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Eurozone: Housing market to remain strong
Housing markets have been recovering in the Eurozone since 2012 mostly
supported by low-interest rates, supply shortages and increased demand
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Across the Eurozone
After a growth rate of 2.3% in 2016, house prices have grown by 3.5% in 2017. This growth
has been supported by interest rates that remain very low, supply shortages in some
countries and an increase in disposable income and hence demand. In 2018, we expect
house prices to grow by 3.3% which is slightly higher than our previous forecast.
With consumer confidence at its highest level since 2001 and still very generous financing
conditions, the recovery should continue, which in turn is positive for activity levels and
employment growth. Business confidence in the construction sector reached levels in 2017
not seen in the last ten years and hiring intentions followed. This is likely to decrease
supply shortages where they still exist, limiting house price growth somewhat in the whole
Eurozone in 2018.
In 2018, we expect house prices to grow by 3.3% which is slightly higher than our previous
forecast (3%), due to the upward revision of forecasts in some countries. While still being a
high figure, it implies a slight slowdown compared to 2017, which is logical as long-term
interest rates should start to make mortgages slightly more expensive this year. This
should continue in 2019 where we expect a 2.8% price growth. Having said that, house
price growth should remain firmly above inflation.
As a final note, keep in mind that the 3.3% expected growth figure is a weighted average of
all the constituent countries of the Eurozone that can have very different individual
situations.

Housing price growth forecasts across the Eurozone (in %)

Source: ECB, ING
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Italy
In Italy, the ongoing recovery of the economy remains positive for the housing market. For the
time being this has been reflected in higher house transactions, but at a declining pace. In 3Q17
the number of house transactions was up by 1.5% YoY (3.8% YoY in 2Q17), down from two-digit
growth clips recorded in 2016. Improved affordability is making the purchase more attractive. The
recovery in loans for house purchases continues at a stabilised 2.1% yearly rate.
The December 2017 Bank of Italy-Tecnoborsa survey showed that the loan to value ratio, at 74.4%
is now higher than before the outbreak of the great financial crisis and is stabilizing, as is the ratio
of house purchases financed via mortgages, now at 78.8%. The same survey showed that the
average discount from the original offer price resumed declining and reached 10.2% (from 12.5%
in 3Q). Latest Istat house price data shows a divergence between existing homes (still declining)
and new homes (picking up). We expect the ongoing moderate recovery of disposable income, in
conjunction with still cheap mortgages, to support further house purchases. However, the ample
slack in the market should prevent a big short-run showing on prices. We expect house prices to be
marginally negative in 2017, and to edge up only slightly in 2018.

Spain
In Spain, due to growing disposable incomes and lower unemployment, the house price recovery is
still accelerating, reaching 6% in 2017 after 4.7% in 2016.
As house prices remain 25% below their pre-crisis levels, there is still room for recovery. We expect
house prices to grow by more than 5% a year in 2018 and 2019.

Greece
In Greece, signs of an economic turnaround are getting more consistent, but the recovery in
disposable income is still at an early stage. Notwithstanding the ongoing decline in the
unemployment rate, slack in the labour market remains ample, and the delicate position of Greek
banks and their Non Performing Loans is still weighing on house-purchase related mortgage
lending. In November, lending for house purchases was still contracting at a 9.3% YoY clip.
Furthermore, very high property taxes in Greece continue to discourage demand in our view. Still,
in 3Q17 the contraction of house prices slowed down to -0.6% YoY (-1.2% in 2Q17), signalling that
stabilisation is possibly in sight. We see the YoY price contraction to end in 1H2018 and to turn
very marginally positive thereafter.
This will very much depend on how Greece will be able to exit the third programme.

Portugal
In Portugal, the domestic-demand based recovery of the economy continued over 2H17. While
credit conditions remain very favourable for borrowers, lending activity has been hampered by the
ongoing private sector deleveraging. In the short run, the real estate market seems strongly
supported by the recovery in disposable income and, price-wise, by an insufficient construction
rate. International investors are often reported as a key player, particularly in metropolitan areas.
As employment growth is proving stronger than originally anticipated, we believe Portuguese
house price developments to remain upbeat for most of 2018, and to decelerate after that as the
very high elasticity of employment to GDP growth will start proving unsustainable.
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The hardest hit markets are still in recovery mode
Post-correction price evolutions in the Eurozone and the UK (2007 = 100)

Source: ECB

Germany and France
Low German interest rates, a strong labour market and excess demand for housing in urban areas
should add upward pressure on housing prices.
In France, lower interest rates since mid-2015 revived mortgage credit growth which came up
from 2.3% per year at the beginning of 2015 to more than 6% YoY at the end of 2017. This is
supporting a stronger than expected recovery in house prices, which should accelerate from 5.1%
to 7.6% and 6.5% YoY respectively in 2017 and 2018. Lower residents' taxes in 2018 could also
help to give the market a boost. We expect higher interest rates to slow down the current trend
only slowly in 2019 and 2020.

The Netherlands
In the Netherlands, demand for housing remains vigorous thanks to the strong growth
momentum, the record high confidence and a fiscal boost to disposable income. Supply, on the
other hand, is decreasing rapidly, especially in the largest cities and that's where we're seeing
further steep price increases; we still expect house prices to grow by 6.5% in 2018 after 7.6% in
2017.

Belgium
In Belgium, house price growth should have rebounded slightly in 2017, at least by 2.5% after 0.8%
in 2016. The fact that market prices continued to increase when the market was turning elsewhere
in Europe and that low-interest rates have given it a further boost, makes the market vulnerable to
higher interest rates.
This is why we expect a small price correction to materialise in 2019-2020.

Austria
In Austria, housing demand remains higher than supply on the back of ongoing favourable credit
conditions and population growth, keeping house prices at elevated levels.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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