on the ENVI 2020, rental
housing is considered the total of homes
under a formal lease arrangement and
homes loaned by family members,

[l Household credit gap (0SHP* mean dev.), % GDP
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Mexico: household credit gap
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friends or through work. In conclusion,
and taking into account both modalities,
30.6% of homes in Mexico are rented,
where the states with the highest per-
centage of rental homes are Mexico City,
Jalisco, Colima and Baja California Sur,
with percentages between 44% and
36%¢0.

In addition, Infonavit conducts quarterly
surveys on home loan needs, gathering in-
formation on the money people spend on
rent payments. According to the survey re-
sults released as of Q3 2022, the median
rent payment grouped by income level only
increased over Q3 of the previous year. This
increase was in the group of households
earning minimum wage, which amounted
to 2,000 pesos, that is, 500 pesos more
than the same period of the previous year®!
(see Table 2.2-c). Thus, based on the in-
formation gathered through these surveys,
the data as of Q3 2021 indicated that of the
households earning more than six mini-
mum wages, the maximum amount paid by
75% of the population at this income level
was 8,000 pesos per month in rent, while
on the same date in 2022, this figure in-
creased by 1,000 pesos to 9,000 pesos per
month.

Affordability and home acquisition
assistance programs

In Mexico, there are numerous national
agencies that offer subsidy and as-
sistance programs for housing acquisi-
tion, construction, improvement, repair,
expansion and access to financing,
among which the National Housing
Commission (CONAVI], the National
Workers' Housing Fund Institute (Infonav-
it} and the Housing Fund of the Institute
of Social Security and Services for State
Workers (Fovissste)é2 stand out. Along the
same lines, the Federal Mortgage Society
(SHF) is the government bank that pro-
motes the development of the primary
and secondary housing markets through
guarantees or various financial instru-
ments aimed at housing construction,
acquisition and improvementé3. [t is a

Table 2.2-c
Mexico: rent payment classified
by income level
(pesos)

Average in Average in
third quarter of third quarter of

2022 2021
Up to T minimum 2,000 1,500
wage (mw)
Between 1 and 2 mw 2,000 2,500
Between 2 and 3 mw 2,500 2,500
Between 3 and 4 mw 3,000 3,500
Between 4 and 5 mw 2,500 4,100
Between 5 and 6 mw 3,000 3,700
More than 6 mw 5,000 5,300

Source: MAPFRE Economics (based on Infonavit data)

"second floor" bank (that is, it does not
deal directly with the customer), offering
loans for remodeling, expansion, rehabil-
itation, home improvement and the use of
eco-technologies with various programs
aimed at vulnerable groups to facilitate
their access to credit.

Mexico in the IRPII ranking

Finally, as shown on Table 4.2-b, Mexico
places 31 in the Real Estate Potential In-
dicator for the Insurance Sector [(IRPII)
ranking, calculated by MAPFRE Eco-
nomics for 43 countries for which this
synthetic indicator could be calculated
(see chapter 4 of this report). Among the
different components weighted to calcu-
late the indicator, demographic growth is
the largest contributor to improving
Mexico's position in the sample of coun-
tries analyzed. According to United Na-
tions estimates, the population of Mexi-
co in 2023 is about 128.5 million and is
estimated to grow to 143.8 million by
mid-century to then start on a downward
trend that would bring it to 115.6 million
by the end of the century®. However, it
should be noted that the components of
disposable income growth and gross capi-
tal formation in housing cause it to fall
behind (see Table 4.2-a).



2.3 Brazil
Introduction

In the case of Brazil, the estimated housing
stock in 2021 reached 1.4 trillion reals®s,
about 80% of GDP, which contrasts with the
total financial asset value estimated at 9 tril-
lion realst¢ (483% of GDP). The evolution of
the housing stock over the last two decades
in this country has grown in real terms, while
its relative weight with respect to total assets
has decreased slightly over the same period
(see Chart 2.3-a). Meanwhile, the analysis of
the gross capital formation in housing con-
struction in relative terms versus the GDP
since 1995 shows a period from 1998 to 2017
in which it presents a downward trend from
levels around 4% to 3%. Since then, this pa-
rameter has been growing to levels close to
5%, with a downturn between 2014 and 2016,
which is observed again in 2022 (see Chart
2.3-b).

Analysis of relevant indicators for the
development of insurance activities

Housing stock and new construction

Housing stock

According to data from the Instituto
Brasileiro de Geografia e Estatistica (IBGE],

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

the housing stock in Brazil stood at
72,273,000 housing units in 2021, which,
compared to 44,795,000 in 2000, repre-
sented 61.3% growth (see Chart 2.3-c]. In
2021, the housing stock grew by approxi-
mately 1% year-on-year, reflecting a slow-
down that has been discernible since 2011,
with the exception of 2018. It is important
to emphasize the base effect in the growth
rates, which would indicate that the rate of
new housing production has remained
practically constant over the last few years.

With regard to occupancy characteristics,
in 2019, homeownership in Brazil reached,
on average, 71.2% of the housing stock,
while rentals represented 19.4%, the re-
maining 9.4% being mainly homes on loan
(see Chart 2.3-d). It should be noted that,
since 2016, the IBGE has subclassified the
property characteristic into paid and paying
(in the process of payment]; the percentage
of paid in 2019 is a considerably high 91%
(only data from 2016-2019 is available due
to the pandemic]). This data makes sense
considering the relative instability of a sig-
nificant percentage of existing housing in
Brazil, where ownership is often based
solely on the land and construction is pro-
gressive according to the family's invest-
ment capacity, coinciding with the use of
materials of varying quality, which are infe-

Chart 2.3-a
Brazil: real residential housing stock,
gross financial wealth of households and population

[ Residential housing stock, real (billions of reais), right axis
— Population (thousands)
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B Total financial assets
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Chart 2.3-b
Brazil: gross capital formation in home construction

M Per capita gross capital formation, home construction (billions of reais), right axis
— Gross capital formation in home construction (% GDP)

Source: MAPFRE Economics (based on Oxford Economics and Haver Analytics data)
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rior in times of economic hardship and vice
versa.

New home construction and sales

The Camara Brasileira da Industria da
Construcao (CBIC), in its Indicadores Imobil-
iarios Nacionais report for Q3 2022, ana-
lyzed 199 cities in Brazil. In the absence of
aggregate data for the country as a whole,
an analysis of the development of this sam-
ple shows that supply grew in Q4 2021, ver-
sus the previous quarter, but has since de-
clined, mainly due to the limited new hous-

ing launches that have taken place
throughout 2022 (see Chart 2.3-e)¢7. In Q3
2022 the total available supply in the sam-
ple of cities was 257,913 units (see Chart
2.3-f) and 71,250 units were sold (see Chart
2.3-g). However, it is evident that the avail-
able supply has remained very close to the
250,000 units registered in the cities sam-
pled since 2017 (see Chart 2.3-h].

Home-linked insurance developments

Brazil has a variety of insurance coverages
that protect the various agents participat-
ing in the real estate market. These include

Chart 2.3-c
Brazil: housing stock
(number of homes, millions; year-on-year change, %)
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Chart 2.3-d
Brazil: breakdown by
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home insurance (housing insurance}, mul-
ti-risk residential and condominium insur-
ance (compreensivo residencial and com-
preensivo condominio), theft insurance, en-
gineering insurance and rent guarantee
insurance (seguro fianca locaticia). The first
of these (home insurance) is mandatory
insurance linked to real estate financing,
therefore, this product will be described in
the section dedicated to life insurance,

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

also taking into account that this product
includes coverage for physical damage to
the property. In addition to this mandatory
insurance for real estate loan applicants,
there are other types of insurance in the
Brazilian market that protect against dam-
ages to the property, such as the products
called seguro compreensivo residencial and
sequro compreensivo condominio, which
combine several lines of insurance or
modalities in the same policy.

On the other hand, residential multi-risk
insurance guarantees the property’s cov-
erage and may offer protection of the con-
tents. The most common type of coverage
is against fire, lightning and explosion. In
addition, insurance is provided for dam-
ages caused by floods, fires in rural areas,
windstorms, vehicle collisions, aircraft col-
lisions, electrical damage and family liabil-
ity, among others. The multi-risk condo-
minium insurance, in addition to providing
coverage for the building, which covers the
autonomous units, also covers the com-
mon areas of the condominium. As with
residential insurance, the most common
coverage is against fire, lightning and ex-
plosion, although other coverage may be
offered. In Brazil, it is mandatory to take
out fire or destruction insurance, total or
partial, for buildings divided into au-

Chart 2.3-e
Brazil: completed residential units
(units, quarter-on-quarter change, %)
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Chart 2.3-f
Brazil: final offer available
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Chart 2.3-g
Brazil: residential units sold
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tonomous units and for personal and real
property belonging to legal entities. This
coverage is included in both insurance
modalities.

The abundance of credit existing at the be-
ginning of the second decade of this centu-

Chart 2.3-h
Brazil: completed units (12m) and
cumulative sales vs. final offer available
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ry generated an increase in real estate de-
mand, which also translated into an in-
crease in the number of residential multi-
risk insurance policies taken out, peaking
in Q3 2013, with 23.9% growth, ending the
year with a slightly lower but no less signif-
icant rate of 23.4%. In subsequent years,
growth slowed, with increases in some
quarters of less than 10%. In 2018, which
saw a significant increase in real estate
sales, written premiums again increased by
over 10%, ending the year with a 13% in-
crease and a premium volume of R$2.997
billion (US$580 million). In 2019, growth
slowed again to a -3.1% drop in the first
half of 2020, after which sales in this line of
business recovered, ending 2022 with a
premium volume of R$4.484 billion
(US$868 million) and year-on-year growth
of 15.4%. This indicates that, despite rising
interest rates, real estate sales continue to
climb in that country (see Chart 2.3-i).

With respect to multirisk condominium in-
surance, fiscal years 2012 and 2013 experi-
enced double-digit increases in written
premiums, up to 20.6% in December 2013,
beginning Q1 2014 with a -3.6% decline,
before returning to significant growth in



Chart 2.3-i
Brazil: residential multirisk insurance premiums
(premiums, millions of reais, year-on-year change, %)
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sales from early 2015, with a period of low-
er growth in 2019 and 2020 and declines
throughout 2021 and early 2022 (see Chart
2.3-j). Figures for the end of 2022 indicate
that condominium insurance has recov-
ered, with premium volume up 12.1% to
R$501 million (US$97 million).

Furthermore, real estate construction is
protected by engineering insurance; this
insurance line covers risks to the insured
property arising from accidents that may
damage constructions, assemblies and
machines in operation. The basic mandato-
ry coverage is civil works in construction
and/or installation and assembly, but the
policyholder may choose to obtain addi-
tional coverages. Premium income trends
in this line of business over the last decade
have reflected annual declines through
2018, with significant increases occurring
throughout 2019, when premiums grew by
78.4%, in line with the recovery of the civil
construction sector and the resumption of
infrastructure projects in the country. Al-
though 2020 began with significant de-
clines, sales recovered in the last quarter
of the year ending the year with a signifi-
cant increase of 20%, positive performance
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Chart 2.3-j
Brazil: condominium multirisk insurance premiums
(premiums, millions of reais, year-on-year change, %)
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that has continued in subsequent quarters,
accumulating premium volume of R$885
million (US$171 million) at the end of 2022,
a 27.8% increase over the previous year.

Mortgage balance
and new mortgages taken out

The outstanding mortgage loan balance in
Brazil at the end of 2022 reached
R$966.576 billion (around 50% of Brazilian
real GDP), with 14.6% year-on-year growth
(see Chart 2.3.k). It should be noted that
this balance has experienced significant
double-digit growth since 2005, except in
the period between 2016 and 2019 when
growth was lower but positive.

Development of Risk life insurance

Real estate financing in Brazil is protected
by insurance that is intended to pay the in-
stallments on the policyholder’'s debt, cor-
responding to the outstanding balance, due
on the loss date and related to financing for
the acquisition, renovation or construction
of the property, or the replacement of the
financed property in the event of a covered
loss, according to the policy taken out.
There are two modalities for this insurance.
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Chart 2.3-k
Brazil: mortgage balance
(outstanding mortgage balance, millions of reais; year-on-year change, %)
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The first is the home insurance of the Hous-
ing Financial System (Seguro Habitacional
do Sistema Financeiro da Habitacdo, SH/
SFH]J, a unique policy that was in force until
December 31, 2009 and was replaced
thereafter by equivalent coverage granted
by the Fondo de Compensacion de Variacion
Salarial (Salary Variation Compensation
Fund, a public fund linked to the National
Treasury).

The second of these modalities is home in-
surance in market policies (seguro habita-
cional em apdlices de mercado, SH/AM),
managed by private insurers in the collec-
tive and individual modalities. This is
mandatory insurance that must have two
coverages: (i) death or permanent disability
(MIP), which pays the debt in case of death
due to natural or accidental causes, or to-
tal permanent disability due to accident or
personal illness, and (ii) physical property
damage (DFI), which covers the repair or
reconstruction of the insured property in
case of fire, lightning or explosion, wind-
storm, total collapse, partial collapse, the
threat of collapse, roof collapse, and flood-
ing or saturation, even if caused by rainfall.
Insurance companies may offer other cov-
erages in SH/AM policies on an optional
basis. The effective period of the insurance
must be the same as the property financ-

ing, and the start and end dates of the cov-
erage must be specified in the policy. To
calculate the premium rates for insurance
corresponding to MIP risks, rates estab-
lished based on age, age bracket or aver-
age age of the policyholder group must be
applied to the maximum coverage limit.
Each month, the maximum coverage limit
will be determined by the value of the out-
standing financing balance on the property,
taking into account all past due payments
and any amortization already paid.

The development of coverages for death
and disability risks, which are posted under
the homeowner-lender insurance line, has
been very positive over the last decade,
maintaining double-digit increases over
almost the entire period, with the exception
of a -3.7% decline at the end of 2018. This
is a product whose performance is closely
linked to the loan portfolio. As indicated
above, early in the second decade of the
century, there was a significant credit ex-
pansion for real estate construction and
acquisition in Brazil, with a 22.3% increase
in the volume of loans dedicated to pur-
chasing real estate in 2012 and 40.7% in
2013. This performance is reflected in the
growth of this type of insurance (see Chart
2.3-1), which expanded by 84.6% in 2012
and 51.7% in 2013. Growth began to slow
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Chart 2.3-1
Brazil: home insurance premiums - lender
(premiums, millions of reais; year-on-year change, %)
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Chart 2.3-m
Brazil: breakdown of home insurance premiums
(premiums, millions of reais)
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after 2015, until the drop in December
2018, subsequently recovering the growth
trend, which has been maintained, with
some peaks, through the end of 2022, when
the premium volume reached R$4.187 bil-
lion (US$811 million]). On the other hand,
physical property damage statistics, pre-
sented in the home insurance-other cover-
age line (see Chart 2.3-m), indicate that
this coverage has followed a very similar
trend to the lender mode, since both are
written in the same policy, although the
amounts of this coverage are lower, reach-
ing R$1.25 billion (US$241.8 million) at the
end of 2022.

Reverse mortgage

The reverse mortgage is not yet regulat-
ed by a federal law in Brazil. However,
there are two bills in progress on the
matter in the National Congress: bill PLS
52/2018 (which amends Law 9,514 on
fiduciary alienation of real property to
institute the reverse mortgage on prop-
erties for adults of 60 years) presented in
the Senate in 2018, and PL 3096/19 of
2019 (which amends the Elderly Statute,

Law 10,741/03, and creates the reverse
mortgage system for people 60 years of
age and older] in the Chamber of
Deputies. These bills differ in that the
Senate bill addresses such regulation
within the fiduciary alienation law, which
generates a certain legal and termino-
logical gap, since mortgage and transfer
are different concepts. The Senate Ple-
nary currently has stored the first since
December 22, 2022, while the second has
been awaiting the designation of a
speaker in the Urban Development
Commission since June 2, 2021.

At the same time, the Ministry of Economy
of Brazil continues to study the mecha-
nisms for its development from a regula-
tory and financial perspective. In fact, this
agency estimates that this credit model
could reach R$3.5 billion for the Brazilian
economy. This proposal is mentioned in
the informative note on the objectives and
challenges for 2021, as part of the initia-
tives to curb the effects of the pandemic;
however, it has not been considered again
since then®s,
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Chart 2.3-n
Brazil: SFH and FGTS mortgage loan stock

(loan stock, billions of reais; year-on-year change, %)
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Real estate investment instruments for
insurance companies’ investment
portfolios

The resources used to back housing cred-
it in Brazil basically comprise the deposit
sources of the Sistema Financeiro da
Habitacao (SFH, created in 1964), the Sis-
tema Brasileiro de Poupanca e Empréstimo
(SBPE, which requires financial institu-
tions to allocate a minimum of 65% to
real estate financing) and the Fundo do
Garantia por Tempo de Servico (FGTS, 8%

of the minimum monthly salary for an
employee in the formal sector which is
deposited into an account in their name
in the only public bank, Caixa Econdmica
Federal).

Meanwhile, since 1997, the Real Estate
Financial System (SFl) has regulated the
instruments that connect real estate
credit to the capital market, which are the
Fundo de Investimento Imobilidrio (FIl), the
Fundo de Investimento em Direito Cred-
itério (FIDC), Letras de Crédito Imobilidrio

Chart 2.3-0
Brazil: SFH and FGTS troubled assets
(troubled assets, billions of reais; year-on-year change, %)
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Chart 2.3-p
Brazil: units financed
monthly with SBPE resources
(units financed)
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Chart 2.3-q
Brazil: amount financed
monthly with SBPE resources
(millions of reais)
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(LCI, unsecured mortgage bonds), Certifi-
cados de Recebiveis Imobiliarios (CRI,
equivalent to Mortgage Backed Securi-
ties, MBS), and Letras Imobilidrias Garan-
tidas (LIG, equivalent to Covered Bonds].
With the exception of LCls, the other SFI
instruments continue to be used predom-
inantly in the non-residential real estate
marketé?.

The Central Bank of Brazil publishes data
on the credit stock (sum of amounts due,
past due and in default]) of the financing
lines via SFH and FGTS for individuals and
legal entities, so that, when aggregated,
the stock for SFH, in September 2022, was
R$ 446.913 billion, while the FGTS line
maintained a stock of R$388.1 billion (see
Chart 2.3-n). Thus, from April 2014 through
August 2022, the stock of SFH and FGTS
loans has grown by 145% and 160%, re-
spectively. Similarly, it can be noted that
year-on-year the mortgage loan stock for
both lines has always grown, and it is rele-
vant that the FGTS trend is constant in re-
cent years, remaining above 7-8%, while
the SFH since the end of 2017 has followed
a positive growth trend, slowing down in
November 2021 then following a downward

line, although it is still higher, in the vicinity
of 17-18%.

Bad debts and delinquency rate

Meanwhile, problem assets (which include
credit operations more than 90 days past
due, those restructured that are within the
twelve-month period for remediation, and
those classified by financial institutions be-
tween risk levels "E" and "H") have grown
significantly, especially in the FGTS credit
line, which, in September 2022, stood at
R$34.09 billion, representing a 282%
growth compared to April 2014. Despite
this high growth level, it is worth mention-
ing that it represents 8.78% of the FGTS
portfolio; the same ratio for the SFH is
2.85% (see Chart 2.3-0).

Units financed with Brazilian financial
system (SBPE) savings accounts

The Associacdo Brasileira das Entidades de
Crédito Imobilidrio e Poupanca (ABECIP)
and the Central Bank of Brazil have a
database of units financed with Brazilian
financial system (SBPE) savings ac-
counts. According to that information, by
January 2023, the number of SBPE fi-
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Chart 2.3-r
Brazil: real estate transactions in the state of Sao Paulo
(number of transactions; year-on-year change, %)
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nanced units was 41,315 (11,881 for con-
struction and 29,434 for acquisition], val-
ued at R$ 11.88 billion reals (2.346 and
9.53, respectively). It must be noted that
the SBPE-financed units for construction
have begun to drop since the start of
2015, at levels very similar to those that
would be found later in Q1 2020, funda-
mentally due to the economic effects of
the pandemic. However, this type of fi-
nancing has recovered since 2021, main-
taining on average 20,000 units per
month (see Charts 2.3-p and 2.3-q].

Real estate transactions, home prices and
mortgage interest rates

Real estate transactions

The Registro de Iméveis do Brasil (RIB) pub-
lishes monthly series about real estate
transactions for the State of Sao Paulo and
at the municipal level for the main cities in
Brazil. In this sense, the RIB has revealed a
notable increase in real estate transactions
(purchase-sale, adjudication, assignment,
inheritance, amicable or contentious divi-
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Chart 2.3-s
Brazil: municipal real estate transactions
(number of transactions; year-on-year change, %)
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sion, etc. ] throughout 2021, after the col-
lapse caused by the pandemic during Q1
2020, which can be verified both in the
State of Sao Paulo and in the information
from the cities of Sdo Paulo (city within the
State of the same name), Rio de Janeiro,
Curitiba, Floriandpolis and Campinas (see
Charts 2.3-r and 2.3-s).

The effect on growth rates also follows the
same trend, and the base effect should be
taken into account, which partly explains
why the rates in Q2 2021 have reached
peaks of 100% increase for the State of Sao
Paulo and 150% for the city of Campinas.
However, despite the base effect, it is per-
tinent to state the increase in the number
of transactions in 2021, where maximum
levels have been reached within the
2012-2022 period. On the other hand, a
downward readjustment is also observed
in 2022 for state and municipal cases as a
result of the political-social situation due
to the presidential results and protests, the
economic environment due to the more
unfavorable external situation and the base
effect of 2021 (see Chart 2.3-s).

Home prices

A comparison of the development of medi-
an home prices in Brazil with the develop-
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Chart 2.3-t
Brazil: home and consumer
price indexes
(2001=100)
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ment of the general price index in a series
since 2001, shows that both indexes follow
a similar path through 2007. From that
point on, both trends diverged, and the
home price index rose substantially above
consumer prices, although between 2014
and 2020 there was a period in which they
had stabilized, rebounding again in the last
two years (see Chart 2.3-t). Meanwhile, as

Chart 2.3-u
Brazil: FipeZAP sales index
(index, reais/m2; year-on-year change, %)
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Chart 2.3-v
Brazil: home sales prices
(reais/m?, Dec. 2022)
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Chart 2.3-w
Brazil: average home
loan interest rate
(%)
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shown by the prices calculated by the Fun-
dacao Instituto de Pesquisas Economicas
(FIPEJ?0, housing prices have risen signifi-
cantly compared to 2008. However, since
2011 the pace of growth has slowed and,
with the exception of the 2013-2014 period,
has trended downward in the year-on-year
rate, reaching levels close to 0 between
2016 and 2020 (see Chart 2.3-u). As of

2021, there is a slight change in the trend,
mainly due to the internal and external sit-
uation that has led to high inflation, stand-
ing at 6.15% in December 2022 (in values,
the price per square meter stood at
R$8,321). Currently, the price per square
meter of the sample collected by FIPE is at
the ceiling in Vitéria (above Sao Paulo and
Rio de Janeiro), at R$10,481 per square

Chart 2.3-x
Brazil: monetary policy, government bond and interbank rates
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meter, and Joao Pessoa closes the ranking
with R$5,429 (see Chart 2.3-v).

Mortgage interest rates

The Central Bank of Brazil publishes the
average interest rates for real estate loans
to individuals and legal entities monthly,
taking into account financing at both mar-
ket and regulated rates (see Chart 2.3-w).
The overall trend of interest rates since
mid-2016, for both individuals and compa-
nies, had been decreasing until mid-2021,
at which point the trend shifted, as, due to
the effects of inflation, the central bank
raised the SELIC [monetary policy rate)
progressively (the lowest record is placed
in the last two quarters of 2020 with a rate
of 1.90%), closing 2022 at 13.65%. Thus, at
the end of 2022, the average interest rate
on real estate loans for individuals stood at
10.47% and for legal entities at 11.43%.

It is also relevant to note that, among the
Latin American economies, Brazil was the
first after the pandemic to start raising in-
terest rates at an accelerated pace to
combat inflation, which had an impact on
interest rates in the interbank market (see
Chart 2.3-x]). In this sense, interest rates
are expected to remain high for some time
and may begin to drop in late 2023 if infla-
tion is kept under control within the range
set by the monetary authority.

Household credit gap

In terms of the evolution of the household
credit gap with respect to its historical av-
erage level, in Brazil, we can distinguish a
period between 2005 and 2010, in which
the volume of lending to households as a
percentage of GDP increases progressively
until it is significantly above its long-term
average in 2010. This situation was reflect-
ed in the level of prices, which experienced
a strong rebound (unlike what happened in
other advanced economies due to the real
estate crisis of 2008-2009). However, start-
ing in 2011, the still positive credit gap
changed course and began to narrow, and
it was only in 2019 that it began to grow
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Chart 2.3-y
Brazil: household credit gap

[ Household credit gap (0SHP* mean dev.), % GDP
= Housing price index, right axis

6 35
30

4 25
20

2 15
Wt

0 ..I 5
0

2 5

2005
2010
2015
2021

Source: MAPFRE Economics (based on data from BIS, Oxford Economics
and Haver Analytics)

*OSHP = One Sided Hodrick-Prescott

again, which was reflected in a slowdown
in housing prices (see Chart 2.3-y].

Residential leasing

As with the average price per square me-
ter of sales, the FipeZAP Index also pro-
duces this type of data for rental housing,
which is shown in Chart 2.3-z. This indica-
tor shows how the price of home rental has
grown significantly compared to 2008.
However, since 2011 the pace of growth
has slowed, reaching negative territory be-
tween mid-2015 and 2017. Since then,
there has been an upward trend and, ex-
cept for the valley created by the pandem-
ic, where the growth rate reached 0 (with-
out lowering prices), has followed an up-
ward trend that has led to a 16.55% in-
crease in the index by the end of 2022
compared to December 2021.

It should be noted that there is also in-
surance coverage for rental: the lease
coverage (fianca locaticia). The purpose of
this insurance is to guarantee the pay-
ment of an indemnity to the policyholder
for damages suffered as a result of the
tenant’s failure to comply with contrac-
tual obligations. Rent default is the basic
coverage in this line. Premiums for this
insurance have performed very positively
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Chart 2.3-z
Brazil: FipeZAP rent index
(index, reais/m2; year-on-year change, %)
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in the period under analysis, except for
2016, when premiums fell, ending the
year with a drop of -8.7%. Subsequently,
premiums have grown to a peak of 76.8%
in December 2020, with growth moderat-
ing in subsequent quarters to end 2022
with a premium volume of R$1,197 billion
(US$231.8 million), up 15% from the pre-
vious year.

Affordability and home acquisition
assistance programs

Regarding social housing programs, it is
worth noting that in 2008 the Brazilian
federal government created the Minha
Casa Minha Vida Program to promote ac-
cess to housing for low-income families
with better interest rate conditions, the
possibility of financing 100% of the value
of the property and the possibility of using
FGTS resources, among other measures.
Starting in 2020, the program was re-
formed called Casa Verde e Amarela with
even lower rates and a new classification
of groups and associated conditions with
regional and income specifications. The
program is funded by the Fundo Nacional
de Habitacdo de Interesse Social, the Fundo
de Arrendamento Residencial and the Fun-
do de Desenvolvimento Social, in addition to
the FGTS.
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Access to housing and real estate loans
for low-income families in Brazil had not
been remedied by the SFH and SFI financ-
ing systems. In view of this, in 2009 the
federal government created the Minha
Casa Minha Vida Program (MCMV) to subsi-
dize the purchase of a home or apartment
for families with incomes of up to R$1.8
thousand and to facilitate the conditions
for families with incomes of up to R$9
thousand to have access to property. Sub-
sequently, in 2020, the program was re-
placed by Casa Verde e Amarela (CVA),
which changed the selection bands and
made particular conditions according to
the region of the application. In 2023, the
MCMV program was reinstated to the
detriment of the CVA, and the maximum
income for receiving subsidies was in-
creased to R$2,640 (originally R$1,800).

