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Forewords

Foreword by the World Economic Forum

Real estate markets have become more international, particularly commercial 
real estate, which accounts for a substantial proportion of the total real estate 
market. The global �ows of foreign investment may make local markets more 
susceptible to real asset volatility. Even though speculative bubbles show certain 
commonalities, no single de�nition and no unanimously accepted single root 
cause of their development exist. However, it is commonly agreed that underlying 
mechanisms, such as self-reinforcing feedback loops and groupthink dynamics, 
lead to property prices well above the level justi�ed by market fundamentals. The 
development of a speculative bubble can be described as a “social epidemic of 
enthusiasm” in which increasing asset prices create further excitement, which in 
turn attracts more investors. 

After the �nancial crisis of 2007-2008, economists have turned their attention 
to what they truly know about real asset cycles, since market volatility cannot 
be explained by models of purely rational choice. Policy-makers are currently 
reconsidering whether major cycles or bubbles can or should be managed in the 
public interest. 

In the �rst year of the initiative, we tried to understand better the underlying 
mechanisms of asset pricing and the root causes of asset bubbles, and to 
investigate leading theories on how to identify and detect emerging cycles. 
With support from case studies, lessons were taken from history, and the 
impact of highly volatile markets with boom and bust cycles were assessed. 
Facilitated by the World Economic Forum, the Advisory Committee focused 
their multistakeholder discussions with central bankers, academia and business 
leaders on how asset volatility can be moderated and its consequences limited. 
Based on the recent �ndings, some initial industry recommendations on how 
policies and strategies might contain and mitigate negative consequences of 
asset price volatility were developed and are presented herein.

This report is a direct result of a cooperative process with leaders from 
government, civil society and the private sector, in particular the real estate and 
�nancial services industries, as well as investors. In this regard, we would like 
to thank and acknowledge the Forum’s Partner companies that served on this 
initiative’s Steering Committee: JLL, Colliers International, Dalian Wanda Group, 
Rajesh Wadhawan Group, WS Atkins, Bil�nger, RMZ Corp., Emaar Properties, 
Pine River Capital Management, The Perot Companies, Newmark Grubb Knight 
Frank, BlackRock and Pearson. We would like to specially acknowledge Colin 
Dyer, President and Chief Executive Of�cer, JLL, for his relentless interest 
and commitment to serve as the Chair of the initiative, as well as David Rees, 
Regional Director and Head of Research, JLL Australia, and the global JLL team 
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Foreword by the Bank of Finland 

A sound real estate sector is an important part of a national economy. Although 
the market for real estate assets has become increasingly global, there are 
signi�cant differences in the way the sector is organized, managed, and �nanced 
between countries. The recent �nancial crisis that started from the US subprime 
market was a painful reminder for global investors of the importance of studying 
and bearing such differences in mind. Being a representative of a country which 
has experienced the negative consequences of booming real estate prices and 
the subsequent crash, I regard this initiative on Asset Price Dynamics as highly 
important.

Why is the real estate sector and the related �nancing so often at the epicentre of 
�nancial crises? A historical comparison of asset booms and crashes suggests 
that the economic downturns following real estate busts are larger and they last 
longer than other downturns, making the economic costs of excessive real estate 
cycles more severe than other asset price cycles.

An unsustainable build-up of real estate prices is often a sum of many factors. 
The seeds of a �nancial crisis are typically sown during a bank lending boom 
under conditions of generous liquidity. Bank balance sheets grow rapidly. 
Because it is relatively easy for banks to scale up real estate related lending, this 
is the sector in which excessive liquidity, seeking new investment opportunities, 
typically ends up.1 During the boom, the rise in real estate prices provides 
seemingly good collateral for further lending. Unfortunately, lending standards 
tend to weaken in the process and the marginal productivity of new real estate 
investments starts to decline. 

Moreover, appreciation of the collateral values contributes to the growth of 
indebtedness in the system. Increased indebtedness raises the overall systemic 
risks as the shock-absorbing ability becomes reduced. Typically, the �nancial 
system vulnerability is further aggravated by the fact that banks’ balance sheet 
growth is increasingly funded by short-term liabilities. As a result, the interlinked 
developments in real estate markets and bank balance sheets are crucial for 
�nancial stability and are, hence, of primary concern for �nancial authorities.

Although there are differences in the causes of real estate cycles, there are 
also observable similarities. A look back in history reveals some information 
concerning the most hazardous combinations of causes that often lead to 
unsustainable price developments. The similarities in the conditions preceding 
real estate bubbles can provide valuable early warning indications of potential 
risky developments and build-up of fragilities. 

