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Abstract:

Retiree migration in Europe has been an incregsiegomenon during the last fifteen years as
people from Northern countries move to the Soutpaits has been one of the primary
destinations for this group where they tend to entrate in some coastal and very warm areas
such as Alicante, Islands and the South. The laggeups are British and Germans retiree
arriving to Alicante and their flow of arrivals aie the same period when price and
construction start to growth dramatically. This @apxplores the role these retiree migrants
could have played in the expansion process of tlusing market in Alicante. We specifically
investigate their implications on the housing mwi@nd the different impact related to the
nationality. Using time series analysis, the papses time methods to adjusts a housing
demand function where international economic vdemlare introduced in order to capture the
impact of monetary and income conditions in Germangt UK on Alicante housing market.
Results seem to suggest that the strong appeanéiice retiree flow of migration could have
created a shock in housing market in Alicante wdifferent effects depending on the
nationality.
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Introduction

International migration has been increasing in megears in Europe. Most studies of this
phenomenon have focused on workforce migrationi@ndbor and societal impacts, but little
attention has been paid to retirees moving fromritteer countries of Europe, like Germany
and the UK to less affluent countries such as Spimns group of immigrants exhibits very
different socioeconomic characteristics than thieeotmajor flow of immigrants, laborers
coming to Spain from Latin America and Africa. Tie¢irees are also distinctive from the local
Spanish residents in terms of their income andihguastes. Depending of the strength of the
migration movements, the arrival of these new egsisl should have a measurable impact on
the local economy. There are no studies in Sgaah ¢xamine the economic and housing
consequences of these immigrants. The long-tefestehat these residents will have on their
new communities and local housing markets, havdeeh estimated.

The arrival of Northern European retirees may poeda shock in local Spanish housing
markets. Their sheer numbers have created a spl@using demand in recent years in some
communities. If large numbers of them purchasedwat the same time rather than as a slow
growth in population, then instead of experienangradual structural change, local housing
markets where retirees concentrate may experiedcanaatic shock (Maddala and Kim 1998).
These new residents may demand housing with mgrensxve features when compared with
local population. Thus, we would expect to obseare increase in building activity
accompanied by an increase in prices. This shocly imave permanent effects and
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progressively change the market mechanism, movimg equilibrium price level and
construction quality upward. The entry of these rmwers to the market could modify the
long term determinants of the local housing marklkefnging the equilibrium conditions. The
initial shock, funded by capital inflow from immamnts’ home countries, is expected to
contribute to house-building and increasing comsimn employment first, but then influencing
prices and overall economic activity in the regidihis influence is especially important in
areas whose local economies rely heavily on taiast retirees.

The aim of this paper is to determine whether tkishappening in Alicante, the main
destination within Spain for retirees from the UKdathird for Germans. The study aims to
check whether the flow of migration has supposstiack in housing markets and could have
contributed to the explanation of the expansiodexMelopment and increases in prices.

This paper is organized as follows. Section ondagxp the economic reasons why the retire
migration to Alicante could have produced an ecagoshock in those housing markets.
Section two defines the theoretical bases to cocisthe model. Section three explains the data
used in the analysis. The fourth part defines theigcal results. A discussion of the results
and conclusions are included in two last part.

International Retiree Migration to Spain

Mobility and international migration have been venportant, increasing in Spain until 2008.

According to the Residential Variation StatistidSVR), more than 72% of all household

moving into and within Spain from 1988 TO 2008 wewncentrated in the last 10 years
(Table A). Almost 6 million households immigratedSpain during that time, with a dramatic

increase in arrivals from foreign countries unétent years, as it can be seen in figure A,
starting diminish during 2008 as a consequencatefnational crisis.

The average age at retirement is declining in E@ECD 2001). Many retirees can look
forward to decades of healthy living. No longeogephically tied to a place of work, their
pensions and wealth are mobile. ‘Amenity led ntigrd is not prompted by the quest for
economic opportunities, but rather for leisure apyaties, and is oriented to achieving a
better quality of life, which leads them to seitiegeographical areas with mild climates and
amenity facilities.

There is a relevant flow of retiree migrants in &pe being oriented to the southern
(Mediterranean) countries as well as overseas.niigeation has resulted in the appearance of
communities of retired foreigners in certain arebthe Spanish Mediterranean coast acting as
a magnet for the retired populations of Northermogean countries (Warnes 1994; Williams
et al. 1997; King et al. 1998; Rodriguez et al.&3dng et al. 2000; O'Reilly 2000).

These immigrants are concentrated in a few degiimatin Spain. As Gibler et all, 2009,
showed, Alicante is third largest recipient of ingnaints followed by Valencia, Malaga,
Murcia and the rest of Mediterranean provinces thedislands. The arrivals of those aged 55
and older coming from developed countries increlaenatically during last years (Figure B)
tending to be concentrated in similar cities witthes immigrants from the same origin
country. In the case of Alicante, the two majorrses of retiree immigrant flow are the UK
and Germany, as shown in Figures C,D and E. Thesment of aging Northern Europeans to
Alicante must at least partially be explained btraative housing market conditions and
weather. However, the strong entrance, as weleadgatct that it is concentrated in a bundle of
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small and medium size towns, have had relevant ¢ispan the housing market and also the
economy as a whole in those areas.

Retiree Migration Impact on Housing Markets

The behavior of migrant retirees in the destinatioga should follow the theoretical principles
of housing demand. Consumers are expected to maxiatility, choosing a preferred bundle
of housing features subject to their income comgtraWhat it is known about this type of
migration is that (1) retirees may be making agutite move in anticipation of the reduction
in real income they will experience when they est{2) older homeowners’ income constraint
is not tied to wages and salaries, but to pensamuswealth, (3) international migrants may
choose to live in an economy where housing costsrare affordable than where their income
and pension were earned and they receive a beality of life’ due to the environment,
among other reasons. (4) Due to retirees’ consomkepends on their pensions and wealth
and these have been set exogenously to the ecowberg the choose to live, their presence
should create a second wave of demand for in-hoanéices or purpose-built retirement
housing, resulting in changes in the local econavitli construction of the new housing and
resale of their original homes, in the first momeahd a permanent increase on the
consumption quantity and specialized goods (Giglexl, 2009,b).

