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Abstract 

Owner-occupied housing costs represent an important 
expenditure for households and should be included in the 
Harmonised Index of Consumer Prices. Conceptual and practical 
challenges must be resolved before this can be implemented. 
Estimates suggest that these costs would have a small impact on 
monetary policy. At the same time, different degrees of home 
ownership in the euro area mean that their inclusion may affect 
countries differently. Significant complementarity with other EU 
policies, like financial stability, are unlikely to materialise. 

This paper was provided by the Policy Department for Economic, 
Scientific and Quality of Life Policies at the request of the 
committee on Economic and Monetary Affairs (ECON) ahead of 
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EXECUTIVE SUMMARY 
• From a monetary policy perspective, the timely inclusion of owner-occupied housing 

costs (OOHC) in the Harmonised Index of Consumer Prices (HICP) is important and 
desirable. The HICP should track changes of costs for consumers as closely as possible. Since 
home ownership rates across the euro area are far from negligible, owner-occupied housing 
costs should no longer be omitted in the key inflation measure of the euro area. Most central 
banks of other advanced economies have already included owner-occupied housing prices in 
the target inflation measure. 

• OOHC should not contain investment costs in order for the HICP to continue to exist as a 
target inflation measured for fulfilling the European Central Bank's primary mandate of 
price stability. In practice, the investment and consumption costs of dwellings are not 
observed separately. Thus, the compilation of an admissible OOHC component of the HICP 
requires a deviation from the current money transaction principle.  

• The net acquisition approach, which is the current statistical approach employed by 
Eurostat for the owner-occupied house prices index (OOHPI), is generally suitable for 
compiling an OOHC component for the HICP but a change of regulations will be needed 
to allow for deviations from the money transaction basis of the HICP. These changes 
would enable the statistical decomposition of the investment and consumption costs of 
dwelling acquisitions, thus allowing for an investment-adjusted OOHPI to enter the HICP. The 
possibility of Eurostat generating two separate OOHC indices - one employing the net 
acquisitions and the other the rental equivalent approach – is worthy of consideration in the 
long-term to further improve OOHC component, particularly for countries with deep rental 
markets like Germany. Moreover, practical issues regarding timeliness, frequency, and the legal 
framework of the HICP must be addressed and resolved before OOHC can be included in the 
HICP. 

• Despite its importance for monetary policy, including owner-occupied housing costs in 
the target inflation measure is unlikely to substantially change the picture of euro area 
consumer price inflation. Thus, the inclusion will not shift the conduct of monetary policy in 
the euro area in the near future in another direction, unless economic conditions and/or the 
functioning of housing markets change dramatically. Moreover, there are no recognisable 
complementarities with other European Union policies that would stem from this inclusion.  
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1. INTRODUCTION 
The European Central Bank (ECB)1 mandate stipulates that its primary goal is to maintain price stability. 
To achieve this goal, the Bank symmetrically targets an annualised growth rate of the Harmonised 
Index of Consumer Prices (HICP) of 2 %, which is generally considered a good approximation of such a 
goal, after accounting for the difficulty in measuring improvements in the quality of goods2. 

Given the centrality of the HICP for ECB policy, this index should reflect actual prices facing consumers 
as closely as possible. However, housing costs for owner-occupied dwellings are currently 
underrepresented in the HICP, as only maintenance, minor repairs, and other running costs are 
included. In the case of non-owner-occupied dwellings, the inclusion of rental costs ensures that a 
broader range of housing services are accounted for. Since home ownership rates differ across euro 
area countries, housing costs – mostly captured by non-owner-occupied housing – currently enter the 
HICP with distinct weights for each country. 

The underrepresentation of owner-occupied-housing costs (OOHC) in the current statistical framework 
of the HICP is already recognised by European Union (EU) officials. In 2016, the European Parliament 
(EP) and the Council passed a regulation that requests the establishment of "price indices for dwellings, 
and in particular for owner-occupied housing (OOH)" (Article 10, Regulation (EU) 2016/792). In 2018, 
however, the European Commission (EC) rejected the inclusion of the current OOH price index into the 
HICP (European Commission, 2018).  

