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Europe’s housing market looks set to
cool
Despite uncertainty about the eurozone’s economic outlook, borrowing
costs are set to rise as inflation accelerates and monetary policy
becomes more restrictive. Nevertheless, housing demand should still
exceed supply in many regions. In this bundle, we look at what all
this could mean for property markets in Germany, the Netherlands
and Belgium  
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Tighter monetary policy and regulation
point to slowdown in property market
The economic outlook for the eurozone has changed dramatically in just
a matter of weeks. Stagflationary risks have risen sharply, prompting the
European Central Bank to retain maximum flexibility. Still, monetary
policy is expected to tighten, resulting in higher borrowing costs, and
possibly cooling demand for residential property

A renovated row of houses in Berlin

The eurozone economy reached its pre-Covid crisis level at the end of 2021 and was set to
expand further in 2022 on the back of strong investment programmes, the easing of Covid
restrictions, a gradual decline in inflation and improving supply chains. However, the economic
outlook for the eurozone has changed sharply with the outbreak of the war in Ukraine.
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Stagflationary risks ahead
High energy and commodity prices will weigh on both household purchasing power and
corporate production costs, keeping inflation elevated for longer. Longer-lasting disruptions, a
new round of delays and protracted supply shortages will hinder production, while the high
level of uncertainty could lead to investment and purchasing decisions being postponed. This
puts the eurozone economy at risk of stagflation, a toxic mix of slow economic growth
(“stagnation”) coupled with rising prices (“inflation”). Although the statistical overhang of last
year's growth alone should result in a growth rate of some 2% for the eurozone, it cannot be
ruled out that the economy will contract in at least one quarter this year.

The prospect of ECB monetary tightening has led to rising
longer-term interest rates
Uncertainty about the eurozone’s economic outlook has also caused the European Central
Bank to retain maximum flexibility and optionality in normalising its monetary policy.
Nevertheless, net asset purchases are expected to end in the third quarter and, in our view, a
first rate hike before the end of the year is still possible. Consequently, longer-term interest
rates have already increased and should move up further.

Key numbers

House price growth is measured using the house price index from Eurostat. Note that
this index makes an adjustment for quality changes over time. To measure income, we
use gross disposable income (source: Eurostat). Number of households and expected
growth of number of households for Belgium, Germany and the Netherlands are from
het Federaal Planbureau, the German Federal Statistical Office and Centraal Bureau voor
de Statistiek, respectively. Data on market structure in Belgium and Germany is from
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Eurostat and from Centraal Bureau voor de Statistiek and Capital Value for The
Netherlands.

What do the economic developments mean for the real estate
market?
Tighter monetary policy is accompanied by higher borrowing costs, adding to lower household
purchasing power, already constrained by inflation. In addition, housing market regulation is
getting tighter, arguing in favour of some cooling of real estate markets. Nevertheless, housing
demand should still exceed supply in many regions. We examine developments in the real
estate markets in the Netherlands, Belgium and Germany.

House price growth in the eurozone

Source: Eurostat, ING forecasts
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Germany: the land of tenants faces
scarce supply
Demand for housing in Germany is high and we expect house prices to
continue to rise in 2022, albeit at a somewhat slower pace than in
previous years. Stagnating supply, high material and construction costs
and the fight against climate change will continue to drive up house
prices in the coming years, after a 12.2% increase in the fourth quarter
of 2021

Source: Shutterstock

Lowest home ownership rate in the EU
The home ownership rate in Germany was 50.4% in 2020, marking the lowest ownership rate
in the European Union. Of all inhabitants, 56% were living in a flat, while 44% were living in a
house. However, strong regional differences exist: in cities, only 24% were living in a house,
while in rural areas the share was 63%.  

High prices and low interest rates keep demand going
In the fourth quarter of 2021, house prices increased 12.2% year-on-year and between 2015
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and 2020 house prices rose by a staggering 39%. As prices and lending for residential real
estate are very strong, the Federal Financial Supervisory Authority (BaFin) has announced
an increase in capital requirements for lending institutions as of February 2023.  

