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Development of
residential and commercial
property financing

in Germany

The property market in Germany has been booming for almost a decade.
Investments in construction and transaction volumes in the market for
existing properties have been increasing steadily since 2010.

As property investments are financed largely by borrowing, this trend

is also reflected in bank lending.

The following pages will examine the development and structure of the
residential and commercial property financing business in Germany

against the background of developments in the property market.

In addition to evaluating the overall market situation, we will also take a
closer look at developments in the property financing business of the
Pfandbrief banks that make up the Association of German Pfandbrief Banks
(vdp).

Thomas Hofer, vdpResearch




Property market and property
financing in Germany

Macroeconomic indicators in Germa-ny
have been trending steadily higher
since 2010. Although they have been
somewhat weaker in 2018 compared

to previous years, the macroeconomic
conditions for the property market
remained positive until recently.

Over this period, there has been a
steady increase in the number of
employees and, at the beginning of
2019, the unemployment rate stood at
its lowest level since reunification. At
the same time, demand for residential

properties and office space has been
stable and has not been restricted to
large, economically thriving cities. Fi-
nancing terms have improved from year
to year, making it possible to finance
property construction and purchases
cheaply.

In addition, due to high capacity
util-isation in the construction sector
compared to previous cyclical up-
turns, there has been only a moderate
increase in the supply of housing and
usable commercial space. The number
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of purchase transactions is flat, both in
the residential and commercial prop-
erty markets. Sharply rising prices in
the residential property market have
resulted in a steady increase in turn-
over. A similar trend can be seen with
commercial properties: while there
have also been moderate increases in
investments in construction, by com-
parison the increase in turnover in the
market for existing properties has been
more pronounced due to significantly
higher prices.

Table 1: Investments and transactions in the residential and commercial property markets

and their financing in Germany, 2010 to 2018

Residential property market 2010 201 2012 2013 2014 2015 2016 2017 2018
1 Total volume of residential construction (EUR billions) 1561.8 164.9 171.5 175.1 182.2 188.7 200.0 211.6 2299
2 - New construction (EUR billions) 329 41.0 44.3 47.8 52.9 57.9 64.3 66.4 731
3 - Modernisation/maintenance (EUR billions) 118.9 123.9 127.2 127.3 129.3 130.8 135.7 1456.2 156.8
4 Transactions (EUR billions) 103.5 116.6 122.5 126.3 131.4 144.4  156.0 165.4 177.8
5  Volume of construction (EUR billions) 255.3 281.5 294.0 301.4 313.6 333.1 356.0 377.0 407.7
and transactions (1 + 4)
6  Loan disbursements* (EUR billions) 123.0 130.4 142.9 150.0 157.7 182.7  186.5 193.5 209.0
7 Average use of borrowed funds (6/5) (%) 48 46 49 50 50 56} 52 57 51
Commercial property market 2010 20Mm 2012 2013 2014 2015 2016 2017 2018
8  Volume of commercial construction (EUR billions) 61.9 67.6 69.2 69.1 71.4 71.9 73.0 76.8 81.1
(total)
9  Transactions (EUR billions) 27.5 36.9 34.7 37.3 43.2 51.8 48.4 54.4 52.0
10 Volume of construction (EUR billions) 89.4 104.5 103.9 106.4 114.6 123.7 121.4 131.2 133.1
and transactions 8 + 9)
11 Loan disbursements* (EUR billions) 42.3 50.3 51.0 58.2 59.7 65.9 72.1 72.1 69.3
12 Average use of borrowed funds (11/10) (%) 47 48 49 59 52 5%} 59 59 52

Sources

Volume of construction: German Institute for Economic Research (DIW)

Volume of transactions: vdpResearch based on data from regional expert committees for property valuation

Lending: vdpResearch based on data from lending and insurance industry associations and from the Deutsche Bundesbank

* Loan disbursements by banks and insurance companies (new business, excluding loan repayments) for the construction

and acquisition of residential and commercial properties including construction work on existing buildings
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The increase in investment and transac-
tion volumes is reflected in the devel-
opment of bank lending in Germany:
over the period under review, there

has been a huge increase in annual new
business, both in residential and com-
mercial property financing (see Table 1).

