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In terms of the residential property market, the 
dominant topic in Germany this year is the stricter 
regulation in the context of the planned rent control, 
which constitutes an exception in comparison to 
other European countries. Across Europe, regulation 
of the residential property markets is being reduced. 
This is particularly true for Sweden, Spain and the 
Netherlands. The Residential Market Report by 
PATRIZIA Immobilien AG also shows that regulation of 
the residential property market does not necessarily 
have to reduce the return on investment. Although 
government intervention increases the management 
costs of a housing portfolio, it does not mean that 
the investor has to be left saddled with the resulting 
higher costs. Thus, the  general conditions for 
investments in residential real estate will remain 
attractive in Germany – despite rent control – and 
particularly in Europe in the coming year.

I wish you interesting and insightful reading!

Yours

Wolfgang Egger

Ladies and Gentlemen!

This Residential Market Report Europe 2014/2015  
by PATRIZIA Immobilien AG shows that the  effects 
of the global financial crisis can still be felt in 
many European countries. However, at the same 
time there are also positive signals such as the 
renewed increase in construction activity, with 
urbanisation and the associated demand for new 
housing in urban centres as the main drivers.

One consequence of the crisis is that the subsidies 
for acquiring owner-occupied apartments are being 
reduced in many European countries. At the same 
time, increasing incentives are being offered to invest 
in rental apartments. Investors are taking advantage 
of these changed conditions and a significant increase 
in cross-border investments in residential real estate 
over the past 12 to 18 months can be observed. The 
main  focus here was on the German residential market 
and on the markets in Denmark, the UK, the Nether-
lands and Ireland. Elsewhere, the current low house 
prices in countries such as Spain also offer interesting 
investment opportunities for institutional investors.
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Cross-border investments increasing: Cross- 
border investments have increased significantly over 
the past 12 to 18 months. It seems that investors are 
increasingly following up on their announcements  
of recent years with actions. These investments 
focussed on the German residential market and on 
Denmark, the UK, the Netherlands and Ireland.

  Urbanisation driving construction activity: The 
increasing construction activity on the European 
housing markets is necessary and is attributable to 
demand in urban centres, caused mainly by migra-
tion. Norway is recording the highest increase in 
new construction, followed by France and Ireland.

Total return on residential property  investments 
above average: The total return on residential 
property investments is at or above the ten-year 
average in most European countries. The only ex-
ceptions are the Netherlands, France and Denmark.

Regulation on the residential markets has 
only a slight effect on returns: Rental  market 
regula tion affects the management costs of a 
 housing portfolio, but also indirectly reduces sup-
ply on the rental market. The reduced supply pre-
sents an opportunity to increase rents and  thereby 
offset the increased administrative costs.

Executive Summary

German rent control is the exception in Europe: 
Across Europe, regulation of the residential property 
markets is currently being reduced. This is particu-
larly true for Sweden, Spain and the Netherlands. 
The planned rent control in Germany, which provides 
for stricter government regulation, constitutes an 
exception in Europe.

Lower prices present investment  opportunities: 
The trough in house prices in the Netherlands, 
 Ireland and Spain and the changing political con-
ditions on the rental markets in these countries 
present investors with good (cyclical) investment 
opportunities. The anticipated returns are certain-
ly attractive in comparison to government bonds.

Fewer subsidies for owner-occupied  housing: 
Since the outbreak of the financial crisis, 
govern ment subsidies for acquiring owner-
occupied housing are being reduced. This is 
the case in Ireland, Spain, the Netherlands 
and the UK in particular, at the same 
increasing incentives are being offered to 
investors to invest in rental apartments.
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Macroeconomic environment –  
not yet on the safe side

The effect of the global financial crisis on the world’s 
financial system remains a focal point on the macro
economic growth agenda of countries,  regulatory 
 institutions and central banks. Based on a variety of 
governmental interventions, stimulus programmes 
and changes in the central banks’ monetary and fis-
cal policy framework, the last years have shown 
that  recovery is and will be anything but straightfor-
ward. Intervention by the central banks of the major 
 advanced economies has brought back macroeco-
nomic growth, resulting in a gradual return to a sta-
ble growth path. The current post-crisis economic 
envi ronment mirrors the substantial improvement in 

the countries’ fiscal position as well as efforts 
to  stabilize domestic demand and restore inter-
national trade. In this context, the fundamental 
 reforms of the  Euro pean Central Bank (ECB) have 
 allowed for significant macroeconomic consolida-
tion, which is bolstering business and consumer 
 confidence in the Euro Zone. However, the diver-
gence of the European countries in terms of labour 
markets and medium-term growth  potential consti-
tutes further challenges and vulne rabilities, which 
will require additional structural reforms in order  to 
regain competitiveness, achieve stability and gen-
erate further economic growth across Europe.

Industrial production worldwide

3 month moving average of time series set to 100 in 01/01/2005

   Africa & Middle East    Euro Zone    Japan    Latin America    United States

220

70

80

90

100

110

120

Jan. 2014Jan. 2013Jan. 2012Jan. 2011Jan. 2010Jan. 2009Jan. 2008Jan. 2007Jan. 2006Jan. 2005





©  PATRIZIA research

Page 10
EUROPEAN RESIDENTIAL MARKETS 
2014 ⁄ 2015

Fiscal sustainability: Governments have a long 
way to go: In Europe, adjustments towards a more sus-
tainable fiscal position in terms of government debt 
and deficit have led to significant improvements, tak-
ing into account that fact that the property bust and 
the banking crisis in the aftermath of the financial crisis 
caused dramatic deterioration of government balance 
sheets. The improvement in public deficit in countries 
like Spain and Ireland is notable and reflects the effec-
tiveness of the macro policies that were introduced as 
well as international support. Although the econom-
ic output of countries like Germany, Austria and Swe-
den declined after the crisis, they stabilized relatively 
quickly, mainly as a result of a low share of highly in-
debted households and stable credit supply. While 
general fiscal consolidation will still take some time, 
the governments have already made significant head-
way in reducing their fiscal deficits over the last year. 

Economic growth picked up last year in Europe, al-
though the form it took varied from country to coun-
try. At the bottom of the economic downswing in 2009, 
the intervention of the ECB together with government 
actions constituted an attempt to restore the busi-
ness cycle in Europe. The underlying economic mo-
mentum allowed countries like Germany, Finland and 
France to recover a substantial part of their output 
loss and re-establish their competitiveness on the in-
ternational markets. In contrast with this develop-
ment, the underlying economic momentum in  Italy, 
Portugal and Spain was not sufficient to alleviate the 
sectoral imbalances and decline in both asset and 
house prices. As a consequence, the domestic busi-
ness cycle in these countries deteriorated consider-
ably in terms of trade balance, private consumption 
and the labour market. For example, the econom-
ic boom in Spain with a yoy GDP growth of 6.9 % in 

Government debt and deficit of European countries as % of GDP

All values in % from current GDP in constant prices

   2012 +   2013

1 % 0 % -1 % -2 % -3 % -4 % -5 % -6 % -7 % -8 % -9 % -10 % -11 %

0 %

20 %

40 %

60 %

80 %

100 %

120 %

140 %
PT

BE

NL

AT

IE

UK ES

FR

FI

SE

LU

DE

IT

Euro 
Zone

DK

Public deficit

Governmental debt



©  PATRIZIA research

Page 11
EUROPEAN RESIDENTIAL MARKETS 
2014 ⁄ 2015

2007 was followed by a contraction of 3.8 % in 2009 
and a massive recession. On top of that, the sover-
eign debt crisis spread fast – particularly in the PIIGS 
 countries – and brought about the collapse of banks, 
rapidly rising bond yield spreads and high levels of pub-
lic indebtedness. Moreover, the recovery of southern 
European countries was constrained by the dramatic 
 increase in unemployment, leading to capital outflows, 
high levels of uncertainty and a large production gap.

