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ABSTRACT 

This master´s thesis deals with a mortgage markets in the Czech Republic and the 

United Kingdom. It compares factors influencing their function. These factors are 

selected on the basis of PEST analysis. The aim of the master´s thesis is to 

describe and compare those factors on both markets in order to evaluate them and 

suggest steps to improve the situation. Successful and perspective aspects of one 

market are taken as a lead for tools which could improve the other market. 

 

 

ABSTRAKT 

Tato diplomová práce se zabývá hypotečními trhy v České Republice a Spojeném 

Království. Porovnává faktory působící na funkci těchto trhů. Tyto faktory jsou 

vybrány na základě PEST analýzy. Cílem diplomové práce je popsat a porovnat 

tyto faktory na obou trzích za účelem jejich ohodnocení a navržení kroků ke 

zlepšení situace. Úspěšné a perspektivní stránky jednoho trhu jsou brány jako vzor 

pro nástroje, které by zlepšili situaci na trhu druhém. 
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EXECUTIVE SUMMARY 

The master´s thesis aims to compare the situation on the mortgage markets in the 

Czech Republic and the United Kingdom and factors which influence their 

function. Firstly, the thesis describes theoretical basis which will be used through 

the work. The thesis characterizes the PEST (LE) analysis in detail and adds a 

connection to the SWOT analysis. However, the SWOT analysis is not performed, 

because of the detailed PEST analysis. The theoretical basis also includes notions 

defined which will be used in the work, and mortgage loans history. The 

development of mortgage legislation is mentioned briefly. 

 

Secondly, the PEST analysis is executed. The focus of the examination is put on 

first three factors. Political factors include legislative elements and technological 

factors contain the environmental influences. The analysis explores factors 

impacting the mortgage market. Subsequently it compares and evaluates them in 

order to draw solutions and proposals for one market based on the market of the 

other country.  

 

Problems and solutions are briefly formulated as sub-conclusions at the end of 

each factor comparison. Those are summarized in the proposals part according to 

the preceding findings. In conclusion, both countries have some problems which 

might be proposed to be solved by the system of the other country. However, the 

major solutions for example in the Czech Republic would require political 

changes, which are currently hard to enforce and defend. 
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INTRODUCTION 

Housing is the basic need of inhabitants of all countries. Housing support, 

programs and other incentives need to be maintained in all stages of the economic 

cycle. The mortgage market supports the housing by the supply of money. The 

world economic crisis beginning at the end of 2007, have put significant stress on 

economics of all countries in the world. Since, the initial trigger of the crisis was 

unsustainable development of the mortgage market in the USA; this thesis focuses 

on the current situation on two European markets and compares them. The 

countries analyzed are the Czech Republic and the United Kingdom. 

 

The master´s thesis theme was selected because of the current world economic 

downturn. Some economies are recovering and others do not. Therefore, the 

comparison could show how can one country learn and adopt successful strategies 

and tools from the other. As factors of the analysis, processes and systems which 

are used by these two countries will be described and compared. The situation in 

the European Union has lead to increased demand for cut backs and several 

reforms in all member states. Therefore, the current situation is mainly influenced 

by the political reforms, which should lead out from the recession on the mortgage 

loans markets. 

 

The PEST analysis was preferred because factors, which are analysed, embrace 

the entirety of the theme. The thesis do not describe mortgage as a tool and the 

process of approval, because that was chosen as a theme of others master´s thesis 

already several times before. However, basic notions and terms will be described 

in the theoretical part. 

 

Results of the thesis will give better insight on elements of the market. Proposals 

will be drawn accordingly, however, these should be directed to the highest 

positions in the state government and this will never be easy to address. 
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1 THEORETICAL BASIS OF THE WORK 

1.1 PEST analysis 

PEST abbreviation stands for Political, Economic, Social and Technological. 

Various acronyms are used for this analysis such as STEP, PESTLE, PESTEL and 

STEEPLE. PESTLE abbreviation is particularly used in the UK. Kotler presents 

the framework as simple analysis of the macro environment. (24) “PESTLE 

analysis is in effect an audit of an organisation's environmental influences with the 

purpose of using this information to guide strategic decision-making.“ (12) This 

analysis of the external environment is not always used in the whole structure and 

content and therefore the abbreviation and letters used are different. 

 

For the purpose of this diploma thesis the analysis used will be PEST containing 

Political (Legal incorporated), Economic, Social and Technological 

(Environmental incorporated) factors. 

 

As explained, the basic four dimensions analysis will be used. Factors such as 

Environmental and Legal will be included because in most situations these are 

additional to the fundamental four headings. There is no need to extend and 

overcomplicate the analysis. Furthermore the analysis is more specific when 

comprising the basic four features. The additional ones have only implications to 

the originals. 

 

PEST analysis is used to assess the macro-environment that may affect decisions 

made by managers of an organisation. Macro-environment includes factors of an 

organisation, which are out of its control and have impact on its function. These 

factors are categorised using the PEST model into several spheres. The 

classification depends on the subject of the analysis. The analysis is useful tool for 

understanding the broad environment. Specifically understanding risks or a 

potential associated with a market. 
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The PEST analysis is generally used for assessing the stage and position of a 

company which will be at some point influenced by the external factors. This 

analysis might be conducted in the direction to assess a particular market for 

better understanding the circumstances influencing the business. It means that 

firstly the subject of the analysis needs to be specified. 

 

The elements form a framework for market analysis, business assessment, 

marketing proposition, idea, strategy position or a direction of a company. 

 

1.1.1 The PEST process 

Steps to follow: 

 Decision of the information collection 

 Appropriate sources of information 

 Gathering information 

 Analysis of the findings 

 Identification of issues, strategic options 

 Discussion of findings 

 

An advantage of the analysis is that “it has the explicit task of leading executive 

thinking beyond current activities and short-term horizons, while still making 

frequent and sensible links to current and shorter term activities to retain 

credibility.” (6, page 172) 

 

PEST analysis focuses essentially on external factors. PEST analysis is helpful 

prior to completing a SWOT analysis. 
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1.1.2 PEST framework  

Table 1 PEST framework 

Subject of the PEST analysis 

Political, Legal 

 Current legislation in the 

market 

 Future legislation 

 Reforms 

 Regulatory bodies and 

processes 

 Government policies 

 Government change and 

stability 

 Funding, grants and initiatives 

 Conflicts 

Economic 

 Market economy situation 

(growth/decline) 

 Trends 

 Interest rates 

 Taxation 

 Seasonality/weather issues 

 Specific industry factors 

 Credit availability 

 Cost of living 

 Customer/end-user drivers 

 Inflation 

Social 

 Lifestyle 

 Trends 

 Life cycles 

 Demographics 

 Cultural norms, attitudes and 

opinions 

 Law changes affecting social 

factors 

 Consumer buying patterns 

 Major events and influences 

Technological, Environmental 

 Ecological/environmental issues 

 Competing technology 

development 

 Associated/dependent 

technologies 

 Maturity of technology 

 Information and communications 

 Technology legislation 

 Innovation potential 

 Technology access, licensing, 

patents 

Source: adapted from the CIPD (12) 
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1.1.3 PEST and SWOT analysis 

SWOT analysis is credited to Albert S. Humphrey. The analysis came from his 

research conducted at Stanford Research Institute from 1960-1970. Purpose of the 

research was to find out why the corporate planning fails. The analysis was firstly 

called SOFT, which stands for Satisfactory, Opportunity in the future and Fault, 

Threat in the future. The acronym was changed by Urick and Orr from the Dolder 

Grand in Switzerland during a presentation at the Seminar in Long Range 

Planning, 1964. 

 

The SWOT analysis is a planning tool to understand better the circumstances of a 

specific project. The acronym states Strengths, Weaknesses, Opportunities and 

Threats. SWOT analyses generally a project. It involves identifying internal and 

external factors which support or hinder its successful development. The analysis 

is often used as a strategic and planning tool for business. SWOT combines 

strengths and weaknesses of an organisation with opportunities and threats which 

come from a market or generally external environment. Therefore the 

combination of SWOT and PEST analysis establish an organisations current 

position. 

 

The process of the SWOT analysis requires the same steps to follow as mentioned 

in the PEST description. However, SWOT framework is not an analysis in itself. 

It is rather numerous factors put together, a summary. The analysis comes after. 

These findings need to be interpreted correctly in the context. Strengths and 

weaknesses represent internal forces, which could be controlled and changed. On 

the other hand Opportunities and Threats are of external impact and not directly 

controlled by the organisation. 

 

The difference between these two analysis tools is mostly viewed in the subject. 

PEST analysis measures a market and SWOT analysis measures a business unit, a 

proposition or an idea. (12) In general, SWOT analysis interprets strengths and 

weaknesses of a business unit or a proposition, whereas PEST analysis puts these 

factors into a market context and measures its situation and future perspectives. 
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The four dimensions of the PEST analysis are the extension of the basic two of 

pro’s and con’s. It encourages a decision making process and proactive thinking. 

Findings of the SWOT analysis are put across the PEST findings and should be 

comprehensive in a case of successful business. 

 

The PEST analysis is useful to be done before the SWOT analysis. PEST helps to 

identify some SWOT factors and therefore an overlap appears between them. 

Similar factors would appear in both of them.  

 

1.1.4 Common advantages and disadvantages of PEST and SWOT analysis 

 Simple and flexible frameworks 

 Facilitates wider understanding of the business environment, strengths and 

weaknesses 

 Strategic thinking focus 

 Identifies possible business threats and minimise their impact 

 Anticipates business opportunities 

 

 Threat of oversimplification of the amount of data 

 Requires regular ongoing undertaking of the process 

 Requires different points of view (more people involved) 

 Time consuming and costly 

 Never ending changes complicate the analysis  

 Risk of too much data and unfounded assumptions 
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1.2 Mortgage loans history in brief 

The Latin term “hypoteca” (mortgage) is known already from the Roman Empire. 

Roman “hypoteca” as a distant forerunner has been already legally regulated to a 

significant and elaborated extent. Only beginning in the second half of the 17
th

 

century, the term “hypoteca” has been used for the real estate security. 

