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Abstract

The article aimed to present the dependencies between the transparency of the real estate market and
the level of foreign investments realized on it. For developers on the real estate market, a key element,
other than potential profits, may be the market’s transparency. The main feature of a transparent real
estate market is easy access to credible data concerning supply and demand, rent, property prices,
transactions, vacant houses and capitalization rates that could be the basis for analysis. Market
transparency does not guarantee the success of an investment, but considerably influences investment
decisions and the level of risk connected with them.
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1. Market transparency against specific features of a property

Compared to other goods, a property is made distinct by its specificity, which in turn stems from its
characteristic features. These features make a property a special type of good, difficult to classify in
the aspect of typical goods occurring on market, which is reflected in little transparency on the real
estate market.

One of the features of a property that greatly influences the level of transparency, where the rights
to a property are the subject of turnover and valuation, is its variety. The strong heterogeneity of
goods appearing on the real estate market requires an individual approach to a given property and
individual valuation. There are no identical properties, therefore the price, rent level or amount of
vacant houses depend on the specific features of a certain property, which creates significant
difficulties at the stage of determining its market value or market rent level. As a consequence,
determining a typical price or a typical rent level for the market seems impossible; therefore, there is
no market information that would become the basis for investments undertaken by a typical real
estate market participant.

Another feature of property that influences market transparency is stability on the site. This feature
creates serious economic impact which is important from the point of view of a market participant
(KUCHARSKA-STASIAK 2006 p. 18):

1) The value of each property is a resultant of changes in its environment,

2) Real estate markets are of local character.

Transactions made on the real estate market are of a rather local character. Therefore, without a
thorough comparative analysis of a property, they cannot be the source of information on a real estate
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market understood more broadly than locally. Furthermore, supply and demand that shape price on
the real estate market are also of local character. They are the result of, e.g., the available real estate
resources, the power of competition in a given sector, or the purchasing power of the inhabitants.
Stability on the site is strongly connected with the economic features of a property, such as its location.
“The result of economic location is the manner in which a property is used (...). As a result, similar
properties may have a different manner in which they are used and another value” (cited from
KUCHARSKA-STASIAK 2006 p. 22). The significant dependence of property value on location and the
manner in which it is used, as well as the frequency of market participants’ irrational behavior, all
have an impact on the lack of market rationality.

On the basis of the above considerations, it can be concluded that it is impossible for the real estate
market to be characterized by the total transparency that is the requirement of a perfect market (where
goods are homogenous). The specific features of a property make it impossible to fulfill that
requirement. Nevertheless, although the real estate market cannot be fully transparent, individual real
estate markets and their sectors may be characterized by variety in their levels of transparency. “Real
estate markets are at various stages of development in individual countries. (...) Developed markets
are more transparent since new instruments are created that increase the availability of information”
(cited from KUCHARSKA-STASIAK 2004 p.127).

2. Level of transparency of the Polish real estate market in relation to the world

Market transparency is identified with knowledge about the market, which means that every buyer
and seller worldwide is aware of all of the occurring possibilities, products and their prices. The real
estate market is characterized by a lack of transparent information regarding it, which results in the
fact that the majority of market participants do not have sufficient data concerning the prices of
properties at the moment of making a decision about buying - selling, since obtaining it is toilsome
and requires knowledge about the market. Furthermore, there are many private transactions on the
real estate market, the course and price of which, most of the time, remain secret. The informal
character of information and its confidentiality make collecting information about this market difficult
and costly (KUCHARSKA-STASIAK 2006 p. 48-49).

The main feature of a transparent real estate market is easy access to credible data concerning
supply, demand, rent, property prices, transactions, vacant houses and capitalization rates that may
become grounds for analysis. Insufficient transparency of the real estate market makes its valuation
significantly more difficult. Data concerning transaction prices and contract conditions is not available
to general participants. Yet, the accessibility of transactional data does not determine the level of
transparency to a large extent, as the amounts revealed in notarial deeds do not often correspond with
the actual price that was quoted while concluding a transaction. Every year, there are more and more
reports presenting the analysis of local and national real estate markets. It is hard to assess the
credibility of these reports as they do not represent data obtained from the market but merely
conclusions drawn on its basis. We do not know which properties were included in the surveys, nor
do we know how big the surveyed group of properties or market participants was. In all probability,
serious developers entering the Polish real estate market do not take decisions concerning investments
on the basis of generally available reports of questionable credibility. Carrying out a survey by a
professional company operating on the real estate market is expensive but provides the developer
with an image of the market that is not seen by its other participants; this gives him greater
possibilities to successfully carry out an investment and obtain a planned rate of return.

Figure 1 presents images of the twenty-five most transparent of real estate markets worldwide
according to the Global Real Estate Transparency Index (the lower the index value, the higher the
market transparency).

