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M Abstract

Why do housing prices in urban areas rise despite a non-negligible number of vacant houses? I divide vacancies
into (1) for-sale vacancies and (2) inactive vacancies (i.e., empty homes that are not supplied to the market) and
show that they are critical in securing housing affordability and even enhancing the economy — inactive
vacancies bring adverse consequences whereas for-sale vacancies can partly alleviate them. First, I estimate the
effects of those vacancies on regression-adjusted housing prices by applying fixed-effects instrumental variable
estimations to municipality-level panel data from the three major metropolitan areas of Japan. The results show
that inactive vacancies raise sustained price elevation whereas for-sale vacancies contribute to stabilising housing
prices. Particularly, prices of non-luxury housing (i.e., housing demanded by low-income households) show
greater sensitivity to changes in vacancies. Second, I show that an increase in inactive vacancies further results
in longer commutes, fewer in-migrants, smaller housing units, and lower fertility rates, suggesting that inactive
vacancies undermine today’s and future economic vitality by stagnating a smooth labour supply. These results

provide support for policies aiming at bringing vacancies back into use (e.g., vacancy taxes).
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