The recent upturn in the European economic environ-
ment is – to a great extent – the result of a  variety 
of  financial instruments that were employed over the 
last years to restore growth, bringing  macroeconomic 
 development back to its long-term growth  potential. 
 Divergence from this potential is traditionally meas-
ured by the gap between real output and  potential 
output. Across the core European countries, real 

production prior to the GFC downturn exceeded poten-
tial output levels, indicating a very intensive utilization 
of production factors. Nonetheless, the abrupt slow-
down in global demand within a few quarters result-
ed in an immediate decline of national production, in 
some countries continuously by more than 2.0 % on 
a yoy basis over a period of about five quarters.

The long run matters! After real GDP bottomed out 
in 2009, output recovered slowly and two groups of 
countries emerged in terms of how fast they were 
able to adjust to the pre-crisis trend growth path. 
While the first group adjusted quickly enough to reach 
the pre-crisis trend, the second group established a 
post-crisis growth path permanently below the pre-
crisis trend. The first group includes countries like 
 Germany,  Norway and Sweden, which showed a sig-
nificant contraction in their production levels but also 

GDP index of selected countries in constant prices

Detrended time series (Q1 2002 = 100)
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remarkable robustness in terms of restoring growth. 
The second group includes countries like Spain, the 
 United Kingdom, Denmark and the Netherlands, 
which were not able to reach their pre-crisis produc-
tion levels, thus showing a strong negative deviation 
from their original growth paths. The consequences of 
this shift are twofold. On the one hand, it has result-
ed in a loss of competitiveness and less-than-opti-
mal resource utilization. On the other hand, a loss in 
economic welfare is expected in the long term. Nev-
ertheless, strategies to change the dynamic of eco-
nomic recovery in order to reach the pre-crisis trend 
have been frequently proposed. These include sus-
tainable public debt levels, lower household indebted-
ness and, most importantly, higher employment rates. 

Financial markets: convergence is back: The Euro-
pean government bond market converged in the run 
up to the introduction of the euro in 1999 towards a 
low and stable yield spread, creating a phase of 
stability that lasted almost 10 years. The sharp 
divergence of government bond yields observed in 
the aftermath of the global financial crisis not only 
created instability and high uncertainty regarding 
the future of the Euro Zone and the European vision, 
but also had an asymmetric impact on the union 
members. The spread for Greek, Portuguese and Irish 
government yields compared to German bond yields 
reached more than 500 BP in 2012. Although the 
negative impact of the crisis affected every country 
in Europe, the German, French and Dutch markets for 
government bonds remained quite stable in line with 
development prior to the crisis. The stabilization of 
economic production across European countries over 
past years is clearly reflected in the financial market 
for government bonds, which is once again slowly 
converging towards low and stable yield spreads.

On the European stock markets, increased attention 
was given to the real estate sector during this peri-
od. As a broad market index, the EuroStoxx real es-
tate 600 increased within a period of six years starting 

Potential and real GDP

(Q1 2002 = 100) Detrended time series  
Own calculations via ARIMA-X12
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Government bond yields in a historical comparison 

in 2001 by more than ca. 30 % per anno in order to 
fall radically by ca. 40 % annually between 2007 and 
2009. This strong correction can mainly be attributed 
to the burst of the Spanish bubble and the collapse of 
the  financial system worldwide. In a regional compari-
son however, real estate stock markets exhibit signifi-
cant diffe rences in return and volatility. The recovery of 
the real  estate stock market in the Nordics to its pre-
crisis peak seems feasible in the short term and in line 
with the strong economic development in this region. 
 Adjustment of real estate stock market performance in 
the Netherlands appears to be unfinished and is char-
acterized by very scarce momentum periods. A look 
at German real estate stocks confirms the stability of 
the market in terms of implied stock volatility but at 
the same time reflects their low performance. Finally, 
when considering the one-year rolling volatility of  total 
 returns as a measure of the degree of uncertainty in 

the stock market, it is apparent that the co-movements 
in the observed countries have been converging since 
2011, signalizing stability and the recovery of capital 
flows into residential property markets across Europe.

The development across the main currencies is of 
particular importance since many institutional investors 
aim to diversify across Europe. On the one hand, the 
currency market has exhibited a solid appreciation 
of the euro against the SEK, NOK and US$ in the 
last year. However, when looking at the long-term 
relationship between the euro and the US-Dollar in 
particular, appreciation at the moment appears to 
be in line with a long-term mean of ca. 1.3 US$/€. 
In the case of the Nordics, the movements of the 
SEK and the NOK against the euro are significantly 
correlated in the long-run. Yet, their depreciation 
within the last six quarters has been very dynamic, 
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Main European real estate stock markets

(01/01/2001 = 100)
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responding primarily to the current macroeconomic 
environment of low-interest rates and the central 
bank’s monetary decisions. Just like the USDollar, 
the euro exhibits stability against the Pound in a 
range of its long-term mean of about 0.9 £/€.

Labour markets remain a challenge: In view of the 
developments over the past several years, the funda-
mental macroeconomic data across the Euro Zone have 
been subject to strong corrections and policy changes. 

The varied speeds at which the Euro Zone countries 
have adjusted in terms of kick-starting growth have 
put the ECB in a delicate position given the fact that 
the  impact of expansionary policies is asymmetric. The 
continuous upswing in production output over the past 
several years has been accompanied by low  inflation 
and substantially diverging developments in labour mar-
kets. This divergence across the Euro Zone’s  labour 
markets is remarkable, e. g., the unemployment rate in 
Germany of 7.2 % at the end of the second quarter of 
2014 was 18.2 percentage points lower than the Span-
ish rate. Furthermore, pursuant to the  Phillips curve 
relationship, labour markets are very closely linked 
to inflation rates. This relationship implies a  negative 
correlation between the unemployment rate and 
 inflation in the short term. In fact, the sharp increase 
in core unemployment in the Euro Zone from 2008 
through April 2013 by 5 percentage points to 12.5 % 
was  accompanied by a dramatic reduction in core 

Relevant currencies 

Detrended time series
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inflation of one percentage point to 0.8 %. In view of 
the economic momentum during the last year, improv-
ing employment rates are therefore expected to lead 
to price pressure and, ultimately, to higher inflation.   

One of the main challenges across the European labour 
markets at the moment is implementing policies and 
strategies to increase the participation rate. More spe-
cifically, uncertainty in output levels as a consequence 
of the crisis has reduced the participation rate of young 
people. The composition of the workforce across the 
European labour markets has changed significantly 
over a period of almost ten years. While the participa-
tion rate of persons aged 55 to 64 has increased in Eu-
rope as a whole by 9.2 percentage points on average, 
with Germany, the Netherlands and Austria exhibiting 
the steepest increase, development in the participa-
tion of young persons mainly focuses on two groups. 

