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[. Introduction

1. During the last couple of decades it has becamesasingly more popular to
acquire second homes or holiday homes abroad. Marfactors can explain this
development and some of them are:

« general growth in households’ income

« more leisure time and longer holidays

¢ liberalisation of capital flows

» cheaper and more efficient transportation

» relaxation of border controls, making it easiergeople to move between countries

2. In addition a growing number of the populati@quires access to two or more
dwellings located in different countries due toitlhghysical movements related to work.
This situation is in itself a challenging topic,iasan be difficult to determine the residency
of the person.

3. This paper examines some of the main principked and the estimations carried
out in recording economic stock values and flowshie Norwegian Balance of Payments
(BoP) and National Accounts statistics (NA) relatecsecond homes abroad. The focus is
on the methods used and assumptions made ratmethénaesults of the estimations.

Main principles

4, The recording of stocks and flows in the NA @8wP statistics related to second
homes abroad must be discussed with three fundaim@ational accounts concepts kept in
mind:

*  Which economic values are involved?

e What kind of economic transactions are taking pladeat events or actions are the
economic values subject to?

¢ Who are the economic agents or transactors inv@lved

5. The economic value in focus of our interesthis tiwelling. The economic agents
involved are the owner of the dwelling and the @eu of the dwelling, which in many
cases are one and the same. A set of principlebetined out as follows:

6. Any dwelling, including owner occupied dwellings regarded as an economic asset
or factor of production in its capacity of contrilmg to the production of dwelling services
consumed by its occupiers, and this output is deetmédoe allocated to the country where
the house is physically situated.

7. If the dwelling is owned by a non-resident thgbia legal enterprise entity resident
of the country where the dwelling is situated, thwenership is manifested through the
shares in the hands of the non-resident. If thellohges directly owned, a notional unit is

deemed to exist. Production capital situated ioantry different from where the owner is
resident, is in the NA and BoP always transformgdrbputation into a financial asset

representing a claim of the owner on the rest efbrld, see figure 1.
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Figure 1
Direct ownership of second homes abroad

Country A Country B
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8. When a legal entity is established in countrythhough which the dwelling is
indirectly owned by a unit resident of country B, actual enterprise unit will replace the
notional enterprise unit in figure 1.

9. The next question is what kind of economic psses or transactions are the
dwelling subject to. First, a dwelling is a factdrproduction contributing to the generation
of income to its owner. If the owner is a non-resitl an income flow from the producing

country A to the owner country B will have to bewoeded in both the BoP and the NA, see
figure 2.

Figure 2:
Generation and distribution of income from second bmes abroad
Country A Country B
Productiol
i R 1
Dwelling Operating : Notional ! Property incom Owner
surplus ™| enterprise I
L _ 1

10.  Furthermore, the dwelling services supplied ciountry A must balance the
consumption of the same services, by whoever thepier is. In case of the occupier being
a resident of country A, i.e. the dwelling is rehte a local tenant, the balancing item will
appear on the account for household final consumptxpenditurke in the national
accounts of country A.

11.  On the other hand, if the occupier is a noidesg of country A, the balancing item

must be recorded not as household final consumpfi@ountry A, but as exports included

in the Travel item on the Rest of the World accooitountry A. In case of the occupier

being a resident of country B, the dwelling sersieéll have to be recorded as part of the
Travel item, debit or imports and as a balanciegnithousehold final consumption in the
BoP and NA of country B, see figure 3.

If the dwelling is rented by a producing unit ubletting, the balancing item will be intermediate
consumption of the producing unit.
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Figure 3
Generation, distribution and use of income from seand homes abroad

Country A Country B
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T l Consumptio
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|

12.  Finally, one important principal question to kmsed is whether production or
output (and consumption) of dwelling services takdasce regardless of whether the
dwelling is inhabited or not. This is a relevardus as a second home per definition is not
occupied full time by its owner, and in many caseseven let out to other tenants. There
are two aspects to consider in this matter; fgstjeration of income to the owner is only
possible if production of dwelling services takdacp, and secondly, consumption of
dwelling services can only exist if production talgace.

13. These questions are relevant not only for gtenation of flows connected with
second homes, however, but are just as fundamiengstimating output and income from
dwellings in general. It is therefore important poescribe the same principles of
calculations related to cross border ownership wéllihgs as to the estimations of the
dwelling industry in general in the NA.