 

The mortgage loans as a specialized kind of business have not been used until the 

second half of the 18
th

 century. First specialized institutions have been built in that 

period to provide such commerce and mortgage debenture bond has been 

established. The mortgage system in Europe is connected to the Crédit Foncier de 

France, which was founded 1852. It was the first institution to emit the debenture 

bonds in order to gather capital and transfer it in a form of mortgage loans. In the 

19
th

 century, the mortgage loans have become extensively used for financing 

housing purposes. The mortgage market development has become significant in 

Germany (where the mortgage Banks Act has been accepted as early as in 1900) 

and in Austria. (16) 

 

1.2.1 Mortgage legislation in the Czech Republic 

Even though the required legislation on mortgages has been already accepted in 

1990, Bonds Act no. 530/1990 Coll., their development is not dated until 1995. 

The reason might be explained by the lack of right of lien legislative and high 

interest rates around 15%. 

 

The so called “Mortgage Act”, no. 84/1995 Coll. was accepted in 1995 and by 

amending five other acts gave ground to the mortgage loans development. After 

1995, the mortgage market was stimulated by the state financial support of 4%, 

which was reduced to 2% in 2001 in addition to lower interest rates. Those low 

interest rates have lead to further reduction to 0% of the state support. The support 

of young borrowers applying for older housing was reduced to 2%. 
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An important milestone in the Czech mortgage market is represented by the 

entrance of the CR to the European Union in 2004. The mortgage market was 

significantly influenced by the introduction of the new Bonds Act no. 190/2004 

Coll. in which the current arrangement of the mortgages is based. Until now the 

mortgage had to be secured by the right of lien to a real estate and be used for 

building living or related purposes. From 2004, an “American” mortgage was 

established, which do not require building purpose of the mortgage. Moreover, a 

mortgage provided for cooperative housing was introduced. The banks were 

further allowed to provide mortgages in the whole EU area and also a real estate 

in the EU could be used to secure the mortgage loan.  

 

1.2.2 Mortgage legislation in the United Kingdom 

Historically, from the middle of 19
th

 century, the only providers of mortgages in 

the UK were building societies. Therefore, we can say that the mortgage 

regulation is still in development (as it is in the CR). There was no regulation on 

mortgages decade ago.  

 

The BS is a mutual institution, initially financed by members´ funds. Although 

there have been several scandals when promoters ran off with the deposits, the BS 

was still perceived in the UK as safe and unimaginative until the 1980s. The 

Building Society Act 1986 has changed the situation. This Act cancelled much of 

the BS legal restrictions on borrowing limits and funding. Moreover, it permitted 

BS to convert to banks or be taken over by banks and therefore became more 

aggressive in the borrowing and lending approach. 

 

Nowadays, the mortgages are regulated by two overlapping systems of law. 

Mortgage Code was put in effect in 1997 and remained in force until 31 October 

2004, when the Financial Services Authority created and put in place detailed 

regulatory regime, Mortgage Conduct of Business (MCOB). The second system is 

operated by the Office of Fair Trading (OFT) under the Consumer Credit Act 

(CCA) 1974 lastly amended in 2006. From the April 2008, the CCA applies also 
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to consumer credit contracts. However, the majority of banks, building societies 

and insurance companies´ mortgages are exempt from the operation of the CCA. 

 

 

 

1.3 Notions defined  

“American” mortgage is a term used in the CR for consumer loans which are 

secured by a real estate. This type of mortgage is favoured in the USA, therefore 

the terminology. 

 

Annuity mortgage is a capital interest repayment mortgage, common in the CR. 

The instalments are the same amount for the whole period. 

 

Base rate is a minimum lending rate abolished in 1981 which is set by the Bank 

of England (2weeks repo rate at the Czech National Bank). 

 

Building society is a mutual organisation, owned by its members and regulated 

by the Building Societies Act in the UK and by the Commercial Code and other 

laws in the CR. 

 

Buy-To-Let mortgage is used by the owner of the property who intends to let it 

out to other tenant. Significantly used in the UK. This type of mortgage is often 

referred to as a commercial mortgage. A higher interest rate is applied because of 

the higher degree of risk for the lender. 

 

Completion is a moment when the mortgage formalities are done and the funds 

are prepared to be drawn down from the lender. 

 

“Consumer Price Index measures the change in price of goods and services that 

household consumes. Such changes affect real purchasing power of the 

consumers´ incomes and their welfare.” (45, page 1) CPI is a weighted average of 

a basket of prices. It is used as a measurement of inflation in the UK since 1997.  
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Cost of living is the cost to maintain a certain living standard. The calculation and 

results are often used to compare standard of living in different geographical 

areas. A typical cost of living index is CPI. 

 

Credit history is a borrower´s financial record. 

 

Debt-To-Income Ratio is a method used to assess the borrower´s qualification to 

receive a loan. The high of the debt is compared to the applicants´ income. 

 

Disposable income is an amount of money that households have available for 

spending and saving after income taxes have been accounted for. 

 

First Time Buyer term is often used in the UK for a person purchasing a property 

for a first time. Lenders offer usually different or preferential terms of the 

mortgage and also government provides them with special help. 

 

Fixed rate mortgages offer a fixed rate interest for a set time frame. 

 

Fixing is a period of time for which the interest rate is set as fixed (the most 

common are 3 or 5 years in the CR).  

 

Flexible mortgages are offered in the UK and allow making overpayments in 

order to repay the mortgage early. In the CR, free overpayments are often allowed 

only in the moment when the fixing period ends. 

 

Housing Association is a body of trustees or non profit company in the UK 

established for the purposes of providing, building, improving, managing or 

facilitating the construction or improvement of housing accommodation. Any 

local who require help with housing put his name on the list. HA are usually used 

by the low income or people who need extra support. 
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Interest only mortgage is a loan where only the interest is paid during the term 

of loan (UK).  

 

Interest rate is a percentage of the mortgage, which lender charges each month 

(year) for lending the money. 

 

Land-development plan comprehends allocation of the land within locations. It 

determines where the living area or the industrial centre will stand, and which part 

will be protected. In the CR, the land-development plan is defined by the Building 

Code. It determines the documentation about the municipality or region for future 

management and development. 

 

LIBOR (PRIBOR) is London (Prague) interbank offered rate at which bank buys 

and sells money to another bank. 

 

Loan-To-Value Ratio is the ratio of loan amount to the property value in a 

percentage. Loans above certain ratio level might not be available or might 

require higher fees or security. 

 

MIRO – Mortgage Interest Run On is a UK programme in which people can 

get four weeks of extra money to pay housing costs if certain benefits are stopping 

(They are returning to work or earning more money). 

 

Mortgage is a loan to buy a property when the right of lien is put on the property 

to secure the loan payments. If the loan is not repaid regularly, the property could 

be taken back against the money outstanding.  

Mortgages differ in two ways, either for building purposes or for other which are 

in the CR referred to as “American mortgage”. Those loans do not require using 

the funds for building or buying a property, they might be used for anything. The 

loan is still needed to be secured by a real estate and the interest rate is 

significantly higher. 
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Mortgage Rescue scheme is a governmental scheme in the UK established to 

help if people are having serious trouble with mortgage repayments. It is run by 

local housing authorities. It is only available in England. The people eligible for 

this scheme need to meet certain criteria as having a dependent child, be pregnant, 

etc. 

 

Mortgage term is the period of time in which the loan must be repaid. 

 

Net migration is the difference between immigration and emigration. 

 

Portable mortgage can be transferred from one property to another (UK). 

 

Principal is the amount of credit still outstanding. The interest is calculated on 

principal. 

 

Privatization is a process of transfer of government services or assets to the 

private sector. 

 

Progressive/degressive mortgage are two types of the mortgage in the CR. They 

express the path of instalments. Either the instalments rise or decrease during the 

mortgage term. 

 

Purchasing power is a measure of disposable income per capita, state benefits 

received included, after deduction of taxes. 

 

Redemption means to pay off the mortgage in order to move to another property 

or at the end of the term. 

 

To refinance means to rearrange with a different lender more attractive terms of 

the loan. 
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To remortgage the loan means to change a lender but not the property. It usually 

requires redeeming an existing loan on a property. 

 

Restitution is a legal response to an event for example of nationalisation. The 

state must give up his gains (especially land or buildings) to the claimant. 

 

The term right of lien is explained according to the § 152 of the Czech Civil Code 

as a right which serves to secure a claim in case the corresponding debt will not be 

paid in time. In that case, the debt could be satisfied by realization of the pledge. 

 

SMI – Support for Mortgage Interest is a scheme established by the UK 

Government in order to help people with their interest on mortgage payments. 

Only people who get specific benefits are eligible to apply for SMI. The support is 

paid to the lender. 

 

The term social living is defined in The VAT tax Code of the CR. It is determined 

by the floor space. Basically a flat (house) for social living must not have a floor 

space exceeding 120 (350) square meters. 

 

Super rough salary represents the calculation of the basis for insurance from the 

salary in the CR. It is calculated as 1.35% times the rough salary. 

 

Variable interest rate usually set to be in line with cost of borrowing. Base rate 

on which the variable is set might be LIBOR, PRIBOR, etc. A given margin is 

charged over this interbank rate. 
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2 ANALYSIS OF THE CURRENT SITUATION 

 

2.1 PEST analysis of the markets 

The main part of the thesis consists of the mortgage loans market analysis, where 

the current situation will be described, analyzed and compared. The PEST 

framework is used as the basic one and the legal an environmental issues are 

incorporated, but do not constitute an individual part of the analysis. One factor 

by another will be analyzed firstly in the Czech Republic and secondly in the 

United Kingdom. Those will be compared and partially concluded at the end of 

each factor analysis. All parts do not comprise the same elements, for example in 

the social part an immigration issue is mentioned only in the part of the UK 

market, as it might importantly influence the market. 

 

2.1.1 Political/ Legal factors in the Czech Republic 

The first part of the analysis will focus on the factors of political and legal scene 

in both markets. The legal element is intentionally incorporated in order to fully 

describe those factors. The legal procedures, laws establishment etc. lays in hands 

of the government and therefore the political and legal influences are inseparable 

from each other. 

 

The Czech Republic and the United Kingdom do not have the same political 

arrangement. The Czech state is a republic contrary to the United Kingdom. 

However, the political organisation is very similar. In both countries last elections 

resulted in coalition government. In the CR a political power is currently in hands 

of centre-right coalition of Civic Democratic Party (ODS), Public Affairs (VV) 

and TOP 09 which were elected in the last election in May 2010.  