Sweden, Finland and Austria as well as Germany and 
France are countries in which the increase in the par-
ticipation rate of elderly people has been accompanied 
by increasing levels in the participation of young peo-
ple. A contrasting result, in which the share of young 
persons in the labour market has decreased significant-
ly, can be seen in the rest of the countries, especially 
in Ireland, Spain and Portugal. Therefore, labour mar-
ket policies focusing on job creation have to make sure 
that young people are able to enter the labour market. 

The implications of low participation rates are twofold. 
On the one hand, this development impedes the transfer 
of knowledge from experienced to inexperienced work-
ers, which is essential in a knowledge society. On the 
other hand, low participation rates reduce disposable 
income and, therefore, the creation of value in order 
to finance both pensions and health in the long term.

Inflation and unemployment 

Aggregated values for the Euro Zone

   Jan. 2005 – Dec. 2006    Jan. 2007 – Dec. 2008    Jan. 2009 – Sept. 2011 
   Oct. 2011 – Mar. 2013    Apr. 2013 – May 2014

7.0 % 7.5 % 8.0 % 8.5 % 9.0 % 9.5 % 10.0 % 10.5 % 11.0 % 11.5 % 12.0 % 12.5 % 13.0 %

0.5 %

0.7 %

0.9 %

1.1 %

1.3 %

1.5 %

1.7 %

1.9 %

2.1 %

In
fla

tio
n 

yo
y

Unemployment rate



©  PATRIZIA research

Page 17
EUROPEAN RESIDENTIAL MARKETS 
2014 ⁄ 2015

Change in activity ratios 2005-2014 and current unemployment rate
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Activity Ratio of persons aged 55 – 64 Activity Ratio of persons aged 15 – 24 Unemp. rate

Q1 2005 Q1 2014 Δ Q1 2005 Q1 2014 Δ Q1 2014

BD 50.9 % 68.6 % 17.7 49.2 % 49.9 % 0.7 7.2 %

BG 32.0 % 43.4 % 11.4 35.3 % 29.3 % -6.0 8.4 %

DK 63.5 % 64.9 % 1.4 67.6 % 59.5 % -8.1 4.1 %

ES 45.5 % 54.5 % 9.0 46.3 % 35.5 % -10.8 25.37 %

FN 55.8 % 63.4 % 7.6 44.6 % 46.9 % 2.3 9.0 %

FR 40.8 % 50.0 % 9.2 36.0 % 36.7 % 0.7 9.7 %

IR 52.3 % 58.1 % 5.8 50.6 % 35.5 % -15.1 12.0 %

IT 32.2 % 47.6 % 15.4 34.3 % 26.8 % -7.5 12.7 %

LX 32.4 % 43.3 % 10.9 28.8 % 29.4 % 0.6 7.1 %

NL 47.7 % 64.7 % 17.0 70.5 % 67.6 % -2.9 8.7 %

NW 66.4 % 72.1 % 5.7 56.1 % 53.2 % -2.9 3.6 %

OE 31.7 % 46.9 % 15.2 57.5 % 58.6 % 1.1 9.2 %

PT 53.7 % 55.1 % 1.4 42.8 % 34.2 % -8.6 15.1 %

SD 73.0 % 77.9 % 4.9 43.3 % 51.8 % 8.5 8.57 %

UK 58.4 % 63.6 % 5.2 62.3 % 56.9 % -5.4 3.5 %

Size of the bubble represents the unemployment rate in Q1 2014
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Demand, construction and lending: The market 
continues to improve: The long-term trend in residen-
tial building construction is related to economic growth 
and demographic demand, while credit supply and fi-
nancing conditions, e. g., interest rates, dominate in the 
short term. Therefore, the yoy change in new construc-
tion and the change in outstanding loans granted to 
households for house purchases are highly correlated 
over time and exhibit a cyclical pattern. New construc-
tion is furthermore highly dependent on movements in 
credit supply and consequently sensitive to fluctuations 

   Yoy change in Euro Zone’s new residential buildings permits (l.)  
   Yoy change in Euro Zone’s outstanding MFI’s loans to households for house purchase over 5 years yoy change (r.)
   Spread of lending rates with a maturity over 10 to up to 1 year in BP (r.)
   Euro Zone lending rate for house purchase to households with a maturity up to 1 year in % (l.)  
   Euro Zone lending rate for house purchase to households with a maturity over 5-10 years in % (l.)
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in interest rates. A rise in lending rates dampens the 
growth of loans for house purchases and results in a 
subsequent contraction of new construction. Across 
the Euro Zone, the decline in short-term and long-
term lending rates for house purchases between 2001 
and 2005 stimulated the acquisition of property, lead-
ing to an increase in the volume of outstanding loans 
as well as an increase in the indebtedness of house-
holds. This led to a rapid increase in building permits 
and a construction boom with a yoy change in residen-
tial building permits across the Euro Zone of about 10 % 
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House price indices in Europe 
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for more than three years. However, the spread of fi-
nancial uncertainty and subsequent bank runs across 
Europe at the end of 2007 resulted in declining cred-
it supply to households, which stopped activity in the 
residential construction market. The contraction in the 
construction market throughout the Euro Zone lasted 
almost four years until 2011 and has since then been 
sustained by very low levels of lending, although lend-
ing rates for house purchases are at a historical low 
and we see increasing signs of economic recovery.

House prices across Europe have developed with var-
ied trends since 2007. Austrian and Norwegian house 
prices rose significantly in the first quarter of 2014 by 
almost 5 % per anno, generating an increase of 40 % and 
35 % in comparison to 2007 respectively. A relative-
ly moderate movement in house prices was observed 
in the UK and Germany on a national level as well as in 

Sweden and Belgium, where price increases have been 
slow. Although the Euro Zone house price index has re-
mained more or less stable since 2007, developments 
in Spain and Ireland reflect the difficult position these 
countries are in. The collapse of house prices by about 
50 % in Ireland has been dramatic, but, looking at the 
development during the last 12 months, it seems as if 
the decline has come to an end. In Spain the situation 
is different. Prices have fallen less dramatically com-
pared to Ireland but have continued to decline over the 
last 12 months. Although it is difficult to predict the 
end of the bust, development in the Spanish residen-
tial market is expected to improve in the medium-term 
in light of current macroeconomic data, signalling fall-
ing unemployment and a rise in domestic demand. 
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Tenure, regulation, performance and institutional 
investment activity: The known and the unknown 
of the European multi-family housing market

Owner-occupancy rates are going down in Europe! 
After World War II, ownership rates in most European 
countries showed a continuous increase up until the 
outbreak of the financial crisis in 2007. In some 
countries, owner-occupancy rates more than doubled 
during this period, making owning the dominant tenure 
in nearly all European countries. One consequence 
of these developments was that households looking 
for homes had no alternative other than to buy, as 
functioning private rental markets ceased to exist in 
many of these countries during this period. Institutional 
investors withdrew from most of these markets in 
connection with this development. The progressive 
dilution of private rental markets in the EU was driven 
to a large extent by the alignment of market and policy 
incentives favouring ownership as the best option 
to meet accommodation needs (taxation benefits, 
easing of financing conditions, expectations frenzy, 
rental market regulation, etc.). Biased incentives 
towards ownership fostered demand for owned 
housing (both new and second-hand), leading to 
broad-based rapid increases in house prices. Only a 
few countries were able to escape this development, 
the most prominent example of which is Germany.