This initiative makes an important contribution to the discussion concerning the 
various underlying mechanisms and root causes of bubbles. It also serves as 
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Concerning central banks, monetary policy has been largely concerned with 
real estate sector developments because of the ways in which it may affect 
general price stability. The intensi�ed focus on �nancial stability has raised the 
need to develop additional policy instruments to address multiple policy targets. 
As a result, central banks and regulators around the world are adopting new 
macroprudential tools to account for time-varying risks in the �nancial system 
and to curb excessive credit cycles. The aim is also to increase the resilience 
of systemically important market participants by building up buffers in stabile 
times. These tools include counter-cyclical capital requirements for banks and 
restrictions on loan-to-value ratios for mortgage borrowers.

The global �nancial crisis demonstrated the signi�cant role of the shadow 
banking sector and, therefore, work is also under way to better understand risks 
of this sector. From the policy perspective, particular challenges are posed in 
cases in which credit cycles and increases in indebtedness are originated outside 
the banking system. Our ability to mitigate such cycles with current tools is weak. 
More research will be needed to guide the development and calibration of the 
new policy tools and to �nd optimal combinations of different policies.
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Executive Summary: Initial 
Recommendations
1. Market data: Regulatory authorities will work with the 

real estate industry to deliver robust and timely market 
data, analysis and information, including data related to 
the �nancing of real estate investment and development, 
noting the global and national initiatives already under 
way.

2. Transparency and understanding: National and 
international authorities should adopt targets for 
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The real estate sector is the focus of this report. 

The purpose is to provide a platform for discussion 
and to chart a path towards policy recommendations, 
including the development of tools that may help to 
provide early warnings of future potential boom or bust 
cycles. 

The desired outcome is that a wide range of interested 
parties – central bankers, real estate managers and 
investors, market regulators, �nanciers and academics – 
will contribute to a better understanding of the machinery 
and management of real estate asset cycles. 

Better tools of analysis, consistent and timely data 
at a global, national and sector level, and improved 
market transparency will allow policy-makers and 
participants in real estate markets to implement policies 
at the global and national level, as well as strategies at 
the individual entity and investor level. This may limit the 
frequency and the impact of asset price cycles, reducing 
their immediate and longer-term economic and social 
costs. 

The typical Minsky-Kindleberger cycle comprises �ve 
stages:

 – Displacement: alters relative prices or pro�t 
opportunities in at least one important sector of the 
economy

 – Boom: is fuelled by the expansion of credit that 
presses against the productive capacity of the 
economy, resulting in rising prices and pro�ts

 – Euphoria or “overtrading”: involves buying assets for 
resale at higher prices, rather than for their investment 
income

 – Pro�t-taking or “revulsion”: occurs as knowledgeable 
insiders sell assets to newly arrived “outsiders” 

 – Panic: is precipitated either by a single event or a 
more gradual realization that stock prices cannot go 
higher; the process of liquidating stocks becomes a 
stampede

2. Asset Market Bubbles: 
De�nitions and Decisions

Debate about the de�nition of an asset bubble often 
precedes discussion about underlying causes. Even if 
agreement could be reached on an all-purpose de�nition 
of an asset market bubble, identifying the early stages of 
a bubble and then applying appropriate policy measures 
remains challenging and controversial.1

These preliminaries, however, are necessary precisely 
because policy tools that enable regulators to manage 
market cycles, such as “early warning indicators”, can only 
proceed from a robust platform of diagnosis and analysis of 
the causes of market cycles.2

Kindleberger has compiled a history of volatility in �nancial, 
real estate and commodity markets. The latest edition3 

lists 47 �nancial crises (from 1618 to 2008) comprising 20 
different assets or asset classes.4 Reinhart and Rogoff have 
identi�ed banking crises in high-income countries in 28 of 
the 99 years between 1802 and 1900.5

Analysis of market cycles has spawned many descriptions 
of a “typical” asset bubble. The Minsky cycle,6 which starts 
with an exogenous shock (or “displacement”), is widely 
quoted. 

Many other explanations for asset market cycles have 
been proposed. Kumhof, Ranciere and Winant address the 
similarities between the last two major economic crises, 
the Great Depression of 1929 and the Great Recession of 
2008, and �nd causality in the rise in income inequality and 
a consequent increase in debt-to-income ratios.7
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and the assets’ long lifespan, costs on the supply side are 
likely to be particularly concerning for real estate cycles. A 
comparison of equity- and residential-market downturns 
suggests that the economic costs of residential market 
busts are about twice as large as those of equity market 
busts, and the downturns last twice as long.51

Not only is the misallocation of resources in real estate 
markets potentially large and long lasting, but it may be 
decades before a �nal accounting of the balance of a 
construction boom’s costs and bene�ts can be drawn 
up. Many of the case studies (ref. Executive Case Studies 
report, January 2015) describe a sequence of events that 
reveals a mismatch between demand and supply, leading to 
price and value volatility and an aftermath of high vacancy 
rates. This evidence of resource misallocation is suggestive, 
but ultimately not conclusive. 