The reasons behind the EC's decision fall into two categories. The first is conceptual: acquiring a 
dwelling is not pure consumption (i.e., the acquisition of a stream of housing services), but has an 
investment component as well. The latter should be discounted when estimating an OOHC index for 
inclusion in the HICP, since the goal of the overall consumer price index is to capture only consumption 
expenditure3. However, the distinct parts of dwelling costs that make up consumption and investment 
are not directly observed separately. The statistical modelling required to distinguish them is ruled out 
by the legal framework of the HICP (Article 3(3), Regulation (EU) 2016/792), which stipulates that costs 
must be based on actual monetary transactions only. Hence, this impedes the inclusion of an OOHC 
index that decomposes investment- and consumption-related dwelling costs based on the net 
acquisition (NA) approach that is currently employed by Eurostat. For the same reason, OOHC indices 
based on alternative methodologies - e.g., the rental equivalent (RE) approach employed by the US4 - 
cannot be integrated in the HICP, unless the legal framework is changed.  

The second category of challenges for the inclusion of OOHC in the HICP is practical. The HICP is 
currently released monthly at the end of the reference period as a flash estimate and 15 days later with 
the full set of figures. These features are critical for the ECB's timely monitoring of inflation 
developments and, when needed, for adjusting monetary policy. The OOHC index is currently 
compiled every quarter and released 100 days after the end of the reference quarter. This long delay in 
the release of reliable information makes a housing-augmented HICP based on current data unsuitable 
for the ECB to make a timely calibration of monetary policy.  

The first set of challenges must be resolved with a compromise, as has been done in most other 
advanced economies around the world, to achieve the desirable goal of including OOHC in the HICP. 
An imperfect measure seems preferable over the continued omission of these costs, also because these 
                                                             
1 Set in the Treaty on the Functioning of the European Union and in the Statute of the European System of Central Banks. 
2 Another reason for a target above zero, is reducing the risk of deflation, which is generally considered economically harmful. 
3 Some economists argue that asset prices should explicitly be included in measures of inflation (see Goodhart, 2001), but this stance is far 

removed from current statistical and monetary policies practices and will not be discussed here. 
4 See Bureau of Labor Statistics (2020) for details. 
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have a large bearing on the inflation perceived by euro area citizens (ECB, 2021). Specifically, two 
solutions are possible. First, tolerating the inclusion of an investment component in the HICP index via 
OOHC computed through NA. Second, allowing the use of imputation and modelling to purge the 
investment component from housing transactions as accurately as possible, either within the 
framework of the NA or by relying on a different methodology for calculating OOHC, such as the RE 
approach.  

This report does not advise to include the investment costs of owner-occupied housing in the HICP 
(see last paragraph in this section) or to pursue the option of introducing alternative methodologies 
given the existing ongoing work to include an NA-based OOHC index in the HICP. Adopting another 
methodology, with its own set of practical and conceptual challenges, would invariably delay the 
inclusion of OOHC in the HICP. However, the possibility of Eurostat generating two separate OOHC 
indices – one employing the NA approach and the other the RE approach – is worthy of consideration 
for the longer term. This is because each index presents its own set of advantages, which are discussed 
in detail below. It should be noted that this is the approach taken by the UK Office for National Statistics 
(2020). Whatever the route chosen, a change in the legal framework of the HICP will be necessary, as 
highlighted by the ECB (2021).  

The second set of challenges will require the continued collaboration of different bodies in the euro 
area, including, but not limited to, the ECB, Eurostat, national statistical offices, and national central 
banks. The EP should be duly informed during this process and will be involved in any changes to the 
legal framework necessary to introduce OOHC in the HICP. The ECB has produced a roadmap of the 
envisioned process, which is discussed in Section 2. 

While the desirability of accurately including OOHC in the HICP is clear, the impact of having omitted it 
thus far on the conduct of monetary policy appears rather limited. The most recent estimates suggest 
that the inclusion of these costs would have led to 0.2-0.3 percentage points, on average, higher HICP 
from 2018 to 2020. In the previous period, this difference was negative, leading to an overall practically 
unchanged inflation figure in the medium term. Future developments may, of course, change this 
situation, but not radically unless major shifts in housing markets materialise. What is worthy of 
consideration, however, is the fact that OOHC have a substantially different weight in each euro area 
country due to stark differences in home ownership rates. The impact of this on the conduct of 
monetary policy and inflation trends across the euro area is explored in Section 3. 