A reverse flow of migrants may eventually occutureing the retiree population to the home
country, which will have an opposite effect on tbeal economy from the arrival of the
retirees.

Research has been conducted in the U.S. regardiagstate migration of retirees (see for
example Reeder 1998; Stallmaenal 1999; and Skelley 2004). The overall effect tlngse
older migrants have on the host residential matkes not differ much from that usually found
in the general housing literature. Demand for goals services are generated by the family
and the property in which they live. Demand coniitn encourages dynamism in property
markets by increasing both construction rates aic@® as is shown in the classical literature
on these issues (Arcelus and Meltzer 1973; HanuahdkQuigley 1979; Muth 1988; Smigh

al 1988; Quigley 1996; Quigley 1997; Clark and Withers 19@ulson 1999; Eaton and
Eckstein 1997; and Meen and Andrew 1998, amongrethéMigrants’ income levels
determine the size of the impact on the residentalket. When any area attracts retirees, the
main impact is on the housing sector. Researcltanes that almost one-third of U.S. retiree
migrants buy homes close to the time of arrivahieir new community (Bennett 1996; Serow
and Haas 1992; Milleet al. 1998). Most retirees also bring income and wedtiwvg with
them, having higher wealth than the rest of resirge the local market (Orzechowski and
Sepielli 2003).

Although some of the pioneer studies of internatiaetiree migration in Europe analyze the
increasing number of property purchases in rurah&e by British retirees (Buller and Hoggart
1994, Hoggart and Buller 1995), analysis of the aotp of this type of migration on the
housing markets of destination communities is \@rgrce, highlighting the need for further
research on this topic. Taking all the empiricablence mentioned above into consideration,
it could be expected that retired people followeiniives to move only if their economic
characteristics enable them to acquire housinghen destination market. Housing prices
constitute a relevant variable to take into accaogéther with income and housing features to
understand movers’ behaviors and their impact erhthusing market equilibrium.
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The research question

Economic theory principles suggest that retire atign coming from developed countries
would increase housing demand in their destinati@rkets as well as services and goods
demand with potentially positive effects in the mamy. Due to their stable flow of income
(pensions) and the fact that it must be enough uaraptee their quality of life in the
destination city, they suppose a stable effectemahd in the housing market and the rest of
the goods market in the town. As the flow of etiarrivals tend to concentrate in any specific
town, the economic activity increases (mainly inlding construction during the first hit and
then shopping, services...) possibly impacting panod, then construction in the areas where
they are located. In their origin countries, thdirees would have owned property
commensurate with their income level in a markat #xhibits higher median housing costs.
When they move to a country that has traditionaffgered lower housing costs and lower cost
of living, they bring their higher income and wéalis well as a different level of acceptable
housing expenditure. If any housing market recetemanders with a higher level of income
and capital availability than the local resideiatsd they buy houses, their presence will tend to
increase the level of housing prices until somafioetween the previous equilibrium price in
the domestic market and the one existing in thaegim markets. Whether the migrants pay
homes using equity from previous houses sold omgakiave to impact twice in housing
market due to the strong capital availability. Wte REVICVAL survey showed (Gibler et
al, 2009, figure B) was that economic features wemgortant in the destination areas, like
good house prices perceived in terms of the retinreeome level, low cost of maintenance
and public taxes, the existence of premium in &ative cost of living, and the strength of the
retiree’s purchase capacity of their income. Aéigl characteristics could convince retirees to
move and destiny their wealth to buy houses inaklie area, paying in cash using previous
housing equity owned. The former features supguogtitiea of this movement has hit the
housing markets in the destination areas in Alieant

When this phenomena is present in any local housiaket, a segmentation in the demand
flow is experienced. Domestic demand use to betstred by level of income being dependent
of the local economy which determines the purcheegacity for their housing demand
(through level of wages, employment and economatesy. The presence of new demanders
depending on other different economic structures] avith relatively stronger purchase
capacity (which make them to be added to the hitghal of income’s flow of local demand)
stress the mechanism in the higher quality segmietite housing market, increasing the price
level and construction in this segment, duringftiet stage. This segmentation could be more
stressed when the market receives also other adfawmigrants for work purposes. The latter
migration tends to have economic characteristiosesl to the local population ones (due to
their income depend on the wage level in the labarket) and push the housing demand up in
the primary house market. Both different reasorndasing demand increase (local demand
plus labour immigrants and residence demand frdirees) tend to stress the tensions on the
local sub markets raising the difference on theskqurice level. Since the flow of entrance of
migrants continues, increase on prices could besmnéted to the rest of the market through
the ripple effect. Diagram 1 show the impact, whigods the increase on populatiddl refers

to other immigrants, IR is retiree immigratiom,is the domestic income ange is the income

! REVICVAL is the acronym of ‘Retirados y Viviendas la Comunidad Valenciana’ - Foreign Retired Peopl
and Housing in the Valencia Region, research pt&}&S&R of Generalitat Valenciana, reference nunB¥i04
B530
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of retirees Mt is the total mortgage flow§erefers to the saving used by retiree migration to
buy a house. Phl, ph2 and ph3 refers to the diffdevel of housing prices in segmented
markets.

Diagram 1
Housing market.. The presence of retired migrants

B./[Ap+ OI, (Y),, Mt]

The increase on prices would act as signal to dafgply reactions and they will result in
increased housing construction, developing a suftkehaoffering products oriented to the
higher income level of the immigrants, explainihg urban expansion in the destination area,
possibly with higher level of quality or housingachcteristics.

