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Foreword

By the end of 2024, globally, more voters than ever in history will
have headed to the polls, as elections will have been held in at least
97 countries, including the 27 countries of the European Union,
representing nearly half of the global population.

In this context and following on from months financial turmoils and
geopolitical crisis, housing and housing finance are issues which are
taking central stage in a completely new way in global political debates,
alongside financial stability, competitiveness and long-term access to
capital markets.

In such a dynamic landscape and in particular in the context of supporting
the transition to a more sustainable economy, the financial sector can
play a critical role in strengthening the capability of societies and political
decisionmakers to respond efficiently and effectively to the real needs
of citizens and businesses. Indeed, worldwide, an ‘efficient, sustainable
and sound’ housing ecosystem and access to capital market resources
are seen as drivers of for long term sustainable economic growth and
social integration.

Building the hope for a better future has been the leitmotiv for many
political initiatives where themes such as housing affordability and
sustainability are knocking at the doors of all parliaments around the
world. The complexity and depth of those challenges are requiring
a systemic response addressing fundamental economic, financial,
environmental and social issues. This systemic response should focus on
rapidly mobilising both public and private sector resources in coordinated
and complementary ways.

For the first time in history, political action plans are being drawn up in
which housing and housing finance are being given a new perspective.
As very recently stated in Strasbourg by the European Commission’s
President, Ursula von der Leyen:” But, Honourable Members, for us to
choose the Europe of tomorrow, we must acknowledge how people feel
today. We are in a period of deep anxiety and uncertainty for Europeans.
Families are feeling the pain from the cost of living and housing.” ...

“Europe faces a housing crisis, with people of all ages and families of
all sizes affected. Prices and rents are soaring. People are struggling to
find affordable homes. This is why, for the first time, | will appoint a
commissioner with direct responsibility for housing. We will develop a
European Affordable Housing Plan, to look at all the drivers of the crisis
and to help unlock the private and public investment needed. Typically,
housing is not seen as a European issue”".
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Not only Europe but the entire world faces a severe housing shortage,
with the root of this crisis lying in a simple economic principle: demand
is exceeding supply. This imbalance has led to skyrocketing housing
prices, making it increasingly difficult for many people to afford a place
to live. As urban populations swell and economic pressures mount, the
urgency to find viable solutions grows more pressing especially in the
light of the transition to a greener economy where more than 40% of
the pollution comes from the building sector.

The housing crisis manifests in various ways across the globe. In major
cities, the cost of living has outpaced wage growth, resulting in a
significant portion of the population being unable to afford adequate
housing. Addressing the global housing crisis requires innovative
solutions and a collaborative global approach, and increasingly housing
finance is being seen as a global private sector solution to address local,
regional and national challenges.

Today’s market environment is shaped by new digital technologies,
dynamic consumer preferences, increasing competition and changing
regulations. Supervisors therefore regularly assess and adjust
supervisory practices to ensure effective stimulus and monitoring of
the banking sector. In doing so, they have to strike the difficult balance
of strengthening the institutions’ resilience without undermining their
business sustainability. Maintaining an efficient and reliable banking
system is fundamental to achieving sustainable economic growth,
securing competition for the broader economy.

The financial sector has been under considerable pressure in the past
decade. Businesses, citizens and national authorities have been affected
by the financial crisis. Challenges relating to the development of new
technologies, the fragmentation of the EU markets and climate change
persist. More recently, new emerging risks and transitions risks for the
financial sector will need to be addressed as part of the EU’s economic
recovery efforts.

To address the current challenges and to seize new opportunities, the EU
has adopted various initiatives. These initiatives have resulted in new
and complex legal frameworks requiring implementation at national
level. In recent years and further to extensive research, analysis and
outreach, the EMF-ECBC has designed a new, integrated, European and
global housing finance ecosystem. This ecosystem is designed to act
as a catalyst for families’ renovation decisions and financial market
opportunities. A housing finance ecosystem is the smart solution to
implement new sustainable best practices which respond to social and


https://ec.europa.eu/commission/presscorner/detail/en/STATEMENT_24_3906

sustainable policy targets and allow the entire financial value chain,
including lenders, issuers and investors, to adapt quickly to a changing
market, and deliver a broad range of financing options for consumers
and the real economy.