The Brazilian federal government’'s open
data system provides information on the
number of housing units delivered under
the MCMV and CVA since 2009; this infor-
mation is presented in Chart 2.3-aa. From
their analysis, it is apparent that, in 2013, a
peak was reached at 781,108 units deliv-
ered and since then the trend has been
downward and, with the exception of 2018,
the total moves in the range of 350,000
units per year. Overall, since 2009, 6.2 mil-
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Chart 2.3-aa Economics for a universe of 43 countries
Brazil: homes delivered under (see Table 4.2-b), whose characteristics
PMCMV and PCVA programs are detailed in chapter four of this report.
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— Year-on-year change (right axis)

Among the various components that are
weighted in the indicator estimate, those
that contribute most to improving Brazil's
position are the population growth rates,
80% the evolution of mortgage lending and the
greater sensitivity of its insurance busi-
ness to increases in disposable income
(see Table 4.2-a). It should be noted that
Brazil's population in 2023 is 223 million
0% inhabitants, and it is estimated to reach
231 million by 2050 and then enter a path
of decline that could lead to a population of
184 million by the end of the century’!.
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The estimated housing stock value in the
United Kingdom in 2023 was 1.9 trillion
pounds’2, which represents 85.3% of GDP,
while the gross financial wealth of house-
o . holds is estimated at 7.6 trillion pounds?”3
Brazil in the IRPII ranking (344% of GDP). The development of the
housing stock over the last four decades

19 in the Real Estate Potential Indicator for hat-? grown in real terms, while its relative
the Insurance Sector (IRPI) ranking: the weight in household wealth has decreased

synthetic index calculated by MAPFRE slight]ly over the same period (see Chart
2.4-a).

lion units have been delivered in both pro-
grams combined.

Finally, it must be noted that Brazil ranks

Chart 2.4-a
United Kingdom: real residential housing stock,
gross financial wealth of households and population
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Chart 2.4-b
United Kingdom: gross capital formation in home construction

I Per capita gross capital formation, home construction (billions of pounds), right axis
= Gross capital formation in home construction (% GDP)
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The analysis of gross capital formation in that supplement and provide liquidity to
housing construction in relation to GDP in bank financing, especially through mort-
the United Kingdom shows notable fluctua- gage securitizations.

tions, rising significantly in the years prior

to the 2008-2009 crisis, representing 5% of Analysis of relevant indicators for the
GDP in 2004, with a significant decline dur- development of insurance activities

ing the crisis, falling to 2.7% of GDP in

2009, the lowest in the entire series, and Housing stock and new construction

then recovering progressively to 4.2% in ,

2022 (see Chart 2.4-b). It is notable that the ~ /70using stock

United Kingdom has a highly developed
capital market, which greatly facilitates the
financing of the real estate market, with a
high volume of financial instrument issues

According to data published by the UK gov-
ernment, the housing stock stands at
25,106,140 units in 2022. Over the last two

Chart 2.4-c
United Kingdom: housing stock
(number of homes, thousands; year-on-year change, %)

B Housing stock = Year-on-year change
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Source: MAPFRE Economics (based on GOV.UK data)
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Chart 2.4-d
United Kingdom: sales of new homes vs. sales of existing homes
(year-on-year change, %; breakdown, %)
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decades, there has been an annual in-
crease of 18.4% since 2001 (21,207,000
units). The vyear-on-year growth of the
housing stock in 2022 is 0.94% (compared
to 0.9% in 2021), which is lower than the
previous four years, and significantly lower
than the data prior to the economic crisis
of 2008-2009, where the growth rate for
the 2002-2008 period was over 2% (see
Chart 2.4-c).

New home construction and sales

According to data from the National Sta-
tistics Office, during 2021, new home
transactions in England and Wales experi-
enced growth in line with registered pre-
pandemic values. In 2021, the number of
new home transactions was 94,123, -4.2%
lower than in 2021 and 2020. As of Sep-
tember 2022, there was a sharp drop
(-74.3%), with a volume of 24,146 transac-
tions. In September 2021, housing resale
transactions experienced significant
growth of 43.7% compared to the same
quarter of 2021, the largest increase regis-
tered in the last two decades. In Sep-
tember 2022, the total number of resale
transactions fell to 672,098, so it is likely
that, by the end of the year, the value will
have fallen below that of 2021 (see Chart
2.4-d).

It should be noted that, over the years,
there has been a greater predisposition
towards the purchase and sale of existing
homes at the expense of new homes, as
residential investment has been affected
by the drop in housing construction starts
and the subsequent delay in the volume of
construction work carried out.

Home-linked insurance developments

The United Kingdom has a significantly
higher percentage of homeowners com-
pared to other European countries. Houses
and apartments are normally purchased
with mortgages with up to 25-year terms.
The requirement that mortgaged proper-
ties be insured gives mortgage lenders a
strong foothold in this market. Customers
cannot be forced to take out insurance with
a specific company, but due to inertia,
many choose to take out a policy with an
insurance company recommended by their
mortgage provider.

The British market has a high level of
competition, and all the major insurance
companies offer "online” home products,
which is believed to reduce customer loyal-
ty. Price comparison websites are very rel-
evant in the home market. Price is a key
factor in the buying process for most cus-
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Chart 2.4-e
United Kingdom: mortgage balance
(outstanding balance, billions of pounds; year-on-year change, %)
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tomers, although products for higher net
worth individuals are also sold on the
breadth of coverage and customer service.

Home insurance coverage is very broad in
the United Kingdom. The normal range of
risks for both buildings and contents in-
cludes coverages for fire, lightning, explo-
sion, earthquake, storm, flood, falling trees
or antennas, water or gas leaks, theft or
attempted theft, third-party liability, civil
disturbance and malicious damage, col-
lapses, sinkholes or landslide, aircraft, ve-
hicle or animal collision, accidental window
breakage, payment of professional fees
and alternative lodging expenses. Home
insurance rates fluctuated slightly between
2019 and 2021, with an average increase in
prices for combined buildings and contents
coverage of 1.4%74.

Since 2022, the UK's Financial Conduct Au-
thority (FCA] has banned price walking by
insurers in the motor and home insurance
lines. This practice consisted of not offer-
ing existing customers the best renewal
conditions compared to those offered to
new customers. It also includes measures
to make it easier for customers to avoid the
automatic renewal of a policy. Early reports
suggest that this has led to an overall av-
erage increase in premiums as insurers
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adjust their pricing models (market re-
search firm, Consumer Intelligence], in
contrast to research conducted by the FCA
which found that insurance companies in-
crease prices for loyal policyholders more
than for new policyholders’s.

Mortgage balance and
new mortgages taken out

Mortgage balance

The Bank of England reported a figure of
£1.675 trillion outstanding on domestic
mortgages in 2022, with a year-on-year
change from the previous year of 3.9%, one
of the largest increases since 2007, prior to
the financial crisis (see Chart 2.4.-e]. The
sharp slowdown in mortgage lending in the
major economic crises is evident, although
the outstanding mortgage balance has not
decreased in any period, not even in the
financial crisis of 2008-2009, unlike in oth-
er European countries, with a minimum
variation of almost 0% in 2011.

New mortgages taken out
During 2021, according to data presented
by the Bank of England and the FCA,

household lending for home purchases re-
sumed the downward trend of previous
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years, falling 1.3% in 2022; a trend that be-
gan after the 2008 crisis, when it reached
an all-time high (see Chart 2.4-f).

Using data from the UK Home Ownership
and Mortgage Market Report (Tony Blair
Institute for Global Change), a series of
regulations were developed starting in
2008 to tighten mortgage lending criteria
prior to the economic crisis. Thus, in the
mortgage market, lenders assumed most
of the credit risk associated with their
loans. With this in mind, the FCA intro-
duced a stress test in 2014 to ensure that
borrowers would be able to afford their
mortgage payments if interest rates in-
creased by 3 percentage points above the
lender’s standard variable lender rate dur-
ing the first five years of the loan.

Tighter mortgage lending conditions have
been responsible for the decline in home-
ownership rates since 2008. Because of
these pressures, the government and the
Bank of England took a series of measures
to limit any disruption in mortgage avail-
ability. One of these was the 2012 Funding
for Lending program, which provided funds
to lend to households and businesses at
lower interest rates than those available in
the market. Another was the Help to Buy
program, which offered a mortgage guar-

Chart 2.4-f
United Kingdom: outstanding mortgages over total properties
(number of mortgages, thousands; year-on-year change, %)
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antee aimed at reviving 95% mortgage
availability for first-time buyers. Starting in
2016, then Chancellor, George Osborne,
introduced an additional 3% Stamp Duty on
second home purchases, intended to dis-
courage home buying activity, and, as of
2017, mortgage interest relief for home-
owners began tapering off.

Development of Risk life insurance

In the UK insurance protection market,
term life insurance is one of the main
products related to mortgages, although
the selection is diverse and there are also
renewable term life insurance policies
linked or not directly linked to the mort-
gage loan, whole life insurance, disability
insurance, critical illness or income pro-
tection insurance, among others. As a re-
sult of the 2021 housing boom, premiums
and term insurance contracts related to
mortgages increased, thus they represent
the largest share of the protection market.
Often, multi-benefit plans are taken out
that combine different types of protection.
One of the latest trends on the market even
offers added value through services such
as mental health support, for example,
helping people whose mental health has
been affected by problems in obtaining
mortgage coverage.
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Chart 2.4-g
United Kingdom: home ownership by age group
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Reverse mortgage

Reverse mortgages were first introduced in
the United Kingdom in 1965. At the end of
the 1980s, some high-risk products (now
banned) began to appear, causing major
problems for a large number of senior citi-
zens. This caused consumers to reject this
type of product. However, the companies’
own efforts to improve their reputation and
regulations have caused the market to
change drastically and grow year after year.

It is important to note that the change in
regulation is not the only reason reverse
mortgages are growing in the UK. The in-
crease in the elderly population, the major-
ity of whom own real estate (77% of people
over 65, the age group that owns the most
homes) but do not have sufficient retire-
ment savings (on average £30,000), creates
great potential for the reverse mortgage
market (see Chart 2.4-g). Similarly, Table
2.4, prepared with information from the
Equity Release Council (ERC) 7¢, shows the
growth of this market, with a 39% increase
in the indicator measuring activity in this
business between 2017 and 2022.

Traditionally, the companies that offered
equity release programs were SME compa-
nies and those specialized in the sector.
However, since the entry of Nationwide in
the market in 2017, other large institutions,

such as L&G, have started to offer reverse
mortgages. Currently, there are 12 mem-
ber companies of Equity Release Council:
Hodge Lifetime, Retirement Bridge Group,
Canada Life, Nationwide Building Society,
Responsible Lending, Aviva, Just, Legal &
General, LV, OneFamily-Just, Retirement
Plus, and More 2 Life. It is worth noting
that, in order to ensure that seniors have
access to the best option available, the fig-
ure of the independent advisor is extremely
important in a market where there are so
many alternatives.

Table 2.4
United Kingdom: reverse mortgages
2017 2022
All activity 35,540 49,285
New schemes 20,232 20,597
Return of drawdowns 13,209 46,933
Other 2,099 2,352

Average age
New retirement plans 69.8 68.0

New single premium plans 68.6 68.7

Lifetime equity release

Number of agreements 90 665

Overall average rate

37% 4.16%
(fixed and variable) 5:37% ’
Minimum fixed rate 2.99% 3.19%
% of offers. with 95.00% N/A
product price
LTV (loan-to-value) 31.50% 28.00%

Source: MAPFRE Economics (based on data from the Equity Release Council)
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There are two types of products on the
market: lifetime mortgages and home re-
version plans. Lifetime mortgages are the
more popular option. Through these mort-
gages, the consumer retains ownership of
their home and takes out a loan guaran-
teed by this home. The loan can be re-
ceived as a single payment, regular in-
come, line of credit or a combination of all
three. Borrowers can pay loan interest
regularly, or the interest can accrue until
the loan is paid in full. In home reversion
plans, in turn, the consumer wholly or par-
tially sells their property to the provider,
but retains the right to live in it (at zero or
very low cost) until their death or they are
moved into a nursing home.

From a regulatory perspective, the first step
in regulating the reverse mortgage in the
United Kingdom was in 1991, after the col-
lapse of home prices in 1989 and the bad
reputation this type of product had acquired.
The main suppliers decided that, in order to
restore consumer confidence in this type of
product and improve their reputation, they
had to guarantee some type of consumer
protection. Thus, a large number of compa-
nies operating in the market opted for self-
regulation and created Safe Home Income
Plans (SHIP), and adopted a binding code of
conduct for the members of the organiza-
tion. Although it is not mandatory to be part
of this organization, most suppliers of this
type of product are and, therefore, it can be
argued that this code of conduct was quite
successful. As of 2012, SHIP is now ERC
(Equity Release Council] and also includes
advisors, suppliers, and procurators on this
type of product.

Subsequently, in 2000, the Financial Ser-
vices and Markets Act was passed, which
classifies all types of activities related to
these products (advising, selling or enter-
ing the market) as regulated activities,
which means that advisors, brokers and
providers must be authorized to do so. In
addition, authorization for one type of
product does not entail authorization for
the other; two different permits are re-
quired.

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

In 2004, the FCA started regulating life-
time mortgages and finally in 2007, home
reversion plans. The FCA publishes an
FCA Handbook and other documents
which are binding under the Financial
Services and Markets Act. Section three
of the manual (MCOB] contains detailed
rules that apply to all companies that en-
gage in housing finance activities or re-
lated financial promotions (lifetime
mortgages and home reversion plans are
included in this category). Within this
section there are two special sections for
reverse mortgages: MCOB 8 and MCOB 9.
The purpose of MCOB 8 is, firstly, to en-
sure that the customer is well informed
about the service they will receive and,
secondly, that the recommendations they
will receive are appropriate to their situ-
ation and needs. The purpose of MCOB 9
is to ensure that the information provided
on product characteristics and price is
clear and understandable to the cus-
tomer.

Finally, it should be noted that income
earned as part of reverse mortgage con-
tracts in the United Kingdom is tax-ex-
empt; income generated by the investment
of this money is not. The age at which you
can apply for a reverse mortgage in the
United Kingdom is 55 years.

Real estate investment instruments
for insurance companies’
investment portfolios

Covered bonds

According to the European Covered Bond
Council (ECBCJ, the UK covered bond
market has been stable since 2003 and
was initially based on the general
principles of English law, before the
Treasury introduced a specific regulatory
framework for covered bonds in March
2008. The volume of regulated covered
bonds at the end of 2021 amounted to
€88.71 billion, representing an increase of
7.6% compared the previous year [see
Chart 2.4-h). The outstanding balance
decreased again after the increase in
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Chart 2.4-h
United Kingdom: outstanding balance of covered bonds
(outstanding balance, millions of euros; year-on-year change, %)
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2019, when it reached €108.857 billion, an
amount that is still below figures registered
between 2008 and 2014.

Meanwhile, new issues of regulated bonds
in 2021 amounted to €9.8 billion (see Chart
2.4-i), of which €6.2 billion were private
placements and €3.6 billion were public
placements. This figure is a slight increase
following the drop in 2020, when issues fell
by 60% from €22.959 billion to €9.089 bil-
lion, reflecting the impact of the Coron-
avirus pandemic and the availability of

funds from the Bank of England under the
Term Funding Scheme.

By the end of 2021, 41% of all UK-cov-
ered bonds were denominated in euros,
with sterling accounting for the largest
share of the balance at 55% and other
currencies accounting for only 4% of the
market share. Issues in euros tend to be
at fixed interest rates, the majority being
5-10 years, while sterling transactions
issued since 2014 are almost exclusively
3-5 year floating rate bonds (as of 2018,

Chart 2.4-i
United Kingdom: issuing of covered bonds
(issuing, millions of euros; year-on-year change, %)
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Chart 2.4-j
United Kingdom: RMBS

(outstanding balance, millions of euros; year-on-year change, %)
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this has been based on a daily com-
pounded SONIA rate). For several years
now, all new issues have had soft bullet
maturities, and less than 3% of outstand-
ing bonds had hard bullet maturities at
the end of 2021.

Mortgage Backed Securities

Another mortgage securitization instru-
ment is Residential Mortgage Backed Se-
curities (RMBS]J; a derivative whose value is
obtained through residential mortgage
loans. Data published by the Association
for Financial Markets in Europe (AFME] re-
flect how the outstanding balance of RMBS
in the UK was €138.616 billion in 2021, a
value that does not represent large fluctua-
tions compared to recent years. In Decem-
ber 2022, the outstanding balance of the
RMBS was €132.962 billion (see Chart 2.4-
j). Following the slump in June 2013, when
it reached a low of €118.5 billion, the out-
standing balance of UK RMBS has not re-
covered to levels between 2007 and 2013
which ranged between €280 billion and
€480 billion.

Non-performing loans ratio

As illustrated in Chart 2.4-k, the UK's non-
performing loans ratio was 1.97% in 2021,

the highest registered since 2014. As
shown in the aforementioned chart, the
non-performing loans ratio followed a de-
creasing trend from 1998 until the econom-
ic crisis of 2008-2009, when it increased
significantly, reaching its peak in 2011
(3.96%). It declined thereafter, starting to
increase again in 2017.

Chart 2.4-k
United Kingdom: non-performing loans ratio
(%)
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Loan-to-value ratio

The loan-to-value (LTV) ratio expresses the
percentage of the loan granted with respect
to the value of the subject property. House~
holds" willingness and ability to borrow
against the value of their home is a func-
tion of the home's value and how home
price developments have influenced the
loan-to-value ratio. A good loan-to-value
ratio is generally considered to be below
80%. In this sense, the average trend in the
United Kingdom is for the LTV to be above
80%, reaching over 90% during 2006 and
2007, although when the 2008-2009 crisis
hit, this percentage fell notably to 81.6%
and from the end of 2009 it followed an up-
ward trend that fell again in the last two
quarters of 2020 as a result of the pandem-
ic. In Q1 2022, the LTV had reached 84.63%
(see Chart 2.4-1).

For those with an LTV above 80%, there are
many mortgages available, but they will
involve paying higher interest rates. In fact,
higher LTVs have accounted for much of the
overall growth in home purchase lending in
recent years. This is related to the good
performance of First-time Buyers Mort-

Chart 2.4-1
United Kingdom: loan-to-value ratio
(%)
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Source: MAPFRE Economics (based on data from the Bank of England,
FCA Product Sales Data, UK Finance and Bank calculations)

gages. Comparing the profile of new loans
from 2018 to a decade ago, most of the
overall loan growth can be attributed to
LTVs above 75%, thanks to improved credit
availability.

Loan-to-income ratio

The loan-to-income ratio (LTI] represents
the percentage of the amount of credit re-
quested divided by the applicant's gross
income, so it determines the risk of indebt-
edness and is used to calculate the amount
the bank is willing to lend. The maximum
that can be borrowed is usually four and a
half times the annual income. In this re-
gard, there has been an upward trend since
2007 in the proportion of loans with a high
LTI (30.1% in 2007). Specifically, the propor-
tion of loans to borrowers with an LTI ratio
of 4 times or more (3 or more on a com-
bined basis) declined 2.2 percentage points
to 49.3 percent of the total in Q4 2022; that
is, -0.8 percentage points lower than a year
earlier and the lowest observed since Q3
2021 (see Chart 2.4-m). It should be noted
that this percentage is much higher than
before the implementation of the macro-
prudential housing measures introduced by
the Bank of England's Financial Policy
Committee (FPC).

With the exception of Northern Ireland
(which experienced a significant housing
market boom between 2007 and 2010),
First-Time Buyers across the UK are facing
a higher home price-to-income ratio than a
decade ago. There has been a significant
clustering of transactions below 4.5x,
which accounts for almost all of the in-
crease in loans with higher LTls. Opera-
tions with LTls at or above 4.5 times have
remained, for the most part, below the
macroprudential "LTI flow limit" of 15%.

Real estate transactions, home prices
and mortgage interest rates

Real estate transactions

In 2021, after a difficult start, the UK hous-
ing market rebounded progressively (see
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Chart 2.4-n). Data released by that coun-
try’s National Bureau of Statistics reflect
that the total cumulative volume of real
estate transactions completed during 2020
(1,144,110 units) was exceeded by almost
40% in 2021 (1,600,200 units). However,
over the course of 2022, real estate activity
has slowed, with an estimated total cumu-
lative volume of real estate transactions as
of Q4 2022 (1,379,170 units) 13.8% lower
than the figure for the same period the
previous year.

According to data from the British Tax Of-
fice (HMRC], in a medium-term analysis,
the British real estate sector has experi-
enced several swings. Transaction volumes
had been growing steadily until 2007,
reaching a peak in mid-2006 (1,805,870
units). However, the financial crisis and the
collapse of the real estate market caused
the number of transactions to begin to fall
at the end of 2007. The floor was reached in
2009 (946,560 units) when the Stamp Duty
Reduction (SLDT) period ended, during
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which the lowest tax threshold was raised
to £175,000. Since then, the recovery has
been slow but steady, peaking in March
2016, until the introduction in April of high-
er interest rates for the acquisition of addi-
tional properties.

A further drop in the total number of trans-
actions occurred in 2020 as a result of the
population’s confinement due to the
COVID-19 pandemic and the successive
epidemic waves of the virus that negatively
affected overall economic activity. During
Q2 and Q3 2020, the variation was -46.5%
and -16.3%, respectively, recovering slight-
ly starting in Q4 (+15.6%).

Home prices

Comparing the development of average
home prices in the United Kingdom with
the development of the general price index
in a series since 1980, it is clear that since
the mid-1980s the two trends have di-
verged and the home price index has in-
creased substantially above consumer
prices, despite a slight decline following
the financial crisis of 2008-2009 (see Chart
2.4-0). As we know, home prices funda-
mentally depend on the housing supply and
demand. Thus, the impact of greater de-
mand on home and rental prices will de-
pend on the increase in demand in relation
to the development of interest rates.

Focusing the analytics on the last two
decades, we see that the average price of
homes has grown progressively since the
start of this century, except for the setback
suffered during the financial crisis of 2008-
2009. In March 2001, the average home
price was £88,000 sterling, while the latest
data registered in December 2022 indicated
an average price of £294,000 sterling (see
Chart 2.4-p). The annual variation slowed
down in the last month, as home prices
rose sharply in September 2021, coinciding
with the changes in the Stamp Duty Tax.

Historically, home prices have increased,
with the exception of 2008, when they
dropped by almost 19% versus the previ-

Chart 2.4-0
United Kingdom: home and
consumer price indexes
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ous year as a result of the economic cri-
sis. This increase is influenced by several
factors. According to the University of
Reading, British population growth
through 2016 has driven up average prices
by 32%, while the increase in the non-
British population has gone up by 21%.
Furthermore, according to the National
Housing and Planning Advisory Unit (NH-
PAU] report, a 1% increase in real in-
comes leads to a 2% increase in home
prices, and this figure has increased 75%
between 1991 and 2016, which would im-
ply an increase in home prices of 150%
during that period. Another factor affect-
ing the rise in average home prices has
been the progressive decline in interest
rates, down 11% between 1991 and 2016.
However, this data cannot necessarily be
extrapolated to mortgage rates, since they
do not move in parallel with each other.
According to the NHPAU, for every 1% in-
crease in the housing stock, home prices
are reduced by 2%, which would imply
that, between 1991 and 2016, this de-
crease would be 40%. This confirms that
many more factors have influenced the
increase in the average home price than
those that would have reduced it.
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Chart 2.4-p
United Kingdom: average housing price
(average price, pounds; year-on-year change, %)
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Mortgage interest rates

Mortgage loans in the United Kingdom are
most commonly taken out with fixed initial
interest rates at an average term of 25
years. However, the trend has changed in
recent years, with a greater predisposition
towards fixed-rate mortgages than vari-
able-rate mortgages. Prior to 2016, a high-
er percentage of mortgages were taken out
at variable rates, but the percentage has
progressively increased in favor of fixed-
rate mortgages, this type constituting 83%
of the mortgages taken out in June 2022
(see Chart 2.4-q).

According to the European Mortgage Fed-
eration (EMF], mortgage rates initially in-
creased, especially on higher LTVs (above
75%), as many lenders took into account
the increased risk or withdrew these prod-
ucts from the market. However, in 2021, as
conditions normalized, interest rates be-
gan to drop.

In terms of the development of fixed-rate
mortgage interest rates (see Chart 2.4-r),
we observe a downward trend in all of
them since the 2008-2009 crisis, converg-
ing in recent years, as well as the sharp
upturn since 2022, following the tightening
of monetary policy by the Bank of England

— Year-on-year change
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in its fight against the upturn in inflation.
On the other hand, as shown in Chart 2.4-s,
in a medium-term analysis, the hike in the
monetary interest rate as of 2004, coincid-
ing with the rise in interbank rates, is
noteworthy. This conservative policy made
a decisive contribution to containing an
out-of-control real estate bubble in the
rest of the world, thus avoiding the conse-

Chart 2.4-q
United Kingdom: mortgages
taken out by interest rate
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Chart 2.4-r
United Kingdom: fixed mortgage rates

— 2yr fixed rate (75% LTV)
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quences of the financial crisis that broke
out in 2008. Since then, interbank interest
rates and monetary policy rates have fallen
sharply as a result of the implementation
of a monetary expansion policy that would
last throughout the decade. More recently,
interbank interest rates, monetary policy
rates and sovereign bonds are experiencing
a steep increase in 2022. This is all part of
a restrictive monetary policy established in
order to curb inflation, a consequence of
the post-pandemic bottlenecks and the war
in Ukraine. In the short term, this limited
financing scenario will constrain the

growth of the real estate market, restrict-
ing demand and slowing its expansion.

Household credit gap

In terms of the evolution of the household
credit gap relative to its historical average
level, the pattern in the United Kingdom
follows a path similar to that in the United
States. Thus, we can distinguish two no-
table periods in which the volume of
household debt as a percentage of GDP
was significantly higher than its long-term
average. The first is the period from 1984
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Chart 2.4-s
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Chart 2.4-t
United Kingdom: household credit gap

M Household credit gap (OSHP* mean dev.), % GDP
— Home price index (change)
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Source: MAPFRE Economics (based on data from BIS, Oxford Economics and Haver Analytics)

to 1990, and the second from 2002 to 2006,
reflected both in the number of new hous-
ing starts and in the level of prices, which
rose sharply. In contrast, throughout
2007-2021, the indicator is below the av-
erage, as reflected in a decline in the
number of new homes and prices, espe-
cially between 2007 and 2008 (when there
was a decline), after which they began to
improve, despite the wide household cred-
it gap (see Chart 2.4-t).

Residential leasing

Data provided by the government of the Unit-
ed Kingdom reflect the evolution of residen-
tial leasing, which, between 2001 and 2011,
presented a decrease in homeownership in
favor of renting. However, thereafter, we can
see a change in trend and since 2016, the
share of rental or leasehold housing has de-
creased slightly in favor of ownership (63.8%
owned in 2021 compared to 62.4% owned in
2016) (see Charts 2.4-u and 2.4-v).

Chart 2.4-u
United Kingdom: trends in home ownership, rental
and occupancy free of charge
(%)
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Chart 2.4-v
United Kingdom: breakdown of homes

by type of occupancy
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United Kingdom in the IRPII ranking

Finally, it is worth noting that the United
Kingdom places 25 in the Real Estate Poten-
tial Indicator for the Insurance Sector (IRPII)
ranking, calculated by MAPFRE Economics
for 43 countries for which this synthetic in-
dicator could be calculated (see Table 4.2-b).
Among the different components weighted
to calculate the indicator demographic
growth is the largest contributor to improv-
ing the United Kingdom's position in the
sample of countries analyzed. In this sense,
the United Kingdom's population in 2023 is
67.1 million, which is estimated to reach
70.5 million by the end of the century?’. The
growth of disposable income and its antici-
pated development in the coming years has
caused a delay in positions, although the
effect is partly offset by the greater positive
sensitivity of its insurance business to income
variations (see Table 4.2-a).