14. In estimating dwelling services in general Naywfollows the recommendations
from the European Union (European Commission, 20Blgre the common problem of
empty dwellings is discussed, but also the speciat of holiday homésTo estimate the
output of holiday homes the annual average rerftainoilar facilities shall preferably be
used. The annual rental implicitly reflects therage occupation time.

15.  Next, we turn to the sources and methods eredlay the Norwegian NA and BoP
statistics to estimate the stocks and flows desdréibove. But first chapter 3 gives a short
resumé of the development of those statistics indyp.

lll. The development of the Norwegian BoP statistis

16. In Norway the BoP has been compiled and pubtists part of the NA since its
infant days. When strict exchange control was thiced just after the second World War,
information on payments became available and peepby Norges Bank, the Norwegian
central bank, as bank settlements statistics. & weed for statistical purposes by Statistics
Norway and published under the heading “Betalingsisestatistikk”, the Norwegian
equivalent to Balance of Payments statistics (Paymietaling). From the mid 1950’s the
name of the statistics was changed to “Utenriksskap”, equivalent to “Rest of the world
account” in English, at the time a striking acipromoting the integration of BoP with NA
statistics.

17. The bank settlements statistics of Norges Bamklved over time into the
International Transactions Statistics (ITRS), awdmied, together with customs based

2 Articulated in para. 1.4.2 of Regulation 1722/2@®%he European Commission.
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external trade statistics and statistics on freigitome and operating costs of the
Norwegian merchant fleet, the basis for the contipitaof the Norwegian BoP statistics.

Together with the annual census of assets anditiebiwith non-residents, established as
early as 1919, the users were supplied with a mdata set giving a broad picture of the
residents’ economic relations with non-residentslofway.

18.  Over time Norway experienced a substantial gnaw the number and complexity
of payment transactions with the rest of the wdBdth the costs of collecting the data, but
also their quality and consequently the qualityhef settlements statistics, were questioned.
The issue led to a closing down of the ITRS froimpr2005. At the same time Statistics
Norway was assigned the task of designing and ngnai new data collecting system,
initially covering all domestic sectors except tenks and credit institutions. Eventually
these sectors were also included.

19.  For the household sector a new data collegystem had to be established, built as
a fragmented system based on different sourcesregpmtting channels. As for data on

stocks and flows connected to second homes abeoadder perspective was introduced

compared to earlier years.

20. In the former ITRS of Norges Bank and BoP stia of Statistics Norway, no real
efforts had been put on estimating stocks of dwgdliabroad. Neither had any attempt been
made to impute flows of property income relatedht® ownership of such dwellings. As
the ITRS in its core was based on payments or mem&non bank accounts, the
expenditures stemming from purchases of dwelling®ad were in principle included.
There was however a real danger that those traosaavere mixed up with transactions
recorded under the Travel item.

21.  On the other hand, Norges Bank started in ¢éloersd half of the 1990’'s to collect
data on and estimate the value of stocks of sebontkes abroad to be implemented in the
financial accounts statistics for institutional tes of the NA. This information was used in
the new BoP statistics both as part of the Intéwnat Investment Positions and as a basis
for estimating related income and expenditure flosisthe non-financial part of the
institutional sector accounts. The next chaptet®dluce the methods used for estimating
those stocks and flows in the current BoP and Nistics.

Estimating stock values of second homes abroad

Stock value of dwellings owned by Norwegiansbaoad

Number and location of second homes abroad

22.  The number of foreign properties owned by Naiae resident households is based
upon yearly data collected by Statistics Norway andnterview survey conducted in the
second half of 2002 (Sentio, 2002). The interviewvey found that 2 per cent of
Norwegian households had holiday homes abroad.