Rents have also risen, but only by some 7% over the past five years, according to the OECD’s
Rent Price Index, which explains why the price-to-rent ratio has risen significantly over the
same period. Due to the house price increases, owning a property in Germany seems to be less
affordable than renting one. Since 2010, the affordability of buying real estate has fallen
continuously. Although German households' real gross disposable income per capita rose by
roughly 15% over the past five years and interest rates have been at historically low levels, this
has not been enough to offset the sharp rise in prices. In addition to regulatory factors and
high incidental purchase costs, this might explain why the ownership rate in Germany has
hardly increased over the last year and at only around 50%, is the lowest in the European
Union.  

Overall, the trend is towards demand for more living space per capita and smaller households
and this trend is likely to continue over the next five years, according to the German Federal
Statistical Office. According to the spring report of the Central Real Estate Committee, new
accommodation has been mainly concentrated on small attic apartments. What's more, we
expect overall demand for housing to remain high. Building permits have been exceeding
completions for years now and the imbalance between supply and demand is currently
exacerbated by supply drying up. Between 2016 and 2020 alone, excess demand of some
350,000 apartments has built up. From November 2020 until November 2021, the construction
of some 400,000 dwellings was permitted. Due to low construction activity and high building
costs in 2021, the number of completions in 2021 might have been lower than in 2020, when
some 306,000 dwellings were completed, adding pressure to excess demand. The federal
government plans to build 400,000 homes annually, of which 100,000 will be publicly
subsidised, though it remains to be seen how successful this plan will be. 

Regulation and other trends will influence housing supply and
demand
In regions where the market is tight, the German rental market is subject to regulation. The
conversion of rental apartments into owner-occupied apartments requires state governmental
approval. The “rent brake”, which has been in place since 2015, allows landlords to raise rents
by only 10% above the local market level. However, new buildings and extensively renovated
apartments are excluded. To prevent speculation with building land, plots of land must in some
cases be built on within two to three years and/or held for 10 years. 

One trend that will also have an impact on the German real estate market in the future is the
green transition. The German government is strongly promoting energy-efficient housing,
since some 16% of all greenhouse gas emissions in Germany come from the building sector.
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Recent plans to become less dependent on Russian oil and gas could accelerate the green
transition in housing. The "Immediate Action Program 2022" will provide an additional
five billion euros to promote energy-efficient building refurbishment and new buildings,
including social housing. However, political support could also become a hurdle. Although
housing construction is to be promoted in tight markets and support is also available for
increasing efficiency, there is a risk of high bureaucratisation and regulatory hurdles. This
could slow down the momentum in residential construction. The German government wants
to make approval processes easier, more digital and less bureaucratic, but it remains to be
seen whether these plans can be implemented quickly enough.

Outlook: Germany’s residential real estate market is set to
continue performing well
Despite heightened uncertainty, Germany’s residential real estate market is set to continue
performing well. Demand for housing is high and we expect house prices to continue to rise in
2022, albeit at a somewhat slower pace than in the previous years. Both the mismatch
between supply and demand, currently fuelled by stagnating supply, as well as high material
and construction costs and the fight against climate change, for which energy-efficient
housing plays a major role, will continue to drive house prices up in the coming years. 
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Netherlands: house prices to rise more
slowly in 2022
We expect house prices in the Netherlands to increase by 13.5% in 2022,
but uncertainty in the housing market remains

House prices in the Netherlands increased by 15.2% on average in 2021

Looking back: acceleration of house price increases in 2021
House prices in the Netherlands increased by 15.2% on average in 2021, far exceeding the rise
in 2020 (+7.8%). The following drivers contributed to last year’s house price increases: 

Homebuying budgets increased in 2021, firstly driven by an expansion of lending
standards for dual earners in 2021. This increased their maximum borrowing capacity
by approximately 2-3%. Positive income growth of 2.2% in 2021 also increased
homebuying budgets. Finally, interest rates remained low and even decreased further
by 10-20 basis points. 
A one-time exemption from the 2% transfer tax for homebuyers younger than 35
years old was introduced at the beginning of 2021. This structurally increased the
purchasing power of first-time buyers, who account for more than 33% of all home sales
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on average. 
Extra savings accrued during the Covid-19 pandemic (lockdown measures reduced
household spending options) enabled homebuyers to make higher bids.

