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Abstract This article investigates the impact of new residential 

construction on the price of existing owner-occupied houses in 

Flanders. Trends and evolutions in new residential construction 

can have a major influence on the price of the existing housing 

market. Given that the price effect is affected on local 

characteristics, regional data have been used in this investigation. 

Using this data a model was developed, which compute the effect 

of different parameters. With this model several conclusions could 

be taking concerning the housing market.    
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I. INTRODUCTION 

The housing market is an important part of the economy in 

Flanders, therefore pricing of buildings is a frequently debated 

topic. When new buildings are constructed, this can have an 

influence on the housing market and the price of existing 

buildings. This investigation tries to compute this influence 

using a statistic model which indicates the different parameters 

influencing the housing prices. To understand this model and 

the results better, a preliminary study provides a theoretical 

background based on previous research. First the 

characteristics of the housing market in Flanders are discussed 

and the functioning of demand and supply is explained.  

Furthermore the interaction between new residential 

construction and existing owner-occupied houses is 

investigated. And the parameters which influence the house 

prices are taken into account. The model used in this analysis 

provides information about the correlation of the different 

parameters and their impact on the price.  

II. LITERATURE 

A. The housing market 

1) Characteristics 

Before the price-mechanism of the housing market can be 

explained it’s important to learn a little more about the house 

market in general. There are several specific properties defining 

the housing market, this cause the housing market isn’t a typical 

economic market.  In what follows the characteristics are listed.  

- An imperfect market 

A first important characteristic is the imperfection of the 

housing market. (Tsatsaronis K. & Zhu H., 2004; Verbruggen 

J. et al., 2005)  As mentioned before the housing market isn’t a 

typical economic market. In a typical market the interaction 

between demand and supply will create a certain equilibrium. 

Therefore the market price will give instant and complete 

market information. This isn’t the case in the housing market. 

Here the price is different for each property and depending on 

each individual vendor. This makes overvaluation possible and 

ensures that the housing market is an imperfect market. (Van 

Audenaerde K., 2009) 

- A heterogeneous market 

Different properties can be perceived completely differently by 

various applicants, they aren’t perfect substitutes. Therefore the 

housing market is described as a heterogeneous market. The 

housing market contains buildings of different age categories, 

and with dissimilar characteristics. (De Vries P. & Boelhouwer 

P., 2004) 

-  A stock market 

In most western economics, the housing market is highly 

regulated and the land is scarce. This ensures that the annual 

production of new homes is only a fraction of the total housing 

stock, especially because of the relatively long life of existing 

houses. In a stock market it’s mainly the price trends of the 

stock itself that influence the development of the construction 

of new houses. (De Vries P. & Vastmans F., 2011) 

  

- A regulated market 

The Flemish housing market is a highly regulated market. 

There’s a strict policy regarding spatial planning. and building 

permits. This makes the supply of land very limited, which 

leads to an increase in land prices. (Heuts L. & L. Van Der 

Geest, 2005) Another way in which the government intervenes 

is by taxes or subsidies. With all of these measures , the 

government compromises the free market. (Van Audenaerde 

K., 2009) 

- A land-based market 

It is logical that a specific property can’t change its location. 

Due to the territorial character of the housing market, the 

demand in a specific region can’t be met by a rising supply in 

another location. (Van Audenaerde K., 2009) Therefore the 

housing prices at regional level can differ significantly from 

one another. It’s possible that the housing prices in one region 

will increase, while the prices will decrease in less favored 

areas . (Heuts L. & L. Van Der Geest, 2005) 

- A speculative market 

Hort (2000) came to the observation that it are the 

expectations from potential buyers, based on historical price 

evolutions, that have the most influence on the level of price 

changes.  
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His research also showed that in times of rising prices, the 

expected price is overestimated, and potential buyers expect a 

price who exceeds the long-term equilibrium price. This 

overvaluation may have serious consequences for the real 

economy. (Heuts L. & L. Van Der Geest, 2005) 

 

2) Demand and supply 

As mentioned before, the laws of demand and supply will  

function differently than in a typical economic market. From a 

theoretical point of view, there are lots of parameters 

influencing the housing demand. Several researchers have 

already tried to define the correct parameters in previous 

studies. These studies are of great importance to decide which 

parameters to include in the model of this investigation. The 

key-variables for the demand side of the house price according 

to these studies were: construction costs, land prices, mortgage 

rates and conditions, income and the number of households. In 

the appendix of this article all of the used studies are listed. For 

a brief summary and discussion about these studies we also 

refer to the thesis “Construction and pricing: research on the 

impact of the increase in new construction on the price of 

existing houses”, concomitant this article.  

 

B. The relation between new construction and existing 

houses 

The interaction between existing houses (secondary market) 

and new homes (primary market) is a subject which has been 

discussed in several preliminary studies. The consideration 

between the two can be shown using Tobin’s Q. (De Vries P. 