 

This Czech government has been experiencing serious political shakes. 

Corruption scandals and resignations, disputes among political parties in coalition 

and other problems cause unreliable environment. The 3 coalition is shaken to its 

foundation however it has survived vote of no confidence. 
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The political environment as seen by the people was researched by STEM agency. 

According to its survey, the majority (55%) of people are not satisfied with the 

political situation and environment currently in the Czech Republic. 26% of 

respondents think that this government will bring prosperity and only18% of 

respondents has confidence in the current government. (37) 

 

The media are still bringing new and new scandals, discovered corruption and 

incorrect political practises. Therefore the political environment is assessed as 

politically very instable. 

 

An important aspect of the Czech Republic’s political and legislative environment 

is bad legislative enforcement. This factor plays an important role not only when 

setting up a business, but as well in the mortgage market. Generally, the problem 

is caused by frequent updates of laws and slow, poorly working judicial 

proceedings. This is supported by a study made for instance by Ernst & Young. 

(11) According to this study the legislative enforcement is a major problem of the 

Czech political and market environment. 

 

Czech legislative environment needs significant changes for its effective function. 

When a buyer of a property experiences any problems, judicial proceeding or any 

other legal steps will not encourage him to quickly solve it. Furthermore the time 

needed for any proceeding makes very difficult for families to simply buy a house 

or flat and live. All buyers should just hope for easy process with no obstacles or 

unfair practices. 

 

The global financial crisis in the past years has forced the EU countries to rethink 

their financial stability and discuss several reforms in public finance and other 

areas of state administration and management. The Czech Republic as a member 

has also prepared changes in laws which are currently discussed. However, 

several disputes and problems appeared because of the political situation in the 

country. Once again, the STEM survey shows that only one third of the 

population supports the reforms, however, still with some reservations. The 
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problem is not seen in the reforms themselves, but in the fact that nobody has 

clearly communicated the reasons, changes and effects to the people. 

 

Consecutively described reforms have direct or indirect influence on the mortgage 

market. Those are: The tax reform, pension reform and building savings support 

changes. 

 

The tax reform discussed comprises tax rates of VAT and personal taxes, tax 

allowances, property taxes, reform of the process and terminology. The tax reform 

should lead to simplification of the taxes understanding, payment and proceeding.  

 

Yet, the VAT tax rate is divided into two levels, the basic rate of 20% and reduced 

rate of 10%. The reduced rate is intended to be applicable only for some basic 

food in 2012 and the basic rate will be used for the rest of things under the VAT. 

The current reforms of the tax system comprise a change in VAT tax rate to 20% 

of basic rate and 14% of reduced rate in 2012 and single universal level of 17.5% 

rate in 2013.However, nothing is definitive. Even the final version of the reform 

has not been yet agreed. The coalition is not in accordance even in the basic 

proposals. Concerning the housing market in discussion of this thesis; the reduced 

tax rate for building works or reconstruction of a house, flat or residential house is 

currently applied. The same principle is used for building houses and flats for 

social living. It is not yet decided if building and reconstruction works will be 

somehow excluded or an exception will be applied when the VAT rate will 

increase and will be unified. The VAT tax reform should lead to higher income 

for financing pensions and decreasing a state budget deficit.  

 

Though, what are other outcomes and consequences for people and the mortgage 

market? If the VAT tax rate will increase in the future, house and residential 

building will cost significantly more than now. People will need higher mortgage 

loans and for longer period of time. The VAT reform will on one hand finance a 

pension scheme but will lower a disposable income of the Czech population on 

the other. In addition changes in building savings support and mortgage 
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advantages will impact the income of a family and its possibility to buy its own 

property for living. This will contribute to slow down and lower attraction of the 

mortgage market. 

 

Personal tax reform stands mainly for the change in the principle of tax 

calculation. Nowadays used a conception of “super rough” salary and 15% rate 

will be finished and replaced by 19% rate. This personal tax reform should lead to 

savings in hundreds of Czech crowns for people with the exception of people who 

earn more than 100ths per month. Mortgage financial support and allowances will 

also change in addition to the personal tax rate. Non-taxable part of a tax basis is 

currently applied for paid interest from mortgage loans or loans from building 

savings. Maximum extent of the amount deducted of 300ths Czech crowns is 

about to change. The new height discussed was 150ths or 100ths Czech crowns. 

Finally 80ths was agreed as a limit. 

 

Nevertheless, this change in limit will not have a negative effect. Contrariwise 

some people will even benefit from the change beginning in 2013 because of the 

change in personal taxes. Furthermore, according to the Ministry of Finance of the 

Czech Republic, in 80% of mortgage interests are between 40ths to 50ths a year. 

Therefore a majority of mortgage loans payers will not experience significant 

problems. A problem arises for payers with mortgage interest over 100ths. 

 

Mortgage and building savings interest tax deductible in addition to the state grant 

for savings are important and necessary tools in the housing and mortgage market. 

They help and encourage people to buy properties for living and at the same time 

facilitate their decisions about a family budget. Building savings support has 

changed in the 2011 as well. The current government have agreed on decrease in 

the state grant, which is transferred after the year end. The grant is currently 10% 

of the amount saved, from maximum 20 000 Czech crowns per year. Interests 

from the loan built on the building saving support are also subject of tax 

allowances, as mentioned previously. Both financial supports which were reduced 

will have impact on the market, however not negative. As an effect, the market 
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will be cleaned up from the people abusing it and will positively motivate people 

to benefit from it. 

 

The last reform which is currently discussed is a pension reform. Discussion is 

held on new saving pillar creation, reform of the pension additional insurance and 

increase of retirement age. This reform aims to secure financial support for retired 

people in changed demographic conditions. These will be further discussed in the 

Social factors of this analysis. The government seeks new sources for future 

generations pension finance. Pension reform might not be viewed as of direct 

impact on the mortgage market. However, the reform takes a part of income 

which could be used for housing financing, therefore the mortgage loan height 

will differ and also the financial weight on people. 

 

The consequence of described changes and reforms for the mortgage market will 

be seen in the market boom until the decisive date of these reforms. However 

Vladimir Pikora, analyst of the Next Finance, argues that these reforms will cause 

the living inaccessible for people, especially for young families starting their 

lives, because the housing support is elementary prerequisite for people to start 

families. (2) Vit Barta, former Minister of Transportation, added that mortgage 

support is crucial for people to buy houses and therefore it is important to 

maintain it. (22) 

 

From the prospect of the mortgage market, building society legislation and 

governmental support is necessary to analyse. The term building society was 

described in the part of notions defined. In the CR, the legislative defines the 

building society very incompletely and in several codes. The Commercial Code 

does not enforce the first call on the flat. Because of the poor definition and legal 

enforcement, the members of the building society do not have correctly described 

their rights and duties. Each building society is nearly free to establish own rights 

and duties. However, its members do not profit from the first call on the property, 

because it is not applied. Moreover, as it will be analysed in the economic factors, 
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the state support for house building in possession of BS has been significantly 

reduced.  

 

The last element influencing the political instable environment in the CR is a 

chaos in Land Register, outstanding restitutions and land-development plan which 

is not planned and kept as it was established. After the Velvet Revolution in 1989 

the first wave of a small restitution has begun. Big restitution followed including 

the voucher restitution of state enterprises. However, until now, the Land Fund of 

Czech Republic is still dealing with the process of property recovery or 

compensation. This has an important impact on the land-development plan, which 

is therefore uncertain. People who buy land or property could end up with land 

which will be under the right of restitution or municipality or territorial authority 

will change the land-development plan in favour of a developer, facility builder 

etc. Hence the unsolved situation in the restitution, privatization and ever 

changing land-development plan causes unpleasant environment. 

 

 

 

2.1.2 Political/ Legal factors in the United Kingdom 

The last election in May 2010 has resulted in the following political power 

distribution: Conservative Party, Labour Party and Liberal Democrats. 

Conservative party and Liberal Democrats created a coalition and play the leading 

role in the UK government. This coalition has fixed the five years terms for stable 

government function. The main objective is to cut back the enormous deficit of 

UK. The government therefore focuses on medium term fiscal challenges. The 

government does not experience major problems or scandals such as in the CR. 

As any other EU member state the UK has been working on several economic and 

legislative reforms. These are described below. 

 

In February 2011 the Welfare reform Bill was introduced to the Parliament. This 

actualisation should lead to the biggest change in the welfare system in 60 years. 

The reform is designed to benefit workers, not the workshy. The Bill, first of all, 
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introduces the Universal credit, which should replace current system of working 

age benefits and tax credits. The problem is represented by the poor incentives 

and motivation to workless people or people with low salaries to improve their 

situation. According to the Impact assessment of the Universal Credit, both 

workless households and low paid work households would lose about 70 to 80% 

of their earnings if they move into work or improve their earnings. (18) The 

government has been so generous, that it causes increase in a number of workshy 

people and higher financial dependency on the state. The Welfare reform Bill will 

ensure that work always pays and that benefits or housing support will not be 

higher in case the household is workless. It should create financial incentives to 

go to work. Furthermore the new system should improve transparency and lower 

administrative costs. 

 

Housing benefit changes according to the Welfare reform Bill will downward 

pressure on rents. Rates will be reviewed on a year basis, which will restrict 

increase in the government expenditure on the housing support and lead to the 

improvement of the state budget deficit. “Restricting the annual increase in 

expenditure on Housing Benefit to a maximum of the Consumer Price Index will 

build on the reforms being introduced in 2011 to ensure that Local Housing 

Allowance rates cannot continue to rise without restraint.” (19, page 5) 

 

The housing benefit in question is applicable for low income part of the UK 

population. Only people who have income, investment and savings below a 

certain level may get this benefit. It does not apply for students (only if they have 

a child). However, the function of the mortgage loan is more accessible even to 

people with low income. For example there are several tools and benefits how to 

help people with mortgage interest payments if they get some income support, 

these are: SMI – Support for Mortgage Interest, MIRO – Mortgage Interest Run 

On. There is one more tool related to financial and legal support for mortgage 

loan owners and its name is Mortgage Rescue scheme. It helps if a borrower has 

serious trouble with its mortgage repayments and fulfils certain conditions as for 

instance is pregnant, has dependent child etc. All three schemes are described in 
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the part of notions defined. Those three tools show the governmental effort to 

ensure housing for all its inhabitants without exemption. 

