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Austria:
Price
increases
accelerated in Q3-2015 after
a long period of easing price
pressures.
Euro area and EU: House
prices increased by 2.3% in
Q3-2015 year on year in the
euro area and at 3.1% in the
EU-28. However, at the
country level, divergence
remains substantial. The
upswing was particularly
pronounced in the United
Kingdom and Sweden, while
house
prices
still
deteriorated in Greece, Italy
and France.

CESEE (Central, Eastern and Southeastern Europe): House price growth gained
momentum in the first nine months of 2015 in almost all CESEE countries. Only Croatia
and Latvia are left with declining house prices.
Turkey: The country shows the highest house price growth rates in the world.
FX loans: Foreign currency-denominated loans, especially Swiss franc-denominated loans
were widely used in the past for financing residential property purchases. This note has a
special section on FX lending and macroprudential measures in Austria and selected
CESEE countries after of the unpegging of the Swiss franc from the euro.

House prices described in this note capture prices for residential properties (flats, houses, etc.). Commercial
property prices are neglected here.
2
Oesterreichische Nationalbank, Foreign Research Division, christianalexander.belabed@oenb.at,
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do not relate to the appraisal of individual properties, and they should not be interpreted as recommendations
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1 Austria
House price growth in Vienna exhibits a steeper
Residential property prices
trend compared with house price growth in the rest
Annual change in %
of Austria and reached its peak in 2012. Price
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pressures lost momentum thereafter, but recently the
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pace of growth picked up to 3.4% in Q3-2015 year
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on year, up from 0.6% in Q2-2015. At 4.3% in
10
Q3-2015, house prices increased at a higher pace
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also in Austria excluding Vienna. According to the
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prices, residential property in Vienna was overvalued
Vienna
Trend
Austria excl. Vienna
Trend
by 20% in Q3-2015. This indicator for Vienna was
increasing over the last few quarters (18.0% in Source: Prof. Wolfgang Feilmayr (Department of Spatial Planning, Vienna
Q4-2014, 18.4% in Q1-2015 and 19.2% in Q2-2015). University of Technology), OeNB.
For Austria as a whole, the indicator shows that
Housing investment
prices are broadly in line with fundamentals
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In anticipation of the Austrian tax reform (which
started in 2016 with an increase in property
purchase and capital gains taxes) the number of
property transactions increased by almost one
third in H1-15 (year on year).

Having already declined by 2.1% from 2012 to
2014, real housing investment continued to
Home improvements over the next 12 months (right-hand
scale)
contract
the first three quarters of 2015 (Q1:
Source: WIFO, European Commission.
–0.5%, Q2: –0.4%, Q3: –0.1%). In December
2015, the Austrian parliament passed a housing stimulus package. By assuming liability for
EUR 500 million, the government expects to kick-start investment in residential
construction to the amount of EUR 5.75 billion. In the next five years, these funds should
translate into some 30,000 newly built apartments (on top of subsidized construction).
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Housing loans to households have expanded
somewhat since the beginning of 2015. In
December 2015, the annual growth rate of
housing loans extended by Austrian monetary
financial institutions (MFIs), adjusted for
reclassifications, valuation changes and exchange
rate effects, went up to 4.5% from 3.1% in
December 2014. This increase was above all due
to long-term loans (i.e. loans with a maturity of
more than five years).