Against this backdrop, the EMF-ECBC has taken a proactive role in
leading more than 2000 global market participants towards a new
market mentality via a series of market initiatives offering enhanced
transparency in disclosure, access to data, market governance and market
transformation capacity.

The EMF-ECBC is fully engaged in the creation and consolidation of
such a global housing finance ecosystem focused on affordability and
sustainability with the support of the International Secondary Mortgage
Market Association (ISMMA) which gathers mortgage refinancing
companies from around the globe. The International Secondary Mortgage
Market Association (ISMMA) joined the EMF-ECBC community in 2022
having been established in 2018 under the sponsorship of the World
Bank. The association provides a platform for member countries to
exchange ideas on how to improve access to housing finance for their
citizens and ultimately reach the goal of adequate, safe and affordable
housing for all. As an extension of these global activities, the EMF-ECBC
and the Housing Finance Information Network (HOFINET) have joined
forces to consolidate the collection and dissemination of standardised
housing finance data at global level. HOFINET is the quality-assured
portal that consolidates reqularly updated international housing finance
knowledge in one central, easily accessible place. The provision of
financial support to the real economy, particularly in areas such as
housing, is essential for achieving Sustainable Development Goals and
objectives related to climate. Investors engaged in the housing sector
seek access to internationally comparable market data, insights into
requlatory frameworks, and information regarding successful products
and practices within both primary and capital markets for housing
finance. This need is especially pronounced in emerging markets and
developing economies, where the expansion of housing finance systems
is imperative, but data is often insufficient.

With the creation and consolidation of a global housing ecosystem in mind,
for several years the EMF-ECBC has furthermore been leading on a series
of market initiatives, focused on retail and funding activities, intended
to strengthen market governance, enhance data availability, promote
common definitions, increase transparency, stimulate digitalisation
and drive affordability and sustainability in the housing sector. These
initiatives recognised at global level are significantly reshaping market
practices, enlarging and diversifying the institutional investor base and
facilitating issuer and investor due diligence and full compliance with
the requlatory landscape.

The Covered Bond Label provides for enhanced quality in data disclosure
and comparability of legal information on cover assets, reinforcing
significantly the strategic relevance of the covered bond asset class for
investors at global level. On a daily basis, capital market participants need
complete and accurate information to support regulatory compliance
with the Covered Bond Directive, LCR eligibility and ESG-related diligence
matters, to name but a few priorities, and this need is growing all the
time. This is where the ECBC comes into its own. The ECBC-led Covered
Bond Label has become a qualitative benchmark as an informative
gateway into the covered bond space. Most recently, the ECBC has
completely refreshed its Comparative Database on global covered bond
legislative frameworks, which is embedded in the Covered Bond Label
website. Covered bonds are anti-cyclical, long-term financing instruments
that help fund around two-thirds of all mortgage lending in Europe.
Thus, the changes taking place on the mortgage retail side will surely
have an impact on the covered bond side, and vice-versa.

The real estate sector plays a key role in decarbonising the economy
and achieving the Paris Agreement goals established in 2015. In the
EU, activities related to buildings (heating, cooling, lighting, and so
on) are responsible for 40 per cent of energy consumption and 36 per
cent of 02 emissions. Between 75 and 90 per cent of the EU building
stock is expected to still be standing in 2050, making energy efficiency
refurbishment and financing a priority. Meeting the EU’s energy efficiency
targets, indeed, requires very high investments. Consequently, the role
of private finance has become paramount in the shift towards a more
sustainable economy and future. According to the European Commission,
the EU’s financial sector can significantly foster sustainable finance,
positioning itself as a global leader in this domain. Such a transformation
is expected to yield positive repercussions for economic growth and
employment opportunities.