2.5 Spain
Introduction

The estimated housing stock value in Spain
in 2023 was €2.2 trillion”8, which repre-
sents 149% of GDP, while the gross finan-
cial wealth of households is estimated at
2.5 trillion?? (216% of GDP). It should be

noted that the development of the housing
stock over the last four decades has grown
in real terms, while its relative weight in
household wealth has decreased slightly
over the same period (see Chart 2.5-a).

Meanwhile, an analysis of gross capital
formation in housing construction in rela-
tion to GDP shows that, between 1994 and
2006, this indicator grew significantly in
Spain, reaching a maximum of 7.7% in
2006. Since then, however, there has been
a sharp decline to approximately 4.7% in
2022, lower than four decades ago (see
Chart 2.5-b).

Analysis of relevant indicators
for the development of insurance
activities

Housing stock and new construction

Housing stock

The Spanish housing stock estimated by
the Ministry of Transport, Mobility, and Ur-
ban Agenda with provisional data for 2021
stands at 25,976,305 units. Comparing the
development of the indicator since 2001,
over the last 20 years, it has increased by
23.5%. Although the year-on-year growth
of the housing stock in 2021 is 0.36%,

Chart 2.5-a
Spain: real residential housing stock,
gross financial wealth of households and population
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Source: MAPFRE Economics (based on Oxford Economic and Haver Analytics data)

Chart 2.5-b
Spain: gross capital formation in home construction

B Per capita gross capital formation, home construction (billions of euros), right axis
— Gross capital formation in home construction (% GDP)
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(compared to 0.35% in 2020), which is
higher than the previous seven years, it is
significantly lower than the data prior to
the economic crisis of 2008-2009, where
the growth rate for the period was over 2%
(see Chart 2.5-c).

New home construction and sales

The second indicator of particular rele-
vance for the insurance sector related to
the housing stock is its growth (new home
construction) to the extent that it deter-
mines the potential market for new insur-

ance policies with coverage for homes and
homeowners’ associations, in addition to
specific insurance policies related to the
construction period. Thus, with respect to
new homes, in these last two years, resi-
dential investment was affected first, in
2020, with a decrease in housing starts,
and then, in 2021, mainly with the delay in
the volume of construction work executed.
However, at the end of 2021, the elements
that had been negatively impacting con-
struction, such as a labor shortage, con-
struction material supply problems, and,
and, consequently, an increase in final

[l Housing stock

20,000

10,000

Chart 2.5-c
Spain: housing stock
(number of homes, thousands; year-on-year change, %)

— Year-on-year change

Source: MAPFRE Economics [based on data from the Ministry of Transportation, Mobility and Urban Agenda)
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Chart 2.5-d
Spain: sales of new homes vs. sales of existing homes
(year-on-year change, %; breakdown, %)
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costs, began to turn around, as a result of
the economic effects of the pandemic (see
Chart 2.5-d).

While in 2020 new home transactions expe-
rienced significant growth of 7.3% and home
resale transactions significantly dropped by
16.9%, in 2021 both categories experienced
significant growth Growth in the new con-
struction segment was 18.9%, although the
highest volume was in home resale transac-
tions, where the variation was 41.1%, the
highest in the last 16 years. There are sev-
eral explanations for the excellent housing
demand performance in 2021. These include
an improved economic situation, a financing
context that is still very favorable for house-
holds with more savings than in previous
periods, which allowed them to make home
purchases put on hold during the pandemic,
and the interest in moving to a home with
more living space and outdoor space.

In contrast, in 2022, new housing transac-
tions decreased by -5.7%, and although re-
sale transactions grew, they did so at a rate
of only 7.9%, which is undoubtedly influ-
enced by the tightening of financing condi-
tions due to the interest rate hikes being
implemented by the European Central
Bank as of July 2022 and in 2023, in its fight
against inflation.

Home-linked insurance developments

Multi-risk insurance covers a wide range of
damages or activities in areas as diverse as
personnel, property and business (home,
condominium, commerce, industry). With
data through 2022, within multirisk insur-
ance, home multirisk insurance appears as
the most widely taken out, at 60%, followed
by industrial insurance, at 19.6%, condo-
miniums, at 12%, and commerce, at 7.3%.
As shown in Chart 2.5-e, the development
of these lines over the last fifteen years
shows that multirisk home insurance has
been gaining in value compared to com-
mercial and industrial insurance. In the
real estate sector, and specifically for
homes, In the real estate sector, and
specifically for housing, multirisk home
and condominium insurance would be a
reference.

Homeowners Multirisk

In 2022, the home insurance line was one
of the leaders in insurance growth in Spain,
with a volume of €5.149 billion in written
premiums, representing a year-on-year
increase of 5.5%, higher than in 2021,
which was 4.9%. According to the latest
data published by the National Statistics
Institute (INE) for 2021 in the Household
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Chart 2.5-e
Spain: breakdown of multirisk insurance
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Chart 2.5-f
Spain: trends in written premiums in the
Non-Life segment vs. Homeowners Multirisk
(year-on-year change, %)
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Budget Survey (EPF], the average expendi-
ture per household on home-related insur-
ance in 2021 was €300.07 and represented
a 1.57% increase over the previous year.

In a comparative analysis between multi-
risk home insurance and Non-Life insur-
ance as a whole (see Chart 2.5-f), it is evi-
dent that the former has performed better
in the last four years, and in the Eurozone
crisis of 2009-2012 and the COVID-19 pan-
demic of 2020-2021, multirisk home insur-
ance has always maintained positive rates,
unlike Non-Life insurance as a whole
which, until 2014, showed decreases. In
terms of the basic indicators for the
2021-2022 period, the decrease in the
gross loss ratio from 63.6% to 61.1% and
the net loss ratio from 62.4% to 61.9% are
noteworthy. Gross expenses remained un-
changed at 33.8% in both years, improving
the combined ratio from 96.8% to 96.4%.

Condominium Multirisk

Condominium multirisk insurance premi-
ums, meanwhile, increased 4.9% in 2022,
exceeding €1.032 billion in direct written
premiums, compared with the 3.2% ob-
tained in 2021. If we look at the evolution of

multirisk condominium insurance and Non-
Life insurance as a whole (see Chart 2.5-g],
although specific differences can be seen in
some periods (2010, 2014 and 2019), the
trend in both series has been very similar
and, as in the case of multirisk home in-

Chart 2.5-g
Spain: trends in written premiums in the
Non-Life segment vs. Condominium Multirisk
(year-on-year change, %)

= Non-Life == Condominium Multirisk

8%

6%

4%

2%

0%

-2%

-6%

2021
2022

Source: MAPFRE Economics (based on ICEA data)




REAL ESTATE MARKETS AND THE INSURANCE SECTOR

surance, condominium insurance does not
reflect negative year-on-year rates in the
selected period. Furthermore, when ana-
lyzing the business performance indicators
in 2022, the combined ratio improves, shift-
ing from 96.9% in 2021 to 95.4% by 2022.
This was due to a decrease in the gross
loss ratio, from 67.5% to 63.2%, and also to
a decrease in gross expenses, which
dropped from 30.2% to 30%. Finally, the net
loss ratio dropped from 65.6% to 64.2% in
this period.

Engineering

The insurance lines related to the real es-
tate sector in the engineering branch in-
clude ten-year insurance and construction
all-risk insurance. In 2022, the former reg-
istered year-on-year growth of 3%, with a
volume of €46.7 million, while the latter
showed a decrease of -25.1%, with €75.8
million in premiums. Analyzing the per-
formance of both lines of insurance since
2008 (see Chart 2.5-h), it is evident that in
the years following the economic crisis of
2008-2009, construction activity fell drasti-
cally, which led to a significant decline in
real estate insurance, until it dropped to
very significant year-on-year levels in ten-

Chart 2.5-h
Spain: breakdown of engineering insurance
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year insurance (-47.7% in 2009 and -60.9%
in 2012), and it was not until 2016, with the
economic recovery, that positive growth
rates returned (although at levels that are
still far from those reached prior to the cri-
sis).

Meanwhile, the economic effects of the
COVID-19 pandemic in 2020 were also re-
flected in declines in the insurance sector
for these branches: ten-year insurance de-
clined by -12.0%, and all risk construction
insurance slowed with 6.5% growth when it
had been growing at double-digit rates in
the previous two years. Subsequently, in
2021, both insurance modalities continued
to grow, with rates of 34.6% for the former
and 28.9% for the latter. According to the
most recent data, a slowdown is again ob-
served in 2022 in ten-year insurance (3.0%)
and a decline in all-risk construction in-
surance (-25.1%).

Mortgage balance and
new mortgages taken out

Mortgage balance

As emphasized in this report, the balance
of outstanding mortgage loans and the
creation of new mortgages are two impor-
tant indicators for the insurance business,
as they are directly related to the capital
insured in life insurance policies covering
the risk of death of the mortgage holders.
In this sense, the current trend in the
Spanish market is positive, reporting
growth in both outstanding balances and
mortgages, which seem to have overcome
the consequences of the real estate crisis
of 2008-2009. However, the interest rate
hikes and the restrictive monetary policy
being implemented by the European Cen-
tral Bank in response to the upturn in in-
flation since mid-2022 are affecting credit
(which will begin to tighten in the first
months of 2023) and could reverse this
trend if the situation continues over time.
In 2022, the Bank of Spain reported a
mortgage balance of €524 billion and a
year-on-year variation of 2.39%. This as-
sumes a continuation of the growth trend
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Chart 2.5-i
Spain: outstanding mortgage loan balance
(amount, billions of euros; year-on-year change, %)
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that began in 2021, which, in turn, consti-
tuted the first growth in the outstanding
mortgage balance since 2010 (see Chart
2.5-i).

New mortgages taken out

Meanwhile, the total number of mortgages
taken out suffered a sharp drop after the
2008-2009 economic crisis, reaching its
lowest figure at the end of 2013, with only
19,855 mortgages taken out in Q4 for a val-
ue of €2.0997 billion. Since then, we have
observed constant growth, reaching 55,700
units in Q3 2022. However, in Q4 of that fis-
cal year [(provisional data), the value
dropped sharply to 38,679 mortgages,
down -30.6% compared to Q3 2022, with a
total volume of €6.0254 billion as of De-
cember 2022, following the start of the in-
terest rate hike path implemented by the
European Central Bank after a long period
in which the real estate market had bene-
fited from a low-interest rate environment
(see Chart 2.5-j).

Under the classification criterion based on
mortgage loan origination companies, sav-
ings banks were the main companies
granting them. However, since the
2008-2009 crisis, banks have been gaining
prominence and now provide approximately

88% of the total mortgage loans granted.
During 2022, new home loan transactions
for home purchases remained high, de-
spite higher interest rates for bank loans
than in 2021, and a tightening of the crite-
ria for approval of new borrowing condi-
tions. In this sense, from the analysis of the
mortgages taken out during 2018- 2022, we
see that, during 2022 versus 2021, those
taken out for both rural properties, as well
as the two categories of urban properties
(homes and lots), have increased, although
in the latter case they are situated much
higher than the last four years. According
to provisional data published by the (INE),
mortgages issued in 2022 for home pur-
chases accounted for 76.18% of all mort-
gage loans, a percentage increase over the
last seven years, whose average sits at
71.61%. Likewise, while the year-on-year
variation of total mortgages on all types of
properties in 2021 was high at 19.6% (the
highest in the last 18 years), growth slowed
in 2022 to 9% year-on-year (see Chart 2.5-
k). Thus, the number of mortgage loans for
home purchases climbed in Q4 2022 to a
total of 110,401, a year-on-year increase of
5.04%, much lower than that obtained in
2021 (25.1%). The foregoing is evidence of
a slowdown in the pace of home purchase-
sales among Spanish households.
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Spain: mortgages take out on urban properties by lender
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Development of Risk life insurance

In 2022, Life insurance in Spain reached a
premium volume of €24.535 billion, a 4.2%
increase over the previous year. In particu-
lar, life insurance is largely associated with
the performance of mortgage loans, so the
development of the financial conditions at
any given time determines how many of
these types of policies are taken out. This
product covers the buyer’s potential non-

payment of the mortgage in the case of
death or disability. It can be written insur-
ing the amount of the mortgage and desig-
nating the beneficiary bank for the out-
standing amount and the policyholder for
the difference. It can also be written estab-
lishing the outstanding capital, the total
mortgage or a part thereof, as the insured
value for the entire life of the loan, where
the bank is the irrevocable beneficiary, or it
can simply be taken out as personal or
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Chart 2.5-k
Spain: mortgages vs. total properties
(number of mortgages, thousands; year-on-year change, %)
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Chart 2.5-1
Spain: trends in written premiums in the
Life segment vs. Life protection
(year-on-year change, %)
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family protection, without a specific desig-
nation of the financial entity as a beneficia-
ry. As a coverage or as separate insurance,
there is also the possibility of incorporating
default coverage, which covers the loan
installments in the event of unemployment
or temporary disability of the policyholder
for the duration of this situation.

Chart 2.5-m
Spain: trends in written premiums in the
Life protection line vs. home mortgages
(year-on-year change, %)
Life protection = Home mortgages
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A comparison of the development between
Life insurance premiums and Risk Life
premiums shows that in some periods
(e.g., 2009-2013) they have not performed
uniformly, although, in general, the trend
has been in the same direction in both cas-
es, despite the substantial differences in
growth, with Risk Life premiums with-
standing economic crises better (see Chart
2.5-1). It should be noted that, in 2022, the
loss ratio in the life-risk branch decreased
due to the positive development of the
COVID-19 pandemic, which had generated
a significant upturn in the two previous
years.

Meanwhile, if we analyze the trend in the
number of home mortgages with respect
to the number of life insurance policies
taken out over the last fourteen years (see
Chart 2.5-m), although it shows that both
follow similar trends over time, the fluctu-
ations in the case of the variation rates of
home mortgages taken out are consider-
ably higher, and are accentuated in those
years in which there are crises or growth in
the country’s economic activity.

Reverse mortgage

In Spain, the reverse mortgage is regulated
by Law 41/2007 (amending the Mortgage
Market Regulation Act of 1981), updated by
Law 1/2013 art. 5 and final provision 8 of
Law 5/2015, and more recently, by RDL
24/2021 art. 18.2 edit. RDL 11/2022 and
RDL 24/2021 temp. prov. 5t edit. RDL
11/2022 This product is focused on people
with financing needs who are over 65 years
of age (although certain companies raise
the limit to 70 years of age), or who are af-
fected by some type of dependency or de-
gree of disability equal to or greater than
33%. Likewise, the law establishes that the
companies that provide this product must
provide independent advice to the cus-
tomer. The customer, in exchange for
mortgaging their property, will receive a
monthly income that may be a life annuity,
a temporary/single payment, a lump sum
or a combination of the last two. In a life-
time reverse mortgage, the customer re-
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ceives a monthly income throughout their
lifetime, in the temporary reverse mort-
gage, they will receive income only for an
agreed period, and in the case of a single
drawdown mortgage, the customer will re-
ceive a single sum, usually at the beginning
of the contract.

The differences among these modalities
are not only temporal. In the case of the
lifetime mortgage, a lower income is re-
ceived than in the temporary modality, as
its duration is unlimited unless annuity in-
surance is taken out, in which case the
payments would be computed backed by
the value of the home subject to the loan
when the customer’s survival will exceed
the maximum loan term. In the tax field,
income derived from annuity insurance is
not tax exempt, although only the part cor-
responding to the profitability included in
that income would be taxable, while income
paid in the temporary reverse mortgage is
not taxable.

The property subject to the reverse mort-
gage will be the main residence, and the
customer must have free and clear owner-
ship of the property. Likewise, the resulting
income (except that obtained through an-

Chart 2.5-n
Spain: reverse mortgages taken out
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nuity insurance) would be IRPF-exempt. In
addition, with the enactment of RD-law
17/2018, the borrower no longer has to pay
the Stamp Duty Tax. In the reverse mort-
gage, the borrower always maintains own-
ership and use of the property, may rent it,
or may cancel it early, repaying the princi-
pal borrowed plus interest and expenses
inherent to the loan. In the event of the
death of the mortgage holder, or of the last
of the beneficiaries, the heirs will settle the
outstanding debt, deciding whether to sell
the property to pay off the debt incurred or
to keep the property and pay off the exist-
ing debt (with their own funds or with a
new mortgage).

As shown in the data published by the
General Council of Notaries illustrated in
Chart 2.5-n, the time interval where most
reverse mortgages were signed was from
2008 to 2011, coinciding with the onset of
the crisis. In subsequent years, the sign-
ing of reverse mortgages is drastically re-
duced, and as of 2019, they begin to be
taken out in greater numbers. It should be
noted that, in Spain, despite being a coun-
try with a very high percentage of home
ownership, this financial instrument has
not taken root for various reasons, includ-
ing the usually significant difference be-
tween the value of the mortgaged property
and the amount of the periodic income the
customer receives, which is only a sup-
plement to the public pension in the ma-
jority of operations. In addition, it is a
complex product that requires indepen-
dent advice to understand it properly.
Also, depending on the applicant’'s age
and the agreed period, in most cases an
annuity insurance policy must be taken
out, which reduces the final amount of the
mortgage, making it less attractive. Final-
ly, harmony and understanding between
the heirs are essential, either upon the
death of the mortgagor or last beneficiary
or at the end of the contract term, other-
wise, the final decision on the property
and the debt incurred by the customer will
be difficult8o,



Real estate investment instruments
for insurance companies’ investment
portfolios

Spanish insurance companies are regular
investors in financial assets issued on the
mortgage market. In addition to central
bank liquidity auctions and bank deposits,
the most common methods used by Span-
ish banks to finance mortgage lending are
covered bonds and mortgage-backed secu-
rities securitizations (RMBS) in which in-
surance companies invest part of their
portfolios.

The securitization model developed by
Spanish financial companies has been de-
termined, to a large extent, by the different
regulatory developments introduced in re-
cent decades. Thus, mortgage loan portfo-
lios were the first to be securitized in 1992,
following in the footsteps of other coun-
tries, as these were homogeneous and
high-credit-quality assets. Law 2/81, on
the Mortgage Market and the Royal Decree
that subsequently developed it (RD
685/1982), created and defined the concept
of mortgage bonds, mortgage bonds and
interests in associated undertakings. These
three mortgage securities opened the door
for the companies to obtain financing
based on their mortgage portfolio8!.

Since then, the regulations governing this
type of issue have developed significantly
and are currently under review within the
framework of European Union regulations
with the aim of reducing regulatory frag-
mentation as much as possible and pro-
moting a single capital market in the
Union. In the insurance field, the reform of
the Solvency Il framework has introduced
specific treatment appropriate to their
lower level of risk in the standard formula
of the solvency capital requirement for
both covered bonds and securitizations
that meet certain eligibility criterias2.

Covered bonds

According to the Spanish Mortgage Associ-
ation (AHE), in the first half of 2022, new
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issues of mortgage securities admitted to
trading totaled €34.522 billion (11% less
than in 2021). During the first half of 2022,
covered bonds, which in Spain are the main
source of bank refinancing for the mort-
gage portfolio, registered an issue volume
of €21.4 billion. In turn, the mortgage bond
balance had risen to €13.122 billion by
June 2022, up 34% from the previous
year's total of €9.759 billion8 (see Chart
2.5-0).

In Spain, the first recourse for refinancing
mortgage banking assets has changed as
of July 8, 2022, due to the implementation
of the European Directive 2019/2162
(Mortgage Bond Directive) and to the regu-
lations following the enactment of Royal
Decree-Law 24/2021. According to the Eu-
ropean Mortgage Federation (EMF), the
changes have strengthened the market to
make it more competitive and efficient, and
include the establishment of a series of
guarantees (such as the obligation to
maintain a liquidity cushion covering the
payment of principal and interest for at
least 180 days to mitigate the risk of de-
fault), regulates the segregation of sepa-
rate assets (cover pool], and requires the

Chart 2.5-0
Spain: issuing of mortgage-backed securities
per year of admission to trading
(millions of euros)
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Chart 2.5-p
Spain: residential mortgage-backed security (RMBS) balance sheet
(outstanding balance, millions of euros; year-on-year change, %)
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appointment of a monitoring body (cover
pool monitor], as well as the appointment
of an independent insolvency administrator.
It also establishes the requirement that all
assets comprising the hedging set must
have an updated appraisal on incorpora-
tion, with the particularity of exceptionally
admitting the reference value the company
is using for first issues (in accordance with
Circular 4/2017), which may not exceed the
appraisal value at origin in any case. The
foregoing should allow the covered bond
market to function better, precisely at a
time when obtaining funds through LTRO
(longer-term refinancing operations) lines
will be less guaranteed according to the
latest moves announced by the European
Central Bank, which opens up investment
possibilities for insurance companies in
high credit quality financial assets, in ac-
cordance with their business model.

Mortgage-backed securitizations

According to data from the Association for
Financial Markets in Europe (AFME), the
outstanding balance of mortgage-backed
securitizations (RMBS] in Spain maintains
a downward trend, with the sharpest drop
occurring in September 2012, down 17%
from the previous quarter. In 2022, this
balance decreased compared to the previ-

ous year (€97.433 billion in June 2022
compared to €111.155 billion in June 2021),
with the outstanding balance in 2022 the
lowest registered in the series analyzed
(see Chart 2.5-p).

Loan-to-value ratio

The loan-to-value (LTV] ratio expresses the
percentage of the loan granted with res-
pect to the value of the subject property. In
general, a good LTV ratio is considered to
be below 80%, as is the norm for most
mortgage loans in the Spanish market.
Chart 2.5-q illustrates a historical series of
loan distribution according to different LTV
tranches, highlighting the period between
2007 and 2014, which shows a tightening in
the conditions of loans granted, with the
proportion of loans with an LTV equal to or
below 50% increasing significantly, follow-
ing the 2008-2009 and 2011-2012 crises in
the Eurozone.

Non-performing loans ratio and bad debts

Chart 2.5-r shows information regarding
the development of the credit non-per-
forming loans ratio over the last decade.
In June 2022, the ratio of bad debts rep-
resented 2.7% of the outstanding loan
portfolio, down from 2.9% observed in the
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Chart 2.5-q
Spain: loan-to-value ratio
(LTV, %)
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previous quarter and down from 3% in
June 2021. It is also evident that the non-
performing loans ratio to date shows a
decreasing trend that began in 2014
when it reached a ratio of 6.3% during
the first quarter. Along the same lines,
the data published by the Bank of Spain
reflect the large growth in the total
amount of bad debts at the beginning of
this century, reaching a total of €632.449
billion at the end of 2010. Thereafter, a
slight decrease was observed, which has
tended to stabilize in recent years, with
total bad debts reaching €496.515 billion

in June 2022, 1% higher than the amount
in June 2021.

Mortgage foreclosures

According to INE data, foreclosures initiat-
ed and registered in the rural and urban
property registries during 2022 amounted
to 25,551 units, 22.3% lower than those
registered in the previous year. Home fore-
closures accounted for 66.0% of total fore-
closures (see Chart 2.5-s). It is worth not-
ing that the figure for total foreclosures
has undergone a progressive downward

Chart 2.5-r
Spain: amount of non-performing loans and real estate non-performing loans ratio
(non-performing loans, millions of euros, non-performing loans ratio, %)
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Chart 2.5-s
Spain: foreclosures on rural
and urban properties initiated and
recorded in the land registers
(number of properties)
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trend over the last seven years, reaching
28,954 foreclosures in June 2015, a total of
15,926 in December 2018, and finally, in Q2
2020, registered a low of 5,440 foreclo-
sures. Although foreclosures have been
progressively declining throughout 2022,
reaching a low of 4,105 units in September,
in December, they rose again to 6,366 fore-
closures.

Real estate transactions, home prices and
mortgage interest rates

Real estate transactions

The recovery in the number of real estate
transactions that began in 2021 after the
sharp decline suffered in 2020 confirms
that activity in the real estate sector in
Spain has been maintained and increased
during 2022. Data published by the Ministry
of Transportation, Mobility and Urban
Agenda, through the Housing and Land Ob-
servatory, show that the total cumulative
volume of housing real estate transactions
conducted during 2022 (717,558 units), ex-
ceeds that registered in 2021 (674,249
units). Despite these data, the year-on-year
variation in 2022 (6.42%) shows a signifi-
cant drop with respect to the growth regis-
tered in 2021 (38.35%), where the volume
of transactions is decreasing, largely due to
the current economic situation, with high
inflation and the continuous rise in interest
rates that began in July 2022, factors that
make it difficult to buy and sell homes and
that have influenced the number of trans-
actions in the second half of the year (see
Chart 2.5-t).

A medium-term analysis confirms that the
Spanish real estate sector has experienced

Chart 2.5-t
Spain: home sales
(number of transactions, thousands; year-on-year change, %)
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numerous changes. The years following the
economic crisis of 2008-2009 stand out in
particular in this regard, as the mortgage
market was severely affected and the num-
ber of real estate transactions fell sharply.
The 2011-2012 interval is also notable, in
the midst of the sovereign debt crisis, when
the number of transactions fell more than
-25% for several consecutive quarters.

However, it is not only factors outside of the
Spanish economy that have affected the
real estate market; domestic regulatory
changes to the tax system have also influ-
enced the decisions of economic operators
in real estate transactions. In this regard,
the VAT hike in 2010, the elimination of the
primary residence tax deduction 2012, and
the elimination of the inflation correction
and abatement coefficients in the calcula-
tion of capital gains for personal income
tax in 2014, are all worth noting; all of
these measures involved a change in the
volume of activity in the corresponding
quarter.

Other more recent factors that have im-
pacted this economic activity include the
lockdown prohibiting citizens from leaving
their homes in 2020 due to the COVID-19
pandemic, with -16.1% and -47.2% year-
over-year drops in Q1 and Q2 respectively,
and the successive epidemic waves of the
virus; all of this reduced economic activity
and the number of real estate transactions,
which, nevertheless, began to recover
slightly in Q3 (+6.8%) and Q4 (+1.2%) 2020.
In 2021, as a base effect, year-over-year
growth rates in all quarters soared with
values above 20%, reaching 125.5% in the
second quarter, coinciding with the strict
lockdown that was in place during the
same period of 2020.

Meanwhile, analyzing real estate transac-
tions by Autonomous Community in 2022,
we see that, unlike in 2021, where all con-
dominiums had positive year-on-year
rates, in 2022, there are some with nega-
tive rates (Cantabria with -2.78%, Ceuta
and Melilla with -6.85%, and Madrid with
-0.74%). The rest of the communities with
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improved values versus the previous year
include the Canary Islands, with 26.9%, Va-
lencia, with 14.4%, the Balearic Islands,
with 7.6%, and Andalusia with 5.8%. Las
Palmas of Grand Canary has the highest
percentage of transactions by province over
the national total with 28%, followed by
Santa Cruz de Tenerife with 26%. These are
followed by Alicante, with 25.8%, and Cac-
eres with 15%. Finally, the growth in the
provinces like Soria, with 13.8%, Orense
with 13.5% and Avila with 11.9%, are no-
table.

Meanwhile, real estate transactions carried
out by foreigners (residents and non-resi-
dents), which accounted for 15.3% in 2021
as a definitive figure of the national total,
increased to 18.8% in 2022. As in 2021,
when there was a significant rise in the
year-on-year changes in transactions car-
ried out by foreigners, in 2022, although
both categories soared, they also showed
very positive performance, with 20.9% go-
ing to transactions by resident foreigners
and 44% for non-resident foreigners (see
Chart 2.5-u). With provisional data in the Q4
2022, the total number of real estate trans-
actions carried out by foreigners (residents
and non-residents) was 134,592 (18.76% of
the national total), slightly higher than what
was registered in 2021. At the provincial
level, coastal areas (with the exception of
Madrid, with 6.2%) remained those pre-
ferred by foreigners over the total of their
transactions in 2022 (Alicante, 22.1%;
Malaga, 12.5%; Barcelona, 7.6%; Canary
Islands, 8.5%; and Balearic Islands, 5.8%].
Finally, according to the latest data pub-
lished by the Housing and Land Observato-
ry for Q2 2022, foreigners account for 19%
of total home purchases in Spain; the na-
tionalities of the most prominent foreign
buyers would be: United Kingdom, with
9.8%; Germany, 9.0%; France, 6.6%.