Since the outbreak of the financial crisis in 2007, a 
fundamental change seems to be underway, best 
seen in the southern European countries but also in 
Central Europe. Given the fact that the housing markets 
in some crisis countries were one reason for the 
economic imbalances leading to the crisis, the attitude 
towards home owning among parts of the population 
and in the political environment has changed, e. g. in 
Ireland, Spain, the Netherlands and the UK. Owning 
is no longer seen as the favourite tenure. This is 
especially from a political perspective, as the financial 

European home ownership rates
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crisis has brought the economic consequences of 
a high level of home ownership in combination with 
a high level of mortgage debt to the surface, giving 
rise to macrofinancial risks and vulnerabilities in 
the banking sector as well as leading to inefficient 
resource allocation to housing production, potentially 
crowding out tradable sectors and generating or 
aggravating external imbalances, as the examples of 
Spain and Ireland have shown in the last decade.

Consequently, direct and indirect subsidies for owner-
occupier housing are currently under review and have 
been or will be cut. The regulatory framework for mort-
gage lending is also being revised. At the same time, 
political initiatives, e. g. in the Netherlands, Spain and 
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the UK, are trying to channel more institutional capi-
tal into the private rental sector as a way of coping with 
the housing shortages evident in nearly all European 
conurbations. And, finally, today’s banking sector is less 
generous when it comes to granting housing loans to 
young or low-income households due to changed regu-
lations and capital requirements. All of these aspects 
lead to a situation were renting is now much more of 
an accepted tenure for a certain period of life in high 
ownership countries than it has been in the past.

Rental market regulation: the great unknown for 
internationally active multi-family housing inves-
tors? Trying to judge these developments on the Euro-
pean owner-occupier markets in terms of institutional 
investment strategies for the multi-family sector de-
mands a closer look at the different regulations on the 
European private rental markets. Regulatory activities, 
meaning policy intervention in rental markets, have tra-
ditionally been carried out for two reasons: on the one 
hand to ensure social stability/fairness through suf-
ficient supply of affordably priced accommodation, 
 urban integration and stable living conditions for all 
households and, on the other, to avoid market segmen-
tation and ensure effective contract enforcement. As 
a result, rental market regulation has historically de-
veloped mainly at times of overcrowding and social un-
rest intensified by housing shortages due to the world 
wars. Because many facets of the reasons mentioned 
above are currently still of great or even increasing im-
portance in several European urban conurbations, rent-
al market regulation remains an important national 
political issue, as the discussions in Germany, Spain, 
Sweden and the UK show. However, the approach-
es taken by different national governments to solving 
the housing shortage in urban centres vary substan-
tially in terms of their dependence on the country’s ex-
perience with the national regulatory framework in the 
past. The regulations targeting the private rental sec-
tor can be divided into two main groups: regulations 
covering rents/rent controls and regulations target-
ing the tenant-landlord relationship. Indices for both 

Development of owner occupancy rates in Europe
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regulatory aspects can be compiled to enable a com-
parison of the countries according to their regulatory 
environment in the private rental sector. The first group 
of regulation consists of principles and procedures 
controlling rent level, rent increases and the permit-
ted cost pass-through onto rents. Therefore informa-
tion is needed as to whether rent levels can be freely 
negotiated between the landlord and the tenant as well 
as on the coverage of controls on rent levels and the 
criteria for setting rent levels (market-based, utility/
cost-based, negotiation-based or income-based). In-
formation is also needed as to whether rent increases 
can be freely agreed by the landlord/tenant, wheth-
er rent increases are regularly indexed to some cost/
price index or whether increases are capped or deter-
mined through some other administrative procedure, 
including negotiation between tenant/landlord associa-
tions. Finally, information is also needed as to wheth-
er landlords are allowed to pass cost increases on to 
rent (cost pass-through) and regarding the extent of 
such pass-through measures, i. e., the types of costs 
that can be passed on. The second group deals with 
aspects like how easy it is to evict a tenant, degree 
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of tenure security and deposit requirements. Looking 
at the regulatory situation on the private rental mar-
kets in Europe at around the time of the outbreak of 
the financial crisis, a wide variation on both regulatory 

aspects emerges on a national level in Europe. Looking 
at the European-wide averages, rent control in Europe 
seems on average to be less strong than the regula-
tion of the tenant-landlord relationship (2.12 vs. 2.78), 
with both indices showing a correlation of about 40 per 
cent. Even more interesting for institutional investors 
are the currently announced or already implemented 
regulatory changes taking place in selected Europe-
an countries. In general most changes that have been 
announced or already implemented, like those imple-
mented in Sweden, Spain and the Netherlands, will lead 
to lower regulatory levels. One exception is the regu-
latory development in Germany. The so-called “Miet-
preisbremse” (rental price cap) will lead to increased 
rent regulation, contrary to the European-wide trend. 

Regulation: Friend or Foe of the investor? What 
is the effect of these different rent regulation re-
gimes on the performance of institutionally held mul-
ti-family housing? For the European markets, where 
portfolio-based performance indices of institution-
al residential real estate portfolios are available, 
only a very small negative regulatory impact on the 

Dimensions of rental regulation in Europe
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income return on a fiveyear horizon can be identi-
fied. A corresponding analysis based on total return 
data reveals a slightly diverging picture. On a five
year horizon, a negative relationship between reg-
ulation intensity and total return emerges. As this 
fiveyear period includes the correction phase of the 
European housing markets after the outbreak of the 
financial crisis, a further analysis extending the pe-
riod under investigation to ten years was carried out. 
And again, as is the case with income return, only 
a limited negative relationship can be identified.

Overall, these results suggest that the effect of rental 
market regulation on investment performance should 
not be overemphasized. On the one hand, regula-
tions influence the management costs of multifami-
ly portfolios, but on the other hand they also influence 
the distribution of housing stock between owner oc-
cupation and rent, leading to a misallocation of hous-
ing in favour of the owner-occupier market. The latter 
effect leads to a relative scarcity of rental accom-
modation, giving the landlord more space to direct-
ly or indirectly increase rent, thereby mitigating the 

Development of rents per square meter in the private rented sector of selected European countries
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higher management costs. The decisive factor for per-
formance is therefore the efficiency of the manage-
ment in dealing with the local regulatory framework. 
Overall, these developments present a favourable win-
dow of opportunity for the (re)emergence of a siza-
ble private rented sector supported by institutional 
investment capital in many European countries, es-
pecially in the growing conurbations. For institutional 
investors, these developments offer the opportuni-
ty for the first time to really develop and  execute a 
pan-European residential strategy targeting the rent-
al (multi-family) market and not only the owner- 
occupier (for sale) market. And for the first time 
in decades this includes traditionally high owner- 
occupier countries like Spain, Ireland and the UK.  