Looking ahead in 2022: more subdued house price increases
Higher interest rates and thus mortgage rates (which increased by more than 50 basis points
on average in the first quarter of 2022), lower investor demand, and less positive sentiment in
both the economy and housing market will slow the increase in house prices this year. In our
base case, house prices increase by 13.5% on average in 2022, with more than half of the
increase due to carry-over effects, while the number of transactions of existing homes will
decline by about 15% to 190,000 (2020: 225,000). However, uncertainty in the housing market
is currently higher than normal. The Ukraine war, Covid-19 developments, and the rise in
interest rates are all difficult to predict but will be decisive for the housing market in the
coming months. To illustrate: a 1%-point increase in mortgage rates lowers homebuying
budgets by about 5-10% in order to maintain equal mortgage payments. 

Mainly owner-occupied and regulated rental properties
The Dutch housing market consists of 4.5 million owner-occupied homes (57% of the housing
stock), and 3.4 million rental properties (43%). The distinction between the regulated (‘social
housing’) and the unregulated rental segment is important. About 76% of the rental housing
stock in the Netherlands is regulated, meaning that landlords are forced by law to apply rents
below market rates. The dominance of the owner-occupied and social housing segments is a
natural result of subsidies, such as the interest paid on mortgages being deducted from
income for owner-occupiers, and rent allowances for households in social homes. Subsidies are
absent for unregulated homes. 

Regulation puts returns under pressure
Recent regulatory changes have lowered expected returns on rental homes in both the
regulated and unregulated segments.  

The increase in the transfer tax from 2% to 8% in January 2021 has affected both
private and institutional investors (a further increase to 9% is due in 2023). 
A maximum rental price increase of 1% plus inflation in the previous year (3.3% in
2022) has been implemented for existing contracts in the unregulated segment last
year, which is intended to reduce the increases in rental costs for sitting tenants.
Previous ING research however showed the effect on expected returns of this cap seems
to be limited. First of all, the limit is not aimed at the current rent levels but rather the
annual rent increase for sitting tenants. Secondly, the annual average rent increase for
sitting private sector tenants in the Netherlands has almost always been below inflation

https://think.ing.com/articles/current-rent-control-in-the-dutch-private-rental-sector-barely-affecting-institutional-investors-returns/
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plus 1% since 2012, even without the current limit.  
Private investors this year have been banned from buying owner-occupied homes
with a property value of up to a certain value in some major cities (so-called
“opkoopbescherming”), including Amsterdam, Rotterdam, The Hague and Utrecht. The
purpose is to improve the position of first-time buyers relative to private investors in the
housing market.  

Looking ahead, future expected regulation could significantly lower expected returns.  

Planned rent control is estimated to reduce the rental price of 40,000 regulated and
unregulated rental properties (1% of total rental housing stock). The number of rental
properties affected will be higher in major cities like Amsterdam. The regulation means
that the maximal rental price of a home is now calculated based on a points system,
including a home’s property value (“WOZ value”). The vast increase in house prices since
2013 has increased the share of these “WOZ-points” over time and has increased the
shift of rental homes from the regulated to the unregulated segment - as under the
current system, rental homes allowed to rent out at more than €763,47 this year are
unregulated. In order to break this pattern, planned regulation will limit the share of
these “WOZ-points” to 33% of all points. This will reduce the maximum rental price of
about 23,100 regulated properties that would have shifted to the unregulated segment
under the current rules and means that 14,800 unregulated properties will be pushed
back to the regulated segment.  

For private investors, there is also the announced reform of the capital gains tax in the
Netherlands in 2025, which is likely to lead to higher taxation of rental returns. The current
system based on fictitious returns is structurally underestimating the returns on rental homes.
This will lower the demand from private investors as net returns will come down compared to
alternative investment opportunities.  
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Belgium: house price growth to
moderate after strong run
We expect house price growth to moderate and think prices will rise by
around 4% in 2022 as higher inflation and tighter monetary policy
put upward pressure on mortgage rates. But as Belgians overall have a
firm belief in the stability of the housing market, the probability of a
strong price correction is limited

The market square in the centre of Bruges

Belgium's market structure: owner-occupied
Home ownership in Belgium sits at more than 70%, while about 20% of households rent at
market prices and just under 10% rent at reduced prices. This situation is quite stable and has
been the case for at least 20 years.