3
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For methodological information please refer to Schneider (2013).
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2 Euro area (excluding CESEE and AT), United Kingdom and Nordic
Countries
In Q3-2015, house prices continued their upward trend in the euro area and the
European Union, with annual price increases
coming to 2.3% and 3.1%, respectively.
At the country level, the situation is much more
diverse. Among the boom-bust countries, Spain
experienced house price increases by 4.5% against
the comparable quarter of 2014. In Ireland prices
acceleraed strongly by 8.9% year on year – one of
the highest house price growth rates in Europe.
Irish house prices are now at 2010 levels after
having declined by 50% between mid-2007 and
2013. House prices increased by 3.4% and 2.5%
year on year in Q3-2015 in Portugal and Cyprus,
respectively. By contrast, house prices in Italy decreased by 2.3%. In Greece, house
prices fell in Q3-2015 (–6.1% year on year), which marked the 27th consecutive quarter
posting declining house prices.
Germany has recorded relatively strong house
price increases since end-2010. The latest
year-on-year figures are 5.6% in Q3-2015.
Rising household incomes, low interest rates,
strong immigration and supply-side constraints
are the main reasons behind the uptrend in
German house prices. The Netherlands
experienced a relatively strong year-on-year
house price increase in Q3-2015, when prices
rose by 4.1%, but still remained 10% below
the level posted in Q1-2010. House prices in
Belgium increased moderately by 0.8% in
Q3-2015. Residential property prices in Luxembourg increased in Q3-2015 by 5.5%
against Q3-2014. The house price boom in Luxembourg started in mid-2009. France has
experienced a decline in house prices since
Q3-2014 by 1.2%, although prices picked up
on a quarter-on-quarter basis (+1.7%).
However, French house prices have
remained at about the same level as in 2008.
Moving upward since 2012, house prices in
the United Kingdom rose strongly by 5.6%
year on year. Demand for mortgage volumes
rose sharply at end-2015 and can be seen as
one important driver of house prices.
Therefore, the British Financial Policy
Committee (FPC) may introduce loan-tovalue (LTV) and debt-to-income (DTI) ratios
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to curb the growth of mortgage lending.4 Sweden experienced the strongest year-onyear house price increase of all countries observed (+13.7%). House prices have moved
upward since end-2008. In addition, the average debt-to-income ratio for households
with mortgages rose to around 320% in 2015. Lending by major MFIs to households for
housing purposes increased by 8.4% in December 2015. To curb the growth in
mortgage lending, the Swedish Financial Stability Authority (FSA) introduced an LTV
ratio of 85% in October 2010. House prices in Denmark grew significantly as well, by
7.2% in Q3-2015 against the comparable quarter of 2014, and have now reached 2008
levels. By contrast, house prices in Finland remained stable year on year reflecting the
bad economic situation.

3 CESEE
Most CESEE countries posted an upswing of house prices in the first nine months of
2015. This development has been largely driven by a favorable labor market situation
and increasing household incomes in many CESEE countries. Moreover, the low interest
rate environment and the search for investment opportunities, also by international
investors, have increased housing demand in many of the countries under observation.
Housing subsidies for young people or families pushed up housing demand in some
countries as well (e.g. in Hungary, Poland and Romania). Apart from demand-driven
factors, the structural housing shortage puts more pressure on housing markets in most
CESEE countries as higher housing demand is often not met with higher supply.
At the country level, in the first nine months of 2015, demand- and supply-side factors
translated most strongly into house price growth in the Czech Republic, Estonia,
Lithuania, Hungary, Romania and Slovakia. Going into detail, we see that in H1-2015
house prices accelerated most strongly in Estonia and Hungary, namely by around 10%
year on year in nominal terms. In both countries, however, growth rates slumped in
Q3-2015, in particular in Hungary (–6% quarter on quarter). In Romania, a country that
faced a prolonged period of falling
prices and downward price
adjustments in 2014, house prices
began to recover in 2015 at
nominal growth rates of around
3% year on year. Furthermore, in
the Czech Republic and particular
in Slovakia house prices picked up
in the first nine months of 2015.
In Q3-2015, Slovakia saw the
strongest house price increase of
all CESEE countries (5.8% year on
year).

4

The British government has given the FPC powers to introduce policy tools to keep lending for housing purposes
in check. These policy tools explicitly include loan-to-value (LTV) and debt-to-income (DTI) ratios. However, these
measures only cover the owner-occupied sector of the housing market, not the buy-to-let sector. For further
information, see the FPC’s Policy Statement available at
http://www.bankofengland.co.uk/financialstability/Documents/fpc/policystatement010715.pdf (accessed on March
17, 2016)
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In the remaining CESEE
countries, house prices
accelerated
moderately
(Bulgaria and Poland) or
declined
(Croatia
and
Latvia) in the first nine
months of 2015. The
picture was mixed in
Slovenia: After a long
period of house price
deterioration, house price
growth turned positive in
Q2-2015 only to slump
considerably in Q3-2015
(–3.5% quarter of quarter).
In Croatia and Latvia house prices dropped in the first three quarters of 2015, albeit
because of different factors. The continued house price deterioration in Croatia mirrors
the overall weak macroeconomic environment, the strained labor market situation and
continued deleveraging, which suppresses housing demand. In Latvia, by contrast, the
downturn in house prices largely reflects amendments to the immigration law, which
started to take effect in September 2014 and imply higher costs for house purchases
related to requiring the first temporary residence permit. Furthermore, the Latvian
insolvency law was amended, leading to stricter requirements for housing loans.5 These
measures led to advanced purchases and drove up housing demand and prices in the
first half of 2014. House prices decreased in the subsequent quarters.
Generally, CESEE credit markets are
still subdued because of high
nonperforming loan (NPL) ratios and
the ongoing deleveraging process. In
several CESEE countries, however,
accelerating house prices went along
with a recovery of credit for housing
purposes, particularly in Slovakia and
Romania, but also in the Czech
Republic and Poland.
According to the European Systemic
Risk Board (ESRB), several CESEE
countries have implemented or
recommended
macroprudential
measures in 2015 to mitigate the risks
related to a twin boom of house
prices and housing loans.