Finally, in terms of complementarity with other ECB policies, the inclusion of OOHC in the HICP should 
play no role, for various reasons. One is that the ECB's monitoring of asset prices in the context of macro-
prudential policies can be undertaken by simply tracking house and other asset prices, rather than 
relying on OOHC indices through their inclusion in the HICP. More importantly, the HICP is specifically 
designed to capture consumption, not investment. If its main inflation indicator included investment 
then not only would it be a contradiction to gauge asset price movements from this index, it would 
also violate the ECB's primary mandate to stabilise consumer prices. Finally, envisioning a role for the 
HICP in the pursuit of financial and not just price stability could introduce counterproductive confusion 
regarding the ECB's mandate and policy decisions at a time when the ECB is striving to improve its 
communication to the public. Thus, the issue of better incorporating OOHC in to the HICP is separate 
from the issue of whether the central bank should look at asset prices to preserve financial stability: 
there should be no confusion between the appropriate measure of inflation and the issue of central 
bank policy to pursue financial stability. 
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2. HOW ARE OWNER-OCCUPIED HOUSING COSTS MEASURED? 
As discussed in the introduction, measuring owner-occupied housing costs poses several conceptual 
and practical challenges. Different approaches with both advantages and disadvantages exist to 
address these. We describe these in broad strokes below. For a more thorough treatment of technical 
aspects, the reader is referred to Diewert (2004), Eurostat (2017), and Hill, Streurer & Waltl (2018, 2020) 
who provide detailed discussions. This section also gives an overview of the status of affairs regarding 
the measurement of OOHC in the euro area, as well as planned steps to improve the situation and a 
brief discussion of the treatment of OOHC in other advanced economies.  

2.1. Net acquisitions approach 
The NA approach employs actual transactions involving housing to reflect changes in the cost of 
acquiring housing services. The current OOHC index compiled by Eurostat is based on the NA approach 
and comprises four components: new dwellings, existing dwellings that can be included in the owner-
occupancy framework, self-built new dwellings, and major renovations, services related to the 
acquisition of a dwelling (ECB, 2021). 

An advantage of the NA approach is that it is also employed for other consumer durables, like cars and 
washing machines (i.e., goods that do not exhaust their ability to provide services to the owner in one 
period), included in the HICP. Using this approach for housing would guarantee consistency across 
different goods included in the consumer basket. Moreover, the approach is consistent with the current 
legal HICP legal framework, in the sense that it is based on actual monetary transactions. 

The main disadvantage of the NA approach, as mentioned in the introduction, is that the acquisition of 
housing contains both consumption and investment components. Although the latter is incompatible 
with the requirements of the HICP to reflect only consumption expenditure, it cannot be observed 
directly, thus it cannot be subtracted out. Even if one were to rely on the rough, but commonly 
accepted, assumption that the acquisition of land represents the investment portion of housing 
transactions, whereas housing structures are the consumption component, modelling would still be 
needed to "purge" the land component. Such an approach, however, is incompatible with the above 
mentioned HICP legal framework, which stipulates that only actual monetary transactions can be used 
in its compilation. 

Another issue with the NA approach is the degree of representativeness of new dwellings and other 
allowed categories for the owner-occupied housing sector as a whole. This problem could be partially 
mitigated through careful sampling, but only on the condition that markets are deep enough to 
provide a representative sample. This may be particularly problematic in smaller countries. 
Additionally, the new dwellings sector tends to be volatile, introducing a challenge for the weighting 
of the housing component in the HICP. 

A further issue is that self-built and market-acquired dwellings are treated differently in Eurostat's NA-
based OOHC index. The latter includes the cost of acquiring land, whereas the former does not. This is 
simply because, in the self-built case, transactions involving land are separate and building costs can 
be proxied using a construction price index. Differences in the share of self-built dwellings across the 
euro area mean that the degree of harmonisation of the OOHC index across the euro area is limited.  
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2.2. Rental equivalent approach 
The RE approach takes a very different perspective: it purports to include OOHC in the price index in 
the same way that rental costs are. Naturally, rents for owner-occupied housing are not actually 
observed, so they must be imputed through either actual rents and statistical modelling - based on the 
characteristics of the dwelling, such as size, location, number of rooms, etc. - or surveys asking owners 
what rent they believe they would have to pay for their dwelling. The main advantage of this approach 
is precisely its consistency with the treatment of non-owner-occupied housing costs. However major 
challenges also exist.  