According to various early indicators
and forecasts, economic conditions are
expected to deteriorate somewhat in
the near future. This year, for example,
economic growth is likely to be lower
than last year. On the positive side, em-
ployment is very high and interest rates
continue to be very low.

Development of residential property
financing in Germany

Overall conditions for building and
buying residential properties have im-
proved steadily over the past decade
since the crisis in the financial markets.
Although interest rates on loans have
not dropped any further over the past
two years, they were nevertheless at
an exceptionally low level. For example,
the average interest rate on housing
construction loans in 2018 hovered
around 1.93% (effective interest rate,
total cost of loan; source: Deutsche
Bundesbank).

Stable housing demand resulted in a
steady increase in the volume of new
construction, construction work on
existing structures (modernisation/
maintenance) and turnover in the mar-
ket for existing properties.

The trend in the volume of construc-
tion and transactions is reflected in
the residential property financing
business of banks and insurance com-
panies in Germany. Figures 1 a) and 1
b) below show that the two variables
track each other closely. In every year
of the period under review, there was
a close correlation between the vol-

Figure 1: Volume of construction and transactions and loan disbursements

for residential properties in Germany, 1988 to 2018

a) Volume of construction and transactions
and loan disbursements, 1988 to 2018

b) Lending vs. volume of construction and transactions
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The synchronous development of the aggregate volume
of construction and transactions and of lending suggests

that the financing structure remained largely stable.

ume of investments and transactions
on the one hand and lending on the
other.

The synchronous movement of the
aggregate volume of construction and
transactions and of lending suggests
that the financing structure remained

largely stable. With slight fluctuations,

the average share of borrowed funds
for all residential property invest-
ments and transactions over the past
three decades has been approxi-
mately 48%. It should also be noted
that the significance of the various
segments of the residential property
market is subject to change over time

and that these segments rely on bor-
rowing to varying degrees. For exam-
ple, compared to new construction,
investments in existing housing play

a greater role today than they did

25 years ago. However, these structur-
al shifts do not appear to have been
significant enough to have a noticeable
influence on overall results.

The structure of loan disbursements
for different financing motives basi-
cally follows the structure of the vol-
ume of construction and transactions.
Between 2010 and 2018, for example,
new housing construction accounted
for 24% to 28% of loan disbursements,

while existing residential properties
(purchases and/or modernisation/
maintenance) accounted for 61% to
64%. Recently, the percentage of new
bank loans used to repay third-party
loans has decreased slightly (see
Table 2).

In recent years, on average three
quarters of loan disbursements have
been used to finance the construction
or purchase of single-family homes,
two-family homes and condominiumes.
The remaining quarter was used pri-
marily to finance multi-family housing.

Table 2: Residential property financing: Loan disbursements from banks

and insurance companies in Germany, 2010 to 2018

2010 20M 2012 2013 2014 2015 2016 2017 2018

Loan disbursements EUR billions 142.7 150.6 162.9 170.1 177.1 208.6  209.4 214.3 227.8
Share in % 100 100 100 100 100 100 100 100 100

of which New construction Share in % 25 24 25 25 26 27 28 28 28
Purchase, incl. modern./maint. Share in % 61 63 63 63 63 61 61 62 64
Repayments of third-party loans Share in % 14 13 12 12 11 12 11 10 8

of which 1 & 2-fam. homes/Condos Share in % 77 78 79 76 75 76 74 74 73
Multi-fam. homes & other Share in % 23 22 21 24 25 24 26 26 27

Source: vdpResearch based on data from lending and insurance industry associations and from the Deutsche Bundesbank
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In the case of commercial real estate,

too, investments and transactions show a high level
of synchronisation with lending.

Development of commercial property
financing in Germany

The reunification boom at the be-
ginning of the 1990s and the New
Economy euphoria at the end of the
1990s each led to phases in which new
lending business increased for several
years. The strongest growth in com-
mercial property financing occurred
before the financial market crisis, with
the volume of new business increasing
threefold between 2003 and 2007.
After declining sharply in 2008 and

2009, disbursements have followed a
clear upward trajectory since 2010. In
2016, total loans for the construction
and acquisition of commercial proper-
ties amounted to around EUR 72 billion;
since then, the volume of new lending
in this business segment has hovered
around this level, with minor volatility.
Overall, lending to finance commercial
properties and the trend in the volume
of construction and transactions in

the commercial property market have
moved along a trendline similar to that
of residential property investments and
financing (see Figure 2).