Empirically, to isolate the effect of retiree migta in local markets is not a simple task due to
the existence of other forces acting at the same in Alicante housing market like labor
migration and local demographic movements (figuje gthers than a strong and sustainable
economic growth and the credit expansion seen istrab developed countries. It is more
difficult if some of the REVICVAL results related the differences due to nationalities in the
housing retiree demand are introduced into theyarsalWhat the survey remarks is the distinct
impact that retiree demanders have on the housergaghdepending on their origin. Britons
and Germans show not similar path in many aspedsthe tastes, location in Alicante
province, income, cost of living sensibilities, tireethod of house payment and also flow of
entrance, among others, possibly making the housmagket to react with different
sensibilities. The majority of Britons and Germaesree’s presence in Alicante (figures C to
G) suggests that both nationalities could be intoirty different influences into the housing
market stressing the differences on market ansmegsagmentation.

What this paper undertakes is the latter perspectivanswers the research question about
what different impact each group of retiree migsamave into the housing market signal and
whether their economic characteristics have plakedole as new fundamentals to affect the
housing market prices in Alicante province.

The model

This paper explores whether retiree flow of arrimahlicante province is responsible of some
part of the increase of prices in its housing mikaistinguishing between Britons and
Germans retiree migrants. A traditional demand tionas used, where the demographic
component as well as the income level and flowagital to invest in housing are supposed to
have permanent effects on the housing markets amables relatives to the short run
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equilibrium are also included into the model sugiggso have transitory effects, such as user
costs and vacancies.

The demand equation is focused in the effect ofetieee flows. Of course, there is a
consistent reason to consider that retiree migrasigpart of the permanent demand which is
that they buy a house in any town, register asleess and live in Alicante. In fact, and instead
they only reside mid year or a bit more, they namfully link with the town through the
house expenses and maintenance, and demandingneeges every year, during the time they
stay in Alicante.

Since housing demand can be estimated as follows:

Qh: 6()(, Z) = 6[(P0p1 Y, K)!(ml Ah! CU), Of.l (1)
Where:

Qn: housing demand

X: vector of variables with permanent effects onrtaket, which are:

Pop Population

y: Real income per capita or other measure of peemigourchasing capacity
K: capital expenditure on housing other than income
Z vector of variables with transitory effects oe tiharket, which are:

Ph: housing prices

4dh:  vacancies

Cu.  user costs of housing

Of: other factors, such as relative prices of ofjuexds and consumer tastes

At any moment in time, the market fits through psdollowing the expression (Meen 2001):
Pli=f(X, Zx = an + @ (Pop) + as (Yk+ as (K) — as (dh) — as (Cu) + 14 (2)

WhereP,% represents price per unit of housing, adjustingrstito any existing shock from the
demand side. When this shock comes from any conmpameluded in the long term
equilibrium trend, the increase on prices coulddsider as permanent. This trend is a
function of long term equilibrium factorX). Deviations are produced by components.of

The demographic component could be rewritten inodifferent sources of population
flows so that its variations are determined byrtatiral population growth and by
immigration.

Pop = Pop.1 + 4pop + IR + Ol

wheredpopis the natural population growtt® quantifies the international retiree immigration
andOIl measures the rest of immigration, national orifpre

The origin of migrants is associated with the agerievel of income per capita through the
labor market. Then, residents’ income per capitdccoary depending on whether the income
source originates in the local labor market or bie local population and immigrant workers
will have similar income levels coming from waggg Get in the local market. On the other
hand, the income of retiree migranyg),(which may be higher than that of the local lasy

takes the form of pensions whose amount dependsh@nproductive specialization and
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education held by retirees in their country of origs well as the wage levels in their country
of origin during their working years. Income pepita can then be expresseds: f(y, Ye).

The ‘normal’ level of housing price is a functiof [pop , (y)] from local population with
local income along with immigrants working in treedl labour marke{Ol, (ys)], and retiree
migrants with their pensiongR, ye. Available resources to finance the retirees’ dnogl
purchaseK, could also have two different sources: mortgafygy and the external saving or
housing equity from the country of origin assoaiaath retirees &), (Ki = M + S¢y).

Then, (2) could be re-written (2) as,

Pt=a1 +1 [dpop+ Ol, (W), Ml + & [IR, Ye , S + a5 (dh) + as(Cu) + 14 3

Equation (3) could be interpreted as prices reatdyethe market are a result of two different
forces that act simultaneously and derive from s@arces of demand, each of which have
their own characteristics. Both participate in ttetermination of market equilibrium. If the
relative weight of G [IR, Ve, S{) is large or increasingly relevant, changes oitld modify
the market constants, driving the market to a nevokequilibrium parameters.

When the immigrant flow ‘appears’ in the market, 3 changes from 0 to any positive value,
price P, may move away from the previous trend line in ansiwehe demand shock. Once
the market assimilates the innovation (shock ananpaeent change), then the effects of
continuous and stable growth tend to be refleciethe market constants as the fundamentals
predict. The retirees’ presence will impact eduitim if it is large enough relative to domestic
demand’s fundamentals, segmenting the market afidraticing them from the average
market characteristics.

These suggest that we could define a specific hgusemand equation for retirees’ migrants
in order to capture their impact on housing prigeswth.

We know? that the retiree migrants tend to use cash tofgatheir houses, so their presence
implies an important flow of capital arriving toehmunicipality, then variables related to the
capital movements, as interest rates, have to lewam to explain the housing purchase
behavior. We also know that retiree migrants akentpadvantage of housing price and cost of
living differentials (Gibleret al, 2009). Paying in cash should means that migraat® to
‘translate’ their wealth from their local currengi® the peseta (previous to 1999) and then
euros, being also relevant the role of exchangsras it happen in any other ‘export’ sector.
This is important in order to quantify the purclmgscapacity for Britons buying with pounds
or Germans in marks. This then requires the inactusif the exchange rate into the model as a
variable determinant of the flow of capital compone

The differences in the cost of living should affdetir pension’s purchasing capacity measured
in pesetas/euros. A pension that supported onbwatd medium purchasing capacity in their
origin country could provide high purchasing capaan Spain (as the REVICVAL project
supported). This could be caught by the ratio belwsonsumption goods price levels among
countries. The evolution of this ratio could bperaxy of how strongly purchase capacity could
attract retiree migrants to the Alicante municiped.