The Energy Efficient Mortgages Initiative (EEMI) and the Energy Efficient
Mortgage Label (EEML) (see below) are at the heart of the EMF-ECBC's
efforts to promote sustainable housing and lay the foundations from
which to fund a socially desirable housing future. Through these initiatives,
mortgage lending institutions are at the forefront of efforts to finance
the transition towards a zero-carbon economy. Actions to curtail energy
consumption and CO, emissions are becoming increasingly urgent, more
so if we consider the dramaticincreases in energy prices. Mortgage lenders
can help drive the green transformation of the European housing stock
by supporting the implementation of energy efficient financial products
and stimulating new renovation initiatives, whether national or regional.

The Energy Efficient Mortgage Label, launched in February 2021 with

the support of the European Commission, is a quality instrument that
allows for the transparent identification of energy efficient mortgages
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in banks’ mortgage portfolios by market stakeholders and its delivery
is a key component of the broader Energy Efficient Mortgages Initiative
(EEMI). Moreover, the Label is a catalyst for consumer demand and a driver
of the qualitative upgrade of the energy profile of lending institutions’
portfolios, which translates into enhanced asset quality. Through the
Harmonised Disclosure Template (HDT), the Label provides information
on the portfolios of energy efficient loans as assets to be included in
green (covered) bonds, allows for enhanced evaluation and tracking of
their financial performance relative to alternatives, and provides greater
transparency regarding climate risks and resilience.

Against this backdrop, the EMF-ECBC is delighted to announce the
successful application for a new round of EU funding for a European
Project entitled “Delivering the Energy Efficient Mortgage Ecosystem”
(DeliverEEM) which will take forward the extensive work already
delivered under the umbrella of the EEMI. All in all, the EMF-ECBC's
expertise and think-tank approach to market questions helps to deliver
solid insights into the housing and housing finance markets, while
setting standards and developing solutions that improve the market.
The EMF-ECBClooks forward to presenting the results of this EU funded
Project in the near future. The new European project is presented in
one of the Hypostat standalone articles.

Hypostat is the EMF’s flagship report and is part of a combined effort by
the EMF-ECBC to deliver a comprehensive analysis of the state of play
of mortgage and housing markets, encompassing key socioeconomic
and macroeconomic aspects, building on and complementing the ECBC
Fact Book. In this latter publication, covered bond experts seeks to
identify and assess the key drivers of developments in the covered
bond space over the past 12 months, providing market perspectives,
analysis and data from 36 countries, covering over 95% of outstanding
covered bonds. These experts share their views on the key market and
legislative developments that have occurred over the past year, the best
practices that have emerged, and address issues which have come to the
fore such as digitalisation and sustainability, including both the social
and green dimensions. Covered bond market developments are by no
means disconnected from the broader mortgage space. As the market
environment is changing rapidly, it is becoming ever more important
to combine and enlarge the view to both sides of the market. Both
reports, the ECBC Fact Book and the EMF Hypostat, are seeking to meet
this challenge and are complemented by the publication four times
per year of the EMF Quarterly Reviews, which provide a more reqularly
updated picture. By examining market data as broadly as possible and
incorporating relevant influences, patterns are contextualised and linked
to microeconomic trends, even at the country level. This approach is
rooted in robust and expert contributions from our national experts, who
speak on behalf of their communities and guide the readership through
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housing and mortgage market developments which are influencing
social patterns in Europe and beyond.

Specifically, Hypostat 2024 brings together the efforts of over
30 contributors, commenting on an annual data series of 30 indicators,
covering the 27 Member States of the European Union plus an additional
12 jurisdictions beyond the EU’s borders. Besides the country chapters
of the EU27 Member States, which make up the bulk of the publication,
Hypostat includes specific articles on the UK, Iceland, Norway and
Switzerland. These chapters offer the most comprehensive and
accurate source of data available on the markets covered and outline
developments observed over the past year. To contextualise the single
country developments, Hypostat 2024 also presents an analytical article
covering the most recent macroeconomic patterns and key changes in
mortgage and housing markets at a condensed level.