This indicates that the average gearing
ratio for the financing of properties
used for commercial purposes is
quite stable and subject to only minor
vola-tility. Based on the data available
here, the average share of borrowed
funds for the period beginning in 2010
is approximately 50%. It should be
noted, however, that this calculation
also includes segments that are less
debt intensive such as modernisation/
maintenance.

Figure 2: Volume of construction and transactions and loan disbursements

for commercial properties in Germany, 1992 to 2018

a) Volume of construction and transactions
and lending, 1992 to 2018

b) Lending vs. volume of construction and transactions
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Property financing business

of vdp member institutions

vdp member institutions are some of
the biggest groups providing residential
and commercial property financing. In
terms of new business, they had a mar-
ket share in Germany of just under 40%

From 2010 to 2018, new housing loans
increased by 6.8% p.a. on average. In
2018, EUR 91 billion of new loans were
granted, of which more than 96%, or
EUR 87.6 billion, were domestic loans.
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billion. Over the period under review,
the trend in domestic and foreign
business was quite mixed. While the
domestic business increased by some
8% per year between 2010 and 2016,

of residential property financing and before declining slightly over the past
two years, foreign business was sluggish
until 2013, after which it increased

substantially (see Table 3).

around 55% of commercial properties
in 2018.

In 2018, lending for commercial prop-
erty financing totalled EUR 69.9 billion,
with domestic loans accounting for EUR
41.9 billion and foreign loans for EUR 28

Table 3: Property financing business of Pfandbrief banks, 2010 to 2018

2010 201M 2012 2013 2014 2015 2016 2017 2018

Total new business (EUR billions) 106.1 112.8 108.4 118.2 125.9 149.3  158.4 157.2 160.9
(Change in %) - 6.3% -3.9% 9.0% 6.5% 18.6% 6.1% -0.8% 2.4%

of which residential property (EUR billions) 53.6 57.0 56.5 61.0 66.4 81.2 86.0 86.5 91.0
(Change in %) - 6.3% -0.9% 8.0% 8.9% 22.3% 5.9% 0.6% 5.2%

of which domestic (EUR billions) 51.6 5685 55.1 59.5 64.0 78.4 83.2 84.4 87.6

(Change in %) - 7.6% -0.7% 8.0% 7.6%  22.5% 6.1% 1.4% 3.8%

of which foreign (EUR billions) 2.0 1.5 1.4 1.5 2.4 2.8 2.8 2.1 3.4

(Change in %) - -26.0% -6.7% 7.1%  60.0% 16.7% 0.0%  -25.0%  61.9%

of which commercial property (EUR billions) 525 55:8 51.9 57.2 59.5 68.1 72.4 70.7 69.9
(Change in %) - 6.3% -7.0% 10.2% 4.0% 14.5% 6.3% -2.3%  -1.1%

of which domestic (EUR billions) 28.3 32.3 32.2 36.7 35.6 40.7 45.4 439 419

(Change in %) - 14.1% -0.3% 14.0%  -3.0% 14.3% 11.5% -3.3%  -4.6%

of which foreign (EUR billions) 24.2 238 19.7 20.5 23.9 27.4 27.0 26.8 28.0

(Change in %) - -29% -16.2% 4.1%  16.6% 14.6% -1.5% -0.7% 4.5%

Source: vdpResearch based on data from vdp member institutions; reporting group: vdp member institutions as at 31 December 2018
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Single-family and two-family homes
accounted for around 50% of new housing

construction loans.

The structure of the residential prop-
erty financing business has been very
stable over the period from 2010 to
2018 in terms of individual types of
properties. Single-family and two-family
homes accounted for around 50% of
new housing construction loans, while
condominiums accounted for around
20%. The remaining 30% was used pri-
marily to finance multi-family housing.
Other residential properties, i.e. mainly
land zoned for residential construc-
tion and unfinished properties not yet
capable of producing income, play only
a minor role in terms of lending volume
and therefore are not reported sepa-
rately (see Figure 3).

