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Box 2. Employment, immigration and housing demand

Ignacio San Martin, Real Estate Unit

Introduction

One of the Spanish real estate sector's main
concerns at present is the medium- and long-term
trend in demand for housing. In general, demand
for housing is closely correlated with demographic
variables, more specifically household formation.

The latest long-term demographic projections of
the INE, Spain’s National Statistics Institute™,
indicate that the country’s population will continue
to decline in the next few years and that the rate
of household formation will decline significantly
until 2030, with an average of around 60,000 new
households a year, whereas in the past ten years
the annual increase has been 240,000.

If these projections are confirmed, building of new
residential properties to meet demand from new
households would decline significantly relative to
the historical average, with repercussion for the
real estate industry as regards new construction:
the residential property development segment
might shrink even further.

Changing the structure of the population pyramid
requires increasing the fertility rate or increasing
de immigration, given that the other demographic
variable, life expectancy at birth, will continue to
increase. Even if measures were taken to bring
Spain’s birth rate up to the replacement rate, the
effect would not be immediate: it would take more
than two decades for it to have an appreciable
effect on the structure of the population. Therefore
immigration presents itself as the only possible
way of making up the likely shortage of manpower
that will arise in the medium and long term.
Otherwise we would be artificially limiting the
creation of employment, which would hobble the
Spanish economy’s growth possibilities.

This study sets out to examine the possible
development of net migration in Spain in the
medium and long term in a scenario of average

economic growth similar to that of the potential
Gross Domestic Product (GDP). With this we aim
to take an in-depth look at the dynamics of the
future population and household formation and to
estimate housing requirements in a medium- and
long-term scenario.

At present, the employment being generated by
economic growth is being covered, to a very great
extent, by the large pool of unemployed persons
in today’s Spanish labour market. In any case, as
happened in the last decade, as the economy
grows and the unemployment rate declines, net
migration will again turn positive, and increasingly
so, which will stimulate demand for housing.

Employment and net migration

There is copious academic literature on the
effects of migratory flows on the labour market
and vice versa'®. In general, from the point of view
of the economy, migration plays a significant role
in mitigating the negative effects of ageing
populations like Spain’s.

Population and household formation are variables
which in the medium and long term are affected
by, among other things, the economic conditions
of a country and specifically the employment that
an economy is able to generate. Thus in open
economies population growth, and with it an
increase in the number of households, comes
about both through organic growth and as a result
of the incorporation of new immigrants (or the
return of emigrants) attracted by the opportunities
in the labour market. The immigrants’ origin will
depend on several factors, prominent among
them the determinants of the country of origin, the
type of employment offered, and relations or
bilateral agreements between Spain and their
countries of origin on employment.

In this respect, Spain’s experience in the last
decade suggests that positive net migration

12: Instituto Nacional de Estadistica (National Statistics Institute), 2014: Population projections 2014-2064 and Household projections 2014-2029.
13: For an in-depth review of this literature, see: Okkerse, L. (2008). How to measure labour market effects of immigration: a review. Journal of Economic

Surveys. 22(1): 1-30.
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figures as well as mitigating the demographic
imbalances inherent in an ageing society, also
help meet the needs of an expanding labour
market. Thus in the period 2000-2011 the number
of foreign residents in Spain increased by 4.7
million, peaking at nearly 5.75 million according to
INE data. Since then the foreign population has
fallen by nearly a million, to 4.75 million in 2015.
In relative terms, the increase in the number of
immigrants in Spain was significant, going from
2.3% of the resident population in 2000 to 10.1%
in 2015.

Trends in employment and net migration figures
for Spain in the past few years highlight the close
correlation between the two'. Thus, from data
since 2008, we see that when employment falls,
net migration declines, and vice versa. In mid-
2015, net migration was negative and close to
7,300 persons, according to the latest INE data.
(Figure R.2.1).

Figure R.2.1
Spain: Employment and net migration (000s of
persons)
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The growth of the Spanish economy in the next
few vyears wil lead to a reduction in
unemployment and improvements in living
standards, making it a more attractive destination
for economic migrants and leading to greater
dynamism in population and household formation

and generating an additional source of demand
for housing. Thus the economic prospects for
2016 and 2017 are positive with GDP growth
expected to be around 2.7% average per year,
which will make possible a net addition of nearly a
million jobs in these two years. This rate of job
creation will encourage the arrival of new
immigrants, leading, if the current trend continues,
to positive net migration as early as 2016.

Long-term growth scenarios

The INE’s demographic projections start out from
the structure of the Spanish population existing in
2014, which it projects into the long term,
assuming net positive migration in the period 2015
to 2030 of nearly 13,000 people a year on
average. These projections indicate that by 2030
Spain will have lost a million inhabitants compared
with the current population, although it will have
gained more than 850,000 households due to the
effect of the expected smaller size of households.