Finally, the 2024 edition of Hypostat includes four standalone articles
focusing on key market developments:

« European DataWarehouse examines the role of energy efficiency
certification on credit relevance;

« Fitch Ratings outlines 2024's most recent developments in the
biggest European housing markets;

+ Moody’s analyses the Commercial Real Estate risks in banks’ and
non-banks lenders’ balance sheets and covered pools;

« S&P Global presents covered bonds and capital markets development
in emerging markets;

« The EMF-ECBC Secretariat provides an update on the Energy
Efficient Mortgages Initiative (EEMI) and the latest steps it is taking
in efforts to operationalise a new integrated EEM ecosystem to
supporting the climate transition;

« In addition, the EMF-ECBC Secretariat presents an overview of
the latest development in the European housing and mortgage
markets in 2023.

On behalf of the EMF Research & Data Committee and its Chairman,
Mr Gyula Nagy, who coordinate the preparation of each year's report, we
would like to sincerely thank all contributors for making the publication
of Hypostat 2024 possible.

We look forward to engaging with our audience and we remain at your
disposal to enable the industry towards a new and stable ecosystem.

Luca Bertalot, EMF-ECBC Secretary General
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MACROECONOMIC SITUATION

«In 2023, EU27 GDP grew by 0.4%, marking a
significant slowdown compared to 2022 (3.5%
GDP growth). In the third quarter of 2023, GDP had
decreased by 0.1% in the Euro area but remained
stable in the EU. Most EU27 Member States (40%)
saw their GDP levels decrease compared to 2022.

« The growth was supported by expenditures on
household and government final consumption
and gross fixed capital formation.

« Unemployment levels have progressed at different
paces across Europe. However, it has ended with
a rate of 6.1% in the EU27 and 6.6% in the Euro
area. The number of employed people increased by
1.2% in the Euro area and by 1% in the EU27 y-0-y.

« EU27 government expenditures remained quite
stable with respect to the previous year, passing
from 49.7% to 49.4% of the GDP. A similar situation
exists for the Euro Area, where there has been a
decrease of 0.6 pps. Euro government expenditure
has steadily increased over the last ten years, from
approximately EUR 5.1 trillion in 2014 to around EUR
7.2 trillion in 2023. For EU governments outside the
Euro area, expenditure remains relatively small
(EUR 1.2 trillion) compared to the Euro area, but
has also increased gradually over the period (+16%).

«Inflation stood at 5.4% in the Euro area and at
6.4% by the end of 2023. There has been a relevant
decrease from the previous year (-2.8% for EU27
and -3.0% for EA20). Despite the decrease, inflation
remains high due to the war in Ukraine, which is
driving up energy costs. However, inflationary
developments varied across the jurisdictions,
although the increase in consumer prices was
widespread. The ECB started to increase the policy
rate from January 2023 (2.5%) to December 2023,
when the rate reached 4.5%.

HOUSING MARKET

« The European housing market still suffers from
the aftermath of the pandemic of 2020, with lower
construction, supply constraints and economic
uncertainty. In fact, new investment in buildings,
measured in terms of gross fixed capital formation
in the dwellings sector, decreased on an aggregate
level in the EU27 by 3.1% y-o-y.

« Residential construction activity presented a huge
decrease in countries like Denmark (-30%), France
(-25%) and Sweden (-53%). This decrease started
in 2022 and continued to slow down significantly.
Business confidence in the construction sector
moved in line with residential construction activity,

which is a positive sign for the construction industry
and has beneficial effects on the housing market
if managed properly.

On average, the total number of building permits
issued continues to decrease by 21% in the EU27,
up from 6.5% in 2022. Considering that from 2013
t0 2022, the number of building permits issued in
the EU overall grew by almost 40%.

In 2023, residential transactions continue to
decrease by over 17% in the EU27 and by almost
19% in the UK, which marks a clear change with
respect to 2021, when the figures increased by 17%
and 41% for, respectively, the EU and UK.