Home prices

If we compare the evolution of average
home prices in Spain with the development
of the general price index in a series since
198584 we can see that both indexes track
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Chart 2.5-u
Spain: real estate transactions involving foreigners
(number of transactions, thousands; year-on-year change, %)
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upward, more unevenly in the case of home
prices which experienced a significantly
more pronounced increase between 2000
and 2007, interrupted by the real estate
crisis of 2008-2009 and its replica in the
Eurozone (and particularly in Spain) in
2011-2012, not recovering its upward path
again until 2014 (see Chart 2.1-v). In any
case, we can see that the home price index
has had a substantially higher growth trend
throughout the period analyzed than that of
the general consumer index. The INE has
indicated that the General Housing Price
Index (HPI) registered year-on-year varia-
tion of 5.58% for Q4 2022, a significantly
higher level than the same figure pub-
lished for the same period of 2021, 1.2%.
The new housing HPI for 2022 ended the
year at a 6.2% increase compared to 6.4%
in 2021, while the home resale HPI in 2022
was 5.3%, versus 6.4% in 2021.

Mortgage interest rates

In terms of the usual mortgage interest
rate on mortgage loans granted in Spain,
according to data published by the INE, as
of December 2022, 36.3% of home mort-
gages were taken out at a variable interest
rate and 63.7% at a fixed rate. Prior to the
pandemic, the volume of mortgages taken
out at variable rates was considerably

higher than those at fixed rates, such that,
between 2009 and 2016, an average of 90%
of the total were taken out at variable in-
terest rates. However, after 2015, the trend
was reversed and accelerated by the pan-
demic, at which point the fixed interest rate
became the majority option. The trend con-
tinued on this path until the fixed rate
reached 70% in March 2022. However, the
path seems to have started a new reversal

Chart 2.5-v
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Chart 2.5-w
Spain: mortgages
taken out by interest rate
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Chart 2.5-x
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following a rise in the fixed interest rate,
hand in hand with the implementation of a
tighter monetary policy by the European
Central Bank and a post-pandemic risk
aversion that seems to have started to sub-
side (see Chart 2.5-w]).

Meanwhile, according to data from the Eu-
ropean Mortgage Federation (EMF], in

Spain, the mortgage interest rate with a
lock-in period between 5 and 10 years was
4.45% in Q3 2022, up 11% from the previous
quarter and extending the growth that be-
gan in 2020. In turn, the mortgage interest
rate with a lock-in period longer than 10
years was 1.72%, which continues the up-
ward path initiated during Q1 2022 (see
Chart 2.5-x). Clearly, the data are in line
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Chart 2.5-y
Spain: interbank and monetary policy rates
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with the ECB's rate hikes aimed at curbing
inflation.

In this regard, as shown by the data illus-
trated in Chart 2.5-y, it is noteworthy that
interbank interest rates, monetary policy
rates and sovereign bond rates are experi-
encing a steep increase in 2022. It is all
part of a restrictive monetary policy by the
European Central Bank aimed at curbing
inflation not seen since the introduction of
the euro. This scenario of tightening fi-
nancing conditions will imply, at least in the
short term, a strain on real estate market
growth, restricting demand and slowing its
expansion, in a market that has been ac-
customed to a prolonged low-interest rate
environment for a decade and is now facing
an accelerated increase in interest rates.

Household credit gap

In terms of the development of the house-
hold credit gap, from the late 1990s
through 2006, we can distinguish a period
in which the volume of household debt was
significantly higher than its long-term av-
erage, reaching its peak in 2006, the year
prior to the onset of the real estate crisis;
this was reflected in both the number of
new housing starts and the level of prices
(see Chart 2.5-z], which experienced a
strong rebound (in this sense, the credit

gap can be seen as a leading indicator of
the 2008-2009 housing crisis). Subsequent-
ly, a period was observed from 2007 to
2021, in which the household credit gap is
below the average, as reflected in a decline
in the number of new homes and prices,
especially between 2007 and 2011, after
which they began to improve, despite the
wide household credit gap that began to
narrow starting in 2016.

Residential leasing

The development of residential leasing in
Spain, published by the Housing and Land
Observatory shows a continuous increase
in homeownership as opposed to renting
between 1950 and 2001. However, the trend
reversed in 2011, at which point the num-
ber of leases increased with respect to
ownership, which represented 78.9% com-
pared to 21.1% of leases (see Chart 2.5-aa).
The latest ten-year data published in 2021
show that the trend continues to increase
in favor of rental housing (24.2%) or other
forms over ownership (75.8%].

It is revealing that in 2020, unlike the previ-
ous five years, the weight of households
with market-rate rental contracts de-
creased to 14.7% in 2020 (15.4% in 2019),
while those households with below-mar-
ket-rate rents rose from 2.7% to 3.3% in

Chart 2.5-z
Spain: household credit gap
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Chart 2.5-aa
Spain: trends in home ownership,
rental and occupancy free of charge
(%]
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Chart 2.5-ab
Spain: breakdown of homes
by type of occupancy
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2020. Finally, another increase of note is
the one in the number of leased homes,
which reached 6.8% in 2020, up from 6.0%
in 2019. In 2021, the weight of homes with
market-rate leases increases to 15.2%,
and those with below-market-rate leases
decrease to 2.8%. The number of dwellings
under assignment also dropped to 6.2%
(see Chart 2.5-ab).

Affordability in home acquisition

According to the Bank of Spain’s 2021 an-
nual report, on average, at least the 33.4%
of household disposable income before de-
ductions would be needed to purchase a
home. This report points out the desirabili-
ty of reducing inequality in housing access,
which has worsened in recent years for
both homeownership and rental housing,
especially for lower-income households
and young people. Although the Right to
Housing Bill attempts to reduce these diffi-
culties, including instruments such as rent
control, this could have adverse effects, in
addition to the failure to consider specific
actions such as effective legal certainty for
owners of rental housing.

The report also points to the need to re-
view certain regulations that do not facili-
tate the construction of new housing or
that restrict residential use of real estate,
in order to reduce real estate price pres-
sures on local markets where there is in-
sufficient supply.

Spain in the IRPII ranking

Spain ranks 35 in the Real Estate Potential
Indicator for the Insurance Sector (IRPII)
ranking; the synthetic index calculated by
MAPFRE Economics for a universe of 43
countries (see Table 4.2-b). Among the var-
ious components weighted to calculate the
indicator, in general all of them contribute
to Spain’'s lagging position, in particular,
the weighted index of economic and demo-
graphic factors (see Table 4.2-a). It should
be noted that Spain's population in 2023 is
47.5 million inhabitants, and it is consid-
ered to have entered a downward trend
that could reach 30.8 million by the end of
the century, according to United Nations
estimatess®?.
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2.6 Germany
Introduction

In the case of Germany, in 2023 the esti-
mated housing stock totaled €5.3 trillion8eé.
This represents about 164% GDP, estimat-
ing the gross financial wealth at €7.8 tril-
lion (241% of GDPJ#7. The development of
the housing stock over the last four
decades has grown in real terms, while its
relative weight in household wealth has
decreased slightly over the same period
(see Chart 2.6-a). Meanwhile, the analysis
of gross capital formation in housing con-
struction in relation to GDP in Germany
since 1980, illustrated in Chart 2.6-b,
shows a downward trend from levels close
to 8%, with a significant upturn in the sec-
ond half of the 1990s, to levels that have
stabilized in the last decade at around 6%
of GDP.

Analysis of relevant indicators for the
development of insurance activities

Housing stock and new construction

Housing stock

In 2021, the number of residential house-
holds in Germany reached 41.7 million,
with 0.7% growth®. This data implies a

continued positive growth trend since 2011.
A medium-term analysis, illustrated in
Chart 2.6-c, shows a slowing growth trend
from 2001 to 2010 when the Great Reces-
sion resulted in a sudden, marked decline
in the series. However, as of the following
year, the German housing stock adjusted
back to a positive trend, reaching 0.69%
growth in 2020. Overall, the housing stock
has grown by 9.9% compared to 2001.

New home construction and sales

Historically, the intensification of the Ger-
man housing supply between 1991 and
2001 is noteworthy, especially in East Ger-
many, as a result of the reunification of the
two Germanies after the fall of the Berlin
Wall. This has contributed to the develop-
ment of residential surplus supply in some
regions of the country, which in turn has
kept residential purchase and rental prices
affordable in the decades since.

At a more current point in time, it is note-
worthy that growth has been sustained
during 2021, a year affected by the
COVID-19 pandemic, despite bottlenecks in
the supply of materials and economic re-
sentment. This is evidence of the underly-
ing growth in residential demand caused,
to a large extent, by the wave of immigra-

Chart 2.6-a
Germany: real residential housing stock,
gross financial wealth of households and population
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Chart 2.6-b
Germany: gross capital formation in home construction

I Per capita gross capital formation, home construction (billions of euros), right axis
— Gross capital formation in home construction (% GDP)

Source: MAPFRE Economics (based on Oxford Economics and Haver Analytics data)
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tion experienced that same year. By 2022,
such growth is expected to intensify in the
face of amplified residential demand fol-
lowing the arrival of Ukrainian refugees.

In terms of the percentage of vacant hous-
ing, in 2018, the Statistisches Bundesamt
reported that 8.2% of the housing stock
(residential and commercial] was vacant.
This represents 0.2% growth over the five-
year period, which has continued a rela-
tively stable trend since 2002 (see Chart
2.6-d).

Home-linked insurance developments

The German Non-Life insurance market is
a mature sector with a high penetration
rate in all branches. During the last few
years, competition has been very important
in attracting new customers at very com-
petitive prices. According to information
from the German Insurance Association
(Gesamtverband der Deutschen Ver-
sicherungswirtschaft eV - GDV), the nation-
al total of direct Non-Life insurance premi-
ums in 2021 was €77.288 billion, a 3.19%
increase over 2020. Among the most im-

Chart 2.6-c
Germany: housing stock
(number of homes, thousands; year-on-year change, %)
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Chart 2.6-d
Germany: vacant apartments
(vacant apartments, %; five-year change, %)
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portant branches, property insurance ac-
counts for approximately 30% of premiums
versus 38% for automobile insurance. In
the case of property-related insurance, and
more specifically for private homes, there
is home insurance, homeowner's insur-
ance, rental protection insurance and basic
insurance®’.

What is known as home insurance in Ger-
many (Hausratversicherung) is contents
insurance, which protects household goods
against water damage, fire or theft, with
additional modules (exterior windows, re-
pair of large household appliances,
garages, basements, etc.). In turn, the
homeowner's insurance (Wohngeb&ude-
versicherung) is building insurance, which
covers fire, storm and water damage to the
property, including repair costs up to re-
construction of the building, thus protect-
ing the homeowner from financial ruin.

Rent protection insurance (Mietschutzver-
sicherung) provides coverage for past-due
or unpaid rent, as well as property damage
and renovation costs caused by tenants.
The elementary insurance (Elementarver-
sicherung) also called supplemental
weather protection insurance (Zusétzlichen
Schutz gegen weitere Naturgefahrenes) is
insurance that completes home and home-

— Five-year change
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owners insurance with additional coverage,
as it covers risks due to atmospheric phe-
nomena (storms, hail and lightning), with
extended modules covering risks generat-
ed by natural disasters, earthquakes, land-
slides, snow avalanches, etc. In addition to
the aforementioned branches, there are
others that provide a wide variety of cover-
age related to housing, such as third-party
liability insurance, real estate legal protec-
tion insurance, construction insurance,
home insurance for multi-family dwellings
or apartments, and insurance for buildings
and outbuildings.

Chart 2.6-e shows that, over the period
2021-2022, the distribution of the German
insurance market in real estate was mainly
concentrated in the residential real estate
segment over the commercial/industrial
and other segments. Specifically, in 2022, it
accounted for 58.4% underwriting of resi-
dential properties, compared to 39.4% in
commercial/industrial properties and 2.2%
in other properties. Likewise, the year-on-
year variation shows that, unlike in previ-
ous years, from 2020 onwards, growth in
the commercial/residential property insur-
ance branch is higher than in the residen-
tial property insurance branch, with rates
above 8%, while other property insurance
branches show small variations (less than
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Chart 2.6-e
Germany: property insurance premiums
(premiums, millions of euros; year-on-year change, %)
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2%), as well as a very significant drop from
2022 onwards, of around 6.9%.

Analyzing the distribution of residential
property insurance during the period 2014-
2022 illustrated in Chart 2.6-f, we see that
building insurance has always been much
higher in number than contents insurance;
the percentage in 2022 would reach 74.81%
for the former and 25.19% for the latter.
This difference tends to widen if we exam-
ine growth rates since, in the period under
consideration, growth in building insurance

averaged more than 6%, while contents in-
surance grew by an average of 2.2%.

Mortgage balance and nhew mortgages
taken out

Mortgage balance

The German outstanding mortgage bal-
ance, as reported by the Bundesbank,
reached €1.676 trillion in the last quarter
of 2022, with year-on-year growth of 5.35%
(see Chart 2.6-g]. It should be noted that

Chart 2.6-f
Germany: residential property insurance premiums
(premiums, millions of euros; year-on-year change, %)
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the balance has grown steadily since 2011,
although much faster from 2014 onwards,
until suffering a slowdown in 2020 and a
reversal in 2021. However, the 2022 figure
is the highest nominal figure in German
history, and broadly speaking, this sudden
upturn can be attributed to an increase in
real estate demand catalyzed by the mone-
tary and fiscal policies enacted by the
German central bank and government in
the wake of the COVID-19 crisis.

It should be noted that the German mort-
gage market is characterized as a strictly
regulated and controlled financial system.
This has the effect of restricting access to
property for a large sector of the popula-
tion. However, the other side of the coin is
that it is a robust system, with compara-
tively low default rates, prepared to combat
financial crises and where it is difficult to
generate local inflationary bubbles?0.

New mortgages taken out

The German central bank (Bundesbank])
offers a variable that shows the amount of
loans granted specifically for home pur-
chases, broken down by interest rate. Chart
2.6-h shows the behavior of this variable.
According to this information, we see that
the total volume of loans granted for hous-

ing in 2022 amounted to €257.4 billion, a
decline of -9.4% compared to 2021 (the
year in which it reached its absolute maxi-
mum). The recent behavior of the series
showed an increasing trend between 2017
and 2021. Broadly speaking, this growth
can be attributed to an increase in demand
catalyzed by ultra-accommodative mone-
tary policies that have long been main-
tained in a sustained low-interest rate envi-
ronment. However, the accelerated interest
rate hikes implemented by the European
Central Bank since July 2022 (the first in-
crease in the series since 2011) have had a
negative effect in the last year and may al-
ter this trend in the coming years.

Development of Risk life insurance

Life insurance is an essential factor for the
mortgage and real estate market. These allow
lenders to ensure that repayment of the loan
amount will be honored in the event of the
borrower’s death, thereby reducing the risk
considerably. In the German market, the Life
insurance branch is very relevant within the
insurance market, capturing 57% of total in-
surance premiums in 2021 (see Chart 2.6-i).

In terms of premium volume in the Life in-
surance sector, this amounted to €103.231
billion, with a year-on-year variation of

Chart 2.6-g
Germany: outstanding mortgage loan balance
(amount, billions of euros; year-on-year change, %)
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Chart 2.6-h
Germany: loans to households for home purchases by interest rate
(loans granted, billions of euros; year-on-year change, %)
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-1.1%. Historically, it highlights the signifi-
cant growth of this branch in 2019, which
has been sustained since then. The varia-
tion in the branch’s weight over total insur-
ance premiums, despite reporting a -4.88
pp decrease in 2021 compared to 2010, is
mainly due to the growth in the Non-Life
business and not to a nominal decrease in
the Life sector, following the European
trend established over the last decade.

In Germany, the main product in the life
sector is classic life insurance, commonly

called term life insurance, which indemni-
fies the beneficiaries in the event of the
policyholder’'s death. In addition, some in-
surance companies add, as an option, oc-
cupational disability insurance, with which,
in the event of an illness or condition that
limits the policyholder’s ability to work, the
insurance would remain in force, although
the policyholder would no longer be re-
quired to pay the agreed premiums. The
indemnification is paid immediately and is
not taxable under the IRPF. Likewise, the
insured capital has no established limit

Chart 2.6-i
Germany: Life insurance premiums
(Premiums, millions of euros; insurance premium structure in 2021, %)
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and, generally, may be increased at the
policyholder's request. In case of unem-
ployment or other circumstances involving
a financial bottleneck, most companies of-
fer a contract with reduced premiums and
coverages, and the option of restoring the
original contract within a limited period of
time, under certain conditions.

The difference between this type of insur-
ance and an endowment life insurance is
noteworthy since the latter, while insuring
the capital to the policyholder’s heirs in the
event of death, also functions as an individ-
ual pension plan, thus releasing the in-
sured capital after the policyholder’s re-
tirement, and not only after their death. It
is important to emphasize that term life in-
surance is aimed at those customers who
want to protect their dependents financially
in the event of their death, but it is also re-
quired (not mandatory, but requested) by
those lending companies that demand a
guarantee of payment in the event of the
borrower's death. In addition, they are es-
sential for the self-employed and entre-
preneurs so that their death does not pre-
vent the company’s continuation and pro-
tects their employees and business part-
ners.

Finally, another product offered in the
German market is death benefit insurance,
which covers funeral expenses up to a limit
of approximately €15,000, on average, de-
pending on the company.

Reverse mortgage

Less than half of the people in Germany
live on their own property. Recently, the
rate of homeownership in Germany has
even decreased, and for the first time since
1993, in 2018, the rate dropped to 42%. In
no other country in the European Union is
the homeownership rate so low, especially
among younger people. However, some es-
timates indicate that the homeownership
rate in Germany among 70-79 year olds in
2018 reached 58%, the highest proportion
of all age groups?!.

Therefore, the reverse mortgage repre-
sents a possible retirement real estate
model in Germany. The scheme is aimed at
retirees aged 65 and older; through a loan
model, in which the owner's home serves
as collateral, the person receives a lump
sum or a monthly pension. The major at-
traction of the reverse mortgage is that
homeowners can remain in their property
and at the same time supplement their
pension income, unlike the real estate an-
nuity in which the home is sold and the
amount is paid as an annuity or temporary
annuity. Table 2.6 shows a comparative ta-
ble of the main alternatives to the reverse
mortgage in Germany?2, with respect to the
real estate annuity (purchase and sale of
real estate that reserves the seller’s right
of residence until death, with the buyer
paying the seller an annuity until death),
partial sale (in which only a percentage of
the property is purchased as an invest-
ment) and transfer of the usufruct.

In a reverse mortgage, the bank or insur-
ance company grants a loan to the home-
owner using the securitized home as col-
lateral. They will remain the owner and oc-
cupant of the property, and only after the
owner's death will the bank or insurance
company be able to sell the property and
pay off the loan with the proceeds of the
sale (which could also be paid by the heirs).
As a requirement, the property must be
free of liens in order to be accepted (or at
least modestly encumbered) and offer the
right of residence for life. If a lump sum
payment is established, the final loan
amount is the market value of the property.
In the case of monthly payments, between
15-35% of the property value will be paid,
and the retiree will receive between
60-80% of the value in regular monthly in-
stallments, even up to 110 years (or short-
er terms with higher payments can be
agreed upon). It should be noted that the
owner will continue to have property tax,
maintenance and repair obligations, among
others. If the retiree’'s relatives inherit the
property, they must either enter into the
loan agreement and repay the financing to
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Table 2.6
Germany: reverse mortgage alternatives

Reverse Real estate Partial
Usufruct
mortgage annuity sale

Payment of maintenance costs
Monthly use fee

Possibility of repurchase
Rental, moving out

Freedom of use and design
Possible inheritance

Single payment

Monthly pension payments

Purchase at market value (without deduction)

Source: MAPFRE Economics (based on DEGIV data)

the bank or sell the property and pay off the
mortgage with the proceeds of the sale,
reducing the estate.

Real estate investment instruments
for insurance companies’
investment portfolios

Covered mortgage bonds [Pfandbriefe]

Pfandbriefe represent a large segment of
the covered bond market and the German
private debt market. Generally, these are
bonds issued by mortgage or public institu-
tions and are secured by a pool of assets

v
X X v X
X X v X
X X v v
X X v v
X X v X
b Optional v v
v v v X
X X v X

that, in the event of bankruptcy of the issu-
ing entity, continues to provide benefits to
the investor. Therefore, it is considered a
very safe financial instrument, typically rat-
ed AAA.

The latest data from the European Collat-
eralized Bond Council (ECBC]), report that,
in 2021, the outstanding Pfandbriefe mort-
gage balance amounted to €264.016 billion,
with annual growth of 7.19% (see Chart
2.6-j). This is a clear symptom of a boiling
mortgage market, expanding its financial
capacity. In fact, the balance had already

[l Outstanding balance of covered bonds
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Chart 2.6-j
Germany: covered bond balance
(outstanding balance, millions of euros; year-on-year change, %)
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Chart 2.6-k
Germany: issuing of covered bonds
(issuing, millions of euros; year-on-year change, %)
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been growing at a good pace since 2015,
after a period of decline between 2012 and
2014, and between 2003 and 2007. In terms
of Pfandbriefe issues, €45.812 billion of
debt was issued in 2021, which is 13.82%
more than in 2020 (see Chart 2.6-k]).

Mortgage securitizations

Another mortgage securitization instru-
ment in Germany is the Residential Mort-
gage Backed Securities (RMBS]. It is used
less commonly than in other European

countries, accounting for only 2.8% of the
total outstanding balance in the European
Union, a far cry from France, the Nether-
lands, the United Kingdom or Spain. Data
provided by the Association for Financial
Markets in Europe (AFME], available since
2008, report an outstanding balance in Q2
that reached €11.7 billion, much higher
than the €2.8 billion reported in Q2 2021
(see Chart 2.6-1).

An analysis of the historical series con-
firms that the outstanding amount of RMBS

Chart 2.6-1
Germany: outstanding RMBS balance
(outstanding balance, billions of euros; year-on-year change, %)
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Source: MAPFRE Economics (based on AFME data)
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in Germany, despite overcoming a period of
stability at minimum levels between 2019
and 2021, has been at much higher levels.
In 2009, in the midst of the financial crisis,
the figure was approximately €20 billion,
dropping progressively until the period
2015-2018, when figures of around €25 bil-
lion were reported, the highest in the last
decade.

Non-performing loans ratio

The non-performing loans ratio includes
the percentage of failed loans over total
loans. In the case of the German market,
the amount reported in 2019 was 1.05%,
with a 0.19% pp decrease from the previ-
ous year (see Chart 2.6-m). In 2005, the
non-performing loans ratio was 4.05% and
started to decline until 2008, when the in-
ternational credit crisis led to an increase
in unpaid loans. However, compared to
other countries, the non-performing loans
ratio did not increase excessively in Ger-
many. In fact, since then the rate has
dropped considerably until it reached cur-
rent levels. This is another symptom of
German risk aversion on both the supply
and demand sides and of a restrictive and
cautious financial system.

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Cost-income ratio

The cost-income ratio reflects the relation-
ship between bank income and assumed
acquisition costs. In the case of Germany,
in Q2 2022, this ratio drops to 69%, with a
year-on-year decrease of 2.3 pp (see Chart
2.6-n). Consequently, and without entering
into a more in-depth analysis of the income
statement of banking companies, it can be
stated that banking yields have increased
slightly. Thus, the German cost-to-revenue
ratio has been on an increasing path from
2015 until Q1 2020, when it reached 91%.
Since then, the ratio has declined rapidly,
stabilizing at around 70% as of 2021.

Real estate transactions, home prices
and mortgage interest rates

Real estate transactions

Data published by the BORIS-D project (re-
port on the German real estate market
published by a committee of real estate
appraisal experts), available through 2020,
report a slight drop in the number of real
estate sales and purchases in that year
(1,018,900 transactions; with a year-on-
year decrease of -0.6%). In a pandemic
context, this data prolongs the relatively

Chart 2.6-m
Germany: non-performing loans ratio
(non-performing loans ratio, %; year-on-year change, %)
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Chart 2.6-n
Germany: cost-income ratio
(cost-income ratio, %; year-on-year change, %)
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stable trend the series has been following
since 2016, after experiencing substantial
growth in 2015 (see Chart 2.6-0). Prior to
this, the strength of the German real estate
market during the 2008-2009 crisis, when
the international market was suffering a
huge downturn, stands out. This stability is
particularly reflected in the residential
housing transaction segment. The reasons
behind this robustness are based on de-
mographic development (low fertility rates
offset by a positive migration flow), a rela-

tively stable per capita disposable income,
a conservative interest rate and other
characteristics of the real estate financial
sector (high percentage of fixed and mixed
rate mortgages, low LTV ratio for first-time
buyers and high fiscal transaction costs]. In
short, supply under tight control and de-
mand in line with it?.

Official data for 2021 and 2022 are not yet
available, but demand for real estate is ex-
pected to be uncertain, driven by cultural
and population factors, but restrained fol-

Chart 2.6-0
Germany: total and residential transactions
(transactions, units; year-on-year change, %)
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lowing the recent interest rate hike by the
European Central Bank. The reasons for
this increase in demand are based on a
demographic explosion due to the migrato-
ry phenomena observed in Germany, a pro-
gressive reduction in the number of people
per family unit and an increase in the popu-
lation’s need for residential space. In terms
of supply, it is lagging behind due to bottle-
necks in the supply chains (particularly the
shortage of iron and wood, which are es-
sential for real estate construction).

Home prices

The development of median home prices in
Germany, compared to the development of
the general price index in a series since
1980, shows that both indexes follow a simi-
lar path through 1990s. Thereafter, the two
paths diverge and home prices take a slight-
ly declining path starting in 1994, coinciding
with German reunification, until 2010 when
the trend in home prices changed again,
significantly above the general price index
since then (see Chart 2.6-p).

Meanwhile, residential home sale prices in
Germany have experienced steady and

Chart 2.6-p
Germany: home and consumer
price indexes
(1980=100)
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sharp growth over the past decade, which
has slowed in 2022 following the European
Central Bank's interest rate hike. According
to data from the Bank for International Set-
tlements, prices in 2021 increased by 59.5%
compared to 2010, an increase of remark-
able magnitude. However, the upward cycle
that had already lasted more than a decade
came to an end in 2022, as a result of the
aforementioned interest rate hike (see
Chart 2.6-q).

In terms of the historical series, at the be-
ginning of this century, average residential
prices remained stable, with sporadic slight
decreases. As mentioned above, the con-
servative attitudes of German real estate
supply and demand prevented the in-
ternational crisis from having a significant
impact on this market. However, starting in
2011 prices began to rise, accelerating fur-
ther during the second half of the decade.
The arrival of these hikes set up a boom
period in the real estate market, driven by
the decade's low-interest rates and the
population explosion, which would come to
an end in 2022, following the increase in
these rates.

Chart 2.6-q
Germany: home price index
(2010=100)
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Home price index
= New home price index
— Existing home price index
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Chart 2.6-r
Germany: price indexes related to the real estate sector
(2015=100)
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It is important to emphasize that, despite
the general rise in prices over the last
decade, resale homes have experienced
higher inflation compared to new construc-
tion. By 2021, existing homes had grown by
57.5% over 2015, and new homes by 40%.
In terms of rental housing prices, they fol-
low a trajectory very much in line with the
aforementioned purchase and sale prices:
constant during the first decade of the cen-
tury and an explosion as of 2010. However,
the increase in rental prices is even more

dizzying. In 2021, prices were 112% higher
than in 2015; that is, more than twice as
high as 6 years ago and more than three
times higher than in 2010 (see Chart 2.6-r).

