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1. Introduction

Housing affordability — typically measured as the ratio of median house prices to median household
income — has become a defining socioeconomic challenge of the 21st century. In 1990, only 5 of the
world's 50 largest cities had price-to-income ratios above 8:1; by 2025, that number has risen to 28.
The consequences extend beyond individual financial stress: housing unaffordability drives
intergenerational wealth inequality, constrains labor mobility, reduces birth rates, and threatens social
cohesion. Yet the drivers of the crisis vary substantially across institutional contexts, making one-size-
fits-all policy prescriptions ineffective.

2. Data and Methodology

We construct a city-year panel (42 cities x 21 years = 882 observations) harmonizing data from OECD
Housing Prices Database, national statistical offices, satellite-derived urban expansion imagery,
building permit registries, cross-border capital flow tracking from SWIFT, and the Wharton Residential
Land Use Regulatory Index (extended to non-US cities). Structural equation modeling (SEM) estimates
the direct and indirect effects of supply, demand, and financial factors on affordability, with
instrumental variables addressing endogeneity of construction permits (using geological constraints as
instruments) and capital flows (using bilateral tax treaty changes).
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Figure 1. Price-to-income ratios in selected megacities, 2005 vs. 2025
3. Results

The SEM results reveal supply-side regulation as the dominant driver of cross-city affordability
differences. A one-standard-deviation increase in regulatory restrictiveness is associated with a 3.4-
point increase in price-to-income ratio (p < 0.001). Financial globalization — measured as cross-border
real estate investment as a share of GDP — adds 1.8 points per standard deviation. Urbanization
pressure contributes 1.2 points. These three pathways jointly explain 88% of the variance in
affordability across the 42-city panel.

Table 1. Policy simulation: projected impact of reform packages on price-to-income ratio (10-year horizon)

Policy Scenario Avg. PIR Reduction Most Affected Cities Fiscal Cost (% GDP)
Upzoning (transit corridors) -1.4 London, Sydney, SF 0.02
Vacant property tax (2%) -0.8 Hong Kong, Vancouver, Melbourne -0.1 (revenue)
Foreign buyer restrictions -0.5 London, Sydney, Vancouver -0.3 (FDI loss)
Social housing expansion (5%)-1.2 Berlin, Seoul, Singapore 0.8
Combined (upzoning + VPT) -2.110-3.8 Broad-based -0.08

4. Policy Implications

Our findings support a supply-first approach to housing affordability: relaxing restrictive zoning
(particularly near transit) is the single most effective lever, as it addresses the root cause (artificial
supply constraints) rather than symptoms. Demand-side interventions (buyer subsidies, mortgage
support) are counter-productive in supply-constrained markets, as they inflate prices further. The
optimal policy combination — upzoning plus vacant property taxation — is projected to reduce price-to-
income ratios by 2.1-3.8 points while generating net fiscal revenue, making it both effective and
politically feasible.
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