The European mortgage and housing finance
sectors face key challenges. Firstly, from an
environmental standpoint, European residential
dwellings must adapt to rapidly changing climate
conditions and comply with new building energy
performance requirements to contribute towards
meeting the EU’s climate goals. The environmental
standpoint is elaborated further in two articles
in Hypostat 2023. Between 2013 and 2023, the
Eurozone population grew by around 3%, while
the number of households grew by 7%, with many
evident consequences: the average household in
the Eurozone consists of 2.2 people, compared
to 2.3 people in 2013. Lastly, rising financing
costs, driven by central banks’ efforts to counter
rising inflationary pressure, put pressure on the
affordability of housing and impact transactions.

The average, unweighted EU27 house price index
grew by 3% in 2023, after an 11.6% increase in
2022, slowing down a trend that began in 2013.

Between 2013 and 2023, house prices increased
and decreased at very different rates. Eight house
prices fell during 2023, and eighteen increased.
The largest falls were in Luxembourg (-14.4%),
Germany (-7.1%) and Finland (-4.4%); while the
biggestincreases were in Poland (+13.0%), Bulgaria
(+10.1%) and Croatia (+9.5%).

Regarding price developments in European capitals,
different paths were presented with respect to
the general trend of the countries. House prices
in Madrid and Helsinki increased more than prices
in the rest of their respective countries; while the
opposite is true for Rome, where prices have been
slower to recover post-2018. Prices in Paris increased
rapidly for several years; their recent decline may
be due to factors such as affordability constraints
or changing demand. Overall house prices in the
capitals decreased by 1.2%, 9.4 pps less than the HPI
of their respective countries as a whole. However,
there are exceptions like Athens which presented

an increase of 14% and Krakow of 7%.

« Sweden’s housing market was one of the worst:
property prices fell by 9.9% considering the HPI,
followed by Luxembourg (-9.1%), Finland (-6.5%)
and Germany (-4.1%).

MORTGAGE MARKETS

+ The share of Europeans owning their home increased
by 0.1 pps to 69.2% in 2023, 1.8 pps lower than the
71% peak in 2012. The percentage of households
with mortgage loans increased by 0.2 pps to 24.9%
y-0-y, while the percentage of owners with no
outstanding mortgage loan decreased slightly by
10.2 pps to 44.2%.

Overall, the share of mortgage holders remained
relatively stable at around 25%, although there are
significant variations across the European Member
States. The highest level of home ownership is in
Romania (94.4%), followed by other countries in
Central and Eastern Europe. The lowest levels are
in Sweden, Norway, the Netherlands and Denmark,
all below 20%.

The total EU mortgage market remained quite
stable, passing from 6.7 trillion in 2022 to
6.8 trillion in 2023 (+0.8%). In non-Euro areas,
there has been the same increment of 0.8%. Adding
the UK, Norway and Iceland, the figure reached
EUR 9 trillion outstanding.

Compared to 2022, there has been no change in the
ranking of the largest mortgage markets. Germany,
France, the Netherlands, Spain, Sweden and the UK
combined represent 76% of outstanding mortgages
in the EU27 plus the UK aggregate.

Average unweighted EU27 interest rates on
mortgages stood at 4.72%, compared to 3.11% in
2022.The UK interest rate reached 4.81%, compared
t0 2.56% in 2022.

The preference for fixed or floating mortgages
varies across the EU27 in the absence of a common
tradition in terms of lending or borrowing and as a
result of differences in national credit frameworks.

Fixed-rate mortgages are more common in France,
Belgium, Croatia and the Netherlands, together with
(zechia, Denmark and Spain. Lenders in Bulgaria,
Finland, Cyprus, Lithuania, Estonia, or Norway almost
exclusively offer variable interest rates.
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Hypostat, published by the European Mortgage Federation — European Covered
Bond Council (EMF-ECBC), presents annual statistics on EU mortgage and housing
markets, as well as data and information on a number of non-EU countries.
The present edition, “Hypostat 2024”, focuses on developments that took place
in 2023, a year marked by economic constraints as a result of increasing energy
and consumer prices and a significant degree of political uncertainty. At the
same time, however, the trend of recovery from the COVID-19 pandemic was
still discernible in economic developments.

In the Statistical Tables, data is presented in EUR. This may, however, introduce
exchange rate distortions for countries outside the Euro area. Please see the
exchange rates used in this edition in Table 30 of the Statistical Tables section.