Meanwhile, the price-to-rent ratio for
housing in Germany was 30.1 (meaning
that, theoretically, the purchase price of a
home is 30 times higher than its rent for
one year), with a year-on-year variation of
3.79% (see Chart 2.6-s). This ratio has been
rising steadily by 3-4% since 2010. A grow-
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Chart 2.6-s
Germany: price-rent ratio
(price-rent ratio, year-on-year change, %)
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ing price-to-rent ratio has resulted in a
real estate market that is becoming in-
creasingly less attractive than the rental
alternative.

Regional notes on home prices

In terms of residential housing prices, Mu-
nich stands out as the predominant city
with respect to other cities (see Chart 2.6-
t). In fact, according to the latest Bundes-
bank report, it is the fourth most expensive
city in Europe and the seventh most expen-
sive in the world (behind Hong Kong, Seoul,
Paris, Geneva, Tel Aviv and Zurich), costing
on average €10,349 per square meter in
2022. The other large cities in Germany are
not far behind: Frankfurt is the ninth in Eu-
rope, and Dusseldorf, Hamburg, Augsburg,
Berlin and Cologne are among the top 30.

For rents, the story is the same: Munich
dominates, where, in 2022, the price per
square meter of rent was €18 per month
(with a year-on-year variation of 4.6%). As
with buying and selling, prices have risen
steadily in most major German cities, with
Frankfurt standing out as the second most
expensive city to rent, despite being behind
Stuttgart in the average transaction price,

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

and Berlin's recent sharp growth (up 21.7%
year-on-year in 2022).

Mortgage interest rates

Another feature contributing to German
stability in the real estate market is the
distribution of its mortgage products. The
conservative nature of mortgage demand
stands out as, in Q1 2022, the number of
mortgages with at least one year at a
fixed interest rate accounted for 90.4% of
the total number of new mortgages taken
out. In contrast, only 9.6% of mortgages
were taken out at a purely variable inter-
est rate (see Chart 2.6-u). This structure
contrasts with that of other European
countries, where the percentage of vari-
able interest rate mortgages is much
higher (Portugal, Spain or Greece). Thus,
the historical trend of German borrowers
has been, and continues to be, to resort
to a fixed interest rate, especially in the
medium and long term. Proof of this is
that the maximum figure registered for
the percentage of variable rate mort-
gages since 2009 is 18.1% of total mort-
gages and, according to Bundesbank data
referring to 2022, the percentage of
housing loans with a fixed rate equal to

Chart 2.6-t
Germany: residential housing prices per square meter
(prices, euros)
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Chart 2.6-u
Germany: mortgage structure by fixed and variable interest rates
(fixed and variable-rate mortgages, %; year-on-year change, %)

M % fixed rate mortgages
M % variable rate mortgages
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or greater than 5 years accounted for
81% of the total.

With respect to mortgage interest rate lev-
els, Q1 2022 reported a 1.88% floating rate
and an average fixed rate of 1.46%, both
increasing since reaching their decade
lows in the last quarter of 2020 (see Chart
2.6-v). Both rates, after reaching consider-
able values in the years following the Great
Recession, declined steadily from the last
quarters of 2011 onwards, at the pace set
by monetary expansion policies. In the

wake of the COVID-19 crisis and the eco-
nomic slowdown, even more expansionary
measures led to an exceptionally low inter-
est rate, which is currently being corrected
by raising the monetary policy rate to curb
the inflationary crisis.

In terms of competitiveness between fixed
and variable interest rates, the highest av-
erage values in the years immediately fol-
lowing the 2008-2009 crisis were for the
fixed interest rate. Subsequently, with the
advent of ultra-accommodative monetary

Chart 2.6-v
Germany: fixed and variable interest rates in mortgages
(fixed and variable interest rates, %; year-on-year change, %)
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Chart 2.6-w
Germany: interbank and monetary policy rates
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policies, rates were equalized until 2014, at
which point the variable rate was placed
above the fixed rate, which continues to this
day and has led to more borrowers choosing
fixed-rate mortgages. These two factors
(lower fixed rather than variable interest
rates and financial risk aversion), coupled
with a restrictive supply (low LTV, low loan
amounts and high transaction costs), make
the German mortgage market a conserva-
tive one, resistant to international crises.

Finally, for comparative purposes, Chart
2.6-w shows that interbank interest rates,
monetary policy rates and sovereign bond
yields have risen in recent months as a re-
sult of a tighter monetary policy estab-
lished with the aim of curbing inflation. In
the short term, this limited financing sce-
nario will constrain the growth of the real
estate market, restricting demand and
slowing its expansion. In a medium-term
analysis, the hike in the monetary interest
rate as of 2004, coinciding with the rise in
interbank rates, is noteworthy. This restric-
tive policy made a decisive contribution to
containing an out-of-control real estate
bubble in the rest of the world, thus avoid-
ing the major consequences of its bursting
in 2008. Since then, monetary expansion
was applied that would last through the
next decade.
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Household credit gap

In terms of the development of the house-
hold credit gap with respect to its historical
average level, it should be noted that in
Germany the financial crisis of 2008-2009,
and its aftershock in the Eurozone in 2011-
2012, had a different impact than in mar-
kets such as the United States, the United
Kingdom or Spain. In the latter, prices re-
mained fairly stable and only began to sub-
sequently rebound as of 2014, coinciding

Chart 2.6-x
Germany: household credit gap
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Chart 2.6-y
Germany: trends in home
ownership and rental
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with the low-interest rate environment due
to the ultra-accommodative monetary poli-
cies applied by the European Central Bank
in recent years (see Charts 2.6-x).

Residential leasing

The household occupancy system in Ger-
many is very divided. Practically half of the
population lives in homes they own, while
the other half lives in rented housing. The
recent trend, however, favors renting, which
has grown 3.7 pp since 2010, and which has
risen for the first time in the last decade in
2021 as the majority residential option with
50.5% of the population living in this format
(see Chart 2.6-y). This distribution is largely
due to the restrictive system observed in the
German real estate market, whose infla-
tionary control (high transaction costs, low
LTV ratio and high-interest rates) makes the
decision (and the feasibility) of buying a
house considerably more difficult.

In addition, German society is largely a
leasing society. Unlike in most Anglo-Saxon
and European countries, the aspiration to
buy a house is not so deeply embedded in
the cultural norm of society. Apart from
this cultural factor, politically, there is an

incentive in favor of this model that bene-
fits both interests: on one side, the tenants,
ensuring them favorable lease price condi-
tions, housing characteristics and neces-
sary repairs; and, on the other, the land-
lords, by means of tax deductions that
make renting housing a more attractive
business. These factors make the German
private real estate rental market a very
large and relevant market?.

Germany in the IRPII ranking

The German real estate market ranks 27 in
the Real Estate Potential Indicator for the In-
surance Sector (IRPII) ranking calculated by
MAPFRE Economics for a universe of 43
countries (see Table 4.2-b). Among the differ-
ent components weighted to calculate the
indicator, mortgage loan growth is the largest
contributor to improving Germany's position
in the sample of countries analyzed (see Ta-
ble 4.2-a). Conversely, the component related
to the growth of disposable income and its
foreseeable development over the next few
years has caused it to fall behind. Germany's
population in 2023 is 83.3 million and is esti-
mated to be on a slightly decreasing path that
could bring it to 68.9 million by the end of the
century, according to UN estimates?.

2.7 Japan
Introduction

The estimated housing stock value in
Japan in 2023 was 195.6 trillion yen?,
which represents 35.5% of the Japanese
GDP, while the gross financial wealth of
households is estimated at 2.128 trillion
yen?” (386% of GDP). The development of
the housing stock over the last four
decades has grown in real terms through
the end of the 1990s, to later start on a
downward path, while its relative weight in
household wealth has decreased slightly
over the same period (see Chart 2.7-a).

An analysis of gross capital formation in
housing construction in relative terms in
relation to Japanese GDP shows a signifi-
cant drop starting in the late 1980s, when it
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Chart 2.7-a
Japan: real residential housing stock,
gross financial wealth of households and population
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reached levels close to 9%, and has been
on a markedly declining path since 1988,
reaching 3.3% in 2022 (see Chart 2.7-b).

Analysis of relevant indicators
for the development of insurance
activities

Housing stock and new construction

Housing stock

The five-year census published by the Offi-
cial Statistics Portal of Japan estimates

that the number of existing residential
dwellings in 2018 was 62,407,400, repre-
senting a growth of 2.93% over 2013. The
latter figure is the lowest five-year growth
in Japanese housing stock since 1948, con-
tinuing a gradual slowdown that has been
brewing for some time (see Chart 2.7-c).

A key point in the recent history of Ja-
panese residential real estate stems from
just after World War Il, when wartime de-
struction resulted in a five-year reduction
of 49% in the number of housing units in
1953. To address this problem, the Ja-

Chart 2.7-b
Japan: gross capital formation in home construction
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Chart 2.7-c
Japan: housing stock
(number of homes, thousands; five-year change, %)
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panese government established several
public agencies to stimulate the housing
market and build affordable public hous-
ing. This quantitative approach to housing
supply was a great success: in 1958, the
five-year variation was 152%, and
throughout the 1960s and 1970s it did not
fall below 13%. Starting in the 1980s the
number of housing units hovered around
10% and, from the 2000s onwards, a

Chart 2.7-d
Japan: excess housing supply
(number of homes, number of family units)
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steady slowdown began, reaching 3% in
2018.

This rapid cooling can be explained by the
bursting of the Japanese housing bubble in
the 1980s and, more recently, by a change
in the Japanese government'’s housing pol-
icy, which now focuses on a more qualita-
tive approach to housing, and faces a prob-
lem of surplus housing supply with 8.43
million vacant homes in 2018 (see Chart
2.7-d).

In terms of the number of commercial es-
tablishments, the latest data published by
the Official Statistical Portal of Japan, cor-
responding to 2016, reports 1,355,060
premises. This represents a variation of
-3.71% with respect to 2014 and continues
a negative trend, already far from the
2,150,323 reported in 1982, the highest fig-
ure since this has been counted (see Chart
2.7-e).

New home construction and sales

The division of the Japanese real estate
transaction market is of particular interest,
as there has been a major structural
change within it. A few years ago, the num-
ber of new home sales dominated the resi-
dential real estate transactions market
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Chart 2.7-e
Japan: number of commercial establishments
(Number of commercial properties, thousands; change from last reported data, %)
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(71.4% market share in 2008), while the
number of resale home sales accounted for
only 28.6% of the market share in the same
year. However, over the last decade, this
gap has gradually closed to 59% and 41%
of new and resale housing, respectively
(see Chart 2.7-f).

The increase in existing home transactions
has been largely encouraged by govern-
ment policies in response to a scenario of
real estate inefficiency characterized by a
high vacancy rate, due to cultural, techno-

logical (high degree of property deprecia-
tion, greater risk of catastrophes and lower
energy efficiency of second-hand homes])
and economic factors (tax deduction for
owning a property on land greater than that
obtained by demolishing it). To correct this
situation, Japan's Ministry of Land, In-
frastructure and Transport (MLIT) imple-
mented a series of reforms seeking to shift
from a quantitative approach to real estate
supply to a qualitative approach by encour-
aging resale transactions. Thus, measures
were adopted, such as the elimination of

Chart 2.7-f
Japan: sales of new homes vs. sales of existing homes
(year-on-year change, %; breakdown, %)
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tax deductions for houses not suitable for
residential use, the establishment of better
guarantees on the standards of homes for
sale and the promotion of qualitative con-
struction values.

Home-linked insurance developments

In Japan, home insurance is operated un-
der the name of fire insurance, although it
covers more than just fire damage. They
also cover damage caused by lightning,
wind, floods, storms, explosions, snow,
theft, falling objects and external colli-
sions, among the most important. This lex-
ical tradition is based on the fact that in the
past the vast majority of property damage
was caused by fire.

An important nuance should be noted: fire
(home] insurance may not include cover-
age for damage caused by earthquakes
(also including tsunamis and volcanic
eruptions), which would be taken out as a
separate option, depending on the policy
of each company, with the prerequisite of
having already taken out fire insurance.
Therefore, sources that provide data on
these branches may include earthquake
insurance within home insurance, or
count it separately.

In Japan, taking out home insurance is a
requirement for purchasing a mortgaged
property or for renting, both for the securi-
ty of the lender and the landlord, although
it is not mandatory as such. In general,
their price in 2023 ranges between
¥20,000-40,000 (€143-286) every 2 years’s.
As mentioned above, insurance coverage
for earthquakes, tsunamis and volcanic
eruptions can be taken out as an additional
option. This option is interesting, given that
the Asian country frequently suffers from
this type of natural disasters. The premium
cost varies by company, coverage and loca-
tion but ranges from ¥6,500-32,600
(€46-233)%9.

Earthquake insurance has been difficult to
implement in Japan, due to the country's
seismic risk, located above the Circum-Pa-
cific Seismic Belt or "Ring of Fire,” where,
according to the United States Geological
Survey (USGS), about 81% of the most se-
vere earthquakes occur. In addition to this
factor, the lack of uniformity in the seismic
risk of the different Japanese districts cre-
ates an adverse selection problem that re-
duces the number of insured agents so that
the economic consequences caused by a
tectonic disaster would run the risk of not
being mitigated, since there would not be

Chart 2.7-g
Japan: direct home insurance premiums (GIAJ data)
(premiumes, billions of yen; year-on-year change, %)
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Direct home insurance premiums (AXCO)
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Chart 2.7-h
Japan: direct home insurance premiums (AXCO data)
(premiumes, billions of yen; year-on-year change, %)
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sufficient capital to meet the loss ratio
costs. Therefore, after numerous previous
attempts, in 1966 Kakuei Tanaka'%, the Ja-
panese Finance Minister at the time, intro-
duced a system of public reinsurance in the
event of a natural disaster, defraying the
costs to the insurance companies up to a
limit decided that same year, based on the
economic losses incurred in previous cata-
strophes of the same nature. In terms of
the indemnification the policyholder re-
ceives, the figure varies from 100% if the
loss of the property is total101, 30-60% if the

loss is between 30-60% of the market value
of the insured property, and 5% if the loss
is partial (5% of the loss of value of the in-
sured property).

In 2020, the General Insurance Rating Or-
ganization of Japan (GIAJ)192 reports that
annual direct premiums for household in-
surance (including earthquakes) amounted
to ¥1.777.201 trillion, with 4.28% year-on-
year growth (see Chart 2.7-g). Thus, premi-
ums have experienced growth for the
fourth consecutive year and continue to re-
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Chart 2.7-i
Japan: direct home and earthquake insurance premiums
(premiumes, billions of yen; year-on-year change, %)
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cover from a sudden decline in 2016
(-11.25%). Historically, the gradual decline
in premiums between 1997 and 2004 and
the significant decrease in 2008, a year of
great financial crisis (-24.04%]), are note-
worthy.

The data published by AXCO however, point
to premiums in 2021 amounting to
¥1.771.209 trillion (with a year-on-year
variation of -1.47%], that is, the end of the
growth cycle that had lasted since 2017,
following a significant decrease in 2016
(see Chart 2.7-h]. In terms of the historical
series, the relative stability (compared to
the GIAJ) at the beginning of this century is
noteworthy. In terms of the drop reported
by the GIAJ in 2008, AXCO's data place it as
late as 2010, before recovering the follow-
ing year.

Finally, data from the General Insurance
Rating Organization of Japan (GIROJ) esti-
mate that, in 2020, direct household insur-
ance premiums, excluding earthquake
damage coverage amounted to ¥1.326 tril-
lion, with a year-on-year variation of 3.68%
(see Chart 2.7-i). In turn, direct earthquake
premiums amounted to ¥336.313 billion,
with a year-on-year variation of 5.46%.

Chart 2.7-j
Japan: outstanding mortgage balance
(outstanding mortgage balance, trillions of yen; year-on-year change, %)
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Mortgage balance and
new mortgages taken out

During 2021, according to data from the
Bank of Japan, the asset balance of the
Japanese mortgage balance continued to
grow at 2.5% year-on-year, reaching
¥212,500 trillion. This figure represents a
growth path that started in 2010 after a de-
cline period during the 2000s (see Chart
2.7-j). Historically, the series has been
recorded since 1989 and grew steadily until
2001, when it began a period of stagnation
and a slight decline that lasted until 2010.
Thereafter, the balance grew steadily, first
at around 1% and then at around 2.5%
year-on-year.

In terms of new mortgage originations, the
annual amount loaned amounted to
¥21.836 trillion, up 2.9% year-on-year (see
Chart 2.7-k]). After a boom in 1993, mort-
gage originations began to decline after
1996, stabilizing in 2008 at around ¥20 tril-
lion. Recently, there was significant growth
in 2016, with ¥24 trillion in mortgage loans
being reported, but the market quickly cor-
rected to stabilize again at around ¥21 tril-
lion. It is noteworthy that the amount
loaned was only slightly affected by the
COVID-19 pandemic, showing only a slight
slowdown in 2020 of 1.3 pp year-on-year.
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Chart 2.7-k
Japan: new mortgages
(new mortgages, trillions of yen; year-on-year change, %)
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One of the most significant events in the
history of the Japanese mortgage market
arises again in the post-war period with
the invention of the GHLC (Government
Housing Loan Corporation). This agency,
along with the JHC (Japan Housing Corpo-
ration) and the Public Housing Act, was
established by the Japanese government
to stimulate the housing market after
wartime destruction. The GHLC, specifi-
cally, was founded to act as a mortgage
bank and provide financial liquidity to low-
and middle-income families. It did so
through low-interest, fixed-rate mortgage

loans. It was financed with FLIP (Fiscal
Investment and Lending Program) funds
from the Ministry of Finance and, in the
event that the operation generated losses,
it was subsidized with government funds.
There was a price limit in terms of hous-
ing, and the interest rate limit they could
set was 5.5%. The GHLC's contribution
was crucial to the restoration of the real
estate supply (it participated in about 30%
of post-war real estate construction), in
addition to standardizing the legal mort-
gage system.

Chart 2.7-1
Japan: individual Life insurance
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However, in the 1990s, the difficult eco-
nomic climate and the agency's decision to
allow prepayment of loans without penalty
(something that was not anticipated in its
business system] sank the GHLC's public
viability. Its role changed in 2007 when it
became the JHF (Japan Housing Finance
Agency), an agency providing liquidity to
the real estate market but acting in the
secondary market. JHF is now engaged in
issuing MBS collateralized by a portfolio of
35-year fixed-rate mortgages (Flat 35,
thus passing on the prepayment risk to in-
vestors. This shifting role implies further
liberalization of the primary market while
continuing to stimulate mortgage origina-
tion and increasing the agency’s viability.

Development of Risk life insurance

In relation to the housing market, the out-
standing mortgage balance is an important
indicator for the insurance business be-
cause it is potential insurable capital for
life insurance, as has been emphasized
throughout this report. In Japan, there is a
wide variety of life insurance with death
risk coverage that can be used as protec-
tion, as illustrated in Chart 2.7-l, which
presents the distribution of the insured
capital in the Japanese insurance market
for the different types of life insurance.

Reverse mortgage

The first reverse mortgage in Japan was
created by the municipal government of
Musashino, Tokyo metropolitan area, in
1981. As a result, two different methods
were developed. First, the direct model, in
which loans were provided directly by the
local government. In 2002, the Ministry of
Health, Labor and Welfare introduced a na-
tional real estate-backed living expense
loan program, expanded in 2007, with the
aim of reaching households with long-term
care needs. Since this state program was
implemented, most of the local programs
have been suspended. Alternatively, there
is the indirect model, in which the local gov-
ernment allies itself with a financial insti-
tution.

However, these public programs and pub-
lic-private partnerships were not widely
used. In terms of the private sector, the
first bank to introduce them was Shokusan
Bank (now Kirayaka Bank) in June 1999.
However, until the entry of two large banks
in 2005 (Chuo Mitsui Trust and Banking,
now Sumitomo Mitsui Trust Bank, and
Tokyo Star Bank], the product was not
widely known103, With data as of 2020, 79
financial institutions handled applications
for this type of operation under the name
"Reverse 60" loans, an increase of 14.5%
over the previous year. It should be noted
that, in addition to banks, this is also of-
fered by insurance companies in terms of
supply within the financial industry, which
are the most active in this regard (see
Chart 2.7-m).

Nevertheless, reverse mortgages are still
not popular in the Japanese market, which
is partly attributed to the fact that the con-
ditions and characteristics of these opera-
tions are very strict. According to JHF data,
in 2021, there were 458 applications, up
44.0% from the previous year, the number
of units borrowed was 350 (up 41.7% year-
on-year), and the amount borrowed was
¥4.74 billion (up 32.4% year-on-year).

Chart 2.7-m
Japan: financial institutions
offering reverse mortgages and
insurance applications
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In terms of profile, retirees accounted for
50.2% of applicants, and the average appli-
cant was 69 years old with an annual income
of ¥4.14 million. The largest use of funds
was for "custom homes" (31.2%), followed
by "refinancing an existing loan" (21.8%) and
for "new condominiums” (21.6%). The aver-
age amount of financing requested was
¥29.09 million, the average loan amount
approved was ¥16.22 million, and the aver-
age monthly payment was ¥35,000. The
non-recourse loan was selected by bor-
rowers 100% of the time. One of the most
unique features of reverse mortgages in
Japan is that in most cases, apartments
are not eligible%4, Moreover only the val-
ue of the land can be used as security for
the loan. The fact that the value of the
property is not taken into account means
that the size of the loans can be quite
small.

The stated purposes of the reverse mort-
gage with life insurance in Japan are: (i)
home construction, purchase or renovation
by the homeowner; [ii] purchase of a home
in which the borrower’s child or other de-
scendants live; (i) lump-sum payment for
the borrower’'s assisted living arrange-
ment; or (iv) refinancing of an existing loan.
The reverse mortgage applicant must be 60
years of age or older. Upon the death of the
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borrower, the total amount of the reverse
mortgage is calculated and paid off with
the sale of the property for which the loan
was taken out; in the event that the total
amount received from the sale is not suffi-
cient, the outstanding debt is subrogated to
the heirs.

Real estate investment instruments
for insurance companies’ investment
portfolios

In Japan, securities issued to finance the
mortgage market are mainly RMBS (mort-
gage-backed securities collateralized by
residential real estate assets], especially
those issued by the JHF. The agency,
founded with the objective of acting as a
subsidized public mortgage lender, transi-
tioned its functions in 2007 to act as a fi-
nancing agent in the secondary market,
thus supporting the sector without the
need to be directly involved. JHF occupies
a large percentage of the Japanese RMBS
market (see Chart 2.7-n) and offers a
product similar to European covered
bonds, based on the brokerage of mort-
gage securitizations, retaining the assets
on its balance sheet as collateral so that,
in the event of bankruptcy, the assets are
transferred to another fund and continue
to generate income. In addition, the risk of

Chart 2.7-n
Japan: outstanding RMBS balance
(outstanding balance, trillions of yen; year-on-year change, %)
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Chart 2.7-o0
Japan: covered bonds
(balance sheet, billions of yen; year-on-year change, %)
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massive waves of defaults, which wiped
out its predecessor, the GHLC, has been
eliminated.

Data reported by JSDA (Japan Securities
Dealers Association) indicated that the to-
tal RMBS balance in Japan in the first half
of 2022 amounted to ¥21.58 trillion, with a
year-on-year variation of 3.41%. The bal-
ance of RMBS issued by the JHF was
¥15.17 trillion, or 70.27% of the total, with
year-on-year growth of 0.44%.

Recently, the Japanese RMBS balance
sheet has been on a positive trajectory, fol-
lowing a decrease in 2014-2015. Even so,
this growth has slowed considerably in
2021, especially the JHF balance sheet. In
fact, in 2017, the percentage of the total
balance sheet corresponding to the JHF
balance sheet was as high as 77.0% and is
now at 70.3%. Therefore, we can extrapo-
late the conclusion that the private market
in the mortgage securitization sector is
growing.

Chart 2.7-p
Japan: non-performing loans ratio
(non-performing loans ratio, %; year-on-year change, %)
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Another form of mortgage financing widely
used in Europe is collateralized mortgage
bonds. These were introduced in Japan in
2018 and, despite growing considerably in
the last few years, are still far from playing
a leading role in the securitization market.
Data provided by the European Collateral-
ized Bond Council (ECBC]) reports that, in
2021, the Japanese covered bond balance
amounted to ¥617.4 billion (16% year-on-
year growth], up from ¥21.58 trillion in the
total RMBS balance (see Chart 2,7-0). His-
torically, the rapid development of this fi-
nancial instrument since its introduction is
noteworthy.

Non-performing loans ratio

Japan’s non-performing loans ratio stood
at 1.14% in 2020, a year-on-year variation
of 0.03 pp (see Chart 2.7-p). This marks
two consecutive years in which the non-
performing loans ratio has grown, albeit
very slightly compared to other consider-
ably more volatile periods. Thus, the non-
performing loans ratio reached maximum
levels in 2001 and 2002, at 8.4% and 7.2%,
respectively. Since then, the rate has fallen
sharply and, after a slight upturn following
the 2008-2009 crisis, has stabilized at ap-
proximately 1-2% to the present.

REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Loan-to-value ratio

As indicated above, a mortgage loan-to-
value (LTV) ratio is the ratio between the
loan granted by a financial institution for
the purchase of a property and the ap-
praised value of the property. In Japan,
data collected from annual surveys of pri-
vate mortgage lending trends indicate that
the unweighted average loan-to-value ratio
is 77.4%, with a change of -0.2 pp in 2022
(see Chart 2.7-q). The value has remained
relatively stable since 2016, so it can be
concluded that there has been no relevant
change in supply or demand in terms of
the amount requested when buying a
home.

Real estate transactions, home prices
and mortgage interest rates

Real estate transactions

In 2020, the number of real estate trans-
actions was 1,451,798 units sold, down
8.3% from 2019, according to data from
the Realtors Association of Japan (FRK).
The data show a downward trend starting
in 2017, the year in which the highest
sales volume of the last decade was
reached (see Chart 2.7-r). 2020 marked
the third consecutive year in which the

Chart 2.7-q
Japan: loan-to-value ratio
(loan-to-value ratio, %; year-on-year change, %)
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Chart 2.7-r
Japan: home sales
(number of transactions, millions; year-on-year change, %)
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number of real estate sales and purchas-
es declined year-on-year.

A short-term analysis of the Japanese real
estate market reveals two key stages of dif-
ficulty: the aftermath of the 2008-2009 fi-
nancial crisis and the COVID-19 pandemic.
The first occurred in 2009 when the volume
of transactions fell by 19.8% with respect to
the previous year. The recovery was gradual,
and it was not until 2016 that the number of
units sold in 2008 was surpassed. Starting
in 2018, the real estate market began to
cool, becoming considerably more pro-
nounced after the shutdown and confine-
ments caused by the pandemic in 2020.

Home prices

A comparison of the development of aver-
age home prices in Japan with the devel-
opment of the general price index in a se-
ries since 1980 shows that from the late
1980s and early 1990s, home prices (which
had experienced strong growth in the pre-
vious years) underwent an abrupt correc-
tion and reversed their trend, decreasing
throughout the 1990s, returning to growth
from the beginning of this century, remain-
ing above inflation throughout the period
analyzed, except in the eighties when they
were below it (see Chart 2.7-s].

Meanwhile, data published by MLIT (Min-
istry of Land, Infrastructure, Transport and
Tourism) on average residential prices in
Japan indicate that, in Q3 2022, the index
was at 132.9 (2010=100), year-on-year
growth of 8.2% (see Chart 2.7-t). The same
series is also shown in the chart above, but
only taking into account the Tokyo met-
ropolitan area. In this case, the data indi-

Chart 2.7-s
Japan: home and consumer
price indexes
(1980=100)
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Chart 2.7-t
Japan: average residential housing prices per square meter
(average prices, 2010 index=100; year-on-year change, %)
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cate that in the Asian megalopolis the in-
dex stands at 149.0, a year-on-year varia-
tion of 6.7%.