The rental market is mainly occupied by private and small investors. In recent years, however,
it seems that larger private investors and institutional investors have been gaining more
traction.
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A strong market during the pandemic
Activity in the housing market recovered fast after the first lockdown in 2020 and the number
of transactions in the first three quarters of 2021 was higher than in the three previous years
(data for the fourth quarter are not yet published). The strong activity applied to all segments
(houses, detached properties and apartments) and all regions (Flanders, Wallonia, and Brussels
Capital Region).

Price growth was strong and accelerated during the pandemic. In 2020, Eurostat recorded a
4.2% increase in house prices and in 2021 we expect about 7% growth (data for the fourth
quarter are not yet published). Even though price growth accelerated and was strong in
Belgium during the last two years, it is in line with the eurozone average.

Macroeconomic factors, such as lower interest rates and income support during the pandemic
can partly explain the strong growth figures. We also note that the preferences of Belgians
seem to have changed in the last two years. An ING survey shows that Belgians find having a
larger home (both indoors and outdoors) more important today than before the pandemic.
The same holds true for the quality of the home, including energy efficiency. As people find a
home more important, it is normal that they also want to pay more for it.

Additionally, the so-called FOMO effect (Fear Of Missing Out) probably also played a role in the
strong price growth. As Belgians saw prices grow quickly, they may have wanted to act fast or
risk paying even higher prices in the future. This mechanism also puts upward pressure on
prices.

Overvaluation rose
According to the National Bank of Belgium, the overvaluation of residential real estate
increased from 14% in 2020 to 21% in 2021. This is the second increase in a row. In 2020, the
overvaluation doubled compared to 2019. The National Bank of Belgium already has a number
of macroprudential policies in place to cool down the market, including limits on loan-to-value
ratios for banks. We acknowledge the increased risk but also feel that the house price
overvaluation is nuanced. Due to the change in preferences, the willingness to pay has
gone up. However, the model of the National Bank of Belgium doesn't capture this change in
preferences and perceives the corresponding price increases as a simple overvaluation. The
National Bank also acknowledges that the growing scarcity of building plots might be a reason
not to take the overvaluation estimate at face value. Residential real estate prices might be on
the expensive side, but probably not overvalued by 21%.

Outlook: House price growth will moderate
We expect house price growth to moderate and think prices will rise by around 4% in 2022.

Higher inflation and tighter monetary policy will put upward pressure on mortgage rates. The
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war in Ukraine could also lead to an increase in the risk premium set by banks. Note that a
1% increase in the mortgage rate lowers the borrowing capacity by about 9% (for a fixed-rate
annuity mortgage with a maturity of 20 years). Since the beginning of the year, the average
mortgage rate has already gone up by more than 50 basis points, implying 4.5% less
borrowing capacity.

So higher mortgage rates put downward pressure on prices but we still think prices will grow.
Indeed, we continue to expect the Belgian economy to grow in 2022, even though the war in
Ukraine has reduced our growth forecast. We currently expect that the economy will grow by
2.5% in 2022, which should support income growth. On top of that, the system of automatic
wage indexation protects wages from inflation.

In Flanders, there was also an adjustment to the system of registration rights. People who buy
a home to live in themselves now face a 3% registration tax instead of 6%. People who buy a
second home or another home to rent out now face a 12% tax instead of 10%. As such,
regulation for investors seems to be getting slightly more restrictive.

In the medium term, the number of households is forecast to increase in the next decade,
which should support demand and to some extent, prices. Belgians overall have a firm belief in
the stability of the housing market, which in general reduces the chances of a strong price
correction. Even during the financial crisis, when house prices crashed in several European
countries, Belgian house prices only saw a minor correction. 
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