Finally, although Hypostat aims to publish consistent data across countries
and over time, not all data can be fully compared between countries, owing to
some methodological differences present at the source. The EMF-ECBC strives,
through Hypostat, to provide a comprehensive and comparable source of data
and information on the mortgage and housing markets of the EU (and beyond).
For further information on the definitions and sources used, please refer to
the Annex: “Explanatory Note on Data”.

Below, please find a list of the abbreviations and stylistic conventions used
throughout the publication:

bn billion DKK Danish Krone LTl Loan to income

bps basis points DTI Debt to Income LTD Loan to deposit

mn million EC European Commission LTV Loan to Value

pps percentage points ECB European Central Bank MFI Monetary and Financial Institution

q-0-q quarter on quarter EU European Union NPL Non-Performing Loan

td thousand EUR Euro PD Probability of Default

tn trillion FTB First time buyer PLN Polish Zloty

y-0-y year on year GBP British Pound RMBS Residential Mortgage-Backed
GDP Gross domestic product Security

BGN Bulgarian Lev HICP Harmonised Consumer Price Index RON Romanian Leu

BTL Buy to let HRK Croatian Kuna SEK Swedish Krone

CHF Swiss Franc HUF Hungarian Forint usb United States Dollar

CZK Czech Koruna LGD Loss Given Default VAT Value-added Tax
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IS ENERGY EFFICIENCY
CREDIT RELEVANT?

Is Energy Efficiency Credit Relevant?

By Ludovie Thebault, PhD and Usman Jamil, European DataWarehouse

In this article, using a sample of securitised mortgages from France and the
Netherlands, we find evidence that the energy efficiency rating of properties
is credit relevant to some extent, particularly for borrowers in the lower income
categories. We believe that the implementation of the European Parliament’s new
Energy Performance of Buildings Directive will make it even more so.

The Energy Performance of Buildings Directive (EPBD) aims to decarbonise the European
building stock. Considering that “Buildings account for 40% of final energy consumption
in the Union and 36% of its energy-related greenhouse gas emissions while 75% of Union
buildings are still energy-inefficient”; the new EBPD aims to pave the way for a wave of
renovations and includes stringent environmental criteria for future new buildings. The
most striking goal stated in the EBPD is that “all new buildings should be zero-emission
buildings by 2030, and existing buildings should be transformed into zero-emission buildings
by 2050". This ultimate drive for energy efficiency follows from a long history starting with
the oil shocks in the 1970s, when the main goal was to reduce reliance on energy imports
from countries that could become hostile. Social considerations also justify improving
enerqy efficiency, as the poorest households are set to benefit the most from energy
savings.2 One way or another, a substantial and increasing portion of European lending
will have to fund these renovations, and the EBPD includes provisions to facilitate this.

We can expect EU countries to resort to incentives and disincentives that will ultimately
force real estate lenders to pay attention. Regarding the incentives, subsidies and
guarantees should make renovations more affordable for the poorest property

owners.* As for the disincentives, increasing constraints will apply to the worst-rated
buildings, including letting bans for the most inefficient properties.* Letting bans
interrupt the stream of income for ‘buy to let” properties and force borrowers to
borrow an extra lump amount to upgrade the property (a credit negative). Properties’
Energy Performance Certificate (EPC)° ratings will thus become more relevant when
originating new mortgages. In this article however, we argue that EPCs may already
have been relevant so far, particularly for the most vulnerable households.

EDW hosts data for European securitised mortgages and recently started to collect EPC ratings.’
We focus this study on the Netherlands and France, which are the countries where this
datais the most available. We did not want to mix EPCs across countries, because the EPC
mix can be radically different from one country’ to the next and because EPCs can have
very different meanings across countries; in France, a property with an EPC-A rating can
use up to 70 kWh/m2/year vs. up to 160 kWh/m2/year in the Netherlands.?