2 The results indicate come from the REVIGVAL Projegults. See Gibler et al, 2009 for more details.
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Regarding those short term variables affectingeipglibrium in housing markets, the variable
Cu (user cost of housing) captures the common effemtn mortgage interest rates,
depreciation rate, property tax rate, marginal imectax rate, inflation, and capital gains
(Dougherty and Van Order, 1987)Some of its components are constant or zero fifwen
retiree’s perspective. Depreciation and properky dee considered fixed. For this group of
migrants, income tax is zero because retiree migram not declare taxes in Spain. Regarding
the capital movement, differential in interest saténflation and capital gains could play a role
to explain the impact of the retirees’ presencehl@nmarket equilibrium. Interest rates could
have an effect on the housing purchase decisiaerins of the difference in mortgage interest
rates in those cases where migrants used a mortgatleir origin country or in Spain) to buy
the house or, simply, referring to the capital sodthe inflation effect on their purchase
capacity is captured by the ratio between the @Rhé country of origin and the destination
province. The capital gain perception for thisugras captured by the speed on housing prices
increase in the local market as usual.:

Hcg: =(A Hpr/ AHpr(-1)): (5)

And the interest rate premium (Irp) could be defias
Irp; = Mire;— Mirl, (6)

Hcg is the housing capital gains differentia Hpr the increase in housing prices, and
AHpr(l) the increase in prices in the previous peridire is the mortgage interest rate in the
country of origin and Mirl is the mortgage interegate in Alicante, so Igwill be negative
when the cost of capital in Alicante is higher tiathe country of origin.

Then, the short run component affecting to reticdEaand remains as follow:

Cu = f([CPIE/CPIi], Irp, Hegl (7)

Then, the model refereeing to the retiree’s denwrtbuses in Alicante, to be estimated is:

APn= a1 +V1[IR] ¢ +yolYe /Y] « +Y3[EXr]t +ya[ CPI/CPI] ¢ +ys Heg + Ve Irpy — s (Ah) + e (8)

Data

The data for this analysis were obtained from déifé sources. We use the conclusions for
British and German retiree migrants from REVIcVAL order to address the conceptual
model, from which we learn the main flows of retim@igrants, their location, average age and
habits to buy houses and pay with equity. Thisrmigtion draws this paper to select the
specific data to define the housing price model.

A database is constructed pooling dynamic datag2¥®8) to estimate the model. A different
model is fitted for Germans and Britons in order dontrast the various impacts by

3 User cost component is commonly regarded as tiigage condition of housing market, due to, HR / ((1-
@it — 1t + ot — (ge./g)t) (Meen, 2001). This expresién inclute®me tax componendy, interest rates i
inflation 1 , depreciation rate or housidg and capital gains as a negative cost to holdéso@ph./ph)) .
Poterba, 1984, also includes other type of tasréitg ) and the interest rates for alternative asséwsrahan a
house: Cu= ((I~))(it +T ")+ dt — E¢T)).
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nationalities. Including the last information awadile (until 2008) we can check the impact on
financial crisis through housing markets in thegmal countries, in the Alicante region.
Definition of data is contains in Table 1.

Description of the information used in the modebétow.
Housing pricesare obtained from the Spanish Ministry of Houstadabase started in 1988

and collected through 2008. Real housing price® teeen computing deflating the amount by
square meter with the construction cost index, das005. Figure 1

Residential variations- (IR) INE, Spanish Statistical Institutenttp://www.ine.e¥ publishes
the number of new registered persons to live mumicipality each year (about 27 millions
from 1988 to 2008 in all Spain). Residents neeldeegistered in order to obtain the benefits
in the municipality, such as the right to receivenicipality services, use the amenities or
receive health support. The database discriminasdents by origin, so we extracted those
British and Germans older than 55 years by years phovides a measure of the flow of
British and Germans retirees arriving to each mpalties in Alicante during the period
1988-2008. As it is a flow, we include it withoutyatransformation. The profile could be seen
in Figure G explained before.

As a measure ofelative incomewe have used harmonized measures of the total P
capita in constant terms of the three countrieghtncase of Germany and Spain, both are
measured in euros but the British total income eded be normalized into euros using the
exchange rate. It has been calculated starting fittenGDP in constant pounds. Relative
income is defined as the ratio between the incoerecapita in the original country out of the
Spanish one. Figure 2 shows the evolution of theenveasures together with the relative ratio
between German and British real income.

Exchange rateare computed using the direct exchange rate batineeBritish Pound and the
German Mark with the peseta until 1999. From timéf the exchange rate is between the euro
for the former and two for the latfeiThey have been calculated using the original ftata a
German historic database (http://triacom.com/aehiVhe both shapes are shown in Figure 3.

The measure of the differencespurchasing capacitys made using the CPI series in the three
countries. A common index in the same bases imastd in order to allow us to compare the
evolution of consumption goods purchasing capaaitthe three countries and compute this
variable as a ratio between Alicante CPI and thgirocountries’ CPl. We expect to capture
the living cost incentives by the difference in thest of living changés The base year of the
index is 2005, so we fixed the value 1 for thisiafale at that year and during the rest of period
the measure follows how the price indices evolfedintly on a comparison basis reflecting
the evolution of the cross purchasing capacity agremonomies.

To capture the impact afiterest rates differencethe 10 year bonds rate of banks for the three
countries (Germany, U.K and Spain) is used fromadatovided by the Bank of Spain
(http://www.bde.es Then, the ratio between the UK or German rates fthe Spanish rate is

* Which is, in fact, the bilateral exchange ratedbby the euro between the German and Spanisteyrre

® We also recognize that the CPI used also are mobgeneous due to differences in the internal siracof the consumption
model in UK, Germany and Spain. However, thereoisamother source of prices we could use for thieeeperiod., The
Harmonize Price Index does not contains data forad# is only available from 1997.

-10 -
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computed to reach the measure. It shows the ineend capital mobility and governs the
investment decisions. Figure 5 shows the shapeesktvariables.

Vacancies are not registered in the Spanish statisin order to approach the vacancy
behavior, it could be considered that strong fldvd@mand increase prices and incentive the
developers to start new construction. Then, a pfoxyacancies could be reached through the
ratio between starts and compléedhich gives an idea of the changes into the viean
stock but, unfortunately, nothing is known abow ttumber of houses pending to be sold and,
then, the existence of an ‘excess’ constructiotart&nd completed units statistics come from
the Spanish Ministry of Housin@itp://www.mviv.e3. Figure 6 show this variable.