5

Bank of Latvia (2015). Financial Stability Report.
https://www.bank.lv/images/stories/pielikumi/publikacijas/FSR_2015_en.pdf (accessed on March 17, 2016)
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4 Indicators: Residential property markets in the euro area and CESEE
selected countries of the euro area
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5 Turkey
According to the IMF Global Housing
Watch, Turkey ranks among the
countries with the highest nominal and
real growth rates of house prices
around the world. In Q3-2015, house
prices in Turkey increased by more than
18% year on year in nominal terms and
by more than 10% in real terms. House
prices had increased dynamically also in
the periods before. Moreover, growth
of housing loans remains quite strong in
Turkey and the leverage of households has increased significantly over the last few years.
What are the main drivers of the recent house price increases in Turkey? On the one
hand, demand for housing is affected by demographic changes. The strong inflow of
more than two million refugees, in particular, has driven up housing demand recently
despite of the fact that many
refugees are living in camps
close to the borders.
Furthermore, house prices
are pushed up by foreign
investors, especially from the
Middle East and the Gulf
region. In addition, Turkey is
characterized by a shortage
of housing supply and a
slowdown in construction
activity,
which
puts
additional pressure on the
housing market.
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6 FX lending and macroprudential measures in selected CESEE
countries after the unpegging of the Swiss franc from the euro – in
comparison with Austria6
The Swiss National Bank decided to discontinue the Swiss franc’s peg to the euro on
January 15, 2015. As a consequence, the Swiss franc almost instantly rocketed up 20%
against the euro, and by even more against the CESEE currencies. This has placed the
discussion about FX loans in the spotlight once again.
A high share of FX loans in total loans endangers a country’s financial and
macroeconomic stability. The depreciation of the domestic currency and/or an increase
in foreign interest rates put pressure on the repayment capacity of unhedged borrowers.
Moreover, FX loans may severely weaken the efficiency of domestic monetary policy. As
a result, some CESEE countries have taken macroprudential decisions to convert Swiss
franc-denominated retail loans into domestic currency or euro loans.
This section focuses on the extent of FX borrowing in Austria, Croatia, Hungary and
Poland and lists some of the recently implemented measures.
Borrowing in foreign currency has been widespread in Austria and several CESEE
countries since the early 1990ies, in particular in countries where banks had also taken in
a large share of foreign currency-denominated deposits (like in Croatia, Serbia or
Romania). After 2000, FX lending and especially Swiss franc-denominated mortgage
lending became very popular in Poland and Hungary. Households (as well as firms and
local authorities/institutions) borrowed in lower-yielding foreign currencies to finance
assets such as housing. Often the
interest rates on mortgage loans Interest rates on loans for house purchase
denominated in Swiss francs were
less than half the domestic rate.
Therefore, many households were
tempted to borrow in Swiss francs
instead. The exchange rate risk was
perceived as low – households
expected currency appreciation in
the medium- to long-term and/or
euro adoption to happen rather
soon. This behavior supported
further demand for FX loans in
countries with floating exchange rate regimes such as Hungary and Poland. Private
borrowers in these economies traded off the interest savings brought about by FX loans
against the risk of having very high debt in their domestic currency. But with the
beginning of the financial crisis in 2008, domestic currencies depreciated substantially
while the Swiss franc appreciated (Hüttl, 2015). At the same time, interest rates on
mortgage loans fell in Poland. In Hungary, interest rates for domestic loans increased
throughout 2010 (peaking at 13.4% in February 2011). The rates on Swiss francdenominated loans continued to increase slightly.
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The authors would like to thank Manuel Gruber, David Liebeg, Thomas Reininger and Zoltan Walko for their
valuable contributions to the described developments.
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Prior to the financial crisis,
loans denominated in
Share of loans to Non-MFIs, broken down by currency
Swiss francs had grown
much more strongly than
domestic
currencydenominated loans. The
share of Swiss francdenominated loans in
totals loans had increased
almost 3-fold in Hungary
and 2.5-fold in Poland by
2008. Apart from Swiss
franc-denominated loans,
the CESEE countries hold
a large share of loans
denominated in euro. In Croatia, e.g., loans denominated in euro amount to more than
half of all outstanding loans. After 2008, the share of FX loans decreased in all the
analyzed countries. Especially in Hungary, it dropped to 10.8% of GDP (from 44% at