Rents: No longer the “great” unknown of the Euro-
pean residential markets but still  blurry! Looking 
at the different national European rental markets, insti-
tutional investors are facing more than just substantial-
ly diverging regulatory frameworks, as seen above. One 
major problem they face is the lack of easily available 
and comparable data on rents similar to the monthly, 
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Rent control and rental growth in Europe

Rental growth and rent control (excluding ES, NL) Rental growth volatility and rent control 

quarterly or annually updated data/information on 
house prices. The current situation in a single market/
city might be sufficiently analysed using online portals 
offering information about quoted rents. Nevertheless, 
time series data stretching back more than five or ten 
years for analysing cyclical developments as well as na-
tional and international market correlations is hard to 
find. Based on the quarterly or annually available rent 
series at a city level, a time series with unweighted an-
nual national averages can be generated for a number 
of European countries with different lengths, based at 
least on information on the capital city. Data from Ire-
land and the UK was excluded from the analysis, as 
rents in these countries are quoted per apartment per 
week or month, making a per-square-meter or square-
foot conversion unfeasible given the fact that informa-
tion about apartment size is generally lacking. As these 
national time series are based on data from major cit-
ies, the effect of ongoing urbanisation can be clear-
ly seen in the general upward trend in all series except 
Spain and the Netherlands. While in Spain this is the 
result of the current economic crisis and the fact that 
a private rental market is currently just developing, in 
the Netherlands the more or less sideways movement 
of asking rents seen in the last years is the result of 
the difficult economic situation and the fact that high-
ly regulated social housing has played the major role 

on the rental market, making the private rented sec-
tor not the preferred form of tenure for most house-
holds looking for a rented apartment. The private 
rented sector has only become more dynamic in the 
past few years with institutional changes under way. 
In both cases it can therefore be assumed that, with 
the improving economic situation, on-going urbanisa-
tion in these countries will be a major driver of rents in 
the future, resulting in a turning point in 2014 or 2015.

Looking again at the effects of regulation, an interest-
ing picture emerges. As intended, stricter rent control 
in general leads to slower rental growth. Neverthe-
less, with average rental growth between 2.6 and 3.6 
per cent, rents still outperformed inflation substan-
tially, which was only between 1 and 1.5 per cent in 
the different countries. For investors this is a sign that 
rent control alone does not constitute an obstacle for 
achieving inflation outperformance as first consider-
ations might suggest. At the same time, and this is 
the interesting part of the story (as seen on the right 
side of the graph), stricter rent control seems to in-
crease rental growth volatility. For investors, in view 
of the different national rental market regulations, this 
can be seen as an opportunity, as in the idea that gen-
erally volatility creates opportunities. In the multi-
family sector these general relationships only apply, 
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however, if the institutional investor has detailed lo-
cal/national knowledge of the regulatory environment, 
since he has to be careful to operate within the regu-
latory framework so as not to jeopardise his invest-
ment. Again, this analysis confirms the conclusion 
made above that residential market regulation is gener-
ally not an obstacle to successful institutional invest-
ment in the multi-family sector of a single country. 

How does all of this translate into investment inten-
tions and actual investment activity by institutional in-
vestors in Europe? Since the outbreak of the financial 
crisis, the risk tolerance of institutional investors has 
changed substantially, favouring investments with se-
cure and stable income compared to cyclical capital-
growth-dependent investments. The high granularity 
of the tenant base combined with the fact that hous-
ing is a basic need leads to perceived and observed 
cash flow stability of residential investments by lim-
iting void risks and also resulting in very high medi-
um-term planning reliability, obviously favourable for 
multi-housing investments. Additionally, the on-going 
low interest rate environment makes traditionally low-
yielding investments such as residential investments 
relatively more attractive. When asked about their in-
vestment intentions, many institutional investors indi-
cated that multi-family housing has been and continues 
to be one of if not the best bet for property invest-
ments in Europe in the current economic environment. 

Multi-family housing investments are becoming 
truly European: Consequently, institutional cross-bor-
der investment in residential activity has increased sub-
stantially in the last 12 to 18 months. However, it still 
remains far below the level seen in the commercial real 
estate market. The focus of these investments has not 
only been the German private rented sector, but Den-
mark, the Netherlands, the UK and Ireland as well are 
currently countries in which institutional investors ac-
tively analyse and screen the multi-family housing mar-
ket to invest. Nevertheless Germany, with its federal 
structure, its relatively high transparency and highly 

liquid residential market, continues to be the dominant 
and most international residential investment market 
in Europe, followed by the UK and Sweden. In the lat-
ter two countries, the investment structure differs sub-
stantially from the one seen in Germany. In the UK it is 
heavily characterized by investments in student hous-
ing, as the multi-family housing stock suitable for insti-
tutional investments is still very limited; nevertheless, 
quite a substantial share overall is attributable to in-
ternational investors. In contrast, investment activity 
in Sweden is almost completely dominated by nation-
al investors. Not surprisingly there is a slightly positive 
correlation between the intensity of rent control/reg-
ulation and the share of European residential invest-
ments a country receives. This can be attributed to the 
fact that rent regulation only makes sense if a (sub-
stantial) rental market exists in which tenants have to 
be protected, resulting in the availability of product for 
institutional investors, and, as we have seen above, if 
there is no unsolvable negative effect from regulation 
on investment performance for professional institution-
al investors. In addition, the relationship becomes more 
apparent if one excludes student housing transaction 
data from the overall residential transaction volumes 
in the different European countries, especially the UK.

Looking at the investment performance of the residen-
tial sector in Europe, the return stability mentioned 
above can be seen in most countries. The effects of ur-
banisation, the changed financing environment for own-
er-occupier housing and the fact that rental housing 
is back in the investment universe of institutional in-
vestors has positive impacts on capital growth and in-
come return in most markets, for which performance 
data is available. Total return as the sum of income re-
turn and capital growth therefore lies at or above the 
average of the last 10 years. Exceptions are the Neth-
erlands, were fundamental institutional and structur-
al changes are currently under way, and France as 
well as Denmark, two countries where capital growth 
slowed down tremendously in comparison to the dou-
bledigit figures seen before the financial crisis. 
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Residential transaction volumes in Europe and rent regulation

European residential transaction volume 2013 (m €) Share of European residential transactions in 2013 
 and rent control intensity

Performance of residential property in a European comparison (local currency)
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Quantifying the pressure  
on the German residential market

Institutional investors have continued to show  interest 
in the German residential market over the past few 
years. The driving forces behind the attractiveness 
of the German residential market are twofold. On 
the one hand, the population is distributed across 
a large number of centres, which enables an ade-
quate level of diversification. On the other hand, the 
funda mental factors affecting the performance of res-
idential investments, namely domestic demand and 
the business cycle, are strong in Germany. However, 
the strong urbanisation of the last five years has ex-
ceeded new construction, resulting in strong upward 
 pressure on rents across the major German cities. 

Pressure on the market: Time-on-market of internet offers in weeks

Time-on-market of internet offers. Plots represents the density function of the number of weeks of internet offers.  
N = 191‘900 dwellings from 2013 - Q1 until 2014 - Q2
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Although it may be difficult to measure the pressure 
 exerted on the market directly, one can assess the cur-
rent level of pressure on the residential markets based 
on the time an offer for an apartment is made on the 
market. Between July 2013 and June 2014, the median 
duration for dwellings ranged from 2.3 to 2.7 weeks in 
Munich, Stuttgart, Hamburg and Hannover to 14 weeks 
in Leipzig, almost 40 % higher than in Dusseldorf or 
Dortmund with 4.9 and 4.6 weeks, respectively. The 
discrepancy in median duration demonstrates that 
 demand for dwellings and pressure on the  market vary 
significantly across the main residential markets. These 
results also contribute to a more efficient management 
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The demographic structure and its effect on rents 

NUTS 3-level

of rent adjustments and void risks in large portfolios. 
In other words, knowing that signing a new contract in 
Leipzig takes almost six times longer than in  Munich 
or twice the time in Hamburg than it does in Stutt-
gart helps asset managers (re)assess financial exit 
strategies or adjust longterm cashflow potentials.