Lastly, Capital gainsare computed using the housing prices of Alicamtevince. The
definition we use is the same as in Meen (199&) the percentage increase in housing prices
annually. Then:

cg, = [Ap%h_i } 100 )

Empirical exercise

The model (8) is fitted in a context of stochaséationships using regression techniques on a
dynamic data base. The expression adopts a sefuilogjonal form as follow:

INPre= a1 Hy1[INIR] t +yoYedYs] « +Ya[EXTi] ¢ +Ya[ CPLW/CPI] « +ys Hegt +

+Ye Irpke — Ots (Ah), + Ly (10)

Being k= origin nationalities, k=1,2, .... Where k=K and i =2= Germany
With [32, [35 and[36 >0; and[33, [34, [36 and[37 <0

It is applied in two separate models for Britonsl &ermans. Regarding the time structure of
the data, stationary test are conducted on eveighta (table 2) finding that all variables are
integrated or order one and only vacancies arestay.

We also take into account what we knew from REVI¢VAbout what variables should be
endogenously determined and which not regardingetiee reactions to home purchases. We
consider that vacancies and capital gains are @ooge but others are endogeneously
determined into the model. This is because thesgeinswer that they are not attracted for the
capital gains obtained selling the house they hutyalso for the attractiveness to live on them,
what means that there is no direct incentive fromuge revaluation to take the purchase
decision. In fact, they choose the cheaper housegathe territory subject to the tastes
conditions, and availability and relative low puaslke capacity for other goods. Vacancies are
exogenous in this model. Then, capital gains aredaoced into the model in difference form
as exogenous variable as well as vacancies aslevel

® The inventories theory ( Maisel, 1963) maintaiattthose houses in construction are part of thancies
® In all notation, we have named this variable &sWe say R55 in order to fix that the flow of nagts used are
those older than 55 years, what it is supposeddheyetired or pre-retired.

-11 -
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Cointegration test are also estimated in orderepdon the time relationships existing among
the variables included into the model. Two coindégd relationship are found among the
independent variables real housing prices (in |a§$iR)), relative income ratio (INC), flow
of retiree migrants (in logs, LR5Y) relative long term interest rates (IRP), relatiurchase
capacity (PC) and the exchange rate (EXR). Thasdtsecondition the framework method to
be used to fit the model. A Vector Correction madelefined as follow:

Aphtz r[Qt_]_] + G[Z(AQH)] +qJ[Zt ]+ & (11)
Where:

[Q:1] @ matrix of the independent variables definedheflagged one period. It constitudes
the long term relationships with permanent effectisiependent variable and capture the
permanent impact on changes on housing pricesioaite.

>(AQ¢;) a matrix with the changes on independent varsalalgged i periods. It represents the
short run convergence to the equilibrium

Z: is a matrix of exogenous variables, includingetiéinces on capital gains and vacancies.
©, W and I', are the vectors of parameters to be estimated

The model is checking the impact of the retiree ratign presence on the housing prices
relative to the province. As explained before, éingval of this migration flow, with higher
level of income and wealth, could impact the hogsimarket equilibrium, increasing prices
locally. We conduct this exercise discriminatingvien the two nationalities to check for
differences. Then, we fit the model separatelyBotons and Germans, estimating the impact
on housing prices.

Once the estimations are obtained (Tables 3 )rdpeesentation of the long term equilibrium
are also calculated (Figures 7 for German modelfamudle 8 for Britons model) in order to
observe the time pattern affecting housing priceAlicante. Once the influence are isolated,
an impulse-response effects to forecast the impfagtshift in main long term determinants are
also estimated in both models (figures 9 and 10).

Results and discussion

Both models show the existence of two cointegratieationships, one governed by prices
(suggesting the combination of fundamentals denfantiousing market equilibrium, named
Long T1l) and the second governed by interest rétapturing the basis of long term
investment decisions, named Long T2). In both catles VEC gives back an strong
explanatory power (Adjusted R2=0.52 in the cas&@&fmans and Adj R2= 0.63 in the case of
Britons model) and statistically significant coigtation parameter in the case of the long T1
for Germans and both for Britons. These suggestsadifference among the impact of both
migration flows, where Germans are more affectedildgg services and Britons by both
aspects including the financial conditions. Bothdals show a relative rapid convergence
process to the market equilibrium faster in theeaalsGermans, with a relative low impact of
the short run determinants, but slower in the cd®ritons who show a statistically significant
effect of short run components determining a haptecess of convergence due to financial
shocks. Finally, in both cases, the changes onatagains are related to the housing price
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acceleration in Alicante with similar weight (paraters are -0.48 and -0.47, both statistically
significant). Their sign (negative) shows the dasneg returns of capital contributing to the
convergence process.

- German model

German models shows statistically significant Idiegm relationship T1, where the only
significant variable is the German income and aheot included into the model. This
suggests that the flow of retiree migrants towaddisante does not affect to local prices
increase as such but the income strongly doesi. ilhpact of the relative income on price
acceleration is 0.08. The model doest not givesatystically significant relationship between
changes on housing prices in Alicante and the sbdong term equation (T2) but their
components are significant as their own, showinghstype of independent impact not
permanent on prices as a whole. These variablesigration flow (-0.09) and exchange rate
(-0.001) with a final positive sign to changes arcgs and purchase capacity (0.467), with
negative sign and strong significance. In the adgbe first two, their final impact is close to
zero (0.008 and 0.00007), showing that the flowngfrants could have a very small impact on
the housing prices change and exchange rates pabgbly more relevant before 1999 which
was the year when both currencies (German markSgaahish peseta) entered into the euro.
The close to zero and significant coefficient ofleange rate could suggest how the impact of
the EMU integration has affected to the German stment on Spanish housing market,
possibly eliminating the purchase capacity diffees(for houses). These could explain, as the
model seems to suggest, the evolution of the flbwnigrants due to both variables show a
common long term swing (cointegration vector- T2)rchase capacity (PC) exhibit a negative
impact on house prices changes apparently witheth@anent effect on housing prices. The
sign and significance of the parameters in the lwrg relationships seem to explain how
there is a reduction of Germans flow of retiree naig at the same time that exchange rates
become constant and the purchase capacity in Aédalis (increasing PC means that Alicante
price index rise faster than German price indegntteducing the purchase capacity of foreign
income for Spanish goods), at each unitary chahgeerest rates difference.