A historical analysis of average housing
prices shows a period of stagnant prices
both in Tokyo and nationwide during the
period 2009-2013, after a sharp drop in
prices during the previous years as a result
of the international financial crisis. Starting
in 2013, prices resumed an upward path,
although Tokyo real estate diverged from
the rest of the country as a whole in 2014,
growing at a faster rate. The COVID-19 cri-
sis appears to have negatively affected
prices during Q2 2020 more sharply in
Tokyo than in the rest of the country, al-
though their recovery has been early and
swift.

Given the historical data, the similarity of
the country’'s behavior as a whole with the
three most important metropolitan areas of
the Asian nation (Tokyo, Aichi and Osakal is
worth noting, as they maintain very similar
trajectories, except for slightly higher
growth in the latter as of 2015. This trajec-
tory starts from a sharp decline after the
Great Recession of 2008-2009, followed by
stagnation between 2009 and the end of
2012. Since then, a path of growth has been
established that continues to this day, al-
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beit with cyclical ups and downs. Of partic-
ular note is the pandemic shock of 2020,
more pronounced in Tokyo, Aichi and Osaka
than in the rest of the country, and more
profound in commercial properties than in
residential properties, given the inherent
volatility in the former in times of crisis.
However, the recovery has been very rapid,
resulting in the highest levels of year-on-
year growth in the last decade.

Mortgage interest rates

In terms of mortgage rates, three models
are offered in Japan. The FLAT 35 (35-year
fixed interest rates guaranteed by the JHF),
the variable and the mixed (combination of
both). For Q4 2022, Japan Housing Finance
Association data on the average interest
rate reported for FLAT 35 was 2.4%, for
variable 2.48% and for mixed, on average,
3.31% (see Chart 2.7-u).

As shown in Chart 2.7-u, the variable inter-
est rate has remained at the same level
since 2009. The FLAT 35, however, main-
tained a downward path for most of this
decade, falling below the floating rate in
2012, and has not reverted since then. How-
ever, in 2020, with the arrival of the pan-
demic and its economic consequences, the
trend shifted and began a steep growth tra-
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Chart 2.7-u
Japan: mortgage rate
(mortgage rates, %; year-on-year change, %)
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jectory, on the verge of surpassing the levels
of the variable interest rate. The mixed rate
has remained relatively constant since 2009,
reporting levels of around 3-4%.

Finally, in terms of the percentage of mort-
gages taken out according to the interest
rate model chosen, in the second half of
2022 71.9% of mortgages taken out were
variable rate, 18.7% fixed rate and 9.4%
mixed rate, with year-on-year variations of
4.2 pp, -2.5 pp and -1.6 pp, respectively
(see Chart 2.7-v). It should be noted that

the predominance of the variable interest
rate is accentuated, given the recent
growth of the fixed interest rate. In 2008,
the situation was reversed: the fixed rate
prevailed in the market, while the variable
rate barely obtained 35% of the total. Over
the years, however, the trend reversed and
the fixed rate considerably reduced its
share, while the variable rate rose. There
was relative growth in terms of mixed be-
tween 2010 and 2015, after which it began
a downward path that has led to its current
minimum levels.

Chart 2.7-v
Japan: mortgage structure by interest rates
(interest rate structure, %; year-on-year change, %)
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Chart 2.7-w
Japan: interbank and monetary policy rates
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Finally, for comparative purposes, Chart
2.7-w represents data on interbank, mone-
tary policy and sovereign bond interest
rates, at different maturities. Japanese
monetary policy has not changed much
over the last decade: in the period
2009-2016, the policy rate stood at 0.1%,
while between 2016 and 2021 it was -0.1%,
and is currently at 0%. Interbank interest
rates, in turn, stood at 0.07%, 0.14% and
0.16% at the end of 2021, at 3, 6 and 12
months, respectively. Historically, interest
rates remained at discrete levels during
the 2001-2005 period. They increased from

2006 onwards, reaching around 1% be-
tween 2006-2008. Later, the interest rates
decreased progressively, until they reached
the current discrete levels. Sovereign bond
interest rates, at the beginning of the cen-
tury, maintained high volatility through
2007, when they began to gradually decline
until they went into negative values. Since
then, levels have remained negative, in the
range of 0.15% (2 years), and close to 0% (5
years). However, it is noteworthy that, in
2022, 5-year bonds have grown to 0.2%,
remaining consent of the next two quar-
ters.
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Chart 2.7-y
Japan: trends in home ownership,
rental and occupancy free of charge
(%]

[l Owned |M Rented or other occupancy status

100%

80%

60% I
40%
20%
0%
©
=)
o~

Source: MAPFRE Economics (based on data from the Statistics Bureau,
Ministry of Internal Affairs and Communications of Japan)

1988
1993
1998
2003
2008
2013

Household credit gap

In terms of the evolution of the household
credit gap relative to its historical average
level, the pattern in the Japan is unique.
Thus, we can distinguish a first period, from
1986 to 1989, in which the volume of house-
hold debt as a percentage of GDP was sig-
nificantly higher than its long-term average.

Chart 2.7-z
Japan: number of people living
in owned and rented dwellings
(thousands)
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Subsequently, a second period is observed,
after the burst of the deep real estate crisis
Japan experienced in the 1990s and through
2006, in which the credit gap is negative
(with a credit percentage over GDP below
the long-term average), increasing progres-
sively. Finally, there is a third period after
that in which credit begins to approach the
long-term average, presenting a positive
gap as of 2015. This patter of home loan be-
havior was reflected both in the number of
new home starts, which have followed a
long decreasing trend since the 1990s, and
in prices, which have not recovered since the
drop in the nineties (see Chart 2.7-x).

Residential leasing

The housing occupancy system in Japan
continues on a relatively stable path, which
it has been on for decades. Official data
from the Japanese government'’s five-year
census reveals that 61.2% of Japanese
people live in a single-family dwelling,
while 38.8% live in rented housing or other
forms. These figures are very similar to
those obtained in 1978 and have remained
stable since then (see Charts 2.7-y and 2.7-
z). This predominance of homeownership,
apart from cultural factors, is also due to
the public effort of the Japanese govern-
ment during the post-war period, which, as
previously mentioned, stimulated the sup-
ply of real estate and access to housing for
low and middle-income families.

Japan in the IRPII ranking

Finally, it must be noted that Japan ranks 43
in the Real Estate Potential Indicator for the
Insurance Sector (IRPII) ranking; the synthetic
index calculated by MAPFRE Economics for a
universe of 43 countries (see Table 4.2-b).

Among the various components weighted
to calculate the indicator, all of them con-
tribute to Japan's lagging position, both
economic and demographic factors such as
the sensitivity of the insurance business to
variations in disposable income (see Table
4.2-a). The Japanese population in 2023 is
123.3 million and is estimated to be on a
slightly decreasing path that could bring it



to 73.6 million by the end of the century,
according to UN estimates'05.

2.8 South Korea
Introduction

The estimated population of South Korea in
2023 is 51.8 million, and according to latest
United Nations forecasts'%, this country's
population is on a decreasing path, with a
more pronounced slope from mid-century,
which could bring it to 24.1 million by the
end of this century (see Chart 2.8-a). On
the other hand, the analysis of gross capi-
tal formation in housing construction rela-
tive to GDP shows two distinct periods. The
first of these, which runs from 1980 to the
early 1990s, presents an upward trend that
reached its peak in 1992, at 10.5%. And the
second, presented thereafter, shows a de-
clining path, with a low in 2012 of 3.1%, to
current levels around 5% (see Chart 2.8-b).

Analysis of relevant indicators for the
development of insurance activities

Housing stock and new construction

Housing stock

According to the 2021 population and hous-
ing census, the number of housing units in
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South Korea in 2021 totaled 18,811,627
units, up 1.5% (285,783 units) from 2020.
Apartments total 11.95 million units, ac-
counting for 63.5% of the total housing
stock, up 2.5% over 2020 (see Chart 2.8-c).
By administrative district, housing in the
Dong (neighborhoods) accounted for 77.9%
(14.66 million units) of the total, those in
the Myeon (more rural townships) account-
ed for 11.2% (2.11 million units) and those
in the Eup (villages) accounted for the re-
maining 10.8% (2.04 million units).

The housing supply ratio is the most popu-
lar measure of South Korea's housing poli-
cy and is defined as the ratio of the number
of housing units to the number of house-
holds. This indicator has increased signifi-
cantly since 1990, as the rate of increase in
the housing stock has outpaced the growth
of households, and in the early 2000s there
were almost as many homes as house-
holds in the country’07. In 2008, the housing
supply ratio exceeded 100%, and has been
gradually increasing to reach 103.6% in
2020.

A milestone in South Korea's housing policy,
which enabled the rapid expansion of the
housing stock, was the national housing
plan launched by the government in 1988,
called Two Million Housing Drive (TMHD),
for the construction of two million new

Chart 2.8-a
South Korea: population growth
(population, thousands; year-on-year change, %)

Il Population (thousands)
60,000

50,000

40,000
30,000
20,000
10,000

0

Source: MAPFRE Economics (based on United Nations data)

2000
2010
2020
2030
2040
2050
2060
2070
2080
2090
2100

— Year-on-year change

1.5%

1.0%

<
31

%

o
o

%

o

-0.5%
-1.0%

1.5%

2000
2010
2020
2030
2040
2050
2060
2070
2080
2090
2100




REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Source: MAPFRE Economics (based on Oxford Economics and Haver Analytics data)

Chart 2.8-b
South Korea: gross capital formation in home construction

M Per capita gross capital formation, home construction (billions of won), right axis
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housing units during the period 1988-1992.
The plan involved public and private sector
participation and included the construction
of five new cities in the suburbs of Seoul.
Among other aspects, this campaign served
to overcome the severe housing shortage, to
provide public rental housing to the most
vulnerable households, and helped stabilize
real estate prices by increasing the supply of
new housing on a large scale and improving
the quality of the housing stock108.

The South Korean government has an-
nounced that it will relax regulations on

urban development and reconstruction to
provide 2.7 million housing units nation-
wide over the next five years and boost pri-
vate sector-led housing supply. The plan
was presented in August 2022 at a real es-
tate-related ministerial meeting chaired by
the Deputy Prime Minister and Minister of
Economy and Finance. The previous gov-
ernment had introduced a series of mea-
sures and regulations to discourage specu-
lative home buying and curb runaway
prices. Of the planned housing, 520,000
homes will be provided through govern-
ment-led development and reconstruction
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South Korea: housing stock
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Chart 2.8-d
South Korea: home construction permits
(number of construction permits; year-on-year change, %)
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projects in cities, 880,000 public housing
units will be available in metropolitan ar-
eas, and 1.3 million homes will be provided
through private sector development pro-
grams10?.

New home construction and sales

After five consecutive years of declines in
residential building permits, they increased
by 19.2% in 2021 over the previous year to
545,400 permits. However, these figures
are much lower than the 765,328 permits
granted in 2015, the highest figure since
2008. After that date, the number of per-
mits began to decline, while maintaining
very high figures, to 457,514 in 2020, mark-
ing a low in recent years and coinciding
with the year of the pandemic outbreak. In
2021, this parameter recovered and, in the
first nine months of 2022, the number of
residential building permits continues to
grow, to exceed the September 2021 data
by 5.9% (see Chart 2.8-d).

Home-linked insurance developments

The companies operating in Non-Life in-
surance in South Korea offer the following
lines of insurance: fire, marine, automobile,
surety, accident, annuities, long-term in-
surance'0, pension plans and direct insur-

ance abroad. Long-term and automobile
insurance are the branches with the high-
est market share, 54.6% and 18.9%, re-
spectively. Fire insurance premiums writ-
ten in 2021 amounted to 318 billion won
(US$278 thousand), 15.3% higher than in
2020M1,

Non-Life insurance companies offer fire
and liability products for home, commercial
and business with coverage for fire, theft,
property damage, third-party liability, busi-
ness interruption and personal injury. They
also cover guaranteed damages for finan-
cial telecommunications fraud and direct
internet transaction fraud or household ap-
pliance breakdown repair costs. Compre-
hensive property products are also offered
that cover not only property damage and
corporate liability risks, but also injuries
and costs resulting from damages to the
company's owners and employees.

The South Korean insurance market offers
comprehensive insurance including build-
ing or facility restoration cost support (fire),
business closure damages, damages for
legal costs (civil and administrative), tem-
porary housing costs, damages for internet
fraud in shopping malls, damages for fi-
nancial telecommunication fraud, appliance
breakdown repair costs, etc. Home cover-
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ages offer protection against property
damage; damages caused by leaks in
buildings, household goods, furniture, fit-
tings and drains; liability coverage; fire
compensation; accident coverage for in-
juries; disability after an injury, fractures,
burns, hospitalization allowances for in-
juries, etc.; driver's coverage; automobile
accident processing subsidies, fines, attor-
ney's appointment fees, among others.
Likewise, insurance company products in
that country cover explosion and rupture
damage; collapse, sinkhole and landslide
damage; wind and flood damage to special
buildings; wind and flood damage to non-
special buildings; etc.

With regard to the technical results of the
Non-Life segment, the loss ratio was
80.7% in 2021, an improvement of 1.6 per-
centage points (pp) over the previous year's
ratio, while the expense ratio reached 21%,
resulting in a combined ratio of 101.7%, 2.6
pp lower than the previous year. The fire
branch, in turn, obtained a loss ratio of
60.4%, a decrease of 22.4 pp. with respect
to 2020.

It is estimated that the majority of busi-
nesses and households in South Korea are
underinsured'2. Home insurance penetra-
tion is very limited, with only an estimated

30% of households being insured, although
it is difficult to identify more than one mil-
lion relevant policies in the insurance mar-
ket statistics. This would suggest a much
lower penetration rate of less than 10% of
households. Most home policies are sub-
scribed for the long term, and part of the
attraction is the savings element. The low
insurance penetration rate is mainly due to
low risk perception. As shown in Chart 2.8-
e, written premiums in 2020 for the home
and fire branch amounted to 1.8395 trillion
won (US$1.558 billion), giving the Non-Life
segment a market share of 10.8% and a
premium-to-GDP ratio of 0.1%, penetration
that has remained unchanged since 2012.

Finally, it should be noted that Contractors’
All Risk Insurance (CAR] covers both do-
mestic construction and overseas con-
struction projects by Korean contractors. In
2020, the engineering business generated
a premium amount of 298.7 billion won
(US$253 million), with a 0.3% share of
Non-Life premiums’s.

Mortgage balance and
new mortgages taken out

By the end of 2021, the amount of mort-
gage loans arranged by the private sector
reached 984.5 trillion won, 52.8% of total

Chart 2.8-e
South Korea: home and fire insurance premiums
(premiums, billions of won; year-on-year change, %)

Home and fire insurance premiums

2,000

1,600

1,200

800

400

2012
2013
2014
2015
2016
2017
2018
2019
2020

Source: MAPFRE Economics (based on AXCO data)

= Year-on-year change

4%

3%

2%

0%

2012
2013
2014
2015
2016
2017
2018
2019
2020



REAL ESTATE MARKETS AND THE INSURANCE SECTOR

I Mortgages taken out
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Chart 2.8-f
South Korea: mortgages taken out vs. total properties
(mortgages taken out, millions of won; year-on-year change, %)
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household loans. This amount represents
an increase of 7.9% over 2020 (see Chart
2.8-f). With data as of Q3 2022, the total
amount of mortgage loans stood at 1.0079
trillion won, accounting for 53.9% of total
household credit, up 3.7% from the same
period the previous year. Rising interest
rates have increased the household debt
burden. Of that amount, commercial and
specialized banks lent 637 trillion, up 2.8%
from September 2021, non-bank depository
corporations 111.3 trillion (+9.4%) and other
financial institutions (including insurance
companies) 258.9 trillion (+3.7%). In recent
decades, mortgages have been the fastest
growing segment of household lending,
driven mainly by rising real estate prices.

However, if we include the 194.5 trillion in
housing loans held by the Korea Housing
Finance Corporation (KHFC] and the Hous-
ing and Urban Fund, the total amount of
mortgages reached 1,179 trillion won at the
end of 2021 and 1,209.4 trillion won in Q3
2022 if we add the 201.5 trillion loaned by
these institutions.

Meanwhile, when analyzing the mortgages
taken out in the 2017-2021 period by type of
institution (see Charts 2.8-g and 2.8-h), it is
evident that the loans granted by all of
them have increased, with the pace of

growth dropping in the two years prior to
the start of the pandemic, increasing dy-
namism that year and moderating again in
2021. Banks are the leading mortgage
lenders, with a 64% market share by the
end of 2021, followed by other financial in-
stitutions, such as insurance companies,
with a 25% share. The remaining mortgage
lenders on the market are non-bank com-
panies, such as cooperatives and savings
banks, which have an 11% market share. In

Chart 2.8-g
South Korea: types of loans
granted to households
(total loans)
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Chart 2.8-h
South Korea: types of mortgages
granted by institution
(total mortgages)
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addition to the foregoing, mortgages pro-
vided by the Korea Housing Finance Corpo-
ration and the Housing and Urban Fund
have increased the most during the period
analyzed (37.6%), followed by other finan-
cial institutions (30.5%), and depository in-
stitutions (banks and other non-bank insti-
tutions]) with 27%. Insurance companies
account for 25% of total loans to house-
holds made by other non-bank financial
corporations.

In 2021, the residential real estate transac-
tion price index increased on a large scale
in most regions, registering an increase of
9.9% over 2020. In particular, the Seoul
metropolitan area experienced a high price
increase of 12.8%, and in Gyenggi and In-
cheon, prices increased by 16.6% and
16.4%, respectively. However, in Q4 2021,
the upward price trend moderated some-
what overall.

According to the Housing Finance Corpora-
tion’s annual report, the national median
apartment price exceeded $472,700 at the
end of 2021, registering a year-over-year
increase of $81,800. By region, in met-
ropolitan areas, the median price rose to
$700,000 by the end of 2021, up $118,200

from the previous year. In the five met-
ropolitan cities, the price increased from
$254,500 to $310,000, while in the eight
provinces the price rose from $145,500 to
$172,700.

After several years of uninterrupted in-
crease, South Korea's real estate market
prices have started to show signs of fatigue
in early 2022, when the nationwide home
sales price index, published by the Korea
Real Estate Board, stabilized at 104.8 from
February to July 2022, gradually falling
thereafter to 101.7 in November. The
aforementioned rise in interest rates and
tightening mortgage lending conditions
have put pressure on South Korean con-
sumers, who had a household debt-to-GDP
ratio of 104.9% at the end of March 2021,
according to Bank of Korea data, far ex-
ceeding the average of the top 30 countries
in terms of nominal GDP (63.2% in 2020). It
should be noted that, at the September
2022 press conference on the country's fi-
nancial stability situation4 | the Financial
Stability Office indicated that home sale
prices have recently declined due to the
perceived overvaluation of home prices and
weakening expectations of price increases
following the hike in lending rates, while
the number of home sales is declining. As
the Bank of Korea's reference interest rate
rose, the interest rate on mortgage loans
has been on an upward trend after the first
half of 2021. At the end of 2021, the weight-
ed average lending rate of deposit banks
rose 1.04 pp from the previous year to
3.63%.

Development of Risk life insurance

In 2021, South Korea was the eighth largest
Life insurance market in the world, with a
penetration rate (premiums/GDP) of 6.2%.
Life products are divided into individual in-
surance and group insurance, and individ-
ual insurance is further subclassified into:
death coverage, which includes sickness,
accident, term life and whole life insur-
ance; pure endowment insurance, which
covers pensions and education expenses;
and endowment insurance, which consists
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of tax-advantaged savings insurance and
variable universal life insurance.

In 2021, life insurance premiums reached
118,849 billion wons (100.6 million dollars),
entailing a decrease of -0.6% versus 2020.
The individual life segment accounts for
79% of premiums and group insurance
(general group insurance and pension
plans) for the remaining 21%. Protection-
type products (death and health insurance)
have the highest share of individual life in-
surance, with 48.6% (see Chart 2.8-i), com-
pared to capital insurance (26.5%) and pure
deferred capital insurance (24.9%)115.

A characteristic feature of the Korean in-
surance industry is the high percentage of
insurance companies’ technical reserves
that are invested in loans. At the end of
2021, Non-Life insurance companies had
22.4% of their total assets invested in loans
and Life companies had 15.6%. In 2022,
South Korea's major insurance companies
compete with commercial banks by launch-
ing mortgage loan products with a maturity
of up to 40 years. By extending the maturity
date, the amount of principal and annual
interest is reduced, resulting in a reduction

Chart 2.8-i
South Korea: individual life insurance:
premium distribution by line of business
(%)

® Pure endowment insurance
@ Protection (whole life, term life, health, etc.)
@® Endowment insurance

Source: MAPFRE Economics (based on data from the Korean Insurance
Research Institute, KIRI)
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of the debt service ratio (DSR), which in the
case of insurance companies is 50%, 10 pp
more than banks.

Reverse mortgage

Data from House Finance Statistics (HOUS-
TAT) show that the reverse mortgage mar-
ket in South Korea has been growing
steadily in the South Korean mortgage
market, accounting for approximately 8.4%
of the total mortgage volume by 2021. Since
its implementation, it has grown very rapid-
ly (rates above 100% at the start] and al-
though a downward trend is evident due to
a simple base effect, in recent years it has
remained at rates above 10%, reaching
12.9% year-on-year growth in 2021 with
respect to 2020 (see Chart 2.8-j).

Notably, in 2017, the Korean government,
through the Korea Housing Finance Corpo-
ration (KHFC), implemented a government
guaranteed reverse mortgage program
(Korean Home Pension) for its citizens,
available to seniors (or their spouse) aged
55 or older, with a total declared home val-
ue equal to or above a certain amount
($818,200 in 2021). This program is also
open to those who own two homes with a
total declared value of more than that
amount, provided that they sell the non-
residential home within three years. Under
the program, the beneficiary is guaranteed
lifetime residency in the home and monthly
payments in exchange for providing the
home as collateral. The program is quite
flexible, because a portion of the loan may
be withdrawn to cover medical expenses or
other duly justified unforeseen events. A
variable interest rate is applied in the Kore-
an Home Pension program, and sub-
scribers can choose from a variety of
terms, with interest rates that are lower
than market mortgage rates. In addition,
borrowers enjoy a number of tax advan-
tages (25% discount on real estate taxes, as
well as a tax deduction for interest pay-
ments, among others).
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There are several payment options in the
reverse mortgage program, which are clas-
sified by property type, modified property type
and term type. The property type modality
allows them to receive fixed monthly pay-
ments without the possibility of cash with-
drawals during their lifetime. In the case of
the modified property type, a combination of
monthly payments and a monthly line of
credit is offered; this option allows up to
50% of the loan to be withdrawn at any time
and a stream of monthly payments of the
outstanding loan amount to be received. And
finally, the term type offers payment over a
specified period of time (from 10 to 30 years
on a five-year basis).

Subscribers to the Korean Home Pension
can receive monthly payments on a straight-
line basis, with high and low payments, or in
periodic increments. Subscribers with the
linear option receive equal monthly pay-
ments for life, while those with the high and
low payment option receive higher monthly
payments than those with the linear option
for a specified period (3, 5, 7 or 10 years at
the subscriber’s choice). The linear payment
option is available for all payment types, but
the periodic increase and high and low pay-
ment option are only available for property
type or modified property type subscribers.

Chart 2.8-j
South Korea: reverse mortgages taken out
(mortgages, millions of won; year-on-year change, %)
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One of the reasons for the success of re-
verse mortgage marketing in South Korea
compared to other similar markets is that
reverse mortgages have been designed as a
financial product using European-style op-
tion hedging, i.e. Korean reverse mortgages
have a so-called "straddle” strategy, which
provides a hedging strategy for consumers,
making it an attractive product for borrow-
ers, as they can receive a regular cash flow
to cover living expenses without being af-
fected by market risk, such as home price
variations. Specifically, borrowers do not
have to repay anything under this system,
even if the total amount borrowed exceeds
the price of the home, which is called a non-
recourse loan. In addition, if the price of the
home exceeds the total outstanding balance,
the heirs may inherit the home and dispose
of the value of the asset to help repay the
loan balance. Likewise, public involvement
as guarantor for the granting of these mort-
gage loans, through the country's financial
companies, has encouraged its older popu-
lation to take out this product.

Real estate investment instruments
for insurance companies’ investment
portfolios

The establishment of the Korea Housing
Corporation in 1962 and the Korea Housing
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Bank in 1969 can be considered the begin-
ning of institutional housing finance in
South Korea. Subsequently, in 1981, the
National Housing Fund was created to
make it easier to obtain and provide funds
to support citizens’ home purchases. The
fund was administered by the Korea Hous-
ing Bank and was financed by National
Housing Bonds, Housing Subscription Plan
deposits, direct government subsidies, lot-
tery funds and others. While the fund was
created to finance low-income housing, it
increasingly provided complementary fi-
nancing. These institutions dominated the
housing finance market until the outbreak
of the Asian financial crisis in 1998, and a
market-based housing finance system was
established in the second half of the 1990s
following financial liberalization.

More recently, the National Housing and
Urban Fund (NHUF] realigned the functions
of the National Housing Fund and its role is
not limited to providing stable housing for
all people, but has been expanded to sup-
port urban regeneration. In 2014, the Korea
Housing and Urban Guarantee Corporation
was designated as the exclusive institution
to manage the operation of the National
Housing and Urban Fund.

Meanwhile, in 1999, Korea Mortgage Cor-
poration (KoMoCo) was established and in
April 2000 KoMoCo undertook its first se-
curitization of mortgage loans granted by
the National Housing Fund, with technical
support from foreign investment institu-
tions. In 2004, KoMoCo was transferred to
the Korea Housing Finance Corporation
(KHFC], so KHFC has been responsible for
structuring public mortgage loans and is-
suing securities ever since. KHFC is a pub-
lic institution established in 2004 to pro-
mote the stable and long-term supply of
home financing and thus contribute to the
well-being of the population and the devel-
opment of the national economy. It works in
four main business areas. First, in the pro-
vision of public mortgages: it issues MBS
and MBBs, mortgage-backed securities
and bonds as underlying assets to finance
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its long-term, fixed-rate, amortizing public
mortgages. Second, in the issuance of
mortgage-backed securities and bonds
(MBS and MBBs] backed by mortgage
loans purchased from financial institutions.
Third, in the provision of loan guarantees
for home financing, offering loan guaran-
tees to individual tenants and homebuyers,
as well as to real estate developers. And,
fourth, by offering people over the age of 55
guarantees for the Korean Home Pension,
the reverse mortgage program.

Residential mortgages are one of the most
important underlying assets in the securiti-
zation market. Financial institutions, in-
cluding banks, sell these mortgages to
KHFC, which then registers the securitiza-
tion, transfer and trust plan for the pur-
chased mortgages with the Financial Ser-
vices Commission (FSC]. With these mort-
gages as underlying assets, KHFC issues
mortgage-backed securities (MBS) or
mortgage-backed bonds (MBB] to investors
in the capital markets. The MBS and MBBs
are then sold to investors in the capital
markets, and the proceeds from the sales
go to the originating financial institutions.
To protect investors, the FSC discloses de-
tails of mortgages whose securitization
plan, sales and trust were registered by
KHFC online. As KHFC is a government-
sponsored organization, securities issued
by KHFC are public agency MBS that are
guaranteed by the government. KHFC
guarantees payment of the MBS principal,
and KHFC's credit enhancement is backed
by the government.