 

Pensions Bill 2011 is another significant change in the legislative proposed by the 

government. “The state pension is made up of a basic state pension, based on 

years of national insurance contributions, and a range of secondary "top-ups", 

including pension credits.” (23) 

 

The current State Pension scheme is under the pressure to lower the expenditures 

on pensions; therefore the Pension Bill introduced aims to make changes in the 

three main areas: (29) 

 Increase in the State Pension age to 66 years between 2018 and 2020 over 

against the lastly published Pensions Act 2008. An important point is that 

men and women should be equal in the age. Moreover women should 

receive equal pension not based on the contribution to the National 

Insurance, in which women paid less because of the child raising. 

 Reform of auto-enrolment measures to the Workplace Pensions.  

 State or public pensions will be now revaluated and indexed accordingly 

to the Consumer Price Index (CPI) change. The CPI was newly considered 

as more appropriate measure of the inflation. 

Tax rates will be analyzed in the economic factors of this analysis. However, it is 

worth to mention them in connection to the political and legislative factors. UK 

reforms comprise mainly changes in the calculation and the system of welfare, 

pensions etc. The rates of VAT, personal or corporate income taxes are not 

changed in the first place. UK government is trying to make their system of 

benefits more transparent and fair in order to save money in the budget but still 

help and maintain a good level of living conditions for inhabitants of the UK. 

 

The legal situation as compared in both countries differs a lot. Based on the need 

to adopt reformed sets of several laws and regulations, partially proposed by the 

EU and partially caused by the need to stabilise the countries economy and 

financial system, both countries are now setting and discussing several reforms of 
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their systems. In a basis the process of new law adoption is the same. The bill has 

to pass through several reading of both parts of parliament and finally be signed 

by the president or monarch. However the attitude towards people differs. 

 

Concerning financial help in the housing sector, both countries are helping their 

inhabitants to be able to buy their own house or flat but in completely different 

ways.  

 

The Welfare reform Bill is intended to be incorporated starting 2013 and the 

Pension reform has been planned and follow the reforms agreed in 2008 for 

period beginning 2016 and further. It seems that changes are in the UK planned 

well in advance and fully discussed. 

 

The political environment in the UK could be assessed as very stable. Firstly the 

people of the United Kingdom are more conservative and therefore less 

predisposed for political scandals. Secondly, the government, as mentioned in the 

previous paragraph, has discussed reforms well in advance and has come with 

nearly done versions. Nevertheless, there will always be protests and 

dissatisfaction with these cutbacks in state benefits, governmental expenditures 

and other financial support as seen in the example of the Pension reform Bill 

concerning the State pension age of 66 years for women. Nevertheless, the UK 

changes are well organized, planned and discussed in a gentlemen atmosphere. 
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2.2 Sub-conclusion of the comparison of Political/ Legal factors 

Firstly, the system of the government is different in both countries, but concerning 

legislation, the process of adoption of new laws seems to be similar in many 

points. However, UK politics and system is less tending to be surprising, 

unpredictable and shocked. The UK laws, reforms and legislation are well 

prepared, conservative and discussed with several interested parties and experts 

during the creation. The Czech Republic also requires specialists and interested 

parties to participate in the first stages of the creation. However, reforms, laws etc. 

still run major changes through the approval stages. The situation and the law 

might change over night.  

 

Secondly, the process in the CR is highly influenced by the corruption effects to a 

small or bigger extent. This might be seen in the current situation on political 

scene in the Czech Republic and the fact is also supported by the Global 

Competitiveness Report 2010-2011 published by World Economic Forum (see 

Appendix 1 and 2). Even that the report is primarily targeted to the business 

environment, it clearly shows the Czech environment as corrupted in a first place. 

Moreover, governmental bureaucracy is inefficient and policies are instable. On 

the contrary, the United Kingdom is characterized by the inefficient government 

bureaucracy as well, but not corrupted or non-ethical. 

 

The United Kingdom is politically stable; no major scandals appeared in recent 

days and the political parties are trying to introduce new legislative and agree on it 

as gentlemen. Contrariwise Czech environment is affected by several 

inconveniencies, obstacles and scandals. Moreover the legislation is changing 

frequently and a lot of new proposals are discussed, which prevents fast recovery 

of the Czech economy and the mortgage market. Both countries have been forced 

to several reforms and cutbacks. However, the analysed countries have used 

significantly different methods of saving. In spite of it, the elemental aim of these 

changes is only one; the decrease in the state budget deficit. 
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Each reform or fundamental housing support has been described in the analytical 

part. As a result, it can be concluded that Czech Republic´s main source of 

additional finance of the deficit are increases in taxes, decrease in tax allowances 

and cessation of financial support. On the other hand United Kingdom is trying to 

improve the system of benefits, their allocation while not financially load the 

inhabitants. These economical factors will be further discussed and analysed in 

the following part. 

 

Finally, the political scene and environment in the CR is largely not motivating or 

supportive. It is rather repulsive the investment in housing sector or any other and 

it is preventing a turnaround in the market. 
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2.2.1 Economic factors in the Czech Republic 

Economic factors of the mortgage market are related to the ability to get the 

mortgage and be able to financially survive with all costs of living in addition to 

the mortgage instalments. Therefore, firstly, purchasing power of people in the 

Czech Republic will be analysed. Both factors are showed for the year 2010 in 

connection to the prepared reforms.  

 

An analysis of the purchasing power of inhabitants in the Czech Republic was 

recently done by the GfK GeoMarketing, which specializes on the market 

research and consultancy reports on the European markets. The Picture 1below, 

created by GfK GeoMarketing shows the purchasing power in Europe 2010/2011.  

 

Picture 1 Purchasing power map 

 

Source: GfK purchasing power study (13) 
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Purchasing power means a measure of disposable income per capita, state benefits 

received included, after deduction of taxes. The Picture 1 indicates annual per 

person purchasing power in Euros as an index. “The GfK purchasing power study 

does not take into account regional cost-of-living variations or recurring monthly 

deductions from disposable income such as rent, mortgage payments and 

contributions to private retirement funds and insurance policies.” (13) 

 

According to this GfK research study the purchasing power in the Czech Republic 

is on about 60% level of the average PP in Europe. The purchasing power is 

according to the yellow colour on the Picture 1 about 180.000CZK per year. This 

amount represents approximately 19.000CZK of monthly rough salary. These 

figures shows that the average salary calculated each year by the CSO is distorted 

by high salaries and the real indicator to base our analysis on is the purchasing 

power showing more realistic data. Nevertheless, the legislative changes planned 

for the year 2011 and 2012 will even worsen the economic situation of Czech 

inhabitants. The VAT increase will cause price increase of basic living costs as 

food, transportation, medicals, energies and housing costs. Simultaneously, the 

rise in salaries is not expected over the level of inflation, therefore people will 

have to meet the life requirements and will not safe any money. Even nowadays, 

according to the several economic researches, one fifth of the Czech families are 

not saving any money. Their salary just covers their needs. (43) 

 

The planned reforms and anticipated level of the purchasing power imply 

deteriorated availability of housing. Possible association to the mortgage market is 

decreased demand and higher percentage of insolvent debtors. 

 

An economic impact on the market has as well the VAT increase planned for 

future years. The government has tentatively agreed on the following: See Table 2 

 

 

 



36 

 

Table 2 VAT rates in the CR 

VAT 

 Reduced rate Basic rate 

2011 10% 19% 

2012 14% 20% 

2013 17.5% 

Source: Adapted from Ministry of finance of the CR 

 

The VAT increase and subsequent unification of rates will significantly impact 

populations´ economic wealth and will shorten possibilities to get and repay 

mortgage instalments. Nowadays, several criticism and processions have been 

realized against the rise of VAT rate on the books and the fact that only few basic 

foods will be included in the reduced rate. The discussion about the VAT rates is 

still held and nothing has been agreed yet. 

 

Income tax rates are not expected to rise in the near future. However, the 

calculation of the tax base should change to the old mechanism, when rough 

salary represents the basic amount from which tax will be computed. In addition, 

several tax allowances are discussed to be changed or suspended in order to save 

money or get more money from tax payers. One of them is the decrease in the tax 

allowance for mortgage interests mentioned in the political factors. 

 

Table 3 Tax rates on income in the CR 

Tax rate on income 

2010 2011 

Personal 

15% 15% 

Corporate 

19% 19% 

Source: Adapted from Ministry of finance of the CR 
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According to the Eurostat analysis of taxation trends in the EU, the Czech 

Republic is still one of the states with relatively low tax rates in EU. (41) 

 

The basic Czech National Bank’s 2W repo rate has been set at 0.75% since 7 

May, 2010 and has not changed since. The European Central Bank's key interest 

rate has been re-set at 1.00% since 13 May, 2009. The interest rate level means 

how expensive the money will be. According to CNB, the Czech currency is still 

strong and there is no pressure for interest rate increase. The beneficiary of this 

move will be the businesses and people. (7) When the rate is set on the low level, 

money for lending is cheap; therefore it encourages businesses to get investment 

loans and people to get mortgages and other loans not only for housing purposes. 

 

Another factor which was already mentioned is a housing support. The change has 

been described in the political and legislative factors of this analysis, because it is 

highly important issue on the current political scene. The following list represents 

programs which were available as a support in the past years, however are not 

longer available because of the shortage of money in the funds. 

 

Suspended -  Support of houses building for rent 

  Support for houses built by housing association 

  Grants for reconstruction  

 

Support for young people up to 36 years old who want to buy or build a living, is 

completely suspended for the year of 2011. The reason is financial resource 

depletion. According to the State fund for housing development these resources 

were drain and suspended 24 March 2011 or were not open at all for the year 

2011. 