& Vastmans F., 2011) 

Tobin’s Q = 
𝑝𝑟𝑖𝑐𝑒 𝑜𝑓 𝑒𝑥𝑖𝑠𝑡𝑖𝑛𝑔 ℎ𝑜𝑢𝑠𝑒𝑠 (𝑠𝑒𝑐𝑜𝑛𝑑𝑎𝑟𝑦 𝑚𝑎𝑟𝑘𝑒𝑡)

𝑝𝑟𝑖𝑐𝑒 𝑜𝑓 𝑛𝑒𝑤 𝑟𝑒𝑠𝑖𝑑𝑒𝑛𝑡𝑖𝑎𝑙 𝑐𝑜𝑛𝑠𝑡𝑟𝑢𝑐𝑡𝑖𝑜𝑛 (𝑝𝑟𝑖𝑚𝑎𝑟𝑦 𝑚𝑎𝑟𝑘𝑒𝑡)
 

This ratio determines how the price of existing houses is 

related to the cost of a new house. When the laws of demand 

and supply are applied on this ratio, we can come to the 

conclusion that the higher the Tobin’s Q, the higher the demand 

for new construction. This should, however, be further 

examined. This approach assumes that new and existing houses 

are perfect substitutes for one another, and this isn’t the case, 

as mentioned before. Therefore the laws of demand and supply 

will function differently.  

A different approach found in literature to examine the 

interaction between existing houses and new construction is 

based on two possible effects, being competition and 

contagion. ‘Competition’ implies that an increase in new 

construction causes competition between the existing houses 

and the new one due to the substitutional character. This will 

cause a decrease of the value of existing houses. But new 

buildings are also often associated with modernization and 

innovative techniques. Due to this the attractiveness of the area 

or neighborhood where new construction is located, may 

increase and the prices in that area will rise. This phenomenon 

is called ‘contagion’. (Ooi J. & Le T., 2012) 

C. The pricing mechanism 

Naturally the pricing mechanism in the housing market plays 

a key role in this investigation. The knowledge on how prices 

are set is essential to assess the impact of new buildings on the 

prices of existing houses. The overarching variables used in the 

pricing mechanism are: the equity, the capital market, demand 

and supply, price expectations and finally the hedonic 

variables. . (De Vries P. & Boelhouwer P., 2004) These global 

variables are supported by secondary variables, as shown in 

figure 1. Specifically a national average price is used as the 

base, which is then linked to the subjective evaluation of a 

specific property. (Van Audenaarde, K., 2009)   

 

Figure 1 - pricing mechanism in the housing market (Van 

Audenaarde, K., 2009) 

III. RESEARCH 

A. Methodology 

To determine the impact of new construction on the price of 

existing homes, this study uses so-called econometric 

estimates. This requires the development of a statistic model 

which computes the influence of various parameters on the 

price of existing houses. The preliminary literature study 

provides a lot of information regarding the pricing mechanism 

and also the necessary parameters which have to be included in 

the model. From a theoretical point of view, the most important 

parameters are: construction costs (ABEX-index), land prices, 

income, mortgage rates and increase in households.  

Data according these parameters was collected and with this 

the causal links between the dependent variable, namely house 

prices, and de independent variables (the parameters) was 

examined using statistical software.  

The results of this will seek to determine which parameters 

are decisive for answering the central question of this 

investigation: ‘What is the impact of the increase of new 

construction on the price of existing houses?’ 

B. Results 

After the implementation and statistical analysis of the 

model, several results can be deducted. Using software the 

model was tested with multiple and linear regressions. The 

result consists of various numeric factors and ratios which 

reveal the interaction between the set parameters and de 

dependent variable (house prices). With the implementation of 

the model, several inaccuracies occurred. Therefore the answer 

to the research question can’t be expressed in exact values, but 

that’s not what this study tends to do so too. This article just 

tries to indicate what the global reaction of house prices will be 

to an increase in new construction. So although the result show 
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some inaccuracies, the global image can be shown and a few 

important conclusions can be made. Thus, a brighter 

interpretation of the result can lead to the following 

proposition: ‘An increase in new construction leads to an 

increase in prices of existing houses’.  

It can be concluded that the phenomenon of contagion occurs 

in Flanders. This phenomenon has already been discussed in 

the literature. Contagion is one of the two effects that can occur 

between new houses and existing houses. This means that new 

construction is associated with modernization and increasing 

attractiveness of the neighborhood where the buildings are 

erected. As a result, the prices of the existing houses in that area 

increase.  

Regarding the results of the other parameters, the same 

remarks apply. Again the results aren’t completely accurate but 

some global conclusions can be made. The results confirm the 

assumptions from preliminary research and the predefined 

parameters have in fact an non negligible influence on the 

prices of existing houses. An increase of the variables ABEX-

index, land price, income and number of households appears to 

affect the house prices in the positive sense, while the mortgage 

rate has an negative effect on the prices. All of the above is 

consistent with the literature.  

 

IV. CONCLUSION 

The result of this research is a model which can compute de 

different influences on the house prices. Within the framework 

of this study, the model provides the insight that an increase in 

new construction will cause an increase of the prices of existing 

houses. This can be explained with reference to the 

phenomenon of contagion.  
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