On the statistical modelling side, rental and owner-occupied housing may simply be too different to 
extract reliable information from the former for the latter. Moreover, housing services obtained 
through rental and owner-occupying can also differ, along with their value. Other key issues relate to 
the size and structure of rental markets. For example, widespread rent-control may make rental prices 
unrepresentative of the actual value of housing services obtained through rent. A small rental market 
may simply not be representative or deep enough to accurately reflect owner-occupied housing. 

The use of owner surveys presents its own sets of challenges. Over or undervaluation can occur, as 
owners place different values on specific features of their housing compared to renters or are simply 
not informed enough about the rental market.  

Additionally, periods in which the decoupling between rent and house prices increases, for example 
during booms, could make an RE based OOHC index particularly unrepresentative of actual housing 
costs faced by owner-occupiers. The final challenge of the RE approach in the euro area context is that 
it is not based on actual monetary transactions. The inclusion of such an index in the HCPI would 
presumably require more far-reaching legal changes to the HCIP framework than an NA-based one. 

2.3. User cost approach 
The user cost (UC) approach aims to measure OOHC by capturing actual expenditures related to 
housing that households incur. These include repairs and maintenance, insurance, fees related to 
purchase and construction, mortgage interest, depreciation, and the opportunity cost of alternative 
investments. Additionally, this approach attempts to net out the investment component of housing by 
excluding capital gains (i.e., increases in the value of housing).  

The main advantage of this approach is that it is designed to comprehensively capture housing costs 
faced by households. An issue that it shares with the other approaches in reference to the HICP legal 
framework is that some of the costs included in the UC approach cannot be observed directly – e.g., 
depreciation and opportunity costs – and thus must be imputed based on some assumptions. 

The UC is further characterised by particularly serious conceptual issues, especially if the goal of 
measuring OOHC is their eventual inclusion in the HICP. For instance, mortgage payments are 
influenced by prevailing interest rates, which are a key tool employed by central banks to influence 
inflation. Thus, the inclusion of such costs in the HICP would conflate the tools of monetary policy 
(interest rates) with its target (prices), making it of limited use. The inclusion of financing costs for the 
purchase of housing (i.e., mortgage payments) would also create an inconsistency with the treatment 
of other goods in the HICP for which the cost of credit for their acquisition is not considered. Finally, 
the treatment of capital gains in this index can lead to some puzzling results. For example, increases in 
house prices and, thus, higher capital gains would result in lower inflation, since these gains are netted 
out from the index. 
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2.4. Status in the euro area and foreseen future steps 
The current HICP includes a component of housing that covers costs for non-owner-occupied housing, 
in form of rents, which provide a holistic picture of the costs of housing services for renters. For owner-
occupied housing, instead, the component only includes maintenance, minor repairs, and other 
running costs like water, electricity, gas, and other fuels supplies. Overall, year-on-year inflation of the 
HICP housing component comoves closely with the overall HICP inflation and is more volatile 
(Figure 1). However, this is driven by the running costs of housing that reflect up and down swings of 
commodity prices, like the price of natural gas. The inflation of housing excluding the running costs 
evolves much more gradually. 

Discussions regarding the inclusion of OOHC in the HICP in a way that reflects the cost of acquiring 
housing services are older than the euro itself. The inclusion of such costs has long been considered 
desirable, but not advisable given the status of data collection and statistical reporting of these costs. 
Eurostat has been publishing a quarterly OOHC index for euro area countries using the NA approach 
for a number of years, but this has not been deemed reliable and timely enough to be included in the 
HICP by the ECB due to the conceptual, frequency, and timeliness issues discussed above (European 
Commission, 2018)5. 

Figure 1: Overall inflation and inflation of housing costs in the euro area measured by the 
HICP (year-on-year) 

 
Source: Eurostat, own calculations. 