The MBS market in South Korea has grown
dramatically since the mid-2000s. One of
the most notable increases occurred in
2015, when MBS issuance increased by
285%, closely related to government hous-
ing policies that sought to promote the
government-guaranteed home mortgage
market. According to its annual report,
KHFC regularly issued MBS 26 times for a
combined amount of about US$31.3 billion
in 2021. As the government adopted
stricter measures against rising household
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indebtedness, the eligibility requirements
for mortgage loans were tightened.

However, in order to finance the supply of
public mortgages for financially vulnerable
groups, KHFC kept the volume of MBS is-
suance stable. By the end of 2021, the cu-
mulative issuance amount and outstanding
amount of KHFC MBSs reached approxi-
mately US$317 billion and US$134.1 billion,
respectively, becoming the leading domes-
tic bonds along with Treasury bonds. In
particular, 67.7%, or US$21.1 billion of the
MBS issued during the year, were medium-
and long-term securities with maturities of
five years or more. Among them, the is-
suance of 30-year maturity super-long-
term MBS, first introduced in 2020,
amounted to US$200 million, a 450% year-
on-year increase, providing stable funding
for the newly introduced 40-year maturity
super-long-term public mortgages.

Covered bonds are bonds issued by finan-
cial institutions with prime assets, such as
mortgages or public sector loans as collat-
eral. Endowed with a right of first refusal
on the collateral and a right of recourse to
the issuer, MBBs offer investors double
protection (double recourse), allowing a
steady flow of low-interest financing. Since
2010, KHFC has raised a total of US$7.9
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billion through the issuance of 12 rounds of
foreign currency-denominated covered
bonds, thus diversifying its funding
sources.

Real estate transactions, home prices and
mortgage interest rates

Real estate transactions

The number of real estate transactions con-
cluded in South Korea in 2021 reached
1,620,781, which represents a decrease of
-19.8% compared to 2020; this data contrasts
with the significant increase of 28.8% that
year (see Chart 2.8-k). Of the total number of
transactions, 193,003 took place in Seoul,
representing 11.9% of the total. It should be
noted that, in 2020, the government imple-
mented a series of economic stimulus mea-
sures in response to the COVID-19 pandemic
that boosted the housing and credit market.
In turn, this increase in home purchases has
led to a significant increase in home prices,
especially in Seoul, which, together with the
successive price increases of previous years,
has focused the attention of policy makers on
curbing the growth of household debt. South
Korea's high level of household debt has
been considered a major risk factor for the
country's economy, given its relatively high
ratio to GDP.

Chart 2.8-k
South Korea: home sales
(number of transactions, thousands; year-on-year change, %)
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A medium-term analysis (2013-2020)
shows that South Korea's real estate sector
has maintained a mostly upward trend. Af-
ter an escalation in prices during
2002-2007, there was a period of stagna-
tion from 2009 to 2012 due to the global
financial crisis, with recovery beginning in
2013. To alleviate the effects of the crisis,
government policy was aimed at stimulat-
ing the market through deregulation and
more flexible taxation, and increased sup-
ply in two ways: areas in the city centers
were designated for new development, and
in the periphery a small fraction of green-
belt land was freed up to accommodate
public housing''e.

From 2017 to 2019, government housing
policy has been aimed at preventing specu-
lation in some overheated or real estate
bubble-prone areas and stabilizing housing
prices. To this end, the loan-to-value (LTV)
and debt-to-income (DTI) ratios were ad-
justed on several occasions. In addition,
restrictions were established on the grant
of mortgage loans based on the number of
homes owned and in speculative areas.
With respect to rentals, limits were placed
on the granting of public guarantees on the
rental deposit (called jeonse] for high-
priced housing.

In order to minimize pressure on the econ-
omy and credit market, and keep inflation
under control, the Bank of Korea has
raised its prime rate nine times since Au-
gust 2021, reaching 3.25% in November
2022. This increase has affected the real
estate market, where, according to data
from the Korea Real Estate Board, housing
transactions have reached a volume of
713,000 units through October 2022, down
49.4% from the same period last year
(1,407,837 units).

An analysis of housing real estate transac-
tions by metropolitan areas and provinces
in 2021 shows that 193,003 such transac-
tions took place in Seoul, accounting for
11.9% of the total. In terms of their behav-
ior, contrary to what happened in 2020,
when practically all regions registered an
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increase in sales, in 2021 most of them
show decreases in the number of transac-
tions, with those of the special autonomous
city of Sejong (-49.7%) and the met-
ropolitan city of Dae-gu (-40.4%) standing
out. Conversely, the provinces of Gangwon
(11.4%), North Chungcheong (15%), South
Chungcheong (15.7%), North Gyeongsang
(18.1%), South Gyeongsang (1.4%) and the
Jeju Special Self-Governing Province
(17.3%) saw increases.

Real estate transactions
carried out by foreigners

The acquisition of real estate by foreigners
in South Korea increased rapidly after 1998
with the opening of the domestic real es-
tate market. According to the Korea Real
Estate Board, there were 21,033 housing
and commercial building-related transac-
tions by foreigners in 2021, a slight de-
crease of -0.1% from 2020, which saw an
increase of more than 18% year-on-year.
The decline has been more pronounced in
the 11 months so far in 2022, where real
estate transactions by foreigners have fall-
en by 24% compared to the same period
last year (see Chart 2.8-1). Analyzing its de-
velopment, we see that real estate transac-
tions by foreigners fluctuated greatly in the
period 2006-2021, with significant increas-
es in 2009 (107.5%), 2014 (53.2%) and 2015
(32.1%), but also significant decreases in
2010 (-30.3%), 2012 (-10.3%) and 2019
(-11%). Nevertheless, the balance is very
positive, with a 333% increase over the en-
tire period.

Home prices

The development of median home prices in
South Korea compared to the development
of the general price index in a series since
1980, shows that both indexes follow a sim-
ilar growth trend, while home prices suf-
fered a decrease during the 1990s. Since
then, housing prices have returned to a
growth path and from 2020 onwards they
accelerated significantly (see Chart 2.8-m).
In addition to the economic situation, the
performance of the South Korean housing
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Chart 2.8-1
South Korea: real estate transactions involving foreigners
(number of transactions, thousands; year-on-year change, %)
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market is strongly conditioned on govern-
ment intervention, whose policies have in-
fluenced the performance of this sector
over the years. Stabilizing home prices,
controlling household debt, and providing
affordable housing options to low-income
households have been a constant in the
government's objectives. Its interventions
include land use regulations, loan-to-value
(LTV) and debt-to-income (DTI) limit ad-
justments, home financing subsidies, pre-
sale price caps, tax changes, and govern-
ment supply of new housing units, among
others.

One of the public policy tools to achieve the
goal of housing price stability includes ad-
justments to LTV and DTI limits. The Finan~
cial Supervisory Service (FSS) introduced
LTV limits in 2002, which it set at 60%, and
DTI limits in 2005, which it set at 40% for
home purchase loans in speculative areas,
only if the borrower is single and under the
age of 30, or if the borrower is married and
the wife has debts. Since then, LTV and DTI
limits have been modified on numerous oc-
casions, not only in terms of the levels
themselves, but also in terms of the areas
and financial institutions to which they apply.

As of August 2014, in order to boost the
real estate market, the government set the

universal LTV ratio at 70% and DTI at 60%,
regardless of region and income level. On
August 2, 2017, the government announced
measures including significantly lower LTV
and DTI rates to curb speculative demand
in the real estate market: LTV and DTl rates
were set at 40% for homebuyers in Seoul,
Busan and other major cities, regardless of
the type of home, amount and maturity of

Chart 2.8-m
South Korea: home and
consumer price indexes
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such mortgages. However, to protect real
housing demand, LTV and DTI ratios were
relaxed to 50% for first-time homebuyers
and low-income households. In December
2019, the Financial Services Commission
(FSC) announced the tightening of mort-
gage regulations to curb overheating home
prices: a 20% LTV ratio would be applied to
properties valued at more than 900 million
won in speculative areas, while a 40% LTV
ratio would continue to apply for amounts
up to 900 million won. Subsequently, in
February 2020, the FSC revised the LTV ra-
tio and reduced it to 50% for the purchase
of homes valued up to 900 million won in
designated speculative areas. An LTV ratio
of 30% is applied for amounts over 200 mil-
lion won.

In addition to the above lending standards,
in 2018, the Financial Supervisory Service
introduced the debt service ratio (DSR) in
the banking sector, which is the ratio of a
domestic borrower’s total debt repayment
(i.e., principal and interest payments] to
their annual income. It is considered a
more effective tool than the LTV ratio to
curb the growth of housing finance when
house prices are rising. As of 2019, the
DSR was also applied in the non-bank fi-
nancial sector, such as savings banks, in-
surers and card companies. Non-bank fi-
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nancial companies, including insurance
companies, have a DSR ratio of 50%, 10 pp
higher than that of commercial banks.

Mortgage interest rates

The South Korean real estate market is
very sensitive to changes in interest rates,
as traditionally a very high percentage of
home loans have a variable interest rate.
Chart 2.8-n shows the development of the
interbank interest rate in South Korea
since 2004, with a significant rebound in
2022.

To improve loan quality and slow the pace
of household debt growth, in 2011 the gov-
ernment announced for the first time the
establishment of a target ratio for fixed-
rate loans of 2.1%, raising it in subsequent
years. In 2014, it set new targets for banks
to increase the share of fixed-rate loans of
total mortgages to 40% by the end of 2017.
In 2016, that target was raised to 45% and
47.5% in 2018. Financial authorities also
set targets to increase the proportion of
amortizing loans (those where the borrow-
er pays both principal and interest) which
rose to 55% in 2016. The share of fixed-rate
household lending by depository banks
(based on new loans) has decreased from
48.4% at the end of 2019 to 31.9% at the

Chart 2.8-n
South Korea: interbank rate and Bogeumjari mortgage rate
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end of 2020 and to 20.7% in October
2021"7. The cited Chart 2.8-n also shows
the development of mortgage interest
rates in South Korea since 2004, highlight-
ing the rebound in 2022.

Household credit gap

In terms of the development of the house-
hold credit gap relative to its historical av-
erage level, it is worth noting that the fi-
nancial crisis of the years 2007 to 2009 af-
fected South Korea less severely than most
developed markets, and the subsequent
price rebound has been more delayed, with
a pronounced increase since 2020, coincid-
ing with a significant increase in credit rel-
ative to its historical average (see Chart
2.8-0).

In April 2021, the South Korean govern-
ment announced the household debt man-
agement plan for 2021-2023"18, which is
intended to manage its growth to try to
maintain stable levels and introduce regu-
latory measures to ensure that borrowers’
ability to pay is considered in its conces-
sion. The measures include: (i) strengthen
measures to manage the level of gross
household debt; (ii) enforcement of DSR
rules on individual borrowers; [iii)

Chart 2.8-0
South Korea: household credit gap
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strengthen supervision of non-bank loans
and non-housing mortgages; and [iv) im-
prove financial access for first-time home-
buyers. As a result of the implementation
of these measures, the growth rate of
household debts was gradually reduced in
the second half of 2021. In addition, unse-
cured loans and mortgage loans, which
acted as the main driver of the increase in
household debt in the second half of 2020,
also regained stability.

Residential leasing

According to the National Statistics Office,
58% of the country’'s housing stock was
owner-occupied in 2019, while the remain-
ing 42% was rental or rent-free housing. Of
the total number of rental properties,
15.1% had a so-called jeonse (or chonsei)
contract, a type of rental contract very spe-
cific to the South Korean real estate mar-
ket, where the tenant, instead of paying
monthly installments to a landlord, makes
a lump-sum deposit for the duration of the
contract (usually two years), based on a
percentage of the value of the property
(equivalent to an average of between 50%
and 70% of its price), which the tenant re-
covers in full at the end of the lease term.
A medium- and long-term analysis shows
that there has been a change in housing
occupancy over the period 2006-2019, with
a small increase in owner-occupancy and a
more significant decrease in jeonse-type
rentals in favor of other types of rentals
(with or without a deposit), from 22.4% in
2006 to 15.1% in 2019 (see Charts 2.8-p
and 2.8-q].

The number of housing units owned by in-
dividuals (as opposed to housing units
owned by corporations, central and local
governments, or foreigners) was 16.2 mil-
lion in 2021, accounting for 86.3% of the
total housing stock (18.8 million units).
Meanwhile, of the 21.4 million households
that year, 12.1 million are homeowners,
who own 16.25 million homes. Thus, the
overall household homeownership rate
stood at 56.2% in 2021 and the average
number of dwellings per household is 1.35.
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However, the component corresponding to

Chart 2.8-p ] -
South Korea: trends in home ownership, the demographic factor and its develop-
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Finally, it should be noted that it has not
been possible to construct the Real Estate
Potential Indicator for the Insurance Sector
(IRPII) for South Korea because not all the
information necessary for its inclusion in
this synthetic indicator was available.

Chart 2.8-q
South Korea: breakdown of homes
by type of occupancy
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3. Mortgage market and
related financial instruments

Mortgage-backed securities and securitiza-
tions are financial assets in which insur-
ance companies usually invest as many of
these issues fit their risk profile. These fi-
nancial assets are very important for the
development of the real estate market, and
their existence depends to a large extent on
the level of development of the capital
markets in each country, facilitating mort-
gage credit liquidity by establishing them-
selves as complementary channels to the
banking channel, which increases the pow-
er of the debt markets to provide financing
to economic agents in a more agile and ef-
ficient manner.

While these types of investments are not
the majority, they have a significant weight
in the insurance companies’ investment
portfolios, which would vary based on the
different markets'. In this sense, the role
played by insurance companies as in-
vestors, which channel medium- and long-
term savings toward residential investment
by investing in this type of instrument on
the mortgage market, is notable.

3.1 Bank financing:
Covered bonds

The "classic” bank financing formula is the
main driver of commercial banking, provid-
ing credit through a term transformation
process, thus facilitating access to housing,
with the additional collateral to the loan
granted, which is the real estate itself. Pri-
or to approval, a series of conditions or
metrics are established to both mitigate
credit risk and guarantee the solvency and
suitability of the counterparty.

Among the different options for credit
companies to raise funds to finance their
activity, in certain economies, and notably
in developed markets (particularly in the
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European Union], the meaning of regula-
tion follows a modality called covered
bonds, the purpose of which is to increase
the levels of security or overcollateraliza-
tion of the bonds issued through a double
recourse mechanism (see Chart 3.1-a).

Chart 3.1-a
Selected countries: covered
bond balance, 2021
(billions of euros)
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Chart 3.1-b
Covered bond balance
(billions of euros)
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Thus, the collateral assets remain on the
issuer's balance sheet offering both the
generic guarantee of the securitizations
and the additional guarantee on the loan
portfolio, in what is known as "asset en-
cumbrance”, i.e., the part of the asset that
is committed as a result of its use in se-
cured financing transactions. Another dif-
ferentiating aspect is found in the eligibility
criteria, which are subject to defined stan-
dards in all terms. In this sense, and given
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their special relevance for the insurance
sector due to their role as institutional in-
vestors, in addition to broadening the
channel for attracting relevant funds for
the companies, they are of great interest as
prudent investors, due to the commitments
acquired under products with yields linked
to loan operations reinforced with guaran-
tee schemes (see Chart 3.1-b).

3.2 Mortgage securitizations

Meanwhile, although the banking channel
continues to play the main role in the origi-
nation of mortgage financing transactions,
the proliferation of alternative sources for
their movement has been gaining rele-
vance in recent years, mainly in those
economies that enjoy greater depth and
development of capital markets, as well as
a favorable regulatory environment, hand
in hand with evolving financial innovation.
Under this format, securitization processes
propose an alternative formula (see Chart
3.2-a) through which risk-taking falls on
investors through the issuance of bonds
composed of homogeneous assets, using
(i) an investment vehicle independent of the
traditional channel (SPV), (ii) legally isolat-
ing credit rights and (i) enabling their sub-
sequent subscription under the claim of
the counterparty’s future payment flows. In

Chart 3.2-a
Selected countries: mortgage-backed securities
(amounts, billions; year-on-year change, %)
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Chart 3.2-b
Europe: issuing of securitized products
(billions of euros)
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this way, a negotiable instrument is creat-
ed, with counterparty exposures deter-
mined by a priority of losses in the event of
default, which makes it possible to estab-
lish a yield according to the different risk
profiles of the investors (tranches). More

broadly and quantifying the role of securi-
tized products in the European market'20,
in Q4 2022, €65 billion of securitized prod-
ucts were issued up to €200.3 billion, an
increase of 66.4% compared to Q3 2022
and a decrease of -12.8% vyear-on-year
compared to 2021 (see Chart 3.2-b).

Meanwhile, looking at the product compo-
sition, with data referring to 2021, the
highest concentration was in the mort-
gage-backed securities (MBS] segment,
followed by CDO/CLO's (collateralized debt
obligations and collateralized loan obliga-
tions) and asset-backed securities (ABS]. In
terms of the countries with the largest vol-
ume of collateral, in addition to pan-Eu-
ropean originations, the United Kingdom,
Germany and the Netherlands stand out
(see Charts 3.2-c and 3.2-d]. It should also
be noted that the credit ratings of these
instruments continue to improve in terms
of quality, measured in terms of rating (see
Chart 3.2-e).

However, going into detail on the role of
securitizations, given the differentiated
structure of their operations, they enable

Chart 3.2-c
Europe: total issuing structure
of covered bonds
by type of collateral
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Chart 3.2-e
Change in credit quality of covered bonds issued
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the transformation of a set of illiquid finan-
cial assets into a series of negotiable, liquid
instruments with certain payment flows.
The main elements involved in these finan-
cial structures are listed below and can be
grouped as illustrated in the diagram
shown in Chart 3.2-f.

Originator Company that held the assets on
the balance sheet that are subsequently
sold to the special securitization vehicle, or
whose risk is transferred through securiti-
zation. The company may have originated
the assets by granting direct financing, or it
may have acquired them from a third party.

Administrator. Agent in charge of receiving
payments on securitized assets and moni-
toring the borrowers’ credit quality. They
are also responsible for remitting pay-
ments to the securitization fund, which in
turn will distribute them to the investors.
This role can be played by the originating
company itself or by a third party company.

Structuring Agent. The company that de-
signs and determines the structure of the
securitization, deciding the amount of the
credit enhancements and the tranches into
which the securities to be issued will be
divided, and normally participating in their
placement in the market.

Ba/BB B/B

B 2022

Caa/CCC Ca/CC c/c

Special securitization vehicle or entity (SPV
or SPE). Instrumental companies, with or
without legal status, created for the sole
purpose of acquiring the assets to be secu-
ritized and issuing the securitization bonds
to be placed in the market. Through them,
the risks of the securitized assets are sepa-
rated from those affecting the originator. In
the event that the vehicle does not have le-
gal status, the role of the securitization fund
management company arises, which is a
third party that guarantees the rights of the
holders of the securities issued. They also
ensure that payments to investors are
made properly, and that the legal docu-
mentation relating to the securitization is
completed.

Financial guarantors. A third party that pro-
vides guarantees for certain tranches of the
securitization and whose objective is to re-
duce the structure's credit risk, either with
a direct guarantee or by being the counter-
party (the seller) of a credit derivative (typi-
cally a CDS]). Typically, these are large in-
ternational insurance companies.

Liquidity suppliers. Companies that grant
credit lines to the securitization vehicle in
order to guarantee continuity in payments
to investors. Its purpose is to cover possible
temporary liquidity gaps, but not to absorb
risks.
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Chart 3.2-f
General structure of covered bonds issued
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Rating agencies. Companies that grant a
certain credit rating to the securities is-
sued, although sometimes they also partic-
ipate in the designing the structures. In
their statement, a distinction is made be-
tween credit exposures classified under
fair value criteria, whose balance sheet
value reacts directly to rating changes, and
exposures classified under amortized cost
criteria, which do not need to reflect im-
pairment of their market value for account-
ing purposes.

Investors. Persons or companies that ac-
quire the securities issued and, therefore,
assume the risk and profitability based on
the subordination of the securities they are
acquiring.

Balance structure. The fund’'s equity con-
sists of assets and liabilities. On the asset
side are credit rights of the assigning asset
that constitute the unequivocal assignment
of ownership of the known or estimated
amount of income, while on the liability
side are fixed-income securities (securiti-
zation bonds) issued under a series or
tranche scheme, where collection priorities
are structured according to credit expo-
sures.

Auditor. Independent unit that must ensure
proper regulatory compliance and avoid
conflicts of interest. The information col-
lected includes the backup to the annual
accounts through an auditor’s report, the
breakdown of assets and liabilities, and the
committee report, among others.

Informational brochure. A document con-
taining a series of precise information that
allows for better transparency and identifi-
cation of the operation.

Credit enhancement mechanism. This is a
role typically assumed by insurance com-
panies (typically monoliners) in hedging an
underlying portfolio credit risk defined by
the levels of risk stratification assumed. In
this sense, the tranche included in the first
loss group (also known as the "equity"
tranche) has the worst credit rating, since
they must face the first percentage of loss-
es of the securitized portfolio, and is usual-
ly retained by the originator in order to
grant a sufficient level of credit enhance-
ment, or else be hedged by contracting
credit derivatives. In this case, it is not
strictly necessary to issue securities, since
there is no need to finance any portfolio
purchases (these are "unfunded” struc-
tures).




3.3 Other alternative financing
sources

There are other financial instruments
through which one may invest in the resi-
dential real estate market. Below is a brief
description of the most relevant, while it is
notable that investments made by insur-
ance companies through these vehicles at
the aggregate level are non-controlling in-
terests.

Non-bank financial brokers

The non-bank financial intermediation
(NBFI) sector has grown faster than banks
over the last decade. Non-bank financial
entities (known colloquially as “shadow
banking”) perform an ever more important
role in financing of the real economy, as
well as managing household and business
savings. While they operate in a manner
similar to the commercial segment, the
main difference lies in that they capture
short term funds on the monetary markets
(they do not have traditional deposits from
the public) which they sue to purchase as-
sets with longer maturity terms. However,
as they are not subject to traditional bank-
ing regulations, in a liquidity stress situa-
tion they cannot (as banks can] borrow
from the central bank and are therefore
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not in the direct orbit of regulation (but are
"in the shadows").

Since their inception, these institutions
have been heavily involved in mortgage in-
termediation, based largely on the model
of transforming residential mortgages into
securities (securitization chains), although
subsequent regulatory changes in the
banking industry and the use of new tech-
nologies to assess risks have contributed
significantly to the upturn in parallel bank-
ing activity in the credit segment, which
could be a source of systemic amplification
in the event of a shock given their growing
size (see Chart 3.3-a).

Real estate investment trusts (REIT)

Among the many investment channels in
the real estate sector, Real Estate Invest-
ment Trusts (REITS) are worth mentioning.
These are companies that are fully or par-
tially listed on the capital markets that al-
low direct or indirect investment in real
estate assets or related mortgage loans'?!.
The idea behind these vehicles is to provide
trading volume for illiquid underlying as-
sets through marketable securities, under
diversified management, both geographi-
cally and sectorially, and taxation generally
more favorable than other types of prod-

Chart 3.3-a
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ucts (via capital gains deferral as long as
the securities are not transferred). Unlike
the securitization market, the origination of
the investment is based on the direct ac-
quisition of the real estate (with the funds
obtained and in some cases through lever-
age) for the subsequent generation of cash
flows through property leasing to obtain
returns for the investors and/or realizing, if
applicable, capital gains.

For valuation purposes, in addition to tradi-
tional factors such as location, portfolio
diversification, the degree of fulfillment of
expectations or the solidity of flows, the
Net Asset Value (NAV) and the price of the
index in which it is included tend to be con-
sidered, as well as the ratio between both
variables to determine an accurate approx-
imation of the value of the underlying as-
set. Additionally, the structure of liabilities
and equity is considered a differentiating
element by amplifying the effects of valua-
tion due to the effect of leverage.

Based on EPRA (European Public Real Es-
tate Association) figures, the global market

capitalization of listed companies related to
this sector is estimated at US$3.9 billion at
the end of 2019, representing around 4.5%
of the total composition of the reference
indexes. In terms of geographic distribu-
tion, the United States leads the list, fol-
lowed by China and Japan, whose com-
bined weight accounts for 58% of total
global capitalization (see Chart 3.3-b).

Likewise, at the level of large groupings,
the 10 main companies in this sector rep-
resent around 17% of the total, the ranking
being as shown in Chart 3.3-c. In addition,
with regard to the European market, Chart
3.3-d shows the loan-to-value (LTV) met-
rics of the different portfolios at an aggre-
gate level, while Chart 3.3-e shows the de-
velopment of LTV by sector.

Other alternative mechanisms

Currently, some real estate financing vehi-
cles are beginning to proliferate through
the Internet, such as the so-called Partici-
pative Financing Platforms (PFP). For the
time being, it is a vehicle aimed at individu-
als rather than institutional investors, al-

Chart 3.3-b
Overall market capitalization structure of listed real estate companies

Source: MAPFRE Economics (based on EPRA data)
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Chart 3.3-c
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lowing them to participate in real estate
projects, often with lower investment
amounts than would be possible in a tradi-
tional real estate investment. These plat-
forms allow developers to obtain crowd-
funding through the Internet to purchase
land, build projects or renovate or add val-
ue through loans (also known as
“crowdlending”) or equity crowdfunding, in

Chart 3.3-d
Europe: trends in the LTV ratio for real estate
investment trusts by country
(%)
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which shares in the developer's company
are acquired.

The United States was the first country to
introduce regulation for this activity and its
market is one of the most consolidated in
the world. In this country, the law contain-
ing regulations on crowdfunding called the
Jumpstart Our Business Startups Act
(JOBS Act] was enacted in April 2012, but

Chart 3.3-e
Europe: trend in the LTV ratio for real estate investment trusts by sector
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Table 3.3
Real estate crowdfunding breakdown

By countries/regions

APAC 2.0% 5.0% 8.0%
China 71.0% 48.0% 1.0%
Europe 3.0% 7.0% 9.0%
Latin America 0.6% 3.0% 5.0%
MENA 0.3% 0.4% 0.5%
Asia Pacific 0.1% 0.6% 1.0%
United Kingdom 3.0% 6.0% 11.0%

United Stat d
nited States an 20.0% 30.0% 65.0%
Canada

mm

P2P/Marketplace ConsP2P/

Marketplace 37.0% 31.0%
Balance Sheet Business Lending 21.0% 25.0%
Balance Sheet Consumer Lending 12.0% 11.0%
P2P/Marketplace Business Lending 8.0% 14.0%
P2P/Marketplace Property Lending 4.0% 3.0%
Balance Sheet Property Lending 4.0% 2.0%
Invoice Trading 4.0% 3.0%
Real estate Crowdfunding 3.0% 2.0%
Donation-based Crowdfunding 3.0% 6.0%
Equity-based Crowdfunding 1.0% 1.0%
Reward-based Crowdfunding 1.0% 1.0%
Consumer Purchase Finance/BNPL 1.0% 0.0%
Debt-based Securities 1.0% 0.0%
Crowd-led Microfinance 0.0% 0.0%
Revenue/Profit Sharing 0.0% 0.0%
Community Shares 0.0% 0.0%
Mini Bonds 0.0% 0.0%
Other 0.0% 0.0%

Source: MAPFRE Economics (based on data from The 2nd Global Alternative
Finance, Market Benchmarking Report, Cambridge University)

did not come into force until May 2016.
Other countries followed, such as Mexico,
where the regulation of crowdfunding plat-
forms is covered by the law regulating Fi-
nancial Technology Institutions'?2 (known
as the Fintech Law] that came into force in
2018.

At the European level, equity finance
providers are governed by Regulation (EU)
2020/1503 of October 7, 2020, which has
been in force since November 2021. It es-
tablishes the information that equity fi-
nance providers must deliver to their in-
vestors, the method used to calculate cred-
it ratings, the nature of the information
used in the risk models, or the information
related to the price of the loans. In the spe-
cific case of Spain, in accordance with Law
5/2015, in order to become a participatory
financing platform, authorization must be
obtained from the National Securities Mar-
ket Commission (CNMV], following a
mandatory report from the Bank of Spain.