Mortgages with the lowest EPC ratings (F and G in particular) tend to have noticeably
worse performance than those financing more efficient properties (A, B and C
rated). In Exhibits 1a and 1b below, we show the cumulative percentage of loans
originated between 2016 and 2019 in France and the Netherlands that have at
some point become delinquent or have defaulted (i.e. payment incidents), up to
48 months after origination. We do not limit the sample to defaults, because for
some vintages, this period also covers the COVID years, when measures (payment
holidays, moratoria, handouts etc.)’ were enacted to limit COVID-related defaults.

EXHIBIT la | MORTGAGES FINANCING THE LEAST EFFICIENT PROPERTIES PERFORM WORST IN FRANCE
Cumulative delinquencies by EPC (France - Mortgages) — As % of Original Balance, Months after Origination
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EXIIBIT 1b | PAYMENT INCIDENTS IN THE NETHERLANDS ARE ALSO MORE COMMON FOR EPC D-G

Cumulative delinquencies by EPC (Nederlands - Mortgages) — As % of Original Balance, Months after Origination
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Source: European DataWarehouse

See Energy Performance of Buildings Directive are letters from A to G, whose definitions typically refer to energy consumption in kwh per square

meter per year

2 The EBPD further states “Buildings are responsible for about half of primary fine particulate matter (PM
2,5) emissions in the Union that cause premature death and illness” and further “Inefficient buildings are
often linked to energy poverty and social problems.”

3 See https:/france-renov.gouv.fr/

* See ADEME in France:

-Since Jan. 2023: letting ban for G rated properties with energy need exceeding 450kWh/m2/year

See ESMA technical standards — residential real estate; EPC ratings (letters from A to G) are to be
reported if available. In practice, EPCs are available for only about 20% of the mortgages in our
database. EPCratings are especially relevant for so-called “green securitisations”.

Please note that 1) securitisations are not necessarily representative of the mortgage market they
come from and that 2) those for which EPCs are provided are not necessarily representative for the
. . remaining securitisations

-From Jan. 2025: ban on the letting of G rated properties 9
® See Revisiting The Babel Tower of EPC Ratings; in the Netherlands, EPC-A ratings are further divided in

A+ to A++++ property ratings; this differentiation is not visible in our data

-From Jan. 2028: ban on the letting of F rated properties

-From Jan. 2034: ban on the letting of E rated properties ) . . o .
° On this topic see also Monitoring Moratoria Through COVID-19

> EPCs were initially introduced in the Directive 2002/91/EC of the European Parliament; the ratings
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Other studies using retail mortgage data also mention this relationship. Billio et
al.® as well as Guin et al."" assessed mortgage risk using actual or estimated EPC
ratings along with the more common measures of credit risk and concluded that a
property’s energy efficiency is useful extra information to assess credit risk. Other
publications acknowledge the relationship between EPC ratings and loan performance,
but point out that this may be because some risk characteristics are correlated with
EPCratings.” The following charts compare key performance metrics for mortgages
in France and the Netherlands by EPCrating category.

The Original Loan-to-Value (OLTV) is a key predictor of mortgage defaults, often
used for mortgage pricing.” In Exhibit 2, we show the proportion of the loans of
the various EPC rating classes by OLTV. In the case of France, there are some more
loans in the “riskier” 100% - 120% OLTV bucket for categories E, F and G than for
the categories B, C, and D, but otherwise, the proportions of loans look remarkably
even across EPC rating categories. In any case, in France, mortgages with EPG-A have
better performance than EPCs E, F and G even though there are more high LTVs for
mortgages with an EPCrating of A (EPC-A). In the Netherlands, the proportions are
almost identical in all the OLTV buckets.

EXHIBIT 2 ‘ LOAN-TO-VALUE VS EPC RATING
IN FRANCE AND THE NETHERLANDS

OLTV and EPCs (France)

%
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OLTV and EPCs (Netherlands)
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Source: European DataWarehouse

The Debt-to-Income multiple (DTI) values in Exhibit 3 also suggest that the
mortgages used to finance the EPC-F/G properties are not riskier. The DTI, defined
as the loan amount divided by the yearly income, is another key measure of risk for
mortgages. In the case of France, EPC-A mortgages indeed have less risky DTls than
EPC-B mortgages, but the DTIs for the other EPCrating categories appear less risky than
those for the EPC-B mortgages. In the Netherlands, the values appear relatively even.