Analysing population changes using an approach
based more on economic growth (and increasing
employment) than on the population pyramid, the
results obtained for the medium and long term are
radically different from those suggested by the
INE: if the Spanish economy grows at the rate of
its potential GDP in the next few years, not only
will the population not decline, but we will once
again see positive net migration figures big
enough to affect the property market.

In order to examine the effects of increased
employment on migration, we constructed three
long-term scenarios™:

e The first is characterised by potential average
annual GDP growth of 1.9% in real terms, with
an average annual increase in employment of
1.4%.

e The second scenario is characterised by a
slightly bigger increase in activity (2.3% per
year) and annual average net job creation of
1.9%.

14: For a more detailed analysis of the link between employment and migration in Spain, see: Izquierdo M., Jimeno J. F. and Lacuesta A.: Spain: from

immigration to emigration?. Working document 1503 Banco de Espafia. 2015

15: See note on assumptions at the end of the chapter.
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e The third scenario assumes an increase in
GDP of 0.5% and an increase in employment
of 0.3% a year on average.

We start out from the situation existing in the
Spanish labour market at the end of 2015, when
the active population was 22.8 million, of whom
18.1 million were in employment and 4.7 million
were unemployed.

A positive pace of job creation allows the
employment rate of all age groups to be improved,
and in the medium term wil bring the
unemployment rate down to a very low level in the
two scenarios with the most economic growth,
assuming low immigration. These data highlight
the shortage of manpower that the Spanish
economy will face in the medium and long term
given the current population pyramid, as well as
the need for increased immigration if constraints
on economic growth are to be avoided.

Based on the proposed scenarios for growth in
GDP and employment, and assuming the INE’s
net migration figure of 13,000 a year, then even in
the more moderate growth scenario the estimates
show that by 2025 the unemployment rate would
fall below 7%, and would be negative by 2030. If
economic growth were 2.3% p.a., the
unemployment rate would be 12% in 2020 and
2% in 2025. In today’s economies unemployment
rates of less than 4%-5% are rarely seen; indeed,
the greater the stress in the labour market, the
easier it is to incorporate immigrants into the
economy. (Box R.2.1).
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BoxR.2.1
BBVA and INE assumptions on changes in
unemployment rate and net migration

Unemployment rate (%) Net migration (000s)

BBVA RE BBVA RE
assumptions INE assumptions
Average GDP INE assumption| Average GDP
growth (%) assumptions s growth (%)
05 19 23 05 19 23
2015 21 21 21 21 -66 -66 -66 -66
2020 19 15 12 16 -3 -63 123 244
2025 17 8 3 12 32 -26 176 306
2030 16 * * 8 50 9 91 368

(*) this would correspond to a negative unemployment rate
Note: general assumptions

GDP growth: 0.5%; 1.9% and 2.3% p.a.

Employment growth: 0.3%; 1.4% and 1.9% p.a.

INE assumptions:

Average net migration 2016-2030 = 13,000 persons per year
BBVA assumptions

Immigrant arrivals depend largely on levels of unemployment
GDP growth 0.5%: average net migration 2016-2030 = -50,000
GDP growth 1.9%: average net migration 2016-2030 = 140,000
GDP growth 2.3%: average net migration 2016-2030 = 260,000
Source: BBVA RE and INE

The assumption regarding the flow of immigrants
is, once again, crucial to the development of these
magnitudes. Thus if we take the INE’s starting
flow, which shows negative net migration between
2015 and 2020, turning positive at the beginning
of the next decade, the active population would
continue to shrink in the next few years, reaching
about 22.4 million in 2030. In the case of average
growth of 0.5% p.a., the active population would
decline to 20.5 million in 2030.

Varying the assumptions on immigration, and
coming closer to the data observed in the past 15
years, the potentially active population would
increase to more than 24.2 or 26.0 million in 2030
in the case of average annual GDP growth of
1.9% or 2.3% respectively. (Figure R.2.2)
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Figure R.2.2
Spain: projected active population 2016-2030
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With same growth scenarios, we have estimated
the net migration that would allow unemployment
rates to be kept at levels more similar to those
seen in the last decade. Thus, we consider that
when the unemployment rate falls below 18%, the
arrival of immigrants will start to intensify. As the
economy grows and the more unemployment
falls, the greater will be the flow of immigrants. We
assume that unemployment will not fall below a
certain floor, which we set at 8% (a similar
minimum to that seen in the last decade). We
assume that the flow of immigrants will be
sufficient to keep the unemployment rate at the
pre-established level.