 

According to the news about new housing policy for years 2014 and 2020, no new 

grants or financial support will be initiated. The change should comprise the 

characteristics and better conditions description for grant achievement. 
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According to the Financial Stability Report of the CNB 2010/2011, the mortgage 

loans have recovered. The boost in mortgage loans beginning already in 2010 has 

been caused by the decrease in the bank interest rates and their increased believe 

in better development and economic recession end. During the years 2008 to 

2010, banks have been more cautious and set bigger risk premium for loans. (7) 

 

Chart 1 Number of mortgages 2002-2010 in the CR 

 

Source: Self creattion based on data from the Ministry of Regional Development of the CR 

 

The development of the mortgages is showed in the Chart 1. The trend has been 

increasing until 2007. In 2008, number of new mortgage loans has significantly 

fallen, which has continued till 2009. This might be explained by the world 

economic crisis caused by fall of mortgage market in the USA. Mortgages have 

again increased in the second half of the year 2009. However the increase of 

mortgages was not supported by the increase in customer solvency which might 

increase the risk for both banks and their clients. As mentioned before, the boost 

in the market was also significantly caused by the fear of VAT change and 

suspension of financial and other support from the government. (7) 
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Mortgage interest rates have been fallen from the year 2008 as shown in the Chart 

2. This also supports revitalization of the market and is partly responsible for the 

increase in the number of the mortgages in 2010. 

 

Chart 2 Average mortgage interest rate 2004-2010 in the CR 

 

Source: Self cration based on data from the Czech National Bank 

 

Both number of mortgages approved and mortgage interest rates show positive 

direction of the market. In addition, the planned changes in VAT, personal income 

taxes and other reform cause the current boost, however, that does not represents 

sustainable, long term incentive. 

 

Significant economic impact on the mortgage market has also the real estate 

prices. Real estate prices have continued to fall in 2011. In addition, the number 

of transactions made on the real estate market has fallen as well. Both these 

factors have been influenced by the situation on the labour market: low growth of 

the nominal earnings and drop in the employment rate. The mortgage market as 

described in the media has been boosted by these factors. Real estate prices have 

fallen and at the same time the mortgages are more available than from the 

beginning of the global crisis. Moreover the VAT increase has triggered increased 
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demand for house or flat purchase because of the fear of inhabitants that real 

estate prices will grow again soon. 

 

Prices on the housing market beginning in 2003 until 2008 were analyzed by 

Zemčík. He was trying to figure out if there is a bubble in the Czech Republic. His 

findings are not surprising: Czech Republic was chosen because it is a perfect 

representative: location in the centre of Europe, population about 10 million 

people and the entrance to the European Union in 2004. Furthermore the market is 

not very sensitive to the exchange rate fluctuations because zero volume of 

mortgages is denominated in foreign currency. His findings show that real estate 

prices more than doubled in many countries of CEE from 2003 to 2008. (51) 

 

The initial trigger of the on-going global recession in the housing market is 

increasing and rapidly decreasing property prices. Zemčík identifies 44 local real 

estate bubbles in the Czech Republic, out of 57 districts. However, the bubbles 

were identified in the bigger cities, he is not sure if this fact is translated into 

inconsistency between prices and rents at the national level. Evidence of 

overpriced real estate in the Czech Republic is proved. However, the degree 

seems insignificant therefore minor decline in prices in some locations is 

expected. 

 

In connection to the mortgages, it is important to mention, that the current 

situation on the market causes a paradox. Mortgages are more available however 

people are getting to serious difficulties to repay these loans. Several news from 

media or economic or financial researchers point out that when a borrower wants 

to sell a property and repay the loan, the value will not cover the needed amount. 

Low price of the property is not sufficient to pay the mortgage interests. Therefore 

the borrower still ends up with a loan from a bank, even after selling the property. 

He still needs to pay interests. 

 

One of the problems, which when solved might increase the demand and boost the 

mortgage market, are the conditions for getting a loan. The mortgage is hard to 
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obtain for young people, who do not have sufficient or long credit history to 

demonstrate their solvency and ability to repay the loan. The state should be able 

to take guarantees for such loans in order to help those young buyers. The 

mortgage should be more linked to the stability of employment of the young 

candidates rather than on the credit history or earnings. Therefore the mortgage 

providing limit would be lower and mortgages and housing more accessible. 

 

 

 

2.2.2 Economic factors in the United Kingdom 

As well as in the Czech Republic, the purchasing power has decreased in result of 

the crisis and legal reforms done or prepared by both governments. However, 

according to the findings of GfK Marketing study, represented in the Picture 1, 

the United Kingdom has a PP above the European average. The PP symbolised 

from the pink to purple colour shows the UK inhabitants as highly powerful 

compared to the CR. Nevertheless, the colour range in the UK is more diversified 

than in the CR. One reason might be in a big area occupied and high population 

density differences seen in the UK. Second reason might be huge financial 

differences which exist in the regions of UK, mostly compared to the capital city, 

where the majority of the money goes to. 

 

Moreover, the situation of people in the UK might be worse than in the Czech 

Republic. When they were hit by the crisis, their living standard was higher and 

they needed to sacrifice more, because they had more. The PP strength is 

questionable, it depends if the level or the change after the world economic crisis 

is taken into account. In the case of the UK, the change is worse and has bigger 

impact on the mortgage market in question. 

 

Bank of England has set up on 5 March, 2009 a base interest rate at 0.5% which 

has not changed since. Therefore the mortgage interests lowered as well. 

Nevertheless, the boost of the mortgage market has not come yet. The reason why 
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this has not happened yet might lay in different function of the market and 

different types of mortgage. 

  

The basic interest rate set on the historical minimum will have possible negative 

impact on the mortgage borrowers. When this rate rises, and it will, homeowners 

with the mortgage loans will spend more money because of the higher rates and 

therefore higher monthly payments. Currently, the majority of the borrowers with 

variable rate mortgages had win from the record-breaking low rates. However, in 

the future, with rise of the rates, the payment will rise as well. One of the 

possibilities how to prevent damaging losses for the borrowers is to switch to the 

fixed rate mortgage deals. Nevertheless, it is worth to calculate the impact of 

doing so. The higher rate is paid at the moment, the easier and more affordable is 

to switch to the fixed rate deal. Another chance is overpaying the mortgage 

instalments in order to reduce the loan. 

 

The biggest issue currently on stage of the mortgage market is the availability of 

the mortgage loans. The perception that mortgage loans providers do not lend is 

emphasized. Mortgage lenders have applied more restrictive credit conditions, 

particularly large deposits. Therefore, regardless the low interest rates, mortgages 

are hard to get, especially for first time buyers. 

 

The UK government has established tools helping first time buyers of a property. 

These are governmental shared-equity schemes; for example FirstBuy or 

HomeBuy Direct. Both of them offer shared governmental and house builders 

loans free of charge for first five years. Those loans decrease the amount of 

money needed to borrow as a mortgage, therefore enable easier access to the 

finances for example for first time buyers with some but small deposits. 

 

Three aspects play an important role in the current mortgage market in the UK. 

The cost of property is high, lending criteria become very strict and non-

homeowners are not willing to save a deposit. Here, the economic factors mix 

with the social conditions and mindset. The UK according to this aspects and 
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opinions in the news might become a nation of renters within the next generation. 

Unfortunately, as it will be described in the social factors, owning a property is 

seen as an inherent financial source for the retirement. Therefore, mortgages buy-

to-let are very attractive in the UK. The problem is seen in the not always smart 

decision about the rent, which do not cover instalments. The UK would need to 

encourage more house builders to build properties to let while strengthen the rules 

and increase deposits required for individual property speculators. 

 

The housing market highly influences the mortgage market, so how strong or 

efficient it is in the UK? Real estate market has experienced four bubbles in the 

last forty years. The damage was done by the runaway house prices increase, 

which was unsustainable in the long term. Nowadays, the market experiences high 

lack of new property building. Despite that the house prices have fallen, the 

demand and supply is in a mismatch. The impaired access to the finances in 

addition, results in the mortgage market stagnation. 

 

Significant drawback of the UK mortgage market is represented by the weak 

limits of borrowing. The system lacks tougher mortgage market regulation 

especially in the area of loan-to-value or loan-to-income ratios. The borrower is 

not forced to be responsible enough. The UK dominates in the height of mortgage 

lending as a percentage of GDP in the world, which is primarily caused by the 

reckless lending, resulting in the crisis UK is experiencing. After the credit crunch 

households were left with bigger mortgages than their income was. 

The latest data available for the month of April, according to the Council of 

Mortgage Lenders, shows slight increase in the loans for house purchase. 

However, the data from Bank of England shows still lower mortgage approvals 

compared to the last year. There were 45,166 loans for home purchase approved 

in April 2011, compared to 49,790 loans in April 2010. 
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Chart 3 Number of mortgage approvals 2002-2010 in the UK 

 

Source: Self cration based on data from the Building Societies Association (BSA) 

  

Chart 4 Average mortgage interest rate 2004-2010 in the UK 

 

Source: Self creation based on the data from the Building Societies Association (BSA), standard variable rate 

is used 
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The Chart 3 shows the development of the approvals of loans for house purchase 

beginning in 2002. Approvals have significantly fallen at the end of 2007 and 

haven´t recovered since. The increase in the year 2009 might be viewed as a slight 

recovery, however, the data for the year 2010 points out an inverse trend. The UK 

mortgage market is still in the deep recession. There is still a lot to do for the 

mortgage market to recover from the crisis.  

 

The low interest rates displayed in Chart 4 has not brought desired movement. 

Moreover, non-financial conditions are tightening and therefore further slowing 

down the market. Despite that the interest rate is on the historically low level, it 

does not help to increase mortgage approvals. In addition, the future increase of 

interest rates is certain. 

 

The difference of UK taxation system is in their financial year, which starts on 1 

April. Taxes on income are calculated on the progressive basis, which the CR 

abandoned in 2008. The tax rates for the year 2010 are displayed in the Table 4 

below. 

 

Table 4 Tax rates on income in the UK 

Tax rates (2010-2011) 

Personal Corporation 

Tax rate Annual income (£) Tax rate Annual income (£) 

10% 0 – 2.440 * 21% 0 – 300.000 

20% 

0 – 37.400 (35.000 for 2011/12) Marginal 

fraction 

 

300.000 – 1.500.000 

40% 37.401 (35.001 for 2011/12) – 150.000  28% Over 1.500.000 

50% Over 150.000     

Source: Adapted from Bank of England 

* The starting rate of 10% is applicable only for income savings. 

 

The personal tax rates are not planned to rise in the 3 future tax years. Besides, the 

personal allowances have increased in the year 2011/12 and further increases are 
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planned. For the tax year 2012-13; tax allowances which are subject to indexation 

will be increased in line with the Retail Prices Index (RPI). In comparison to the 

CR, UK government is aware of the deteriorated economic situation of the people. 