Poland is 19th on the list (out of a total of 97 countries) of a worldwide real estate transparency
ranking. It describes the Polish real estate market as transparent, which means there is information
flow and its participants have access to market data. The classification presents ten of the most
transparent real estate markets, among which the leading positions are taken by the United States,
Great Britain, Australia, Holland and New Zealand.

Figure 2 presents the transparency of the European real estate markets according to the Global Real
Estate Transparency Index. Among the European real estate markets, Poland is 13t on the list. The
following countries are included among those considered to be highly transparent: Great Britain,
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Holland, France, Finland, Sweden and Switzerland. Markets characterized by the lowest level of
transparency are the Belarussian (non-transparent) and Serbian (with low level of transparency)
markets, whereas eastern European real estate markets were described as medium-transparent.
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Fig. 1. 25 real estate markets worldwide characterized by the highest level of transparency. Source:
prepared by the author on the basis of Real Estate Transparency (Back on Track, 2012, Global Real

Estate Transparency Index, Jones Lang LaSalle).
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Fig. 2. Transparency of the Polish real estate market in relation to Europe. Source: prepared by the
author on the basis of Real Estate Transparency (Back on Track, 2012, Global Real Estate Transparency

Index, Jones Lang LaSalle).
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Throughout the years, the level of transparency on the Polish market has undergone regular
improvement. Changes in the level of transparency of the Polish real estate market described on the
basis of changes in the global transparency index (Jones Lang LaSalle) have been presented in
Graph 1.
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Graph 1. Changes in the level of transparency of the Polish real estate market between 2001-2012.
Source: prepared by the author on the basis of the Global Real Estate Transparency Index, 2006, 2010,
2012, Jones Lang LaSalle.

In 1999, the Polish real estate market was described as one with a low level of transparency.
Between 2001 - 2006, according to Jones Lang LaSalle, the Polish real estate market was characterized
by a middle level of transparency, reaching the level of a transparent market in 2008.

Individual real estate markets worldwide are greatly varied as regards to the level of their
transparency. One attractive strategy of increasing the effectiveness of real estate markets
characterized by a low level of transparency is entering those markets, using the results of
professional market research that are proprietary, provided against payment or generally unavailable,
and later introducing clearer business practices that will help increase market efficiency. This would
require time-consuming analysis and a constant procedure of noting market data, exact characteristics
of supply and demand, and a review of financial information for every investment that took place on
the market (GORDON 2000 p. 5).

3. The level of transparency on a market and the size of foreign direct investment realized in its
real estate sector

Domestic markets once dominated by local entrepreneurs have been transformed into international
ones and opened their doors to foreign developers. In the era of advancing globalization and
economic integration, worldwide trade and capital flow increase significantly. Freedom of capital
flow, technological advancement, the quick transfer of innovation and development of transport and
communication increase the role of foreign direct investment (FDI). Nowadays, it is assumed that
entrepreneurship requires well-formulated principles and rules that transparently describe ownership
and lower the cost of dispute settlement, rules that increase the predictability of economic interaction
and give market participants a certainty that they will be protected from potential abuse. These
regulations should be effective, simple in realization and available for everyone (Doing business in a
more transparent world, 2012 p. 7). Due to the specific features of property, such as stability in the site,
the real estate market is particularly sensitive to institutional changes and experiences the weakness of
the institutional system in a given country or region. Until recently, a result of that may have been the
strong dominance of the real estate market by local investors (EICHHOLTZ, GUGLER, KOK, 2010 p. 2).
From the developer’s point of view, the high transparency of a given market is a signal that this
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market is mature and characterized by a lower risk level, with delays or drastically increasing costs
occurring much less frequently. High market transparency allows one to compare the costs of land
purchase and construction, as well as the rent level, available tax relief and other parameters relevant
for developers. The availability of market data in the form of statistics allows developers to carry out
the evaluation of an investment’s efficiency and valuate the future rate of return. Moreover, free
information flow significantly intensifies the decision process. Highly transparent markets are
characterized by a lower risk level regarding investment flow and the barriers of entering or leaving a
market are weaker. Additionally, less transparent markets, from the viewpoint of a developer, require
using the services of professional real estate market advisors or initiating co-operation with local
partners. On the other hand, developers do take the risk of entering markets that are not so
transparent, where they can receive a risk bonus in the form of a much higher rate of return on their
investment (JONES LANG LASALLE 2010, p. 20-21).

Investing in various regions of the world ensures the additional diversification of the investment
portfolio. It needs to be remembered that the real estate business is of local character and cash flow
generated by it is dependent on the local economy. Therefore, the time and nature of the real return of
capital invested in property will vary and depend on the conditions in a given country or region
(BRIDDELL, 2010 p. 1). On less transparent markets, foreign investors have a certain advantage over
local ones. They may use the services of professional real estate advisors and purchase reports
concerning the market so that they have the same level of information as its local participants.
However, in addition to this, overseas developers frequently look at a given real estate market from a
global perspective, often invisible to those operating on the local market.