The ratio of financing for owner-occu-
pied homes and condominiums to the
entire residential property financing
business is somewhat lower among the
Pfandbrief banks (70%) than for banks
as a whole (average of 75%). Not least,
this is likely to be attributable to the
fact that no savings banks (Sparkas-
sen) or cooperative banks (Genossen-
schaftsbanken) operating in rural areas
belong to the vdp. As a result, the group
of vdp member institutions is somewhat
more strongly focused on metropolitan
areas, where multi-family housing plays
a significantly stronger role than in rural
areas, both in terms of construction
activity and with regard to the existing

Figure 3: Structure of the residential property financing business

a) by type of property

b) by financing motive

property market and, consequently, for
the property financing business as well.

If the residential property lending
business is broken down by specific
financing motive, three things stand out:
there has been a moderate increase

in the share of new construction loans
from 20% to 25%; the percentage of
loans for purchases of existing proper-
ties and for modernisation and mainte-
nance work has increased from around
50% to around 60%; and finally, there
has been a significant reduction in the
percentage of third-party loan repay-
ments from 29% to 14%.
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Source: vdpResearch based on data from vdp member institutions; reporting group: vdp member institutions as at 31 December 2018



The portion of the lending business
used to finance newly built properties has
increased from 17% (2010) to 24% (2018).

Loan repayments often increase when
interest rates for mortgage loans
decrease and it appears worthwhile
to refinance at a more favourable rate.
Such periods are characterised by an
increase in loan renewals that do not
represent new business and therefore
are not included in vdpResearch'’s
statistics on the lending business, and
by loan repayments when the customer
decides to switch to another bank.

In commercial property financing, there
is likewise a high degree of stability in
terms of the importance of specific
types of properties to the overall busi-
ness. Over the period under review as

a whole, 75% to 80% of properties fell
into the categories of office or retail/
wholesale properties. Approximately
half of new business is used to finance
office buildings, while another 25% to
30% is used finance retail/wholesale
properties. Much smaller percentages
of new loans are used to finance hotel
buildings (6% to 9%) and industrial and
other properties (see Figure 4).

A breakdown by financing motive clearly
shows that, when comparing new
construction and purchases of existing
properties (including modernisation/
maintenance), there has been a slight
shift in favour of new construction.

Figure 4: Structure of the commercial property financing business

a) by type of property

b) by financing motive
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The portion of the lending business
used to finance newly built properties
has increased from 17% (2010) to 24%
(2018). The percentage used to repay
third-party loans is subject to only
minor volatility.

Foreign business is very important for
the commercial property financing
business of member institutions of

the vdp. Between 2010 and 2018, the
percentage of the volume of lending
attributable to cross-border property
financing hovered around 40%, plus

or minus 5 percentage points. Around
three quarters of foreign loans are
used to finance commercial properties
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Source: vdpResearch based on data from vdp member institutions; reporting group: vdp member institutions as at 31 December 2018
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located in EU countries. The most important target countries
are France and the United Kingdom, with average shares of
20% to 25%, but the Netherlands and Poland are also import-
ant foreign markets for the Pfandbrief banks, with average
shares of 6% to 7%. Outside Europe, the USA is by far the
most significant target country, with an average share of 21%.

Recently, the discussion surrounding Brexit and associated
uncertainties have resulted in more restrained lending by the
Pfandbrief banks in the UK. As a result of this restraint in an
important foreign market, the geographic structure of new
business has shifted. While the UK accounted for only 14.3%
of foreign business in 2018 - some 10 percentage points less
than in the previous year - other countries’ shares increased
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considerably (see Figure 5).
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Figure 5: Foreign commercial property

financing by country

Other countries
B usa
Other EU
Poland
Netherlands
France
United Kingdom

2014
2015
2016
2017
2018

Source: vdpResearch based on data from vdp member institutions;
reporting group: vdp member institutions as at 31 December 2018

Concluding remarks

Since the crisis in the financial mar-
kets, Germany has experienced almost
constant growth, both in the volume
of new construction and construction
work on existing housing stock as well
as in turnover from existing residen-
tial properties. The latter is primarily
attributable to higher housing prices,
as there was only a sideways move-

ment in the number of properties sold.

Inasmuch as the volume of new con-
struction - a relatively debt-intensive
segment - increased by 112% between

2010 and 2018, i.e. significantly more
than was the case for construction work
on existing properties and the volume
of transactions, the approximately 70%
growth in residential property lending
during this period was somewhat higher
than for the volume of construction and
transactions as a whole (60%).