The above-mentioned strong increase in market pres-
sure is – besides the frictions in new construction – 
also related to the demographic structure across the 
German centres. The mean asking rent within the 
 German NUTS-3 regions between July 2013 and 
June 2014 was 6.4 €/m² with a standard deviation of 

Mean asking rent in €/m²/M.
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1.3 €/m². More importantly however, is the observa-
tion that there is a strong regional variation in ask-
ing rents, ranging between 4.5 €/m² and 14.5 €/m². 
Looking at the composition of demand via depend-
ency ratios, a significant negative relationship to ask-
ing rents can be observed. Thus, the higher the share 
of the working population is in relation to the non-
working population, the more willing a household will 
be to pay for a housing unit. In other words,  regions 
with low pressure on the working population will 
 exhibit higher asking rents. This relationship applies 
to the current level of rents as well as their future de-
velopment. As an example, the highest mean asking 
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rents for dwellings in Germany are those in Munich 
and Frankfurt with 14.4 €/m² and 12.0 €/m², respec-
tively, and these cities also present two of the low-
est dependency ratios of 44 % and 43 %, respectively.

There is a high discrepancy with respect to the  level of 
rents within the top seven residential markets in Ger-
many. Rents in a city generally vary across its sub-
markets and respond directly to household demand 
for housing. In addition to geographic and socio-
economic factors, rents furthermore reflect build-
ing quality in terms of construction year, size and 
characteristics like built-in kitchen, balcony, etc. 

Dependency ratios and rent discrepancy in Germany

Dependency ration in %, Nuts 3-Level Rent level in €/m², Nuts 3-Level

   < 49    49 – 51    51 – 52  
   52 – 54    54 – 56    < 56

   < 5    5 – 5.3    5.3 – 5.6    5.6 – 6 
   6 – 6.5    6.5 – 7    7 – 8    > 8

The decomposition of rents into the above-men-
tioned factors is called hedonic price modelling and 
aims at estimating a marginal price function in a cer-
tain market or city via regression methodology.

After controlling for all other factors, the effect of 
size on mean asking rents is more or less U-shaped 
across German residential markets. The increase 
in rent per extra m², however, varies significant-
ly across cities. In the seven cities analysed, rent per 
m² for a 150 m² dwelling built in 2010 with a balco-
ny and a built-in kitchen is about 10 % higher on aver-
age than for the reference dwelling of 80 m² with the 
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Mean asking rents of dwellings and the size effect – Top 7 Germany 

Mean asking rents estimated via semiparametric hedonic regressions from 2013 – Q3 until 2014 – Q2 
for each city and objects built in 2010 with balcony and builtin kitchen. N = 94’922 dwellings
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Mean asking rents estimated via semiparametric hedonic regressions from 2013 – Q3 until 2014 – Q2 
for each city and objects with 70 m², balcony and builtin kitchen. N = 94’922 dwellings
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same characteristics. More interesting is the rent per 
m² of smaller dwellings in relation to the reference 
unit. In this case, rental units between approx. 55 m² 
and 80 m² have a lower rent per m² in Hamburg and 
 Munich, whereas objects of the same size achieve a 
higher rent in the rest of the analysed cities. High rent 
premiums of up to 30 % relative to the reference unit 
can be observed in very small dwellings in Frankfurt, 
 Munich, Hamburg and Stuttgart. This observation in-
dicates that there is a group of active tenants willing 
to pay a premium for such small units, such as sin-
gles, commuters and employees with high mobility.

Applying the same methodology to the  construction 
year with 1965 as the reference year, the results 
show a similar U-shaped impact of construction 
year on rents. Thus, after controlling for all  other 
 factors, the mean rent of dwellings in Berlin decrea-
ses for the construction years between 1965 and 
1985 compared to the reference year and increases 

progressively after 1985, in line with the rest of the 
 cities. Dwellings built before 1965 show a rent pre-
mium in all cities but most pronounced in Hamburg. 
The  latter observation seems plausible since construc-
tion year is highly correlated with (prime) location.

Information about rent premium and discount as 
 dependent on building characteristics allows  asset 
managers to benchmark their own portfolios and 
consequently develop a strategy for rent  increases. 
Additionally it lets them develop tailor-made port-
folio strategies, e. g., time market exits according to 
rent growth potentials in a value-add approach.
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Let’s be more indirect! Due to its characteristic as  
a basic need, residential or multi-family housing is  
certainly a more political sector compared to  office, 
industrial or retail. This is particularly evident in the 
regulatory intensity seen in many European coun-
tries as described above. For many institutions, an 
 indirect approach to investing in multi-family  housing 
is therefore favoured over direct investments, be-
cause it is linked with lower visibility. The increased 
interest in indirect way to invest in multi-family hous-
ing can be seen in the very strong net asset value 
growth of INREV’s residential index since 2009/2010. 
 Nevertheless, one needs to keep in mind that multi-
sector funds, which have an allocation to residential, 
are also included in the index so that the index does 
not function as a 100-per-cent pure residential index. 
With income returns of direct real estate investments 
of about four per cent p. a., it comes as no surprise that 

the average distribution yield of funds within the INREV 
residential index has remained at around 3 % p. a. over 
the past few years, since the management and adminis-
trative cost of the funds have to be taken into account. 
Because the funds from which the index is composed 
are predominantly core and core funds represent more 
than 90 % of index NAV, a low distribution yield is logi-
cal. Even more interesting is the development of the 
average gearing level over time. In the run-up to the 
 financial crisis, average gearing rose substantially, 
from less than 25 % before 2003 to round about 45 % in 
2008. By the end of 2013, the average gearing dropped 
back down to roughly 20 %, considerably reflecting 
the increased awareness of institutional investors that 
higher levels of gearing often come with increased 
risks, e. g., in the form of negative leverage effects as 
well as the view of many institutional investors that 
core funds should have very low or no leverage.

INREV residential index

Distribution yield, gearing and net asset value Performance of the INREV residential Index 
 (local currency)

   Total NAV (Mrd. €, l.) 
   Distribution Yield (r.)    Avg gearing (% des GAV, r.)
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This increased risk associated with leverage  partly 
 explains the large negative capital growth seen in the 
INREV index in the years 2008 and 2009 after the out-
break of the financial crisis. But again, even with neg-
ative capital growth of slightly above 10 % in 2008, 
the INREV residential index shows greater  stability 
of residential investments compared to commer-
cial, as office, retail and industrial funds recorded 
 capital declines of up to 30 % on average this year.