23.  The number of Norwegian households that owecorsd home abroad in 2002 is
used as a benchmark. Then more recent years iscpedjby extrapolating the benchmark
estimate with a volume index. The volume indexdduted from data recorded in the Tax
Return Statistics (Statistics Norway), in which thember of persons who report they own
property abroad is registered each year. Hencebémehmark estimate from 2002 is
extrapolated using the annual growth in personertiy the own property abroad.
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Figure 4
Estimated number of Norwegian households that ownesond homes abroad
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25.  Figure 4 above illustrates the growth in thenhar of households owning second
homes abroad, estimated to be 32,900 househol@908, and increasing to 81,172 in
2008. It can be mentioned that according to the Raburn Statistics (Statistic Norway) the
number of persons reporting ownership abroad i94B4,and 34,670, respectively. The
main source for the Tax Return Statistics is thee@orate of Taxes’ Register for Personal
Tax Payers, and it covers all individuals subjediix assessment in Norway in the relevant
fiscal year. By Norwegian law, ownership of foreigroperty is to be taxed. As the data
stems from the personal tax return, reporting erfosm respondents may be deliberately
done in some instances, as true information wilger off a tax claim. We therefore have
reasons to believe that the number of persons irigimwnership is underreported in the
tax data. Thus, data from the Tax Return Statistege only as basis for the volume index.

26. In order to locate in which countries investisetake place, balance of payments
data have been applied, founded on the former patybesed international transaction
reporting system (ITRS) From this statistics the household sector iselthko payment
transactions in foreign estate and their countiesrigin. Location of second homes are
categorised into Spain, Sweden, France, Denmarko#mer countri€s On the basis of
these categories a frequency distribution is resardvhere Spain contributes 50 per cent,
Sweden 20 per cent, France 10 per cent, Denmaek @emt and other countries 13 per cent
of total investment by Norwegian households.

2. Average prices of second homes abroad

27. The stock value of foreign property is derivmdapplying average dwelling prices
to the number of second homes abroad. Officialagedwelling prices are used as a proxy
for prices of holiday homes. The property markesjidit into the categories identified
above from the ITRS. The average dwelling priceSmdin, France, Italy, the United States
and the United Kingdom are derived from ReutersV¥ico(Thomson Reuters), while
dwelling prices from Sweden and Denmark are cadléctrom Statistics Sweden and
Statistics Denmark, respectively. The figures ahent converted from their actual

3 The data series were not continued after year.2004
4 The category "other countries” consists of thetehiStates, Italy and the United Kingdom.
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currencies to Norwegian kroner using end-periocharge rates. Based on the frequency
distribution deduced from the ITRS, the estimatadchber of households owning a second
home abroad is dispersed accordingly into the cmsinvestments take place. For each
country, the estimated number of homes is theniptiell by the respective dwelling price
calculated in Norwegian kroner. The total stockuealof foreign property owned by
Norwegian households is then the sum of stock galueach country.

Figure 5
Stock value of Norwegian households’ investment iforeign property (second homes)
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28.  Figure 5 shows that from 2002 to2008 total awiip of foreign property by
Norwegian households has increased by nearly 10onsi Norwegian kroner, and the
stock is estimated to about 166 billions Norwediammer in 2008. From 2005 to 2008 the
value of Norwegian household property abroad mioae doubled.

Transactions of Norwegian household investmeint foreign property

29.  The flow of investment in foreign property heeen derived from the change in the
level of foreign property stock. The differencevieeén the current and previous stock level
is equal to the sum of the transactions and retialu@ffects. Revaluation effects reflect

changes in the market value of property resultimgnf movements in exchange rates and
prices.

(@ E=X+Y,

(b) Y=E-X

where

E = difference between the current and previousllelstock
Y = revaluation effects

X = foreign property investment transactions
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30.  Foreign property investment transactions aleutated by subtracting the number of
Norwegian households that own foreign propertytfer previous period (Nt-1, country A)
from the estimate for the current period (Nt, coy®t) in a specific country. This change
in number is then multiplied by average price cdosel homes for the current period Pt,
country A.

(C) Xcoumry A= (Nt, country A~ Nt-l, countryA) X Pt country A

31. The transactions are calculated for each cgpuatrd their sum is then total foreign
property investment transactions.

(d) X= XSpain+ XSweden+ XFrance+ XDenmark+ Xother countries

32.  The transactions are subtracted from the changeock level between the current
and previous periods to derive the revaluationotsfe

B. Stock value of dwellings in Norway owned by neresidents

33.  The number of foreigners who own property imiMay is registered each year in the
Tax Return Statistics (Statistics Norway). In thegtistics foreigners are defined as persons
who do not reside in Norway. Furthermore, averagelmse prices for second homes are
registered quarterly in the Transfer of proper{tstistics Norway).