                                                             
5 For latest legislation in force with regards with the measurement of OOHC see Regulation (EU) 2016/792, implemented by European 

Commission (2020). 
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Recognising the importance of housing costs as a consumer expenditure item in the HICP, the ECB 
recently provided a roadmap (see ECB, 2021 pp. 64) of organisational, statistical, legal, and 
communication changes necessary to achieve this goal. These changes involve several key actors, 
besides the ECB: namely Eurostat, national statistical offices, central banks, and the EP. The process is 
expected to lead to the creation of an official HICP index inclusive of housing costs (HICP-H) published 
at a quarterly frequency sometime in 2026 or 2027. The methodology for calculating OOHC is expected 
to be NA- or RE-based. An HICP-H for the ECB's internal use might materialise as early as 2022.  

After the creation of an official quarterly HICP-H index, the ECB foresees further improvements in 
methodology and timeliness, as well as the exploration of the possibility of eventually creating a 
monthly index. The latter point appears particularly important to align the new HICP-H to the current 
standard of inflation reporting in the euro area. 

It is very difficult to assess whether the proposed timeline to arrive at an official quarterly HICP-H is 
realistic, given the complexity of the task and the number of organisations involved. However, what 
appears clear is that the euro area has incurred a substantial delay compared to most other advanced 
economies in the timely and reliable inclusion of OOHC in its reference price index. The euro area 
should aim for the successful inclusion of OOHC in the HICP as rapidly as possible.  

2.5. Comparison with other countries 
Countries around the world take a variety of approaches to the measurement of OOHC. Most fall within 
the three aforementioned categories. For example, the US, Japan, Czechia, and Switzerland, amongst 
others, employ the RE approach. The NA approach is used in Australia and New Zealand, while Canada, 
Iceland, and Sweden rely on the UC approach (ECB, 2021). The United Kingdom produces different 
OOHC indices employing all three methodologies. 

Most of the countries mentioned also include some version of their OOHC index in the price indices 
used in the implementation of monetary policy. The exception is the UK, which, like the euro area, 
excludes most OOHC from their consumer price index but releases a separate version of the consumer 
price index (CPI) including owner-occupied housing costs.  

Figure 2 illustrates the weights of housing costs in the consumer price indices of various countries. As 
could be expected, the euro area stands out in international perspective for the low weight it places on 
housing costs, below 10 % for both, compared to an international average of nearly 20 %. Not all this 
difference is due to the omission of OOHC; consumption patterns vary across countries, which leads to 
differences in the composition of the consumption basket. However, omitting nearly all owner-
occupied housing costs clearly plays a role. 
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Figure 2: Percentage share of housing costs in the CPIs for selected economies 

 

Source: Bremus et al. (2020). 

The owner-occupied housing prices index (OOHPI) produced by Eurostat can be compared to its 
equivalent indices produced in other parts of the world in order to better understand its characteristics. 
While this is only a provisional analysis, as the current OOHPI is not yet deemed reliable enough to be 
included in the HICP, the exercise provides some useful indications.  

Figure 3 plot the index vis-a-vis the evolution of actual rents and the house price index in the euro area. 
As already suggested by Figure 1, the rental component is characterised by a low volatility. A 
combination of factors, including rent controls, play a role in this. Unsurprisingly, given that the OOHPI 
is based on the NA approach, which relies on house acquisition transactions, the index tracks actual 
house prices quite well, clearly reflecting their ups and downs. From a conceptual perspective, this is 
both a strength and a weakness of the index. While it is desirable for the index to capture changes in 
the costs of acquiring housing, a share of these are driven by the investment rather than the 
consumption component of housing. Striking a balance between accurately reflecting housing costs 
and leaving out investment costs represents the main challenge of the NA approach, as discussed 
above. 
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Figure 3: Year-on-year inflation rate of overall HICP, actual rents, OOHC and house prices in 
the euro area 

 

Source: Eurostat, own calculations. 