Cyclical market opportunities can be found in 
 Europe, but mostly outside the  traditional multi- 
family markets: The strategic implications of this  
tenure and regulatory analysis for institutional inves-
tors are not straightforward at first glance. To  answer 
the question of which markets offer opportunities 
for multi-family housing investors one has to take a 
look at the relationship between house prices and 

multi-family housing capital growth. Unlike commer-
cial properties, capital growth for  multi-family  housing 
portfolios is influenced to a large extent by house/
condominium price development via the  valuation 
 channel  (alternative use). The reason for this is 
based on the thinking that in the case of a sale on 
the open  market some potential buyers will  consider 
a  later  partitioning of the building instead of a long-
term hold. Consequently, they will take the  actual 
and  expected price development of condominiums 
into consideration when calculating the purchase 
price. On the basis of these considerations, house 
price  developments are transferred from the owner- 
occupier/private investor market to the institutional 
 market. Consequently, institutional investors need to 
keep  developments on the owner-occupier  markets in 
mind when making their strategic and tactical  market 
selections in the investment decision process.

IPD capital growth vs. house/condominium price developments

Denmark Netherlands

   Price growth condominiums DK 
   Capital Growth IPD DK residential 
   Price growth single family houses DK
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The fact that residential prices have bottomed out 
in countries like the Netherlands, Ireland and Spain 
combined with the institutional changes currently 
 underway or already implemented clearly points to 
cyclical  opportunities for institutional investors in the 
multi- family housing sector in these countries com-
parable with those seen in Denmark in the last two 
to three years. For the UK, the relationship described 
above points to an investment strategy level favour-
ing the regional cities over London at a regional level. 
In addition to these market-cycle-driven recommen-
dations, Germany will continue to offer a multitude 
of investment opportunities due to its federal struc-
ture in combination with a large number of national 
and international institutional investors continuously 
restructuring, optimising or exiting their portfolios. 
Nevertheless, despite all these cyclical and institu-
tional market analyses, ultimately the investor’s abil-
ity to deal with the national regulatory issues and 
his understanding of the fundamental regional mar-
ket drivers will be the source of long term success.
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Demographic concentration and the importance 
of technological progress in the Nordics

In 2013, the Nordics constituted only 4 % of the Euro-
pean population as an entire region but 34 % of the ter-
ritory. Keeping this in mind, the main conurbations play 
a crucial role, since they account for a large part of na-
tional production and population. The on-going urbani-
zation observable across Europe is also taking place in 
the Nordics as the share of population living in cities 
has increased steadily over past decades. The increase 
in urban population, however, varies considerably be-
tween countries, with Finland and Norway presenting 
the highest rise in urban population of approx. 12 and 
almost 10 percentage points within the last three dec-
ades, respectively. With the population growth rate in 
the Nordics being positive since 1985, the urbanisation 

Urbanization and concentration in the largest city

Definitions and data gathered from the World bank via Thomson Reuters. Urban population refers to people living in 
urban areas as defined by national statistical offices. Population in largest city is the percentage of a country’s urban 
population living in that country’s largest metropolitan area

trend of the last two decades has not primarily taken 
place in the largest cities. While population growth ex-
hibits a common pattern in Denmark and Finland with 
the largest city in each country growing steadily, the 
share of population living in the largest city is decreas-
ing in Norway and Sweden, signalling the spread of the 
population across equally important secondary centres. 
The impacts of an increasing population on the de-
mand for housing are straightforward. But, at the same 
time, understanding the impact of the fact that the 
population is concentrated across several conurba-
tions is of equal importance. In this context, the Nor-
dics exhibit unique demographic characteristics since 
population growth will reach more than 10 % within the 
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Population dependency ratio over time

next 14 years and will mostly occur in the main con-
urbations. Increased concentration in only a few ur-
ban centres will particularly cause a rapid increase in 
demand for housing while at the same time reducing 
the attractiveness of tertiary cities in the long-term. 

The population development in the Nordics can be 
attributed to high fertility rates and also to high levels 
of international net immigration of mostly highly qual-
ified workforces. While high fertility rates ensure an 
even distribution of the population in the long-term, 
increased levels of net immigration support the eco-
nomic system and the creation of welfare. A tradi-
tional measure in regards to pressure exerted on the 

working population is the dependency ratio, which 
measures the number of young and older people in 
relation to the working population. The higher the 
dependency ratio, the higher the pressure exerted 
on the working population. The demographic devel-
opment in the Nordics has been positive over the 
last decade but at the same time accompanied by an 
increase in dependency ratios. Especially in Finland 
and Denmark, the share of young and older people in 
relation to the working population has increased sig-
nificantly and currently shows that almost 55 young 
and older people are dependent on 100 workers. In 
contrast, the dependency ratio comes to 48 in Swe-
den, the lowest level in the Nordics. In general, high 
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dependency ratios have a partial impact on hous-
ing markets. However, in view of the increasing urban 
population in the Nordics, high dependency ratios in 
tertiary conurbations exposed to low or negative pop-
ulation growth pose a challenge in the long-term.

Looking at future demographic development and espe-
cially at the development of dependency ratios, the 
Nordics will be certainly one of the regions across 
 Europe with the most stable dependency ratios, 
despite the increase during past years in Finland and 
 Denmark. Although the increase in population concen-
tration is explained to a great extent by the  on-going 
urbanisation trend towards main urban centres, as 
 already shown, one of the key factors driving and fos-
tering this development is outstanding expenditure in 
research and development (R & D). Investment in inno-
vation and inventions contributes to economic growth. 

Since human capital is correspondingly closely linked 
to research, urban centres with high exposure to activi-
ties in research and innovation will attract  workers with 
a higher level of qualification in the future. The impor-
tance of research and development is usually meas-
ured either by the share of employees in  relation to the 
overall labour market or by the contribution of activi-
ties within this sector to the overall gross value added 
(GVA). The current share of R & D activities and the 
change in population share by 2020 are highly cor-
related across the Nordics. This implies that conur-
bations with a strongly established research sector 
will experience considerable population growth in 
the future, fostering stable demand for housing. 

Demography is regarded as one of the main  factors 
affecting demand and the performance of residen-
tial investments in the long-term. When analysing 

The contribution of R&D activities to future demand concentration
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R & D share of total GVA
  0 – 2.0 %
  2.0 – 2.3 % 
  2.3 – 2.7 % 
  2.7 – 3.0 %

Change in share of 
 Population 2013 – 2020

   < -15.5 
   -15.5 – -11 % 
   -11.0 – -9.2 % 
   -9.2 – -5.2 % 
   -5.2 – -1.9 %
   -1.9 – 1.3 %
   1.3 – 27.7 %
   > 27.7 %

   SE    DK    FI    NO

Change in share of population 2013 – 2020

Sh
ar

e 
of

 R
 &

 D
 a

ct
iv

iti
es

 to
 G

ro
ss

 V
al

ue
 A

dd
ed

 (G
VA

) 

-40 BP -20 BP 0 BP 20 BP 40 BP 60 BP 80 BP 100 BP

0 %

1 %

2 %

3 %

4 %

5 %

6 %

7 %

8 %

9 %

  3.0 – 3.1 %
  3.1 – 3.6 %
  3.6 – 4.7 %

 > 4.7 %



©  PATRIZIA research

Page 39
EUROPEAN RESIDENTIAL MARKETS 
2014 ⁄ 2015

The construction cycle in the Nordics and the excess supply 

Building permits of residential buildings. Cycle is defined as the deviation from the long-run trend.