The results of the exercise indicate that in 2016
net migration will be positive, with a net increase
of around 60,000 persons by the end of 2016 in
the 2.3% GDP growth scenario. The balance
would be slightly negative in the 1.9% growth
scenario, by about -50,000 persons; and it would
be around -200,000 persons in the case of GDP
growth of 0.5%.

This suggests that if the Spanish economy were
to grow at the rate of 1.9% p.a., average net
migration between 2016 and 2030 would be
around 140,000 a year. With annual growth of
2.3%, average net migration would be about
260,000 a year until 2030. (Figure R.2.3).

Figure R.2.3
Spain: projected net migration 2016-2030
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The property market will undoubtedly be favoured
by the increase in employment: on the one hand
there will be increased demand for residential
properties, both primary and secondary, from
existing inhabitants as a result of their increased
income; and on the other hand the arrival of new
immigrants will add to demand for housing.

New housing requirements

The intensity of the migration flows joining the
Spanish economy is a political decision, on which
immigrant demand for residential properties will
largely depend. The greater the flow of
immigrants, the greater the impact on the property
market. If the flow were to be close to the 13,000
a year estimated by the INE, requirements for new
residential properties would be well below
historical requirements. If the net inflow were to be
around 140,000 a vyear, the current annual
number of new households would double. Given
that the process of household formation among
Spanish families is already on a declining path,
the relative importance of the flow of immigrants
will increase over time.

The type, location and mode of tenure of the
housing sought by new immigrants will depend on
a number of factors such as their level of income,
available opportunities for employment, the
attractiveness of the area from the tourist point of
view and of course how long they intend to stay.
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The European retired people who come to Spain in
search of a residence in which to spend the greater
part of the year usually go for medium-to-high
priced detached houses located on the
Mediterranean coast or in the Balearic or Canary
Islands, generally on a freehold basis. In most
cases the type and location of the desired
residence is largely determined by these families’
wealth.

Highly qualified workers usually settle in the major
cities, where the (generally foreign) employers are
established. If they do not intend to stay very long
in Spain, renting presents itself as the most
appropriate  mode of tenure. The type of
accommodation sought is usually determined by
salary; in general, they are high quality and located
in high income districts.

The group composed of immigrants seeking a
better standard of living and job opportunities, and
without any advanced technical qualifications,
presents a more complex situation Most of the
people in this group are economic migrants, with
no savings to invest in the property market and
whose already modest wages are further depleted
in many cases by the need to remit part of them to
their families who still live in their countries of
origin. This group wusually opts for rented
accommodation in modestly priced districts of the
towns or cities where they find work. In cases
where they intend to stay in Spain for the long
term, some members of this group opt to buy,
especially if household income so allows.

Conclusions and recommendations

The Spanish housing market is in a new phase, in
which there is no shortage of residential
properties as in decades past, the quality of the
housing stock is controlled by means of building
regulations, there are financial resources for both
the development and the acquisition of residential
properties and interest rates will be held at lower
levels than in the previous decades and can be
expected to be more stable. Furthermore, in the
past few years the construction and real estate
development industry has made intense efforts to
become much more professional, while at the
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same time joining the European Union meant
joining a more open and competitive market with
less protectionism.

If the Spanish economy continues to evolve at a
pace that allows net job creation, then Spain will
continue to be affected by immigration, leading to
an increase in the population and in demand for
housing.

The process of household formation in Spain is
driven by the arrival of new immigrants, which will
partly  counteract the current  Spanish
demographic trend which points to significant
reductions in the rate of formation of new
households in the coming decades. The
incorporation of immigrant households could
upset the foreseeable and indeed already
observable decline in demand for new housing in
the medium and long term.

Note on methodology: scenarios

This study was conducted using four scenarios for
the growth in immigration. The first one is based
on the INE’s demographic projections, and the
other three are functions of the growth in
employment  using  different  assumptions
regarding the potential growth rate of the
economy. In these cases we assumed that the
elasticity of employment relative to GDP is 0.7,
which is the average of the past 20 years:

e INE Scenario: based on the INE’s
demographic projections

e Baseline Scenario: GDP growth: 1.9% p.a.
(starting out from the estimates presented in:
Hernandez de Cos P., Izquierdo M. and
Urtasun A. “Una Estimacion del Crecimiento
Potencial de la Economia Espafiola” (an
estimate of the potential growth of the Spanish
economy). Occasional documents 1104.
Banco de Espafa 2015).

e Positive Scenario: GDP growth 2.3% p.a.
(potential GDP growth with increased
immigration).

e Negative Scenario: GDP growth 0.5% p.a.
(Spain's potential GDP in 2015 as estimated
by the IMF).
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.
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