On one side the limits for tax rates have been changes, but on the other hand tax 

allowances are planned to increase. Therefore there should not be any new 

disadvantaged tax payer. 

Corporate rates will lower in financial year 2011/2012 to 20% and 26% and 

furthermore by 1% each subsequent year to 23% level. 

 

Extensively discussed VAT rate in the CR has also been changed recently in the 

UK. The VAT standard rate was increased from 17.5% to 20% in the 2010 

Emergency Budget effective on 4 January 2011. However, this change have not 

considerably affected the economic situation of households, because the basic rate 

is not applicable for the most of foodstuffs, books or other basic life needs as 

domestic fuel or power. It has only affected businesses selling or purchasing 

goods or services at the basic rate. 

 

The current VAT rates are displayed in the Table 5 below. 20% standard rate, 5% 

reduced rate, 0% zero or exception rate. On the contrary to the Czech Republic 

which aims to unify VAT rates, the UK government is trying to solve the 

economic problems without further worsening the current situation in households. 

 

Table 5 VAT rates in the UK 

VAT 

 2011 2012 

Basic rate 20% 20% 

Reduced rate 5% 5% 

Zero/ Exception  0% 0% 

Source: Adapted from HM Revenue and Customs UK  

 

Even though the UK has not adopted Euro currency, it is facing serious risk 

connected to the problems in economies such as Ireland, Portugal, Greece etc. 
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“UK banks’ holdings of sovereign debt issued by countries under heightened 

strain are relatively small. But total claims on these economies, including lending 

to households and businesses, are larger. Losses on such lending could increase 

were heightened sovereign concerns to be accompanied by weakening economic 

conditions. Credit risk could also be amplified by the interconnectedness of 

European banking systems.” (3, page 7) Therefore we can assess the financial 

stability of UK as stable, however threatened by the current situation in the EU. 

The UK has established several tools and cut backs to face the crisis and problem 

and is persistently trying to stabilize its financial system, nevertheless, in 

completely different way than CR. 
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2.3 Sub-conclusion of the comparison of Economic factors 

To conclude the part of economic factors, we will further compare the elements 

already analysed. The purchasing power in the level is highly different. The 

wealth of UK inhabitants seems to be significantly higher than those of the CR. 

However, according to the GfK Marketing study the differences among regions of 

UK are more intensive than in the CR. On the other hand, CR, which entered the 

EU in 2004, is still on the purchasing power level of the eastern countries. These 

findings imply that people of the UK could have serious trouble caused by the 

sub-prime mortgage crisis contrary to the CR, where people have problems to pay 

the instalments as well however, because of the Czech mortgage lending system 

they were not allowed to borrow such a huge sums. 

 

VAT, personal and corporation tax rates are another factor very interesting to 

compare. The Czech government is in the spirit of reforms and cutback increasing 

rates in order to get more money from the pockets of tax payers. The UK 

government has set out different path. The VAT rate has been increased as well 

however food and basic things for comfortable social living are not influenced. 

The UK still employs three tax rate levels. Moreover, the personal and corporation 

tax rates are about to decrease in the future years. Even that according to Eurostat, 

the CR is a state with relatively low tax rates, the sudden change, which is 

discussed could hurt the people hard in addition to the low level of purchasing 

power. (41) These cut backs may increase taxes paid in the state budget, however 

will not contribute to the prosperity and satisfaction of the people. 

 

In both countries, the living and housing are perceived as basic factors, which 

have to be supported and maintained in a good function in all stages of economic 

cycle. Therefore housing support should be provided even in crisis in order to 

make the housing available. The UK programs, grants and other support are held 

and still in work contrary to the CR. The CR has suspended the basic program to 

help young buyers to get their own home.  
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Both markets have their own problems. The problem of the UK market might be 

seen in the decreased affordability of mortgages, which may cause for people 

harder times in the retirement future. On the other hand, the UK should rethink 

conditions on which the mortgage approvals are based, because the system as it is 

currently will not be continuously sustainable. The CR could take advantage of 

the UK market in the social part of their system, where the populations´ 

satisfaction is put on the first place and the possibility to get their own homes is 

offered to everyone. 

 

The social and political situation in the CR which predisposed the economic 

factors, leads to the building of luxury and unoccupied properties. The houses and 

flats are not built to reflect the needs of the people. Another housing support 

available and usually put in work in the UK, is and investment of the foreign 

company. For example, Toyota has established a factory in the England and 

because the plant needed workers from all over the Europe, Toyota has build 

houses for their families. That is how foreign investors help the economic 

situation in the country. The plant was built in the part of England where the 

difference in the purchasing power was significant in comparison to the capital. 

Therefore, in order to improve the economic situation of the families which 

should move there, they offered housing.  

 

This type of investors housing help does not exist in the Czech Republic. 

Primarily because, the Czech state does not requires such help, secondly because 

an investor do not see this need. That is the interconnection of the factors 

analyzed. What is done on the political scene is projected into the economical and 

social factors of the country. 
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2.3.1 Social factors in the Czech Republic 

An overall trend in the market of Czech Republic is a preference for property 

ownership influenced by the past before Velvet Revolution when it was almost 

unimaginable. Moreover, social factors influencing the Czech market has changed 

significantly during the years after the Velvet Revolution in 1989. The biggest 

problem now could be seen in the fact that the population is getting older, 

government is increasing a retirement age and on the other hand, proportion of 

economically active people is decreasing. However, as seen in the political and 

legal factors, the government is trying to prepare legislative reflecting these 

changes. 

 

The social factors are reflecting different stages people are going through during 

their lives. It means, young couples without children, young families with one or 

two small children, family with adolescents or leaving children and double 

generation living or houses/flats for elderly. In the past years the trend seen in 

living could be described as double generation living. Young families were 

staying with one of their parents in bigger houses because of the cost cutting need. 

This lowered their needs for finance in the first stages of their lives however, was 

not the best choice for extending their knowledge and ability to be self-sufficient. 

Mortgage market was therefore less utilized. 

 

The trend nowadays is different. Young couples or even singles are beginning 

with small one-room flats in connection with their first jobs. Firstly, people are 

renters, secondly thinking and saving money to be able to buy their own property. 

Usually they are staying in the small flat during the first few years of their 

children, lately forced to move because of growing children. Consequently, the 

mortgage market has therefore experienced an upturn. 

 

The mortgage market is also influenced by the property prices. Therefore the 

house prices market is important to mention and analyzed partly as well. Further 

factors important to mention on the Czech market are favour for mix of flat in the 

city and a cottage in the countryside. It is connected with a leisure time spent in 
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the nature with the need to have a flat near the place of work or civic amenities. 

Czech people prefer also commuting to work to moving often for work.  

 

While mortgage interests are low after the world economic crisis, people want to 

buy their own properties. Single and young people are buying properties and 

demand support, which unfortunately has been reduced significantly. Means of 

support were further described in the economic factors.  The situation for young 

people is therefore financially getting harder. The Czech state is suspending a lot 

of financial support, allowances and other means which could help young 

families. According to the public opinion it is counterproductive and contributes 

to that housing is perceived as non accessible. 

 

Penultimate group of social factors is the change in the housing demand and 

trends in new buildings. Additionally, to the previous mentioned fact that people 

were living in the double generation houses, the demand was focused mainly to 

houses and flats with big square meters. With the alteration of trends the demand 

now has shifted to one-room flats or generally with not many square meters. The 

reason is again financial, the less rooms and square meters, the lower price. 

 

Historically, from the 1940, prefab buildings were built as an economic and time 

saving sort of housing in Europe. The demand for cheap and quick housing was 

accomplished. However, the symbol of communism, prefab building, was not so 

popular everywhere as it was in the Czech Republic. Therefore a lot of urban 

settlements have been created in many cities. These settlements were often 

covered by housing associations, which financed the construction and rented flats. 

Renters had a possibility to pay by the instalments the price of the flat, resulting in 

the transfer to personal ownership eventually. This system introduced by the 

housing associates was substituting the mortgage market missing and satisfying 

the demand for finance. Nowadays the housing associations are not building new 

flats, especially because of the insufficient governmental support. Therefore new 

cheaper housing for rent, eventually paid back is not built anymore. The reason is 

lack of long and cheap money, according to Ľubomír Vais (SFRB). (27) Point 
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made seems to be unreasonable, because of the factor mentioned in the economic 

factors. The interest rate set by CNB is on a historical minimum; therefore so 

wanted cheap money is available more than before. The only thing that lacks is 

the governmental support and efficient cutback in some areas of governmental 

expenditures. 

 

In the past decade housing trend has also shifted to the preference for houses 

building and terraced houses (satellite cities) instead of prefab houses with 

generally 12 floors. However, according to the several economists from the 

development companies, the shift is going back. The lack of infrastructure, high 

living costs and long distance to the work place has forced a lot of “satellite 

people” to get back to flats in town. According to CSO and SFRB, the offer on the 

housing market is exceeding the demand, which results in cheaper real estates. 

People are searching for older houses and flats. Moreover with the possible 

increase in the VAT, new build real estates will be even more expensive and less 

demanded. Therefore a question arises if the developers will become lease givers 

or will need to take the VAT increase to the exclusion of their margins? 

 

In conclusion, the social factors influencing the market are strongly linked with 

the economic factors and changes in the political and legal environment. What is 

done in the legislation will project to the economic conditions and subsequently to 

the social factors of the market. 
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2.3.2 Social factors in the United Kingdom 

UK is almost generally referred to as a social state. Compared to the Czech 

Republic, the UK system of social care is more generous and let all inhabitants to 

enjoy the most comfortable life as they can. 

 

As it was mentioned in the economic factors, people depend on the support of the 

government. Not because they do have no other chance, but because the 

government offers it. It is clearly seen on the fact that with the economic crisis, 

mortgage lenders have decided to tighten the rules and to require at least 10% or 

bigger deposits. However, people of the UK are not able and do not want to 

accept those news. Therefore they do not save money for deposits, because it was 

not necessary in the past. Furthermore, the system of mortgages allows them to 

not pay a whole mortgage. There is an option of paying just interests for lending 

the money and usually the borrower sells the property and get another mortgage, 

which leads to another very important social factor.  