The German model also shows any short run reldtipnsneaning with it that there no exist
influences affecting the equilibrium from the sham perspective.

Finally, the proxy for vacancies is significant apadsitive related to housing prices change.
The sign, contrary to the expected, does not seesindw the traditional equilibrium of the
market (the larger the vacancies the lower thes@quice increase). On the contrary, it seems
to suggest that there is a price incentive to hamsestment (more starts than completions) in
presence of the German retirees and their econamacacteristics, capturing the price
incentive to house-building when Germans are platteodemand. The estimated parameter is
small, 0.021, suggesting that an increase in 1%amancies is related with an increase of
0.021% of housing prices.

Representing the convergence process is usefutderstand the results. Figure 7 shows the

main and secondary long term relationships convexgéo the equilibrium. Both shows strong
positive correlation and rapid convergence to tpgldrium.
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Some forecast exercise is done estimating the wepulsponse answer based on the VEC
result. Figure & shows housing price reactions in Alicante in pneseof innovations in any
of the long term determinants included into the eloRegarding the retiree flow of migrants
(LR55), an increase of 1% on migration have a pasitmpact on the house price acceleration
in Alicante starting smoothly in the second peraifter the shock and increasing during all
period without convergence. It surpasses the 0.01%eaction from the '0 future period.
Interest rates differences and income are the caemis with stronger impacts on housing
prices increase meanwhile purchase capacity artthege rate has no or negative impact.

- British model

British model shows many differences with the Germedel results comment before. Firstly,
their convergence coefficient shows significantapaeter for both long term relationships and
lower convergence power than in the German cada {beLong T-1 = -0.1 and for Long T-2
= -0.04). The significant of two cointegration vast means that both contribute to the price
equilibrium with different dynamism. Regarding theng T-1, the value of the estimated
parameters show they strongly determine the pryceughism, with significant coefficients in
the income (positive) and also in the purchase a@gpand exchange rates (negative). The
former shows robust and inelastic reaction (0.6%.28*-.01) but the latter both shows very
robust and elastic reactions (-2.69 and -2.3), ssiygg that both play a role diminishing the
housing price growth meanwhile relative income flowrease, at one unit of price. This
equation does not show as significant the Britiskwvfof migration which suggests that the
flow of retiree migrants is not large enough tceeatfthe housing prices changes but the rest of
long term determinant does.

The long term relation T-1 explain that real psige Alicante are related to a decreasing UK
income relative with the Alicante income, but wih increase on the exchange rate (which is
the measure of purchase capacity of the incomeumgbs) and an increase on general purchase
capacity due to the relative evolution of price @ardin both countries (the ratio between
Spanish CPI and British CPI diminish showing a treéa higher purchase capacity of
consumption of Spanish goods). These results sdenssipport what the British retirees
declared about the better purchase capacity of theome in Spain and the impact of the
exchange rates on that. An increase of 1% in tlaive UK income affects a 0.65% in the
increase on prices.

The long term relation T-2 nor show any statisticaignificant parameter for the flow of
British retirees. It captures the long term combaora of income, purchase capacity and
exchange rate at a one point of interest ratesrdifice. In this case, the signs are the contrary
but with strong and significant parameters, higklgstic as explained in the case of T-1. The
final effect on housing price changes (-0.69 fdatree income, 2.6 for purchase capacity and
2.1 for exchange rate) are similar than in the iptesscase but with opposite sign.

Representing the trend to the equilibrium (figujetBe effect on the two long term relations
inside the UK model could be seen due to the contkeehaviour of both cointegrated

relationships. First relation is the leader drivitigeir impact on housing prices acting the
second one, diminishing their strong shock. Thesams to suggest that influences coming
from the financial variables could slow down theedt effect on housing prices coming from

% |Impulse-response answers are not accumulatedures 9 and 10
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the income level, the attraction of differencegponchase capacity as well as the exchange rate
effect.

Another different result is the role of vacancieghe equilibrium. In the UK case, vacancies
are not significant suggesting that prices do meoidsany signal to developers in presence of
British retirees, or, in other words, British coud@é decide to locate in those markets with
excess of construction absorbing vacancies unis(ar) arriving to those markets where the
construction of houses rise due to other reasons.

This interpretation could be supported also byghert terms results. The UK model show
short term significant parameters of interest rdiffisrences and exchange rates, so, with those
variables related to capital movements. In botlegathe parameters are positive showing a
direct relation between them and the house pri@ngh. This could be interpreted that an
increase in 10 year bond interest rate ratio (Ukrigh IR) and/or the exchange rate (pounds
by euro) accelerate the housing price in Alicafteese sort term reactions could explain how
a better conditions in the financial or currencyrkea affecting the purchase capacity of the
UK income (for houses as well as for other goodsSpain) make to retirees to take the
decision to buy a home in Alicante and migrate.

Conclusions

This paper presents research about retiree migrtion Germany and the UK to Alicante,
Spain. Based on the results of a primary data (RE¥IcVAL), some characteristics of these
homebuyers are revealed which suggest their presenthe housing market has important
impacts on equilibrium. Retiree migration is cortcating in locations such as the province of
Alicante, where they are creating an external sho¢ke local housing markets. Because their
socioeconomic characteristics differ from the resid in the receiving markets, they constitute
a strong demand force. They purchase homes with wasn arrival, which means that local
housing markets are receiving flows of capital froutside the country. The decision to move
appears to depend on the destination housing ns@inomic characteristics, the economic
differential between origin and destination housmagrket, and the level of retiree’s income.
We contrast if their presence in Alicante housingrket could segment the markets and the
economic reasons moving the retiree to buy homekdir municipalities. We use dynamic
time series techniques testing cointegration ireaor correction framework. The analysis is
conducted separately for British and Germans ieotal check their different behavior.