Foreign direct investment located in the property sector brings many benefits but also creates
additional risk connected with the possibility of rapid change occurring in the size of the located
capital, as a result of which great destabilization on the real estate market may take place and, in
consequence, affect even the whole economy. In Table 1a, the construction sector ratio is presented as
a percentage together with the property service in foreign direct investments coming into Poland
between 1996 - 2011.

Table 1
Construction sector ratio together with the property service in foreign direct investments coming into
Poland between 1996 - 2010.

% ratio of the real % ratio of the real

Year estate sector in Year estate sector in

FDI FDI
1996 2.19 2004 6.19
1997 1.32 2005 5.25
1998 1.82 2006 13.24
1999 2.00 2007 11.90
2000 471 2008 11.22
2001 428 2009 5.45
2002 5.89 2010 32.98
2003 7.76 2011 4.88

Source: prepared by the author on the basis of: Foreign direct investment between 2001-2010 - general
trends. 2011. Ministry of Economy, Department of Analyses and Forecasts, Warszawa, Foreign direct
investments in Poland, statistical indices NBP 2010, 2011, 2012.

Even though there was more foreign capital coming into Poland in form of foreign direct
investments between 2006-2008, the highest ratio of the real estate sector in foreign direct investment
was noted in 2010, when FDI in Poland dropped to 36% as compared to 2009, when the ratio of the
real estate sector increased to 32.98%. This indicates a significant role of the real estate sector in
attracting foreign capital. However, one needs to keep in mind that the inflow of additional capital
changes the relation between supply and demand and hence, also influences the investment decisions
of other market participants.

Recently, the Polish economy has drawn much foreign capital, a part of which was located in the
real estate market. The inflow of foreign direct investment to the Polish property sector in relation to
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the level of transparency on the market between 2001 - 2011 has been presented in Graph 2.
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Graph 2. Transparency of the Polish real estate market and the inflow of foreign direct investment to
the Polish property sector between 2001-2011. Source: prepared by the author on the basis of Real
Estate Transparency, Back on Track, 2012, Global Real Estate Transparency Index, Jones Lang LaSalle,
Foreign direct investment between 2001- 2010 - general trends, 2011, Ministry of Economy,
Department of Analyses and Forecasts, Warszawa, Foreign direct investments in Poland, statistical
indices NBP from 2003 to 2012.

The most foreign capital in the form of foreign direct investment funded the Polish property sector
in 2012 (over $2.9 b), in 2007 (almost $2.7 b) and in 2006 (over $2.5 b). Despite differences in the
transparency of Polish real estate market in 2006 (medium-transparent) and 2010 (transparent), the
inflow of foreign direct investment to the property sector did not differ significantly. This is grounds
to conclude that in the case of the Polish real estate market, its transparency was not a key element
considered by foreign developers while making decisions. Despite the weak real estate market
transparency in 2006, foreign developers still invested a large amount of capital - much larger than in
2008 and 2009 when the Polish market was characterized by a much higher level of transparency.

4. Summary and conclusions

High market transparency makes it much easier to make rational investment decisions. On the other
hand, in many cases, developers invest their capital in property basing cost effectiveness on the value
of an individual property, treating its potential as the key factor and considering it to be even more
important than the available data on the market; moreover, they are willing to take the risk that result
from low cost effectiveness, provided there is a possibility of gaining a bonus for that risk in form of a
higher rate of return. “There is ‘inner’ information that appears on property market - there are those
who are better and worse informed, with majority of the latter” (cited from KUCHARSKA-STASIAK 2006
p. 70). Difficulties in obtaining credible information about the market create the possibility of gaining
an advantage on the market and realizing profitable property investments for experienced developers
who are willing to take that risk.

On the basis of the above considerations, it can be concluded that high market transparency is not a
necessary factor from the point of view of foreign investors. Frequently, it is other parameters that do
much more to draw developers as they create possibilities that do not exist on property markets with
a high level of transparency. Market transparency is much more important for entities investing in
properties indirectly. Appropriate market transparency and the proper valuation of property assets
that constitute paper securities for advanced financial products may bring both social and economic
benefits in the form of lowering the probability of the occurrence of financial crises in the future
(Policy Framework for sustainable real estate markets, 2010, p. 25).
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All around the world, great success is being noted in carrying out real estate market research and
introducing procedures of fixed trading in those markets. The good news is that, once undertaken,
actions aimed at increasing effectiveness are hard to stop. Not every market will open up to new
developers’ requirements in the same way, but those that do should focus on market areas that are of
key importance from the viewpoint of the developer (GORDON 2000 p. 5).
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