 

The property of the UK people is largely seen as an insurance or financial cover 

for the retirement. The borrower buys small flat, repay half of the mortgage or less 

and sells the property in order to buy bigger one. In connection to the previously 

mentioned mortgage rules, the next generation could be referred to as a 

“generation rent”. We could observe major difficulties of the next UK generation. 

While renting a house became more available, the finances for the retirement will 

shorten. The “generation rent” represents future significant risk for the UK 

inhabitants and their well being. 

 

In comparison to the CR, the UK housing style has not changed significantly. The 

trend of building terrace houses has remained in existence. The change has been 

done in the way of living or the areas of living. The UK people are less willing to 

commute for work. Therefore for example London has experienced several shifts 

in housing. Firstly, people were moving towards the city centre in order to reduce 

the distance to work, school etc. Secondly, because the life cost became 

unsustainable, new suburbs in the less costly areas, longer distance from the 
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centre were built. Still, the terraced houses remained favourites in the cities and 

houses or farmsteads in the countryside. On the contrary to the CR, double 

generation living almost does not exist in the UK. Young people are moving from 

their homes as soon as they are able to make their own living, even in the same 

town. 

 

Historically, the UK has been one of the countries with the biggest rate of 

immigration. Beginning 1980s, the trend of leaving people the UK reversed and 

the number of people, non-British citizens, coming to the UK started to 

significantly increase. People coming to the UK have three major reasons: work, 

study or accompany a family members. Mostly, immigrants coming from more 

developed countries are less likely to stay than the others from elsewhere. It can 

be generally said that people coming to the UK are younger and better educated 

than UK inhabitants. 

 

An effect of the immigration on the mortgage and housing market is arguable. On 

one hand they pay high taxes, contribute to the national insurance and staff public 

services, work long hours on the positions which are usually undesirable for UK-

born people. On the other hand they do not often have chance to claim so many 

benefits. There has been a dispute between the Treasury and the House of Lords 

about the economic contribution of migration. The treasury estimates a 

contribution to the growth of the economy however the report of the House of 

Lords concludes, that immigration has a little impact on the income per head of 

UK residents.  

 

However, an impact of immigration on the housing market is unarguable. Housing 

demand is boosted by the new entrants on the market. The growth of the demand 

is a result of the people living longer in smaller households or alone. The house 

supply about 300.000 new homes for next ten years projected is also influenced 

by the net migration. The migrants demand less housing than the UK-born; 

however, they usually live alone and therefore approach the demand of residents. 

(44) 
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According to the study published by Equality and Human Rights Commission, the 

new arrived migrants to UK do not abuse the social housing system. Despite the 

widely held belief the study found that foreigners new to the UK live in the 

privately rented accommodation for the first few years. The immigration could be 

seen as one of the triggers which could highly influence the mortgage market. 

Nevertheless, the conditions in the UK which are required for foreigners to get a 

mortgage are so hard that they are not those to boost the demand for mortgages. 

(10) Social problem which a lot of British people see in the immigration might be 

assessed as low impact in connection to the mortgage market. 
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2.4 Sub-conclusion of the comparison of Social factors 

To conclude the comparison of the social factors, it has to be mentioned that the 

market in both countries is differently influenced. Czech Republic is in 

comparison to the United Kingdom a small country. The differences between their 

economic situation has been described, however it has to be again said that the 

UK even if it is wealthier country than CR, it has possible more and bigger socio-

cultural problems and differences. Moreover, the Czech Republic is a country of 

people who are in the UK perceived as immigrants from the poorer Eastern 

Europe countries new in the EU. But it is not true vice versa. The world economic 

crisis also hit the UK to a bigger extent, because it is more interested in the 

foreign trade, euro currency market and generally more involved. 

  

One another factor which is completely different in both countries is a mindset. 

The Czechs are importantly more conservative with their money. Furthermore, the 

Czech system of the mortgage lending takes into account income related ratios, 

which implies that Czech people tend and have less chance to get bigger 

mortgages than they could afford. Not as British people, the rules of mortgage 

lending were not changes until now for more suitable and income related 

conditions. The UK people can still get unaffordable mortgage. 

 

Nevertheless, the social factor reflecting the housing patterns seems to be quite 

similar. Both Czech and Britain people tend nowadays to live in a smaller 

apartments or houses, because of the living cost increase. In the CR the trend has 

shifted towards living in satellite houses areas in the past years. However, people 

in the present days abandoned the way, because for most of them it was 

unsustainable. The cost of living and commuting to work or school increased over 

the amount assumed. On the contrary, British way of living in terrace houses in 

the suburb areas still persist. It can be concluded, that the living could be 

switched, from the CR style to the UK and vice versa. However, the mindset of 

people in relation to mortgage lending in the UK and a mindset of government of 

the CR in relation to the people should change. 



57 

 

2.4.1 Technological/ Environmental factors in the Czech Republic 

The mortgage market is characterised by the right of lien to a property. The 

mortgage is dependent on the value of the property. Additionally, in the time of 

increasing focus on environmental friendly buildings in connection with the need 

to lower costs, technological factors have direct impact on the analyzed market. 

The most discussed and applied trends nowadays are low energy or passive 

houses and renewable energy usage. 

 

The environmental factors are included in the technological part, because the 

technology influences the environment and vice versa. The EU has introduced 

Energy Performance of Buildings Directive, which should pose conditions to meet 

the environmental friendly needs. What technology is used to build houses is 

predisposed by several reasons. Firstly, the trend and current technologies 

available are searched. Secondly the type of house and the building intensity of 

possible technologies are assessed. And finally the demands of several influences 

are taken into account as the need for energy consumption reduction and therefore 

cost cutting or other legal demands on houses. 

 

The environment is directly influenced by the type of the technology used, how 

the building material is manufactured, stored, liquidated. Also important are the 

length of the estimated life and a scope of reconstruction needed over time. 

 

The trend of low energy or passive energy standards was initiated and is highly 

supported by the European Union. (58) It was suggested, that passive houses will 

be the only ones to be built in 2020 in the Czech Republic, because of the savings 

and the environmental friendliness. 

 

However, the shift towards more environmental friendly living and technologies 

requires extensive financial sources. Therefore Czech Republic and other 

members of the EU have established funds and grants to advance the 

development. 
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Ministry of Environment of the Czech Republic has introduced in cooperation 

with The State Environmental Fund the Green Savings programme “Zelená 

úsporám”. “The Green Savings programme focuses on support for heating 

installations utilising renewable energy sources but also investment in energy 

savings in reconstructions and new buildings. The programme will support quality 

insulation of family houses and non-panel multiple-dwelling houses, the 

replacement of environment unfriendly heating for low-emission biomass-fired 

boilers and efficient heat pumps, installations of these sources in new low-energy 

buildings, as well as construction of new houses in the passive energy standard.” 

(1) 

 

This programme helps people to lower their consumption of energy, save money 

and at the same time get some financial support for housing purposes. In 

connection with the mortgage market, it enables and encourages people to get 

own properties, therefore get mortgages. 

 

The technological characteristics of Czech houses are not very typical. 

Historically, houses were built from bricks covered by facing with gable roof. The 

house have had usually one basement floor, ground floor and one upper floor or 

attic room. Nowadays, because of the new technologies and a variety of building 

types, so called bungalows are built more often than in the past. 
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2.4.2 Technological/ Environmental factors in the United Kingdom  

The English architecture, which might be seen in the UK have several 

characteristics initially different from the Czech one. For instance, typical, on the 

first sight seen element are red bricks walls. While you enter the house you will 

stand often already in the living room. The ground floor consists of the living 

room, dining nook and kitchen, usually placed one behind another. From the 

ground floor, you can move up by narrow stairs to the first floor where mostly the 

bedrooms are placed. The bathroom is usually placed in the back of the ground 

floor. As mentioned before, the most common types of houses are the terrace 

ones. Therefore a small garden is typical in the middle of the two rows of houses. 

An interesting point to mention is that the floor space is often significantly smaller 

than in the CR. 

 

The technological requirements on the houses in the United Kingdom are 

embedded in the Building Regulations. These regulations are made under the 

Building Act 1984 and are applicable in Wales and England. Scotland has its own 

regulations. From 2006 the Building Regulations have been amended by some 

clauses of the European Directive (58) which requires energy in buildings to be 

measured. Subsequently, efficiency limits have been set and energy use control is 

now required. The current regulation in force is Building Regulations 2010 and 

the Building (Approved Inspectors etc) Regulations 2010. Regulations contain 

various parts of definitions, procedures and technical performance expectations. 

For example they include CO2 emission rates, define the meaning of building 

works or set out the requirements on the energy conservation, consumption or 

health and safety conditions.  

Situation in both markets in terms of the technological and environmental factors 

are similar, firstly, because of the EU Directives applicable in all member states 

and secondly because of the environmental pressure in both countries. Moreover, 

energy savings imply money savings and also in the United Kingdom there exist 

several programmes of grants and financial support. 
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The financial support for the housing renewal purposes is fundamentally in hands 

of local authorities. There are possibilities for disabled people to get help as well 

as for others to get low cost loans or equity release. In order to make a building 

energy efficient, grants or offers are established and offered by the government, 

local councils or energy suppliers. The majority of the governmental and council 

schemes are bound together with benefits. Warm Front Grant is available in 

England and Home Energy Efficiency Scheme is available in Wales. To get 

energy efficiency grants and discounts from the local councils you may need to be 

a pensioner or claim some benefits. The lastly mentioned energy suppliers´ offers 

may be found on the Energy Saving Trust website. 

As well as in the CR, some of the grants and financial support tools have been 

suspended. One of them is the “microgeneration” grant scheme which means 

generation of heat and power by individuals, communities and business to meet 

their own needs. However, according to the local authorities, some of them are 

still offering help for “microgeneration” installation. 
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2.5 Sub-conclusion of the comparison of Technological/ 

Environmental factors 

Technological and environmental factors in both analyzed countries demonstrate 

same patterns because of the high impact of the European policies. Markets are 

influenced by the need for utilization of renewable energy sources, environmental 

friendly building technologies and reconstructions of the current buildings in 

accordance with the low energy consumption and low cost. 