Results show strong evidence Strong evidence atheuimpact of the retire migration to

Alicante on housing prices as a permanent demaitd, more volatility in the convergence

process in the case of Britons rather than in teer@ns, supporting the theory of housing
markets receive permanent impact on prices but wistinct intensity depending on the

nationalities (explanatory variables).

The Germans model shows a significant main longn texlationship (markets fundamentals),
with highly dependent of income premium, rapid cengence process (coint=-0,023), a long
term relationship governed by interest rates (for@nreasons) being not significant which
suggest that capital movements reasons are nanglayy role to intensify the presence of
German retirees buying purchasing homes in Alicafite market adjust is according with the
principles in this case, with capital gains plag/nible and vacancies showing the increase on
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starts reacting to prices change and related tprbgence of German retirees. There is a high
explanatory capacity in this model (Ad R2=0,52)

The model for Britons also shows an high explaryatapacity, AdR2=0.63, with both long
term relationship being significant and a bit lepged to reach the convergence (-0.1 and -
0.04), suggesting that both groups of determinaftedamental and finance variables,
governing the retiree decisions to buy houses iitafite. Income, Exchange rates and
Purchase capacity are the main determinants adeheand and, then, interest rates. First long
term relationship stress housing prices (first éQua and second one balance them on the
market. In no one, the flow of retiree migrantsmsedo affect directly to housing prices but
indirectly through the income and purchase capapidyt due to the currency evolution and
relative CPI prices. Vacancy has no significant,rsarket fits only through prices in presence
of British and they do not seem to affect the catsion of new units.

The results seem to show a more volatile demartivsh rather than the Germans, following
other incentives rather than the only housing ones.
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Table A . Foreigner Mobility to and within Spain 1988-2004

Residential moves
Millions of
persons %
Total 1988-2008 28.6f 100.00)
1999-2008 20.7p 72.22
Foreigners moving to Spain 1988-2008 6.21 100.00
1999-2008 5.79 93.12
Internal movements within Spain 1988-2008 22.4% 100.00
1999-2008 14.9p 66.4
Source. Estadistica de Variaciones Residencialesolata. INE, 1988-2008
Figure A
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Figure B. REVICVAL. Factors Attracting Participant s to their Retirement Destination.
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Figure C.- Immigrants to Alicante Age 55 and Olderby Year of Arrival
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Source. SPANISH STATISTICAL INSTITUTE(INE), Resid@éad Variations Survey (Encuesta de Variaciones
Residenciales), microdata 1988-2004.
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Figure d. Destination of UK Immigrants to Spain 198-2004
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Source. SPANISH STATISTICAL INSTITUTE(INE), Resid@ad Variations Survey (Encuesta de Variaciones

Residenciales), microdata 1988-2004.

Figure E. Destination of German Immigrants to Spain1998-2004
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Figure F. REVICVAL Participants’ Year of Arrival i n Spain
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Figure G.
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Table 1. Variables Used in the Analysis
Variables
NAME IN THE
MODEL
P, Price per square meter paid for current home. Rewls PRICE
[IR] Flow of new retiree migrants arriving to Aliote older than 55 years MIGRANTS
[ Ve/(Y9)]+ Ratio of GDP per capita in real terms from thgioricountry out of the Spain INCOME
Exchange rate of British Pounds to pesetas andetheos for British retirees;
Exchange rate of German Marks to pesetas for Gerataaes Exr GER = EXR
ExrUK, GE [mark/ECU ift< 1999, Exr =0 otherwise EXCHANGE
[ CPIJCPI] [Ratio of CPI in Great Britain or Germany to CPWlicante at time of retiree move| CPI
Hcg Capital gains in Alicante housing market GAIN
Irp; = Mire;— | Difference between mortgage interest rate in GBeidin or Germany versus the
Mirl rate in Alicante at each time INTEREST
Ah =
start/complet
ed units Vacancy rate in the Alicante market at the timertteee moved — housing starts? VACANCIES
Figure 1.- Housing prices in Alicante province
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Figure 2.- Relative income measure
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Figure 4.- Relative consumer price index relationsip
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Figure 6.- A measure of vacancies for Alicante housy market
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Table 3.- VEC results for retirees impact on housig market equilibrium in Alicante

province
VEC FRAMEWORK
semilog definition

Dependent variable: D(Iphr)

GERMAN RETIREE’S
EQUATION

Variables
LPHR(-1)
IRP_GER(-1)
LR55_GER(-1)
GER_INC(-1)
PC_GER(-1)
EXR_GER(-1)
C

Long term convergence
coef.

Long term relationships with permanent

effects

Long T-1
B
1,000
0,000
0,134
-3,632
4,945
-0,002
-4,780

-0,023

[0,496]
[-3,049]
[1,3094]
[-0,3004]

[-4,268]

Short term relationships with temporary effects

D(LPHR(-1))
D(LPHR(-2))
D(IRP_GER(-1))
D(IRP_GER(-2))
D(LR55_GER(-1))
D(LR55_GER(-2))
D(GER_INC(-1))
D(GER_INC(-2))
D(PC_GER(-1))
D(PC_GER(-2))
D(EXR_GER(-1))
D(EXR_GER(-2))
C

exogenous effects
VAC1

D(HCG)

tests:
R-squared
Adj,R-squared
Sumsq,resides
S,E,equation
F-statistic
Loglikelihood

Determinant resid
covariance (dofadj,)
Determinant resid
covariance
Loglikelihood

0,018
-0,200
0,136
0,031
0,008
0,004
0,037
-0,063
0,004
0,388
0,000
0,000
-0,001

0,021
-0,484

0,62
0,52
0,02
0,02
6,21
204,55

0,00

0,00
517,87

[0,1984]
[-2,059]
[1,3624]
[0,2671]
[0,8587]
[0,5691]
[0,7947]
[-1,440]
[0,0132]
[1,2843]
[0,3650]
[0,1722]
[-0,1049]

[2,5092]
[-6,6467]

Long t-2

B
0,000
1,000
-0,092
0,089
0,467
-0,001
-1,088

-0,091

[-6,017]
[1,3190]
[2,1854]
[-2,627]

[-1,1582]

Dependent variable: D(Iphr)

BRITISH RETIREE’'S

EQUATION

Variables
LPHR(-1)
IRP_UK(-1)
UK_INC(-1)
LR55_UK(-1)
EXR_UK(-1)
PC_UK(-1)
C

Long term
convergence
coef.