The volume of construction and
transactions and bank lending in the
commercial property market also fol-
lowed largely similar trendlines during

the period under review. Here, too,
financing closely tracked the volume of
construction and transactions, while
lending - as in the case of housing -
increased somewhat more sharply (64%
compared to 49%).

The Pfandbrief banks that are members
of the vdp account for a substantial
percentage of the residential and com-
mercial property financing business in
Germany. In 2018, their market shares
stood at 40% and 55%, respectively.



Figure 6: Property financing business, 2011 to 2019 (1st quarter)

a) Residential property financing
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b) Commercial property financing
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Between 2010 and 2018, the Pfandbrief
banks’ property financing business
essentially followed the same trendline
as lending by all banks in Germany, al-
though the residential property financ-
ing business of vdp member institutions
was more restrained than that of other
banking groups in the first quarter of
2019 (see Figure 6).

By contrast, the Pfandbrief banks” do-
mestic commercial property financing
business experienced a significant year-
on-year increase in the first quarter
of 2019. The relevant data for 2019 is
not yet available for the other banking
groups. However, the following should
be considered when interpreting this
interim data: at best, data for just one
quarter may indicate an upward or
downward trend, but the extent of the

change will not become apparent until
later in the year. This applies both to the
residential property financing business
and, to an even greater extent, to the
commercial property financing busi-
ness.

Provided there are no major macroeco-
nomic disruptions, the volume of in-
vestments in new housing construction
can be expected to increase further
this year. Construction work on existing
buildings is also expected to increase.
In the existing property market, the vol-
ume of transactions is also likely to rise
further due to further price increases,
meaning that a further increase in the
residential property financing business
can also be expected in the near future.
Initial interim results for 2019 confirm
this assumption. This trend should not
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harbour any extraordinary uncertain-
ties for the banks, provided that their
financing practices continue to focus
on security. Risk potential is also limited
for buyers of residential properties,
provided that they secure favourable
financing terms over as long a period as
possible.

The same applies to the commercial
property market. If the preconditions
mentioned above are met, we also
expect this segment to experience

a further increase in the volume of
construction and transactions that will
be accompanied by increases in loan
disbursements.



Association of German Pfandbrief Banks

The member institutions which together make up the
Association of German Pfandbrief Banks (vdp) have for
years now led the market in commercial property financing
in Germany and also hold considerable market shares in
the financing of residential properties. As their represen-
tative, the vdp looks after the Pfandbrief banks' interests
in dealings with national and European decision-making
bodies as well as with a broad professional public.

The vdp's expertise is geared to the specific requirements
of Pfandbrief issuers in terms of the Pfandbrief itself and
loans which are eligible as cover assets. Moreover, the vdp
promotes the concerns of its members in regulatory mat-
ters and represents them vis-a-vis national and European
supervisory authorities. Member banks” Pfandbrief-relat-
ed information and experiences are exchanged within the
vdp's respective bodies with a view to developing market
standards. Additionally, the vdp provides its members
with business solutions to support the Pfandbrief banks
in their specific lending and issuing activities.

Association of German Pfandbrief Banks
Georgenstrasse 21
10117 Berlin

Telephone: +49 30 20915-100

E-mail: info@pfandbrief.de
www.pfandbrief.de

Vd The German
Pfandbrief Banks

vdpResearch GmbH

vdpResearch GmbH, a subsidiary of the Association

of German Pfandbrief Banks (vdp), works intensively on
compiling, analyzing and forecasting property prices

in the context of real estate financing. To this end,
vdpResearch examines not only individual properties
but also entire property markets. Thus, its remit covers
providing comparative prices, comparative rents and
other valuation criteria for property markets as well as
recording and forecasting market prices by key property
types at the regional and national level. In its activities,
vdpResearch makes use of specially developed analysis
tools and comprehensive models designed to study
aggregate market trends.

The figures compiled by vdpResearch are today a vital
component for many credit institutions in evaluating and
assessing property and market risk. The nationwide prop-
erty price indices that vdpResearch prepares for the vdp
are geared to an interested public and offer an overview
of general price trends in Germany’s real estate markets.

vdpResearch GmbH
Georgenstrasse 22
10117 Berlin

Telephone +49 30 206229-265
E-mail: kontakt@vdpresearch.de
www.vdpresearch.de