34. The stock value of dwellings owned by foreignr calculated by the product of
average price of second homes times the numbeareighers owning property in Norway.
In order to estimate the value of transactions, dhference between the current and
previous number of foreigners who own property ionMay is first derived. The
differential is then multiplied by the current azge price to estimate the transaction
values. The revaluation effects are simply found doptracting transactions from the
changes of stock value for the current period.

V. Estimating cross-border income flows

A Property income from abroad

35. The imputed property income generated by sexrgritomes abroad is estimated by
employing the same rate of return to the dwellitacls abroad as observed to the total
dwelling stock in NorwaYyaccording to the NA.

o, O
—A =N ‘where

Sa Sy

OA-= operating surplus of Norwegian owned dwelliagpsoad

@)

SA= stock value of Norwegian owned dwelling stobkaad
ON= operating surplus of the dwelling industry iniWay according to NA

SN= stock value of dwellings in Norway according\ta

® A better solution would be to use the rate ofmretan the dwelling stock in the various hosting
countries, but this information has not been oletdin
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36. For example, for the year 2002 operating ssrplu the Norwegian dwelling
industry was Norvegian krone (NOK) 49 billion, wdihe value of the total dwelling stock
was NOK 1.1890 billion, thus the annual rate ofiretwas 49/1180 = 4.2 per cent.

37.  We must however, keep in mind that chaptert&oéish the principle that operating
surplus is generated only when production of dwgllservices takes place, and that
production only occurs when the dwelling is occdpi&Ve assume the owner of a dwelling
abroad is staying there less than half of the yeecause otherwise the person could be
regarded a resident of the country where the sechwelling is situated. We have no
information with regard to time spent in the secdmane abroad, but have made an
assumption that the owner stays there one montaa yn addition it must be taken into
account that the dwelling can be used by otherns tiha owner. Based on these reflections,
we assume the average occupier rate or occupat) to 25 per cent of the year, and
consequently operating surplus is generated 25qygrof the year.

38.  Given the estimated stock value of secondanyascabroad (see figure 5, chapter 4)
and applying the rate of return and occupier ra&evdd above, the estimated operating
surplus (dividends) from abroad in 2002 is estimdate NOK 37 billion x 0.042 x 0.25 =
NOK 388 million.

39. One can assume that the financing of a dwedlio@ad gives raise to interest costs,
at least partly abroad. Ideally these flows shdddestimated and recorded in the BoP and
NA. In our case however, we have chosen to igrieeent meaning that NOK 388 million is
recorded as property income, i.e. dividends, franoad.

40.  Figure 6 shows estimated stock values of acohie flows from Norwegian owned
second homes abroad for the period 2002 — 2008s®@leote that stock values are given in
NOK billion, while income is given in NOK million.

Figure 6
Estimated stock values of and received income frofdorwegian second homes abroad
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VI.

o

Property income to abroad

41.  Chapter A describes the estimation of incomeegeed from Norwegian second
homes abroad. Correspondingly dwellings locateMamvay and owned by non-residents
will generate flows of imputed property income frédorway to the rest of the world. The
estimation of these flows follows the same priresphs described in chapter A.

42.  Operating surplus is estimated using the sateeaf return on dwellings owned by
non-residents as found observing the total dwekitagk in Norway.

OB= operating surplus of dwellings in Norway owrmdnon-residents,
SB= stock value of dwellings in Norway owned by fiesidents

ON= operating surplus of the dwelling industry iofay according to NA,
SN= stock value of dwellings in Norway according\ta

43.  Taking 2002 as an example, the stock valueneflcthgs owned by non-residents is
estimated to NOK 21 billion, and by employing aeraif return of 4.2 per cent and
presuming an occupier rate of 25 per cent estimiaigaine or dividend to the rest of the
world is NOK 217 million.

Estimating consumption expenditures abroad

Non-residents’ consumption of dwelling services Norway

44.  The Norwegian Tourism Satellite Account SysigitSA) is the framework used
for calculating non-residents’ consumption of owst@unt dwelling services in Norway.
Within this framework non-residents’ consumptiorpemditures in Norway, represented in
total by the Travel item of the BoP, are distrilmltever detailed consumption groups and
even over detailed goods and service categoriesngnthem the product “Imputed
dwelling services from holyday homes”. These dataiacluded in the core supply and use
tables of the NA.