Looking at the figures, according to Cam-
bridge University estimates, the volume of
lending through this mechanism, in 2020,
reached US$114 billion (compared to
US$176 billion in 2019). This volume, his-
torically led by China until 2018 following
the regulatory changes introduced in this
regard, has been followed by the United
States, the United Kingdom, some emerg-
ing countries and Europe. In terms of vol-
umes by loan type, although European real
estate crowdfunding is a growing invest-
ment vehicle, it remains residual in aggre-
gate terms, representing between 2% and
3% of the total (see Table 3.3).






4. Relative measurement of the
potential of real estate markets

Given the importance of real estate activity
on the performance of the economy in gen-
eral and on the insurance sector in particu-
lar, this chapter proposes an indicator in-
tended to measure, firstly, the potential of
real estate activity and, on this basis, its
relevance for the insurance sector for a
group of countries.

4.1 Methodological aspects

The analytical exercise carried out in this
chapter is based on the construction of two
indicators, which together aim to assess
the potential for the insurance sector de-
rived from the functioning of the real estate
markets. These indicators have been pre-
pared by MAPFRE Economics for a set of
43 countries for which the necessary in-
formation was available.

The first focuses on the economic and de-
mographic factors that affect the perfor-
mance of the real estate market, while the
second incorporates the behavior of insur-
ance demand in response to changes in
personal disposable income, as a way of
measuring the degree to which the poten-
tial of the real estate market can translate
into an increase in premiums. Thus, the
rationale on which the exercise has been
built considers, on one hand, a higher
weighting for those markets that have
shown more dynamic economic and demo-
graphic factors related to their respective
real estate markets in recent years and
have better prospects in their projections
for the next decade (as a way of estimating
the potential of the real estate market], On
the other hand, the degree of dynamism of
their insurance markets, with a higher
weighting for those markets that show a
better performance of insurance activity in
the face of variations in the level of personal
disposable income (as a way of measuring
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the degree to which the insurance market
would be able to materialize, in higher
premium growth, the stimulus coming
from the dynamism of the real estate mar-
ket).

Thus, the result of the exercise takes the
form, first, of an intermediate indicator that
provides a relative measure of the potential
of the real estate market itself, which has
been called the Real Estate Potential Indica-
tor;, and then of an indicator that estimates
the way in which the insurance sector
might be able to translate this stimulus
from the real estate market into positive
variations in insurance demand (measured
by its sensitivity to variations in personal
disposable income), which has been called
the Real Estate Potential Indicator for the
Insurance Sector (see Chart 4.1-a).

Real Estate Potential Indicator (IRP)

First, in the construction of the aforemen-
tioned intermediate indicator, the Real Es-
tate Potential Indicator (IRP), factors of an
economic and demographic nature are
considered, which are valued in the form of
four indexes:

al a growth of personal disposable income
index (lpig);

b) a formation of gross capital formation in
housing index (lein);

c) a population growth index (lpg)123, and
d) amortgage loan growth index (IuLe).

For each of the components that make up
this intermediate indicator, we have consid-
ered both their variation over the last ten
years and the projections of their expected
development over the next decade, weighted
by a factor of two to one, which implies giv-

165



REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Chart 4.1-a
Constructing the Indicator of Real Estate Potential for the Insurance Industry (IRPII)
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=

ing a lower weight to the forecasts (half],
given the uncertainty associated with fore-
casts that cover an entire decade (it should
be noted that, in the case of the population
growth index, despite having long-term fore-
casts that extend to the end of the century,
only the population growth forecasts for the
next decade have been considered). All
weights have been scaled to facilitate their
comparison and integration, so that the best
weighted receives a score of one hundred
and the worst of zero, using as worst data a
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theoretical value below the last observed, in
order to calculate a geometric mean in the
sample that is used for the final integration.

Once the four indexes were obtained, they
were integrated into the Real Estate Poten-
tial Indicator, as a weighted average accord-
ing to the following:

_ Upg* W) + Uy ™ Wa) + Upg ™ W3) + (6™ Wa)

IRP
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Where:
IRP = Real Estate Potential Indicator

Ipic = a growth of personal disposable
income index

leiy = a formation of gross capital formation
in housing index

Ips = population growth index
Imce = mortgage loan growth index

Wi = weighting (in this case, equal weight
has been given to the weighting factors of
the four indexes).

Real Estate Potential Indicator
for the Insurance Sector (IRPII)

Based on the intermediate indicator de-
scribed above, the Real Estate Potential In-
dicator for the Insurance Sector [IRPIl] is
constructed by integrating the IRP with an
index of the sensitivity of insurance premi-
ums to changes in personal disposable in-
come [ejl. In this case, the integration was
performed using a geometric mean, which
positively weights a better balance between
the two components. That is:

IRPII = {/IRP *¢
Where:

IRPII = Real Estate Potential Indicator for the
Insurance Sector

IRP = Real Estate Potential Indicator

ei = Non-life insurance demand sensitivity to
variations in disposable income index

The purpose of the Non-Life insurance de-
mand sensitivity to variations in disposable
income index (ei) is to weight the markets
according to the degree of sensitivity of in-
surance demand to variations in personal
disposable income; in other words, it is a
proxy for the capacity of a given insurance
market to transform the positive dynamics

of the real estate markets into new insur-
ance demand. Therefore, the regression
function that best adjusts, in terms of the
coefficient of determination, between
changes in insurance premiums and
changes in personal disposable income (in
both cases using five-year average
changes) has been calculated. This calcu-
lation was performed separately for the
Non-Life and Life insurance segments, as
well as for the total insurance business.

For the variation in Non-Life insurance
premiums, the best fit is obtained with the
polynomial function whose formula is
shown in Chart 4.1-b, resulting in a coeffi-
cient of determination of 0.7425124 This
means that, among the various factors that
may have played a role in explaining the
behavior of premiums in the Non-Life in-
surance segment in the 2017-2021 period,
the variation in the level of personal dis-
posable income would explain 74.2% of the
variation in premiums, while the rest would
be attributable to other factors. The high
correlation found between the Non-Life
insurance segment and personal dispos-
able income, which translates into a high
coefficient of determination, is noteworthy.

For the variation in Life insurance premi-
ums, the best fit is obtained with the
polynomial function whose formula is
shown in Chart 4.1-c, resulting in a coef-
ficient of determination of 0.4644. The
foregoing implies that, among the various
factors that may have played a role in ex-
plaining the variation in premiums in the
Life insurance segment in the period an-
alyzed, the variation in the level of per-
sonal disposable income would explain
46.4%, while the rest would be at-
tributable to other factors. This is a rela-
tively high correlation, although signifi-
cantly lower than in the case of the Non-
Life insurance segment, which is reason-
able given that most of the premiums in
the Life segment come from insurance
linked to savings, for which demand is
influenced by other financial factors
(mainly the behavior of interest rates),
and even of a legal and regulatory nature,
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Chart 4.1-b
Disposable income vs. Non-Life premiums: fitted regression curve

Source: MAPFRE Economics

which also exert a significant influence
on insurance demand volume.

Finally, for the variation in total insurance
premiums (which include the total of the
Non-Life and Life segments), the best fit is
obtained with the polynomial function
whose formula is shown in Chart 4.1-d, re-

sulting in a coefficient of determination of
0.726. This means that, among the various
factors that may have played a role in ex-
plaining the variation in premiums in total
insurance business in the period analyzed,
the variation in the level of personal dispos-
able income would explain 72.6%, while the
rest would be attributable to other factors.

Chart 4.1-c
Disposable income vs. Life premiums: fitted regression curve

Source: MAPFRE Economics
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Chart 4.1-d
Disposable income vs. total premiums: fitted regression curve

Source: MAPFRE Economics

It should be noted that, when calculating
the weighting of the countries according to
the sensitivity of their insurance business
to variations in personal disposable in-
come, the result of the regression corre-
sponding to the Non-Life insurance seg-
ment has been taken as a reference, since
it is considered the most relevant for the
insurance business related to the residen-
tial real estate sector, as Life risk insur-
ance, which is also relevant in this activity,
follows a dynamic closer to that of the Non-
Life segment than to that of Life savings.

Thus, a higher weighting has been at-
tributed to those markets that lie above the
regression curve; this weighting is greater
the further away they are from the curve
and vice versa, thus expressing their
greater capacity to transform increases in
personal disposable income levels into new
insurance demand. Therefore, the polyno-
mial function of the regression of Non-Life
premiums has been used to calculate the
expected growth and differences with re-
spect to the actual growth observed, with a
greater weighting for those countries that
present higher positive deviations, indica-
tive of a greater potential of their insurance
markets due to the larger elasticity in the

growth of their insurance business in re-
sponse to variations in personal disposable
income. Finally, the results have been
scaled with the same methodology used for
the rest of the partial indicators.

4.2 Ranking of the Real Estate
Potential Indicator for the
Insurance Sector

Based on the methodological elements
presented, both the Real Estate Potential
Indicator for the Insurance Sector [IRPIl) and
the intermediate indicator, the Real Estate
Potential Indicator (IRP], have been estimat-
ed. In the latter case, Table 4.2-a presents
the results of the estimates made for 43
markets, also indicating the values corre-
sponding to each of the four indexes that
comprise it, in order to show which factors
contribute to a greater or lesser extent to
its final valuation.

Similarly, Table 4.2-b presents the results
and ranking of the Real Estate Potential In-
dicator for the Insurance Sector (IRPII],
which reflects the extent to which each of
the countries analyzed might be able to
leverage the potential of their real estate
markets in the development of new insur-
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Table 4.2-a
Indicator of Real Estate Potential (IRP)

Indexes used to construct the indicator

Indicator of Real

Country Disposable personal GCF growth in Population growth Mortgage loan Estate Potential
income growth index housing index index growth index (IRP)
(Ioig) (lein) (Ipe) (ImLe)

1 Philippines 76.3 100.0 100.0 81.6 89.5
2 China 100.0 61.7 39.9 98.3 75.0
3 India 90.0 52.3 76.8 83.6 75.7
4 Indonesia 75.9 50.9 72.8 68.5 67.0
5 Malaysia 70.4 44.3 82.0 68.9 66.4
6 New Zealand 55.7 63.8 72.3 60.9 63.1
8 Turkey 47.9 46.6 b4.6 70.7 57.5
9 Australia 43.4 45.3 80.7 61.7 57.8
10 Slovakia 41.6 64.7 36.8 75.0 54.5
1 Sweden 34.7 59.6 64.8 61.1 55.0
12 Hungary 52.4 86.3 28.5 38.4 51.4
13 Canada 39.6 40.9 76.0 62.8 54.8
14 Chile 50.0 25.6 54.1 78.2 52.0
15 Ireland 40.0 83.4 67.4 8.7 49.9
16 Taiwan 35.9 58.4 46.3 60.0 50.2
17 Brazil 13.2 33.1 63.0 100.0 52.3
18 Czech Republic 36.5 64.3 44.9 53.0 49.7
19 United Kingdom 28.6 61.7 56.1 53.1 49.9
20 United States 333 53.0 64.1 47.1 49.4
21 Thailand 46.2 31.6 46.0 72.9 49.2
22 Bulgaria 40.2 89.7 7.4 47.8 46.3
23 Norway 32.2 32.2 71.9 62.1 49.6
24 Denmark 34.5 54.7 62.3 42.1 48.4
25 Croatia 44.8 67.7 21.3 50.1 46.0
26 South Africa 28.3 30.6 81.7 54.2 48.7
27 Mexico 37.9 22.8 70.3 61.7 48.2
28 Romania bbb 50.4 28.6 33.2 44.1
29 Singapore 51.6 15.0 65.7 54.1 46.6
30 Netherlands 25.7 57.8 54.3 448 45.7
31 Poland 52.4 40.2 30.2 47.3 42.6
32 Austria 20.9 36.6 49.9 63.4 42.7
33 Belgium 24.3 32.7 53.2 60.6 42.7
34 Hong Kong 38.0 16.8 43.1 70.8 42.2
35 Switzerland 26.6 18.9 65.9 59.2 42.7
36 Germany 23.0 31.2 403 68.8 40.8
37 France 21.1 30.4 51.1 59.7 40.6
38 Portugal 21.6 49.7 33.9 45.1 37.6
39 Finland 19.4 32.3 46.1 52.5 37.6
40 Spain 214 43.6 38.9 37.0 35.2
Al Italy 10.4 27.8 31.3 54.3 30.9
42 Greece 24.6 8.0 28.4 47 .4 271
43 Japan 7.8 21.2 21.8 58.8 27.4

Source: MAPFRE Economics
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Table 4.2-b
Indicator of Real Estate Potential for the Insurance Industry (IRPII)

he indicator
Indexes used to const the indi i P o T =

Potential for the

Country Indicator of Real Estate Index_qf_Non-Life insur_anc_e [EELT Insurance Industry
Potential (IRP) sensitivity to changes in disposable (IRPII =
income (ei)
1 India 75.7 93.5 84.1
2 Philippines 89.5 72.6 80.6
3 China 75.0 78.0 76.5
4 Canada 54.8 83.0 67.5
5 Turkey 57.5 75.9 66.0
6 Belgium 42.7 100.0 65.4
8 Bulgaria 463 91.9 65.2
9 Indonesia 67.0 61.5 64.2
10 Czech Republic 49.7 81.4 63.6
1" Taiwan 50.2 80.5 63.5
12 Singapore 4L6.6 86.0 63.3
13 Hungary 51.4 77.9 63.3
14 Croatia 46.0 86.6 63.1
15 Thailand 49.2 80.7 63.0
16 Denmark 48.4 78.5 61.6
17 Sweden 55.0 68.1 61.2
18 Chile 52.0 71.8 61.1
19 Brazil 52.3 71.1 61.0
20 Norway 49.6 74.8 60.9
21 Ireland 49.9 73.5 60.5
22 Portugal 37.6 96.1 60.1
23 Australia 57.8 61.8 59.8
24 Poland 42.6 83.6 59.7
25 United Kingdom 49.9 69.4 58.8
26 United States 49 .4 65.3 56.8
27 Germany 40.8 77.3 56.2
28 Hong Kong 42.2 72.5 55.3
29 Austria 42.7 70.8 55.0
30 France 40.6 71.7 54.0
31 Mexico 48.2 60.2 53.9
32 New Zealand 63.1 42.4 51.8
33 Switzerland 427 61.2 51.1
34 Netherlands 45.7 52.9 49.1
35 Spain 35.2 65.8 48.1
36 Malaysia bb.4 34.8 48.1
37 Slovakia 54.5 42.1 47.9
38 South Africa 48.7 43.1 45.8
39 Finland 37.6 55.4 45.6
40 Italy 30.9 58.2 42.4
41 Greece 271 65.1 42.0
42 Romania L4 34.3 38.9
43 Japan 27.4 38.3 32.4

Source: MAPFRE Economics



REAL ESTATE MARKETS AND THE INSURANCE SECTOR

Chart 4.2
Map of the Indicator of Real Estate Potential for the Insurance Industry (IRPII)
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Source: MAPFRE Economics

,"; g{f"i
250 R

v
e
N
Yo
RudiSr

. > 75th percentile
. 50th to 75th percentile
. 25th to 50th percentile
. < 25th percentile

ance business. It is important to note that
this presentation of the IRPIlI for the 43
countries analyzed is a relative measure of
the real estate potential for the insurance
sector, which, on an ordinal scale, shows
the different levels of exploitation of this
potential.

As this information shows, India has the
highest level of potential, followed by the
Philippines and China. In the case of India,
the factor making the least contribution to
its potential indicator is gross capital for-
mation in housing investment, although the
remaining economic and demographic fac-
tors improve its position, especially the
good performance of its insurance sector
in response to increases in personal dis-
posable income. In the case of the Philip-
pines, population growth rates and gross
capital formation in housing raise it to the
second position. In China, in turn, the de-
mographic factor pushes it back some-
what, with the disposable income growth
factor receiving the highest weighting. The
cases of Canada and Turkey also stand out,
above the 75th percentile of the IRPII dis-
tribution (green on the chart), where the
positive elasticity of the insurance business
to variations in disposable income im-
proves their rating to fourth and fifth place,
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respectively. Belgium, Bulgaria, the Czech
Republic, Indonesia, Taiwan and Singapore
complete the list of markets above the 75th
percentile of the IRPII distribution.

Japan stands out at the bottom of the rank-
ing, below the 25th percentile of the IRPII
distribution, with indicators typical of a very
mature market and a shrinking population,
thus obtaining weak scores in all the sub-
indexes that influence the indicator. Roma-
nia, Greece, ltaly, Finland, South Africa,
Slovakia, Malaysia, Spain, the Netherlands
and Switzerland complete this percentile
distribution (red on the chart). Chart 4.2
illustrates this IRPIl geography, classified
by percentile, in which the levels of insur-
ance potential levels derived from real es-
tate activity can be observed in a regional
perspective.
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la Vivienda SHF (owned by the Mexican government]. See: https://listainstituciones.cnsf.gob.mx/

50/ National Housing Survey-ENVI2020, at: https://www.inegi.org.mx/contenidos/saladeprensa/bo-
letines/2021/envi/ENVI2020.pdf
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b80a01e8416c-oeaKvjH

53/ See: https://portalmx.infonavit.org.mx/wps/wcm/connect/9da85%4e-35f3-48f1-ab42-
b6d9c2208958/Encuesta_Necesidades Credito_Vivienda 372022.pdf?M0OD=AJPERES

54/ For example, as the accident did not occur due to participation in risky competitions, the injuries
sustained were not due to a fight provoked by the insured party, among others.

55/ See: https://comparador.banxico.org.mx/ComparadorCrediticio/terminos-credito-hipotecari-
0.jsp, https://www.condusef.gob.mx/?p=contenido&idc=929&idcat=1, https://www.condusef.gob.mx/?
p=contenido&idc=453&idcat=1, https://www.banorte.com/wps/portal/banorte/Home/seguros/se-
guros-credito-hipotecario and https://www.bbva.mx/personas/productos/sequros/vida/sequro-
hipotecario-de-vida.html.

56/ See: https://hypo.org/app/uploads/sites/3/2022/08/ECBC-Fact-Book-2022.pdf
57/ See: https://www.gob.mx/shf/documentos/90727
58/ See: https://www.gob.mx/cms/uploads/attachment/file/802819/2022 IV_ZM.pdf

59/ National Housing Survey-ENVI2020, at: https://www.inegi.org.mx/rnm/index.php/catalog/695 y
https://www.inegi.org.mx/contenidos/saladeprensa/boletines/2021/envi/ENVI2020.pdf.

60/ Annual Housing Report 2022, Infonavit, at: https://portalmx.infonavit.org.mx/wps/wcm/connect/
f49b5a3c-3eae-42fb-8557-b80a01e8416c/Reporte+Anual+de+Vivienda+2022.pdf?MOD=AJPERES

61/ Home_Loan_Needs_Survey, Q32022, at: https://portalmx.infonavit.org.mx/wps/portal/infonav-
it_agenda_investigacion/investigacion_analisis/reportes_estadisticos/!ut/p/z1/04_Sj9CPykssy0x-
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63/ See: Sociedad Hipotecaria Federal | Gobierno | gob.mx (www.gob.mx])

64/ United Nations, Population Division, World Population Prospects 2022.
65/ Real Net Stock: Private Fixed Residential Assets. Bureau of Economic Analysis, Haver Analytics.
66/ Brazil: Financial Soundness Indicators, Total Assets.

67/ The states that make up the regions can be viewed at the following link: https://es.wikipedia.org/
wiki/Regiones_de_Brasil

68/ Until the possible approval of the cited laws, mortgages would be regulated by the Brazilian Civil
Code (Chapter Ill. arts.1473 et seq.).

69/ Since 2007, construction companies, real estate developers, fintechs, and startups have also
been directly mobilizing their resources from investors by issuing shares and bonds.

70/ The Brazilian registration system lacks uniformity, and there is no national unification despite
progress. For this reason, a proxy for calculating the average price per square meter is the FipeZAP
Index, which is calculated by the Fundacao Instituto de Pesquisas Econdmicas (FIPE]) based on data
from real estate ads (apartments, rooms, commercial premises of up to 200 square meters) for
sales and rentals posted on the ZAP+ websites.

71/ United Nations estimates.

72/ Office for National Statistics and Haver Analytics. UK: Net Capital Stock: Dwellings excluding Land
(Bil.Chn.2019.GBP)

73/ Office for National Statistics and Haver Analytics. UK: HHs/NPISH, Net Financial Assets/Liabilities
(NSA)

74/ It is estimated that the pandemic has positively impacted home insurance: although more acci-
dental damage may have occurred due to remote working, burglaries have decreased as homes are
occupied for longer hours.

75/ FCA. (2021). General insurance pricing practices market study Feedback to CP20/19 and final rules.

76/ ERC Spring Market Report 2022, at: https://www.equityreleasecouncil.com/wp-content/uploads/
2022/03/Equity-Release-Council-Spring-2022-Market-Report.pdf

77/ United Nations estimates.

78/ Oxford Economics estimates, based on data from Fundacién BBVA and the Valencian Institute for
Economic Research (IVIE).

79/ Oxford Economics and Haver Analytics, Statistical Office of the European Communities. Gross
wealth of the household sector; Spain: Consolidated Assets: HH/NPISH: Fin Assets.

80/ In addition, there is some regulatory uncertainty regarding the capital requirements to calculate
the solvency ratio of insurance companies that venture into selling these types of products.

81/ See: https://www.bde.es/f/webbde/Secciones/Publicaciones/InformesBoletinesRevistas/Revis-
taEstabilidadFinanciera/08/May/Fic/IEF200814-5.pdf

82/ Simple, transparent, and standardized (STS] securitization. See: MAPFRE Economics (2022),
Global Savings After the Pandemic and Insurance Industry Investments Madrid, Fundacion MAPFRE.

83/ This increase could be justified by its use as collateral in the liquidity auctions of the European
Central Bank.

84/ Data from the Ministry of Housing and Haver Analytics.
85/ United Nations, Population Division, World Population Prospects 2022.

86/ Oxford Economics estimates, based on data from Fundacién BBVA and the Valencian Institute for
Economic Research (IVIE).
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87/ Deutsche Bundesbank and Haver Analytics, Germany: Stock: HH: Assets (EOP, NSA, Bil.EUR].
88/ Data from Statistiches Bundesamt.

89/ Added to these are different combinations with multiple modalities (pets, bicycle insurance, pipe
cleaning, and pest control].

90/ See: Helbrecht and Geilenkeuser, 2012.

91/ See: https://www.refire-online.com/markets/german-home-ownership-rates-fall-yet-again/
92/ See: https://www.degiv.de/

93/ See: Maennig, 2017.

94/ See: Helbrecht and Geilenkeuser, 2012.

95/ United Nations, Population Division, World Population Prospects 2022.

96/ Oxford Economics calculations; OE estimate (Neil Blake] in 2000 prices, rebased to 2015 using
the Investment delator, extrapolated.

97/ Data from the Bank of Japan and Haver Analytics.

98/ See: https://www.realestate-tokyo.com/news/home-insurance-in-japan/

99/ See: https://www.realestate-tokyo.com/news/earthquake-insurance/

100/ See: https://www.usgs.gov/fags/where-do-earthquakes-occur#:~:text=The%20world's%20-
greatest%?20earthquake%20belt,nickname%20%22Ring%200f%20Fire%?22

101/ See: https://www.mof.go.jp/english/policy/financial_system/earthquake_ insurance/out-
line_of earthquake insurance.html

102/ The data presented in this section was collected from three different sources: the GIAJ (Gener-
al Insurance Association of Japan), GIROJ (General Insurance Rating Organization of Japan], and
AXCO (private insurance information agency). Both the GIAJ and AXCO report data on home insur-
ance, including earthquake insurance, and have a series dating from before 1995, while GIROJ di-
vides home insurance and earthquake insurance into separate lines.

103/ It is also offered by two other large banks: Bank of Tokyo-Mitsubishi UFJ and Mizuho Bank.
104/ Only Tokyo Star Bank accepts them in certain locations and subject to certain conditions.
105/ World Population Prospects 2022.

106/ See: World Population Prospects 2022

107/ Kim, Kyung-Hwan and Park, Miseon (2016). "Housing Policy in the Republic of Korea," ADBI
Working Papers no. 570, Asian Development Bank Institute.

108/ Kim, Kyung-Hwan and Park, Miseon, op. cit.
109/ See: https://www.koreatimes.co.kr/www/nation/2022/09/356_334485.html

110/ Savings products with maturities between 5 and 15 years and health insurance to cover med-
ical expenses.

111/ The market share of the four largest Non-Life insurers was 66.5%: Samsung Fire & Marine
(22.4%), DB Insurance (16.6%), Hyundai Marine & Fire (15.3%), and KB Insurance (12.2%).

112/ According to the insurance information provider Axco.
113/ AXCO data.

114/ See: https://www.bok.or.kr/portal/bbs/B0000170/view.do?nttld=10072882&menuNo=200060&page-
Index=1
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115/ 1t should be noted that the insurance market in South Korea is dominated by two significant
groups: the “chaebols" (originating from family-controlled industrial conglomerates such as Sam-
sung, Hyundai, and LG) and the Korean bancassurance groups. In 2021, Samsung Life remained the
South Korean life market leader with 22.4% of written premiums, followed by Kyobo Life and Han-
wha Life with 13.3% and 12.4% market shares, respectively. Insurance companies may also conduct
certain non-insurance business as long as it does not undermine the safety and soundness of insur-
ance companies or harm policyholders. Concurrent businesses of insurance companies include cus-
todial services for securitized assets, electronic money transfer services, foreign exchange services,
and retirement pension funds.

116/ Kim, Kyung-Hwan and Park, Miseon, op. cit.

117/ See: Bank of Korea (2021). Financial Stability Report: 2021. 12, at: https://www.bok.or.kr/eng/
bbs/E0000737/list.do?menuNo=400042

118/ Financial Services Commission (2021). Government Announces Household Debt Management Plan for
2021-2023, at: https://www.fsc.go.kr/eng/pr010101/75832?srchCtgry=&curPage=&srchKey=cn&srch-
Text=LTV%?20ratio&srchBeginDt=&srchEndDt=

119/ See: MAPFRE Economics (2022), Global Savings After the Pandemic and Insurance Industry In-
vestments Madrid, Fundacion MAPFRE.

120/ Based on data from the Association for Financial Markets in Europe (AFME).

121/ The Spanish version of this entity is the Listed Real Estate Investment Company (SOCIMI),
whose regulation dates from 2009 (Law 11/2009, of October 26) and was subsequently improved
(Law 16/2012, of December 27).

122/ See: https://www.diputados.gob.mx/LeyesBiblio/pdf/LRITF_200521.pdf

123/ Based on population databases and United Nations forecasts.

124/ The regression was carried out using data on insurance premiums in local currency pooled by
Swiss RE, and nominal disposable personal income (“Income, personal disposable, nominal, LCU")
from Oxford Economics/Haver Analytics, for a sample of 73 countries: South Africa, Argentina,
Brazil, Canada, Chile, Mexico, United States, Australia, China, Hong Kong, India, Indonesia, Japan,
Malaysia, New Zealand, Philippines, Singapore, Taiwan, Thailand, Austria, Belgium, Bulgaria, Croat-
ia, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Nether-
lands, Norway, Poland, Portugal, Romania, Slovakia, Spain, Sweden, Switzerland, Turkey, United
Kingdom, Algeria, Angola, Bahrain, Botswana, Egypt, Iran, Israel, Kenya, Kuwait, Mauritius, Moroc-
co, Namibia, Nigeria, Saudi Arabia, United Arab Emirates, Colombia, Ecuador, Peru, Uruguay, Pa-
kistan, South Korea, Vietnam, Cyprus, Estonia, Latvia, Lithuania, Russia, Slovenia, Oman, and Qatar.
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