end-2008) after the conversion of the majority of FX loans into Hungarian forint.
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The countries concerned had several options for dealing with the conversion of Swiss
francs-denominated loans into another currency: either to let creditors and debtors
agree on a solution (Bosnia and Herzegovina, Slovenia, Romania), or strong government
interventions (Croatia, Hungary, Poland – at least according to recent proposals by the
Polish president) or to employ a combination of thereof (Serbia).
Initial supervisory measures taken in Austria, such as the adoption of Minimum Standards
for Granting and Managing Foreign Currency Loans and Loans with Repayment Vehicles by
the Financial Market Authority (FMA) in
2003 and the publication of an
information
brochure
for
bank
customers in 2006, helped curb the
increase of FX lending to some extent.
However, it took the lessons learned
from the financial crisis and the more
stringent supervisory approach that was
adopted in its aftermath to achieve a
sustained reduction in FX lending. In
2008, the FMA strongly recommended
banks not to grant FX loans to
households. In 2010, it published
revised Minimum Standards, recommending tighter rules for granting FX loans. Moreover, in
2011 Austria implemented the set of seven recommendations published by the European
Systemic Risk Board (ESRB) with a view to curbing FX lending. Finally in 2013, the FMA
published a new version of its Minimum Standards that also take into account the ESRB’s
recommendations and the supervisory experience gained so far. In particular, they address
the issue of FX lending by Austrian banks’ foreign subsidiaries (especially in CESEE). In
addition, domestic banks’ business abroad is subject to Guiding Principles published by the
OeNB and the FMA in 2010.
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These stepped-up supervisory efforts have proved effective. FX loans to domestic borrowers
have been steadily declining since the fall of 2008. Between November 2008 and December
2015, FX loans to households went down by almost 40% – on an exchange rate-adjusted
basis, the FX loan volume decreased by more than 50%. At end-2015, total FX loans to
Austrian nonfinancial customers amounted to EUR 34 billion, of which around EUR 24 billion
correspond to loans to households. This is almost 17% of the total amount of all loans
granted to households in Austria. Accounting for
more than 96% of all FX loans to Austrian
households, Swiss franc-denominated loans are by far
the most common.
In line with the ongoing downward trend of FX
lending in Austria, Austrian banks have continued to
reduce their foreign currency loan exposure in
CESEE. As of June 2015, Austrian banks’ total
exposure (including direct lending, lending via
subsidiaries and leasing) in CESEE amounted to
about EUR 112 billion, which means a reduction by
9% year on year.
In Poland, the supervisory authority (KNF) has limited the use of foreign currencydenominated mortgages through a number of prudential regulations and directives.
Adopted in July 2006, ”Recommendation S” required banks to inform customers about
the potential effects of a stronger depreciation of the Polish zloty against the Swiss franc
before granting them an FX loan. Moreover, in 2007 the risk weight (RW) for the part
of a loan that was equivalent to up to 50% of the mortgage value was raised from 35%
to 75% for FX loans but remained at 35% for zloty loans. The RW for the part of loans
that exceeded 50% of the mortgage value (corresponding to LTV ratios of between
50% and 100% at the maximum) remained at 100% for both FX and zloty-denominated
loans. In June 2013, the RW was increased to 100% for the full amount of loans,
irrespective of the LTV level. In June 2014, the revised Recommendation S prohibited
the granting of foreign currency-denominated loans to consumers who cannot hedge
against FX risk, i.e. those who do not have a permanent income in the currency the
mortgage is denominated in (ESRB, 2015).
As a result of these measures, FX mortgage loans in Poland are concentrated among the
wealthiest households according to a study of Narodowy Bank Polski (NBP, 2013). Also,
the share of NPLs in FX loans to households in Poland is not far higher than the share of
NPLs in local currency loans to households (like in Hungary), but clearly lower than the
share of NPLs in local currency loans to households. Moreover, the Polish financial
sector was resilient to the abrupt depreciation of the zloty against the Swiss franc in
January 2015, and the share of NPLs in total Swiss francs-denominated loans to
households remained relatively low. While the share of outstanding FX mortgage loans
in total mortgage loans to households is about 44% (or 9.5% of GDP), the share of
newly originated FX mortgage loans was less than 2% in 2014 and 2015.
In January 2015, the Polish president put forward a proposal for the conversion of
outstanding FX (mainly Swiss franc-denominated) loans into zloty loans. By using the
historic exchange rate at the date when the respective FX loan was initially granted to
the borrower for making the FX loan retroactively equal to a zloty loan, significant