45.  The final figure for this service category stefrom assessments and calculations
based on data from two different sources; the ieghugervices from owner occupied
dwellings as part of the estimation of the dwellingustry in NA and information from
budget surveys on non-residents visiting Norway.

46.  In the Norwegian NA, output in owner occupiedetlings is estimated according to
the stratification method where actual observedsréor dwellings belonging to the various
strata are used to estimate output in each strakRon.secondary dwellings or holiday
homes a separate estimation procedure is emplédybdnchmark estimate for output from
secondary dwellings is calculated by taking the esautput ratio to total output from
dwellings as the ratio found on the correspondtogks’, i.e.

The method employed may seem unsymmetrical cordgaréne way income is estimated, as no
direct assumption is made on the average occuptitign This may be an issue for improvement.
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(a) |:> S_S:& where

N
Qs = output of secondary dwellings in Norway
QN = output in total dwelling industry in Norway
Ss = stock value of secondary dwellings in Norway
SN = stock value of total dwellings in Norway

47.  The stock value of secondary dwellings is estérd based on information from the
1991 Survey of Level of Living, which asked for alfsassessment of the value of
secondary dwelling or holiday house, taking intoamt the fact that a household may own
more than one holiday home.

48.  Next, total output of dwelling services fromceed homes in Norway must be
allocated to consumption by residents and consumpty non-residents. Here the core
methodology used is assessing and balancing inf@man visitors to Norway from
various sources. Among the most important is a figarly survey operated by a private
research institute, conducting sample surveys tp tha expenditures of non-residents
visiting Norway. The final assessment of informatmbtained from these sources resulted
in a ratio of 80/20 in allocating total output ofelling services from secondary homes in
Norway to final consumption by residents and ficahsumption by non-residents.

(@ Qs= Cr+Cy =0.8Qs + 0.2Qs, Where
Qs = output of secondary dwellings in Norway

CR = consumption of dwelling services by residefinten secondary homes in
Norway

CN = consumption of dwelling services by non-resid from secondary homes in
Norway

49. A benchmark value for imputed dwelling servifreen holiday homes consumed by
non-residents was established for the year 199%hasdsince been extrapolated using data
from progress in the stock of second homes. Foyéae 2002 this method resulted in an
estimate of services from owner occupied secondagllings in Norway consumed by
non-residents amounted to NOK 270 million.

Norwegians’ consumption of dwelling services abad

50. To estimate final consumption of dwelling seed by Norwegians from owner-

occupied dwellings abroad, we assume that the cdtiservices consumed to the stock
value of dwellings are the same for dwellings owbgdNorwegians abroad as for owner-
occupied dwellings in Norway owned by non-residents

C C
(@ —=2==N where

Sy Sy
CA = consumption of dwelling services from secondes abroad
SA = stock value of secondary dwellings abroad

CN = consumption of dwelling services from dwelknigmn Norway owned by non-
residents,

SN = stock value of dwellings in Norway owned byresidents

11
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VII.

VIII.

51. Using data from 2002 we estimate the consumpégpenditures of dwelling
services from secondary homes owned by Norwegiangther countries to NOK 483
billion.

Conclusions

52. The growth in ownership of secondary homes abroas made it necessary to
estimate stock values as well as income and corntsomifows in the BoP and the Rest of
the World account of the NA. Table 1 summarizegregtion results in the Norwegian NA

and BoP for 2002.

Table 1.
Summary table 2002. NOK million

Norwegian owned dwellings Dwellings in Norway owned by non-

Abroad residents’
Stock value 36 936 20 62¢
Annual investment 10985 98¢
Property income 388 217
Con;umptlon of dwelling 483 27C
services

53. As seen from the table, the ratio between tbeksvalue of dwellings owned by
Norwegians abroad and non-residents ownership @flohgs in Norway, including their
respective economic flows, is almost 2:1 in 200RisTresult seems plausible taking into
account both Norway's position in ranking income papita for different countries and the
size of the Norwegian BoP item Travel debit relatig Travel credit However, it must be
admitted that more relevant and accurate informaioin demand to raise the quality of
these results. In particular, improvements couldnaele if NA-data from partner countries
on dwelling activities is obtained and made usm ohe calculations.
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