residential real estate markets, the key fundamen-
tals focus on the assessment of equilibrium between 
current supply and demand in order to determine 
the best entry period. A real estate cycle is gener-
ally defined as the deviation of supply or demand from 
their long-term path, which varies in both length and 
amplitude and, of course, from market to market. 
In a historical comparison, the underlying real estate 
cycles across the Nordics have exhibited strong com-
mon movements since 1991. Prior to 1999, construc-
tion activities in Norway, Denmark and Finland were 
below their long-term trend, indicating a certain under-
supply of dwellings. In the case of Sweden, the low 
construction levels of newly built residential units pre-
vailed for almost ten years until 2004. From there on, 
increasing demand and production activities prior to 
the outbreak of the crisis increased demand for hous-
ing and new construction steadily across the Nordics 

but especially in Denmark and Sweden. After the col-
lapse of construction activity in the wake of the finan-
cial crisis, construction cycles in Finland,  Sweden 
and Norway returned to their long-term trend after 
2009, whereas in Denmark construction activity is still 
signi ficantly lagging behind their longterm trend. 
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Similar to the construction market, cyclical house 
price development since 1991 has been subject to 
phases of contraction and expansion. House prices 
across the Nordics were below their long-term growth 
trend for about ten years prior to 2006,  especially 
in Sweden and Finland. Just before the outbreak of 
the crisis, house prices registered a significant posi-
tive deviation from their growth trend, especially vis-
ible in Denmark, where the deviation reached about 
40 percentage points at the end of 2007. A consid-
erable price correction occurred over the course of 

the financial crisis with prices in Denmark overshoot-
ing again, this time on the downside. Finland with its 
current macroeconomic challenges appears to follow 
Denmark to some extent. In contrast, Norway shows 
some signs of elevated house prices, but with indi-
cations of stabilisation in the medium-term. Within 
the Nordics, the current situation regarding the sup-
ply market is diverse. While there is a certain level of 
undersupply in Finland and especially in Denmark at 
the moment, the Norwegian construction market is 
currently moving across its long-term equilibrium.

The house growth cycle in the Nordics 

Cycle is defined as the deviation from the long-run trend. House price indices from national statistics offices
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Market Outlook: Fundamentals rule

The impact of the financial crisis is becoming less vis-
ible on the European housing markets. Today, con-
struction activity is increasingly being determined by 
fundamentals; nevertheless, the effects of the crisis 
are not gone. On-going urbanisation is increasingly be-
coming the driving force of construction. Consequent-
ly, the majority of countries are exhibiting increasing 
 activity or more or less stable development when clas-
sified according to the growth of housing  construction 
in the coming three years compared to last three years. 
Construction activity is primarily driven by additional 
housing demand in urban centres. Consequently, these 
overall market figures conceal the significant region-
al imbalances within a country as demand continues 

to outstrip supply in the major conurbations across 
Europe. Norway is again seeing the biggest increas-
es in construction activity, followed by France and 
Ireland, a country that has now truly turned the cor-
ner on the housing market, especially in Dublin. 

The third group, markets with declining  housing 
completions, is comprised, as it was last year, of 
the club-med countries Italy, Spain and  Portugal 
as well as the Czech Republic. This year they 
were joined by Finland, as the overall econom-
ic situation took its toll despite the fact that the 
Helsinki Metropolitan Area is still lacking enough 
housing for the people migrating to the region.

Housing stock and completions in Europe

* as % of existing stock p. a.
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Multi-family housing gross initial yields vs. government bond yields 

Residential remains an attractive alternative to 
bonds: Given the above-mentioned developments on 
the financial markets and the fact that the turning point 
has been reached in many national construction mar-
kets, residential property - especially the multi-fami-
ly housing market - continues to remain an attractive 
 investment. Despite upward pressure on prices due to 
high institutional and private demand, rented housing 
in good locations continues to show attractive yields, 
particularly in comparison with the yields of the corre-
sponding national 10-year government bonds. Overall, 
the yield spread for prime multi-family housing that in-
stitutional investors are targeting falls within a range 
of between 100 and 200 basis points across Europe. 

Even the Spanish market, after a strong bond rally, 
 currently exhibits a positive, albeit very small spread. 
Given the possibility of further yield compression in 
the bond market and the regulatory changes under-
way in Spain, the situation in Spain can be expected 
to improve during the next 12 months. The situation in 
the UK is heavily influenced by high prices in the Lon-
don market and the fact that the yield for government 
bonds increased by 60 basis points year over year. 

Overall, these developments form the basis for a  solid 
return outlook for the coming years, especially as 
 interest rates will rise later rather than sooner. Gen-
erally, multi-family housing will continue to  exhibit 
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comparatively attractive performance in an (global) 
environment that is still characterised by large eco-
nomic and increasing political uncertainties. Given 
the on-going urbanisation and comparably low con-
struction activity in conurbations, upward pressure on 
rents can be expected to continue, especially in the 
economic centres. In most countries, these effects 
will positively impact rents for multi-family proper-
ties and, ultimately, net cash flow yields with trans-
mission depending on the regulatory environment.

It’s all about current income: Nevertheless, with 
all these positive fundamental data and assess-
ments in mind, substantial, long-lasting changes 
have  taken place in the European institutional multi- 
family market. The changes are most evident when 
looking at total return forecasts. In contrast to the 
last ten years, capital growth in the multi-family 

sector will be considerably lower in most countries, 
as price effects from the owneroccupier  market 
will be transferred to a lesser degree due to the 
 expected lower price increases in these markets. 

In general, this will result in total returns for multi-
family housing, as represented by the IPD indices, of 
between 4 % and 6 % per annum in the next 5 years. 
One must consider, however, that these are port-
folio-based performance forecasts for existing pro-
perties, similar to the IPD indices. Investments in 
new buildings and project developments will gener-
ate varying total return depending on the character-
istics of the property in comparison to the index.

European total return forecast 2014 – 2018 

   Income return    Capital Growth    Total return
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Country abbreviations: AT = Austria, BE = Belgium, CH = Switzerland, CZ = Czech Republic, DE =  Germany,  
DK = Denmark, ES = Spain, FI = Finland, FR = France, GR = Greece, HU = Hungary, IE = Ireland, IT = Italy,  
LU = Luxemburg, NL = Netherlands, NO = Norway, PL = Poland, PT = Portugal, SE = Sweden, UK = Great Britain

Abbreviations of German federal states: BB = Brandenburg, BE = Berlin, BW = Baden-Wurttemberg,  
BY = Bavaria, HB = Bremen, HE = Hesse, HH = Hamburg, MV = Mecklenburg-Western Pomerania, NI = Lower Saxony, 
NW = North Rhine Westphalia, RP = Rhineland-Palatinate, SH = Schleswig-Holstein, SL = Saarland, SN = Saxony,  
ST = Saxony-Anhalt, TH = Thuringia

In essence the following sources have been used for the report: AFME, BBSR, BIS, CECODHAS, CIA, 
 Commercial Mortgage Alert, EIU, empirica, Euroconstruct, European Mortgage Federation,  Eurostat, ECB, INREV, 
IPD, IMF, KTI, National statistical agencies, OECD, Regiograph, Reuters, UN, various Real Estate Agents, vdp

Disclaimer: This publication is purely for general information and not a prospectus. The information contained in 
this report is based on publicly available sources that we believe to be reliable. We cannot guarantee the correctness 
or completeness of information. All statements of opinion reflect the current estimations of the author and do not 
necessarily reflect the opinion of PATRIZIA Immobilien AG or its associated companies. The opinions expressed in 
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