If capital or land is temporarily cheap, for example, it might 
be ef�cient to over-build and “warehouse” the excess 
stock until demand conditions improve. High levels of 
vacancy in commercial or residential markets suggest, but 
do not prove, a misallocation of productive resources.52a 
Assessment of the costs and bene�ts arising from any 
particular cycle demands a retrospective, discounted cash 
�ow analysis. 

Acting as they must in real time, policy-makers and market 
regulators do not, and never will, have the luxury of this 
information. But some guidance on the broad parameters 
involved in assessing the costs (and bene�ts) of real 
estate cycles is nevertheless relevant to informed policy 
prescriptions. 

From the policy perspective, the costs worth imposing to 
reverse or limit a market cycle must be assessed against 
the costs of not doing so; thus, policy-makers need more 
information on the costs and bene�ts of different types of 
real estate bubbles, as well as the costs of policies aimed 
at limiting their impact. Included in this analysis would be an 
assessment of the probability, and the potential costs, of 
contagion.

6. Next Steps: Information 
and Further Understanding 
Required

 – Accurate historical and real-time market information 
and data are prerequisites. They are needed if 
regulators and policy-makers, as well as decision-
makers within the real estate sector itself, are to assess, 
anticipate and, if appropriate, take action to pre-empt or 
limit real estate market cycles.52b Accurate and consistent 
data are particularly sparse in non-residential real estate 
markets, and the process of compiling data and analysis 
is costly and requires a commitment of resources over 
an extended time period.53 Timely data would also assist 
in implementing post-bubble damage limitation and 
recovery policies. In a globalizing market, contagion is 
unlikely to be con�ned to national boundaries. At the 
international level, a number of initiatives to address data 
availability are currently under way.54

 – Early warning indicators are an important ingredient 
in the policy-makers’ arsenal. The case studies 
illustrate how frequently real estate cycles are initiated 
by shocks from other sectors or other countries (such 
as deregulation of the banking sector, commodity 
price booms and changes to foreign tax regimes). 
“Policymakers need clear and reliable signals indicating 
when to ‘worry’ and when to take action … ”55

An early warning system is likely to select from a broad 
menu of market indicators, including but not limited to:56

a) Physical market metrics 
 – Market values (in�ation-adjusted) vs historical 

benchmarks
 – Yields and yield spreads to real bond rates vs 

historical benchmarks
 – Transaction volumes and trends
 – Vacancy rates and take-up rates
 – Development pipelines as a percentage of market size
 –
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4. Information clearing house (“hub”): A platform should 
be established for tracking and communicating 
signi�cant new policies and recent research to senior 
decision-makers in the real estate, banking and 
�nance sectors, and to public-sector policy-makers. 

Speci�c areas of focus might be:

 – The economic costs and bene�ts of alternative policy 
options, as applied to real estate sectors

 – Developments in derivative markets and their impact 
on real estate

 – Global and national reform of the banking sectors and 
the impact on real estate

 – The impact of microeconomic factors, such as 
planning regimes, bankruptcy processes and 
consumer protection legislation, on real estate market 
volatility.

Rationale:

Many organizations at the international and national level 
are engaged in analysing and applying the policy lessons 
of the global �nancial crisis. Initiatives to improve real 
estate market data are well advanced. New regulations 
for banks and derivative markets are in the pipeline. 
Many early warning indicators and macroprudential 
strategies have been proposed. These initiatives all 
have implications for real estate and the related sectors 
(e.g. �nance, construction, building materials, legal) that 
contribute to it. Senior decision-makers in the public 
and private sectors are challenged to be kept informed 
of these developments. The World Economic Forum 
can provide a valuable platform for synthesizing and 
communicating these developments, and in facilitating 
high-level communication between the real estate sector 
and bankers, policy-makers and regulators. 

5. Emerging markets: Speci�c policy options are 
required by EMEs; the World Economic Forum 
should provide its convening platform for addressing 
speci�c issues arising from asset price volatility in 
EMEs.

Rationale:

In many EMEs, regulatory institutions are embryonic, 
data is often limited, capital markets are illiquid and 
transparency is low. The range of policy options is 
therefore narrow, and early warning systems are 
constrained. However, such markets are often where 
substantial bene�ts in asset values and capital �ows are 
available, under well-structured policy implementation; 
and, where economic growth, and therefore the 
underlying demand for real estate assets, is strong.