Long term relationships with permanent

effects
Long T-1
B
1,00
0,00
-6,28
0,27
22,04
25,78
-31,57

-0,10

Long t-2
t B t
0,00
1,00
[-3,203] 18,82 [3,8472]
[0,6130] -1,09 [-1,0007]
[5,1212] -58,47 [-5,445]
[3,0670] -70,52 [-3,3623]
62,19
[-3,266] -0,04 [-2,866]

Short term relathiships with temporary effects

D(LPHR(-1))
D(LPHR(-2))
D(IRP_UK(-1))
D(IRP_UK(-2))
D(UK_INC(-1))
D(UK_INC(-2))
D(LR55_UK(-1))
D(LR55_UK(-2))
D(EXR_UK(-1))
D(EXR_UK(-2))
D(PC_UK(-1))
D(PC_UK(-2))

C

exogenous effects
VAC1

D(HCG)

tests:

R-squared
Adj,R-squared
Sumsq,resids
S,E,equation
F-statistic
Loglikelihood
Determinant resid
covariance
(dofadj,))
Determinant resid
covariance
Loglikelihood

. Number of lags choosed to those minimizing the Akaike criteria, in two lags
. Bold numbers means a level of significant at 0.01
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-0,02
-0,19
0,12
0,11
-0,07
0,00
0,00
0,01
-0,11
0,30
-0,22
0,05
0,01

0,01
-0,47

0,71
0,63
0,02
0,02
9,19
214,70

0,00

0,00
1032,32

[-0,2368]
[-2,264]
[2,1602]
[1,8919]
[-0,8360]
[0,0500]
[0,0579]
[1,0903]
[-0,7644]
[2,1981]
[-0,853]
[0,2024]
[1,2143]

[0,8826]
[-7,3328]
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Figure 7.- Long term determinants of housing price in German model
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Figure 8.- Long term determinants of housing pricesn British model
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Figure 9.-Impulse-response effects on housing prices of thetiree migrants presence.
German retirees’ model
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Figure 10.dmpulse-response effects on housing prices of thetiree migrants presence.
British retiree’s model
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Annex. Details about REVICVAL project

The REVICVAL project is exploring the role of Euregn retirees in the housing market in the
Valencia Community. This fundamental objective dwiees various aspects related to the
geographical boundaries of the study, the populaggmups involved, and the housing market
components analysed. REVICVAL tried to identify tredationships between retired European
immigrants and the housing market. The project wsepiestionnaire, a number of in-depth
interviews, and several focus groups to obtaindlai®. The questionnaire was composed of 52
guestion grouped together in several thematic Isloickthe main block dedicated to property, the
aim was to obtain quantitative data on the retgdelusing (size, design, year purchased, price
paid, etc.) through which the economic mechanismderlying the operation of the retiree
housing market can be extrapolated. Other qual@atata collected include opinions about what
attracted them to the area and their specific hantetheir perception about their income relative
to the cost of living. Regarding the mechanisnat thetermine retiree mobility across Europe
and the movement of capital, it was considered mand to gather information about how the
residents financed the purchase of their Spanigheso The questionnaire also collected
sociodemographic data (age, gender, educational, leationality, income, etc.).

The geographical context in which the researcheiebbped is the Alicante province, Valencia
region of Spain, where 16% of the population of51ngillion is foreigners; two out of three of
these foreigners are over 55 years old and nineobtégn are Europeans (Census, 2001). The
most recent official data make it possible to idfgrihe dominant national retiree groups. Britons
and Germans, in this order, are the national grexfhsgreater numbers in the Alicante province
and its municipalities. The research team therefteided to focus its work on Britons and
Germans because they comprise the largest grodpsenough numbers and economic power to
have a significant impact on the housing marketlicante.

The distribution of European retirees in Alicangeniot uniform and tends to concentrate in
specific areas inside the province, the northemh swuthern coastal communities (Casado and
Rodriguez 2002; Rodriguez 2004). Taking this irtcoaint, and considering the lack of accurate
knowledge about the universe from which the saraptaild be drawn (foreign resident retirees),
the questionnaire was distributed in Alicante tpraportional sample according to town size
(municipalities with less than 2,000 inhabitant®se with 2,001 to 10,000 inhabitants, and those
with 10,001 inhabitants or more), their coastainteind location, and north/south location within
the province based on proportions found in the 20@hsus. Sex and age were selected as
demographic criteria for further stratification.

The 636 homeowners who responded demonstratechthe accelerated immigration pattern as
the general population (Figure 5). Their average iag5, with the British a bit younger (Table
3). Most have attained a secondary or universitycation. Average annual household income
falls between 12,000 to 36,000 euros a year, ViiéhBritish reporting slightly lower incomes.
Most British retirees receive income from both pukdnd private pensions whereas most
Germans report only a public pension. This incamsufficient to live comfortably in Spain
according to the retirees; however, 28.3% of thadBrsay it would be difficult to impossible to
live in the UK on their income (Table 4).

The retirees purchase a home in Spain close tontleethey move (Figure 6) at the prices shown

in Figure 7. Neighbourhood and economic charesttesi such as housing prices and cost of
living affected their housing decision (Figure 8)he great majority of retirees purchased their
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homes with cash, which means an extremely interflaweof capital into the market from other
European housing or financial markets (Figure e Tull estimated flow of capital into the
Alicante housing market due to the survey participapurchases of housing is represented in
Figure 10. The tremendous increase in capitalwfiloring recent years is a signal of a shock to
the housing markets in those areas receiving estire
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