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Eurozone: Low interest rates continue to
support real estate
Recovery of housing markets in the Eurozone continues and remains
supported by low-interest rates. But we suspect 2018 will be another year
of high house price growth
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Eurozone
2017 was an excellent year for the Eurozone economy, and so it isn't surprising that house prices
grew at the rapid pace of 3.5%. The strong economy lead to higher disposable incomes pushing
prices upwards. The low-interest rate environment also maintained the purchasing power of
consumers to buy houses.
Even though we think the Eurozone economy will cool down towards the end of the year, we
suspect 2018 will be another year of high house price growth. Compared to January, our forecast
remains constant at 3.3%. But it's worth remembering; 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 forecasts

France
Real estate prices continued to rebound in 2017, reaching 3.1%, after 0.9% in 2016.
The period of price declines came to an end in 2015, with a 4.5% drop compared to the price levels
in 2007. We expect the rebound to continue, fuelled by low-interest rates and declining
unemployment. The rebound should reach 3.6% in 2018, but unfortunately, this catch up is not
widespread as large urban areas are mainly pushing the average up.
Over the last five years, the ten largest cities saw prices increasing by 5.2% (including Paris +9.2%)
while rural zones saw price declining by an average of 6.8%. The trend seems to be confirmed in
2018, with Lyon taking the lead with house price growth nearing 9% YoY in the first quarter of
2018.

Italy
Latest Istat house price data continues to show a divergence between existing homes (still on a
YoY decline) and new homes (in 4Q17 flat on the quarter), suggesting that the residential housing
market remains patchy and that broad-based price increases are not imminent.
In principle, the ongoing moderate recovery of disposable income, in conjunction with cheap
mortgages, should continue supporting house purchases. However, the ample slack in the market
should prevent a big short-run showing on prices. We expect house prices to increase only
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marginally in 2018 and to accelerate slightly in 2019.

Spain
In 2017, the house price recovery was still supported by growing disposable incomes and lowinterest rates, reaching 6.2% in 2017 after 4.6% in 2016. House prices, however, are still 25% below
the peak of 2007, so there is still room to recover.
For 2018, we expect house prices to ease slightly and forecast a growth rate of 5.0%. As we think
the economy will moderate, we forecast a lower rate than in 2017. Nevertheless, this is firmly
above the Eurozone average of 3.3%

Netherlands
Demand for housing remains strong in 2018, and new supply is not enough to counter foreseen
household growth. Increasing wage growth, continuing employment growth and growing interest
in buy-to-let investment also provides upward price pressure.
Interestingly, the Dutch housing market is starting to show changing regional patterns. As a result
of supply drying up in urban areas, demand has started to shift to neighbouring regions, where the
number of transactions, as well as price, has accelerated. In the largest cities, prices are far above
their pre-crisis peaks, but the national average is still 1% below prior records. Nationwide, house
prices rose by 9% year-on-year in 1Q18. Probably the rise peaks in the first half of 2019.
While we expect the price increase to decrease during the course of 2018, we project the annual
price increase to accelerate from 7.6% on average in 2017 to 8.4 in 2018. Nationwide, existing
homes sales have started to decrease in 1Q18, after record levels in 4Q17, and are expected to
decrease to an annual number of 224,000 in 2018.

Belgium
Home price growth has been subdued from a historical point of view since 2008: there was a 5.6%
price correction between mid-2008 and mid-2009, which was recouped by 2010.
Prices then increased by 3.7% (equal to the inflation rate) in 2011. In 2012 and 2013, nominal
prices increased by 2.3% per year, but growth scaled back to only 0.8% in 2014. Exceptional
interest rate conditions brought a rebound of almost 4% in 2015 which was not repeated in 2016
and 2017 (respectively +0.8% and +2.6%) despite growing mortgages. Since 2008, the yearly
growth average has been 2.6% while it was 9.2% in the decade 1998-2007.
Therefore, if the Belgian real estate market has proven to be resilient during the financial crisis and
is continuously seen by many as a safe-haven investment opportunity, risks for the future are on
the downside. Especially, for the 2019-2021 period which, we believe, will bring an unfavourable
mix of investor discouragement, higher mortgage interest rates and a less favourable fiscal
environment. In this context, we don't believe that the 1999-2008 historical price development will
be repeated any time soon and that a moderate correction - in real terms – is likely on the current
decade (2010-2020).

Portugal
The domestic-demand based recovery of the Portuguese economy continues.
While credit conditions remain 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. 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
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very high elasticity of employment to GDP growth will start proving unsustainable.

Greece
Signals of an economic turnaround are getting more consistent, but the recovery in disposable
income is still at an early stage.
Despite the ongoing decline in the unemployment rate, slack in the labour market remains ample,
and the delicate position of Greek banks on NPLs is still weighing on house-purchase related
mortgage lending. Deleveraging is slowing down though: lending for house purchases was
contracting at a 7.6% YoY in 4Q17 while the pace of contraction declined to 4.3% YoY in 1Q18.
Nevertheless, in 4Q17 the contraction of house prices decelerated further to -0.3% YoY (-0.6% in
3Q17), signalling that stabilisation is possibly in sight.
We could see the YoY price contraction to end in 1H18 and to turn very marginally positive after
that. This will very much depend on how Greece will be able to exit the third programme.
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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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