 

The house building technologies are different in both countries. The UK is 

conservative, staying with the usual characteristics of houses, as red bricks, 

external chimneys etc. On the other hand, the CR technological characteristics 

have moved forward to the more efficient ones. The most utilized bricks are still 

in place, however, wood construction or mixture of technologies is becoming 

more and more in favour. 

 

Naturally, not all inhabitants and businesses have sufficient financial resources for 

adaptations to conditions required. Therefore, both governments have established 

grants, funding and financial support sources to help them. By those means the 

demand for new living, house building or reconstruction is maintained and these 

tools help households to live in a “green houses”, as it is usually named in the UK 

and simultaneously encourage them to take a mortgage loan in addition to the 

savings or support from the environmental schemes. 

 

However, because of the crisis, which was experienced in both countries in recent 

years, some of the grants and subsidies have been suspended. In comparison of 

both countries, United Kingdom has still more financial and other resources 

available than the Czech Republic, nevertheless it is bound on benefits claimed. 

 

In conclusion, technological and environmental factors do not put one country in 

better place than the other. These factors are not the most important to drive 

demand and function of the mortgage market. 
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3 PROPOSALS AND CONTRIBUTION OF SUGGESTED 

SOLUTIONS  

 

3.1 Interconnection and the order of analyzed PEST factors 

In order to conclude and evaluate the PEST analysis performed in the practical 

part of the thesis, we have to give order to the analysed factors. All of the 

elements mentioned in the analysis are connected and influence each other. 

Theoretically, the order could be seen in the abbreviation. Practically, according 

to the analyzed market, it is exactly like that.  

 

Political factors, in the case of this thesis legal included, are the basic ones to 

impact everything else. It is up to the government how the situation in the country 

will look like. Legal processes and outputs, law enforcement and the whole 

situation on the political scene determine the prosperity of the country or a 

particular market. 

 

Economic factors come out from the political ones. The economy behaves 

accordingly to the codes and rules set by the government. Moreover, the social 

factors as a mindset, moral norms, customs and traditions influence the economy. 

The economic factors of the rules of mortgage lending, as described in the 

analysis, were predetermined by the governmental rules and conditions set by 

banks and other lending institutions. The other factor and a possible risk for the 

market is a mindset of the inhabitants. In the CR, it has already been mentioned 

mindset related to the political governance. In the example of the UK, the 

inhabitants were never forced to pay big deposits and therefore they have never 

saved for it. Nowadays when the rules are tightening and the deposits are required 

more than before, people do save neither. The combination of political and social 

factors impact on the economic ones could not be neglected. 

 

Finally, the technological aspects of the market or country are also given by the 

legal rules. The innovation and technological progress is driven by the possibility 
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of financial, technical or other support from the government. From the May 2004, 

a big impact on the technological factors has the European Union and the 

standards pursued in accordance with its directives. Once again, social factors and 

for example historical technologies and architecture style are of direct impact on 

the technological factors. For the visualisation of mentioned relationship and 

order see Appendix 3.  

 

 

3.2 Result of the PEST analysis and proposals 

First of all the results gained from the PEST analysis, the political factors will be 

compared and proposals will be suggested in order to improve the mortgage 

market. In this first case of the comparison of Czech Republic and United 

Kingdom, the UK will be the teacher, helping the CR to gain stability and 

sustainability to the market. 

 

The first and the most important problem in the CR is the political situation. The 

environment has been assessed as politically very instable, corrupted and 

generally not pleasant to the business at all. By the business it is meant the new 

mortgages approvals. Furthermore, to the unstable environment, the people of the 

CR could not rely on the legislative in order to prosper. The legislative is changed 

and updated very often. Changes are discussed regularly in the agreement process, 

and often are changed over night. 

 

It seems that Czech political system and politics by whom it is represented have 

forgotten the basic aim of the government. Concerning the mortgage market, 

support of the housing or living should be maintained, because the housing is a 

crucial aspect of the state and it will be needed in the future as it was needed in 

the past. The basic prerequisite is to maintain a standard of living of people and 

build further areas subsequently. 

 

The first solution which the master´s thesis suggests is to adopt from the UK 

system its conservativeness and general approach to people from the 
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government. Politics should take the people as the basic element, for whom the 

government works, for their well being and prosperity of the state. The UK, by its 

financial housing and mortgage support creates motivating environment for 

markets, further supported by well discussed and prepared reforms. The CR 

should reassess the areas for saving money for the deficit decrease. 

 

Naturally, the reforms are neither supported in the fullness in the UK however 

those are well communicated and explained to the people. The cornerstone of 

the current disputes in the UK is in the Pension Reform. The changes introduced 

are very similar to those in the CR, but those in the UK, have been applied and 

planned in the 2008 ad now just accelerated. 

 

In the CR situation, the only incentive on the mortgage market from the 

point of the government is planned VAT increase, which will cause mortgage 

and housing market boom. People fear the future and therefore apply for the 

mortgages when they think they still can allow them. The boom will possible 

stop at the decisive date of the tax and other reforms. The possible development 

of the market in the near future, after the reforms will be agreed, is paralysis 

of the market by the lack of incentives and support. 

 

Secondly, the economic factors which are predisposed by the political and 

legislative situation have shown several problems on the both markets. From the 

side of the Czech Republic, the economic situation does not seem to be alarming, 

however, planned reforms will not cause a recovery, but will lead to worsening of 

the situation. People of the CR will have lower disposable income and therefore 

even lower purchasing power than nowadays. First signs of the worsen situation 

appears. The borrowers have increasingly problems to repay their debts. In spite 

of the numbers presented by the CNB, which show a recovery of the mortgage 

market, this does not bring more solvent debtors and places bigger future risks and 

therefore less accessible and more expensive mortgages. 
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A state guarantee over the mortgages in the CR would be recommended. It 

should be comprised in the overall support of the housing and mortgage 

market. The state would guarantee stable land-development plans and 

legislative. Furthermore, the state would be a guarantor of the debt. 

Guarantor in the sense, that the conditions of the land or property purchased 

wont change dramatically, the state would regulate them and therefore 

assure the approval of the debt. This will apply mostly for building societies. 

This tool will assure accessible housing, guaranteed by the state. Generally, 

the support for building societies should be restored and maintained. 

 

It should not be forgotten, that the UK mortgage market is experiencing its own 

deep problems. We can conclude from the analysis, that UK lending criteria are 

too benevolent and cause risk for the future development of the market. Moreover, 

people take mortgages to buy houses for rent or for their future sale in order to 

secure finance for the retirement. The planned reforms will shorten possibilities 

for doing so.  

 

Therefore, it was mentioned, that the future generation in the UK, is perceive to 

be as “generation rent”, which in the basis is nothing bad. However, the UK 

should encourage companies and associations to build and buy properties to 

let. If the renting market will stay only in the hands of individual speculators, 

that might end in unacceptably high rents. The government should 

incorporate a certain support and incentives for corporate mortgages to let. 

 

Moreover, the system of lending rules should be changed as well. As the CR 

should learn from the UK´s government, how to put the people on the first 

place, thus the UK should learn on which ratios and conditions to base the 

rules for lending. The proposal is to embody the income related ratio in the 

calculations how much could be borrowed. Therefore, people will not end with 

huge mortgage loans, which they could not repay. 
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The living patterns in the UK and the CR could be switched easily. We can say 

that the small terrace house in the UK could be switched with a flat in panel house 

of the CR. However, the double generation living seems unimaginable in the UK. 

That´s another factor, why the UK inhabitants enjoy higher standard of living and 

the government let them to have it. 

 

Finally, concerning the technological and environmental aspects of the analysis, 

because this area is highly influenced and regulated by the EU, the author did not 

find any major problem. Nevertheless, the same pattern could be seen in the CR 

connected to the political situation and legislative. The majority of support has 

been suspended. 
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4 CONCLUSIONS 

 

The aim of this master’s thesis was to describe and compare mortgage market 

situation on two European markets, the United Kingdom and the Czech Republic, 

in order to find common points on which measures of improvement could be 

based.  

 

The comparison and its subsequent evaluation were based on the PEST analysis. 

Factors which were grouped accordingly were investigated in both markets. The 

data were taken mainly from official statistical databases of both countries and the 

common European database Eurostat. Factors were also assessed based on other 

studies and researches, for example done by World Economic Forum. Political 

and social factors were also appraised on the basis of the current statements and 

viewpoints of economic analysts published in the news or studies by major global 

consulting companies such as Ernst  Young and Pricewaterhouse Coopers. 

 

Based on the data gathered from different sources, the author has provided some 

recommendations concerning tools and processes used on markets. Some actions 

which should be performed to achieve stabilization and future positive 

development of markets analyzed, which are inspired by tools already in work on 

one of the markets. 

 

The situation on both mortgage markets after the world economic crisis could be 

assessed as stagnant. Both markets have problems to attract people to take out 

mortgage loans. On the other hand, both markets are demonstrating significant 

emphasis on expenditure cutting and state budget deficit reduction in the political 

factors. Therefore, the support and other financial tools are modified. 

 

Suggested proposals for the Czech market mostly deal with the political situation 

and the attitude of the government. The Czech state does not have and plan long 

term incentives motivating people to take out mortgages. Furthermore the 

governmental aim seems to be to suspend most of the financial support on this 
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market. Moreover, largely used housing associations for house and flat building 

are not supported as well. Therefore the supply of houses is limited to the 

developers´ projects which are mainly built for purchase not for partial rent as the 

housing association has worked historically. 

 

Proposals for the desired prosperity of the mortgage market in the United 

Kingdom are mostly based on change and adaptation of the lending criteria. Those 

resemble very benevolent and little demanding financial criteria of the American 

banks. The UK mortgage providers should incorporate bigger deposits condition 

in addition to the debt-income and loan to value ratios. 

 

To conclude, the main aim of this master’s thesis has been met. Two European 

markets have been described and problems arising have been compared and 

evaluated. Solutions drawn from this comparison are however not easy to 

implement, because of their broadness and generality requiring state intervention. 

 

The author is fully aware that presented description and comparison as well as 

suggested solutions, have possible weaknesses. It concerns especially the personal 

biased viewpoint and interpretation of the factors and its interconnection. 

Moreover, suggested solutions are highly dependent on the political will of the 

country´s government and the mindset of the inhabitants of the particular country. 

Finally, as it was described in the theoretical part, the PEST analysis incorporates 

factors, which are ever-changing. 
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