conversion costs emerge, despite the corresponding zloty interest rates would be
charged. Banks would have to bear most of these conversion costs, while the public
10
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sector would bear a minor part, as banks may deduct their conversion costs from the
new bank tax burden by up to 20% of this burden. The proposal lacks an estimate of the
costs, but the Polish central bank published some estimates in February 2016:
Accordingly, banks holding about 70% of total banking sector assets would show a
negative return on assets (RoA) of up to -3% only as a result of these measures, instead
of a positive RoA similar to 2015, and lending activity would suffer (NBP, 2016). The
KNF will present its estimates in March.
Thus, the Polish president’s proposal envisages a preferential conversion rate that applies
to all households that borrow FX mortgage loans – and not only on a means-tested
basis for some households, although the average borrower is better-off with aboveaverage income and a below-average NPL share. In addition, this preferential conversion
rate would involve no element of burden-sharing between debtor and creditor.
Already in 2009 and in 2010, Hungary implemented various measures against new
lending in foreign currencies (lower LTVs and Debt-to-Income (DTI)s for FX borrowers
and finally tying lending in foreign currencies to households to very tight income
conditions). Concerning the stock of FX loans to households, in 2011 the Hungarian
government adopted a scheme which allowed households (on a voluntary basis) the
early repayment of FX mortgage loans at fixed preferential below-market exchange rates
(180 HUF/1 CHF, 250 HUF/1 EUR and 200 HUF/100 JPY). Thereafter, various other
schemes were implemented to ease the financial burden on households with FX loans7.
In late 2014, mandated by a Supreme Court decision, banks were obliged to
compensate households for unilateral interest rate increases and the unsymetric
application of exchange rate margins with respect to FX loans. In February 2015,
Hungarian banks were required to convert households’ FX mortgage loans (with very
few exceptions) into Hungarian forint loans at the market rates prevailing at that time,
based on a law passed in November 2014.
Since foreign currency-denominated car and personal loans have not been affected by
the conversion at the beginning of 2015, households’ related debt and debt servicing
burden increased substantially after the appreciation of the Swiss franc in early 2015. To
eliminate households’ FX debt almost completely, on September 22, 2015, the
Hungarian parliament passed a law on the conversion of foreign currency car and
personal loans into forint loans. The law stipulated that loans would be converted
automatically, although borrowers might opt out within 30 days once they were
informed by their lender by mid-December 2015. As part of an earlier agreement with
banks, the legislation locks in the conversion rates at Magyar Nemzeti Bank’s euro and
Swiss franc exchange rates as at August 19, 2015, but clients will be fully compensated
for the difference between these exchange rates and those applied in the conversion in
early 2015. This difference will be shared equally by banks and the government.
In Croatia, about 70% of all loans are denominated in foreign currency, and 18% are
denominated in Swiss francs. The total outstanding principal amount of Swiss francdenominated housing loans was around EUR 2.7 billion (HRK 20.3 billion) at end-2014,
representing around 56,000 loan contracts. The largest part of Swiss franc-denominated
loans (90%) was taken out for housing; the remainder constitutes loans for car
7

E.g. the possibility for borrowers with overdue payments of having their loans converted into forint loans with a
25% haircut, the scheme of temporary exchange rate fixation applied to the servicing of FX loans, or the State
Asset Management Company buying the property of overdue borrowers and renting back the property to them.
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purchases. The vast majority of non-Swiss franc FX loans are denominated in euro – a
fact which is of less concern because the Croatian kuna is pegged to the euro.
On September 30, 2015, the “Amendment of the Consumer Act” came into effect,
which stipulates conversion of Swiss franc-denominated loans into euro loans, using
historical exchange rates as at the date the respective loan was initially granted and
interest rates equal to the interest rate that would have been charged by the lender for
a loan extended in euro at the date the loan was initially granted. Creditors had to
provide debtors with a proposal for conversion; by January 26, 2016 90% of Swiss franc
debtors had opted for conversion. The conversion is expected to cost affected banks
around EUR 1 billion. The public sector bears a minor part of the conversion costs as
banks’ conversion costs are tax deductible. Some banks have lodged a law suit with the
Croatian Constitutional Court to evaluate the amendments to the law; a procedure
which is still ongoing.
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