Figure 4 provides a similar plot for the US, adding the main US consumer price index (the personal 
consumption expenditure index), both actual and imputed rent indices, the latter of which is the US 
equivalent of the OOHPI, and the house price index. It is immediately apparent that rents in the US are 
also relatively stable; certainly far less volatile than house prices. This is reflected in a low volatility and 
general disconnect of the OOHPI from house prices. While the US index seems to successfully screen 
out changes in house prices unrelated to the general cost of living, the question remains of how 
accurately it reflects the cost of acquiring housing services for owner-occupiers, for whom actual house 
prices are clearly relevant. This is especially relevant because the US relies on the RE-approach and 
rental markets might suffer from under representativeness as the home ownership rate in the US is 
large, roughly 65 %. Figure 5 depicts the situation in the UK. It similarly indicates that imputed rents are 
mostly disconnected from general changes in the cost of living and from house prices, raising similar 
questions to those of the US context. The international comparison also highlights that the 
methodology chosen to capture OOHC can matter a great deal. 
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Figure 4: Year-on-year inflation rate of US personal consumption expenditure (PCE) index, 
actual and imputed rents as well as house price index 

 

Source: U.S. Bureau of Labor Statistics, U.S. Census Bureau, own calculation. 

  



IPOL | Policy Department for Economic, Scientific and Quality of Life Policies 
 

PE 695.470 16  

Figure 5: Year-on-year inflation rate of UK overall CPI incl. and excl. OOH, actual rents, 
imputed rents as well as house prices 

 

Source: Office for National Statistics, Acadata Ltd, own calculations. 
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3. POLICY IMPLICATIONS 

3.1. Monetary policy 
The ECB has specified the HICP to be the overriding price stability objective mandated to it by the 
Treaty. Achieving a 2 % target for this variable is the main task of the ECB and, thusly, its correct 
measurement is crucial. From a conceptual perspective, the introduction of OOHC in the HICP is of 
utmost importance, given the weight of housing costs in overall consumer expenditure. From the 
perspective of the practical implementation of monetary policy, the critical parameter is whether the 
changes to the HICP due to the inclusion of OOHC are significant or not.  

The ECB has recently provided estimates of the impact of a more thorough inclusion of OOHC in the 
HICP over the last two decades, finding that it would have been small. For the 2018-2020 period, for 
example, it would have raised the inflation rate by 0.2-0.3 percentage points on average (ECB, 2021, pp. 
57). This assessment largely confirms the conclusions reached by the ECB in 2016, namely that the 
assessment of inflation would not have changed by including OOHC (ECB, 2016, pp. 50). 

Figures 6 and 7, drawn from ECB (2021), illustrate this point visually, by presenting two measures of a 
housing-augmented HICP obtained employing simplified versions of the NA approach – i.e., by 
including the OOHC index currently produced by Eurostat in the HICP using the share of imputed rents 
as weights (Figure 6) - and the RE approach – i.e., by expanding the weight of observed rents to also 
captured owner-occupied housing (Figure 7). The latter figure can be back cast further in time (and at 
a monthly rather than quarterly frequency) since data on rents has been recorded for far longer by 
Eurostat.  

Both approaches yield a housing-augmented HICP very close to the actual HICP. Furthermore, over the 
last decade there was no overall downward or upwards bias in housing-augmented HICP compared to 
the standard HICP. Given that the ECB pursues its inflation objective over the medium run, any 
temporary deviations between the two indices would presumably have had an extremely limited, if 
any, impact on the conduct of monetary policy. 
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Figure 6: HICP and housing-augmented HICP (HICP+OOH) using the NA approach, year-on 
year percentage changes 

 

Source:  ECB (2021). 
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Figure 7: HICP and housing-augmented HICP (HICP-R) using the RA approach, year-on year 
percentage changes 

 

Source: ECB (2021). 

Another aspect to consider is that, since the Great Financial Crisis in 2007-2008, the ECB, like other 
central banks around the world, has struggled to meet its inflation target of 2 % (see Figure 8). This 
highlights the limited ability of central banks to influence inflation in the face of other economic 
developments. The inclusion of OOHC would have still led to the ECB undershooting its inflation target 
by a large margin, implying no change in the direction of policy. Given this long period of missed 
inflation targets, a fine-tuning of monetary policy following the inclusion of OOHC in the HICP appears 
even less realistic. 
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Figure 8: Actual HICP and ECB's HICP target 

 

Source: Eurostat, own calculations. 

Another way to infer the limited impacted that including OOHC in the HICP would have had on the 
implementation of monetary policy in the euro area comes from Figure 9. This reports the actual rate 
of inflation and ECB inflation projections: errors in the ECB in projecting core inflation since 2013 are a 
multiple of the correction deriving from the inclusion of the OOHC into the HICP, suggesting a minimal 
impact of such correction on the overall monetary policy strategy. 

Figure 9: Actual core inflation rate (thick line) and ECB's forecasts (thin lines) 

 

Source: Darvas (2018). 

A different perspective on the quantitative impact of including OOHC in the HICP is obtained by 
comparing it to the overall effects of the large monetary policy interventions of the ECB between 2014 
and 2018. Rostagno et al. (2019) estimate the effect on inflation of the combination of forward 
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guidance, quantitative easing, negative interest rates, and favourable bank refinancing to have been 
one-third of a percentage point. Through this lens, the OOHC correction of 0.2-0.3 percentage points 
estimated by the ECB for the 2018-2020 period is very close to the total effect of monetary policy action 
on inflation between 2014 and 2018, thus appearing more consequential. However, the point 
regarding its likely negligible effect on the conduct of monetary policy stands. 

A final consideration is that the past evolution of OOHC, and thus its limited effect on inflation in the 
euro area, does not necessarily serve as a reliable predictor for the future evolution of such costs. In 
particular, as noted by the ECB itself, a stronger synchronisation in house price cycles across the euro 
area could lead to a substantially stronger impact of OOHC on the overall price level (ECB, 2021). A 
larger decoupling between rental and house prices than has been witnessed in the past could also 
have a similar effect, since the share of housing costs included in the current HICP would be less 
representative of the housing sector as a whole.  

Overall, the inclusion of OOHC in the HICP is important for monetary policy but it is not expected to 
drastically change the current situation. 

3.2. Differential effects across euro area countries 
Home ownership rates (HOR) differ starkly across euro area countries (see Figure 10). As noted in the 
introduction, this raises the question of how including OOHC in the HICP could affect the recorded 
inflation rates of individual countries differently and what implications this could have for the conduct 
of the ECB's monetary policy. 

Figure 10: Home ownership rates in the euro area, latest available figures 

 
Source: Authors' elaboration based on data in Kholodilin (2020) and Kholodilin and Kohl (2021). 

Note: Reference years are 2011 for Belgium, Cyprus, Greece, Ireland, Malta, Portugal, and Spain; 2012 for Croatia and the 
Netherlands, 2013 for Italy; 2014 for Estonia, Hungary, Latvia, Lithuania, Luxembourg, Slovakia, and Slovenia; 2015 
for Austria, Bulgaria, and Romania; 2017 for Finland; 2018 for France and Germany.  

The expectation is that countries with relatively high home ownership rates will be most affected by 
the inclusion of OOHC in the consumer price index since housing costs are most underrepresented in 
these countries. However, the actual impact of OOHC also depends on the evolution of these costs. 
While future changes in prices cannot be observed, we can investigate their evolution in the recent 
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past to gain a sense of how national consumer price indices might have been affected. This information 
is presented in Figure 11, which illustrates percentage changes in such costs between 2015 and 2021.  

Figure 11: Percentage increase in OOHC between 2015 and 2021 

 
Source: Authors' elaboration based on data from Eurostat. 

Note: Data for Greece is not available.  

We can combine information from the two figures to arrive at a rough assessment of the potentially 
distinct effects of OOHC on national CPIs in past five years across the euro area. Figure 11 does this by 
presenting deviations from the mean of both indicators 6. The expectation is that countries most 
affected by the inclusion of OOHC in their consumer price indices would be those in the top-right 
quadrant – i.e., countries with higher-than-average home ownership rates and OOHC growth rates – 
whereas those least affected would be those in the bottom left quadrant – i.e., countries with lower-
than-average home ownership rates and OOHC growth rates. As can be seen, smaller countries that 
account for a relatively small share in the euro area aggregate are much more affected (upper right 
quadrant) than countries that enter the euro area aggregate with a large weight (lower left quadrant). 
This confirms that the effect on the overall HICP is expected to be limited. As already mentioned, this is 
a backwards-looking assessment, given that the future evolution of OOHC may be different. Home 
ownership rates tend to move slowly, so these may be a more reliable indicator of the future impact of 
OOHC, but without knowledge of price changes, the picture remains, by necessity, incomplete. 

  

                                                             
6 An alternative would have been to construct housing augmented CPIs for all countries, since most do not produce these, but this would 

require making assumptions regarding the weight of housing and would only give the illusion of precision. 
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Figure 11: Deviations from average HOR and growth rates of OOHC 

 
Source: Authors' elaboration based on data from Figures 6 and 7. 

The main implication for monetary policy of the inclusion of OOHC in the measurement of consumer 
prices is that the effect on the overall HICP is limited but there might be a potential increase in the 
dispersion of inflation rates across the euro area. The new HICP would simply better reflect an existing 
phenomenon. In turn, this might increase the complexity of implementing a unitary monetary policy 
in the euro area, as well as of communicating it to the public. 

3.3. Complementarity with other EU policies 
The inclusion of OOHC in the HICP is only remotely connected to other EU policies. However, it could 
be argued that including a component strongly influenced by an important asset price – housing – 
could help the ECB pursue the objective of financial stability alongside that of price stability.  

This is not an advisable course of action: there should be no confusion between the appropriate 
measure of inflation – and the ECB's primary mandate of price stability – with the Bank's policy to 
pursue financial stability. The latter is a legitimate, but separate, activity that cannot be substituted by 
overloading the inflation measure with asset price characteristics. The central bank should rather 
concentrate its attention on developments in the housing market as well as on other asset prices, like 
stocks, to assess the risks for financial stability. There is also the risk that conflating the two objectives 
could lead to confusion in the public and an overall less effective monetary policy.  
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4. CONCLUSION 
Including OOHC in the CPI is not just desirable and important, but something already implemented by 
the majority of central banks in other advanced economies. The HICP is the primary measure of inflation 
in the euro area and the most important quantitative indicator in the conduct of monetary policy for 
the ECB. Therefore, it should track changes of costs for consumers as closely as possible. Since home 
ownership rates across the euro area are non-negligible, owner-occupied housing costs should no 
longer be omitted from the key inflation measure of the euro area.  

In order for the HICP to continue to exist as a target inflation rate that fulfils the ECB's primary mandate, 
the OOHC cannot contain any investment costs. In practice, investment and consumption costs of 
dwellings are not observed separately. Thus, the compilation of an admissible OOHC component of the 
HICP requires deviation from the money transaction principle. A change of regulations on the 
admissible compilation procedures of the HICP is required.  

The current statistical approach of the OOHPI employed by Eurostat, the acquisition approach, is 
generally suitable for compiling an OOHC component of the HICP, when statistical decomposition of 
investment and consumption costs can be applied. The possibility of Eurostat generating two separate 
OOHC indices – one employing the NA approach and the other the RE approach – is worthy of 
consideration for the longer term to further improve OOHC component, particularly for countries with 
deep rental markets like Germany.  

Although it is important for the conduct of monetary policy to include owner-occupied housing costs 
in the target inflation measure, past experience suggests that this inclusion is unlikely to substantially 
change the picture of euro area consumer price inflation. Thus, the inclusion will not shift the conduct 
of monetary policy in the euro area in the near future in another direction, unless economic conditions 
and/or the functioning of housing markets change dramatically. Moreover, there are also no 
recognisable complementarities with other EU policies that would stem from this inclusion.  

Time is needed to fully assess the monetary policy implications of introducing an index influenced by 
the price of an asset into the HICP, including its effects on the HICP's variability over time and on 
differences across countries. No perfect way exists to fully resolve this conceptual issue, so a 
compromise will need to be struck. Practical issues regarding timeliness, frequency, and the legal 
framework of the HICP will also need to be addressed and resolved before OOHC can be included in 
the HICP. Close cooperation between the ECB, Eurostat, national statistical offices, and the EP will be 
necessary to achieve the desirable goal of accurately reflecting OOHC housing costs in the HICP within 
a reasonable time frame. 
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Owner-occupied housing costs represent an important expenditure for households and should be 
included in the Harmonised Index of Consumer Prices. Conceptual and practical challenges must be 
resolved before this can be implemented. Estimates suggest that these costs would have a small 
impact on monetary policy. At the same time, different degrees of home ownership in the euro area 
mean that their inclusion may affect countries differently. Significant complementarity with other 
EU policies, like financial stability, are unlikely to materialise. 
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