Installment to Income (ITI) is yet another key risk measure that does not seem worse
for the least efficient EPC categories. It is also a key performance metric, calculated
as the monthly amount of the due instalment as a proportion of the monthly income.

EXHIBIT 3 ’ DEBT-TO-INCOME MULTIPLES
DO NOT INDICATE THAT EPC-F/G
PROPERTIES ARE RISKIER

Debt to Income Ratio (France)
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Source: European DataWarehouse

Again, there is no clear evidence in Exhibit 4 to say that the mortgages used to finance
the worst-rated properties are riskier on this account. The values in the Netherlands
are lower than those observed in France. We understand that this is partially because
mortgagesin the Netherlands are typically financed with several loan parts, including
an interest-only loan part on which only interest is to be paid.

EXIIBIT % | INSTALMENT TO INCOME SUGGESTS EPC-
F/G PROPERTIES ARE NOT RISKIER

Instalment to Income (France)
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Source: European DataWarehouse

1 See Building’s Enerqy Efficiency and the Probability of Mortgage Default: The Dutch Case
1" See Risk Differentials Between Green and Brown Assets

2 See DBRS: Residential EPCs Versus Credit Relevance
5 Defined as amount of the loan or loan parts as a proportion of the value of the financed property
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Borrowers with the highest incomes are more likely to buy energy-efficient properties
(Exhibit 5); this is the case both in France and the Netherlands. A difference is that
wealthier borrowers in France buy rather less of the EPC-G properties, whereas this
is not the case in the Netherlands (Exhibit 5a). The income in absolute terms is not
a measure of mortgage risk in itself, but it is known to have some correlation with
mortgage risk. This relation is most likely because new or energy efficient properties
are typically more expensive (keeping other characteristics equal) and therefore
more likely to be bought by the wealthiest borrowers.

EXHIBIT Sa ’ HIGH EARNERS ARE MORE LIKELY
TO BUY EPC-A PROPERTIES THAN
LOWER EARNERS

Borrower Income vs EPC Rating (France)
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Borrower Income vs EPC Rating (Netherlands)
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In France, higher earners are more likely to buy energy-efficient properties, and
conversely, as we see in Exhibit 5b, a substantial proportion of the most energy-
efficient properties are bought by the wealthiest individuals. This trend is less clear
in the Netherlands.

EXHIBIT 6a

IS ENERGY EFFICIENCY CREDIT RELEVANT?

EXHIBIT 5b | THE MOST EFFICIENT PROPERTIES
ARE MOST OFTEN BOUGHT
BY THE HIGHEST EARNERS

Borrower Income vs EPC Rating (France)
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Borrower Income vs EPC Rating (Netherlands)
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The wealthiest borrowers who can afford to buy the most efficient and typically
more expensive properties also typically have a better credit standing. To find out
the role played by the income in explaining the relatively better performance of
mortgages financing energy-efficient properties, we redo Exhibit 1, using the same
subset of mortgages, but grouped by income category. Thus in France:

- For the lowest earners, mortgages associated with inefficient EPCs perform
worse and the rank ordering is very clear (Exhibit 6a).

- Inthe intermediate income category (Exhibit 6b), cumulative delinquencies are
lower in all EPC categories than in Exhibit 6a, and the rank ordering is generally
the same, although this time, EPC B-C perform better than EPC-A properties.

- In Exhibit 6¢, for the highest earners, the picture is different. Delinquency
levels are even lower but this time, the EPC-A subset performs somewhat
worse than the rest, and the rank ordering for the other categories is less clear.

In the case of France, the EPC seems indeed to be a factor, particularly for the
lowest earners.

LOWER INCOMES IN FRANCE - EPC-A PERFORM BEST AND EPC-F/G PERFORM WORST

Cumulative delinquencies by EPC (France - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income Less than €40,000
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Source: European DataWarehouse

EXIIIBIT 6b | MIDDLE INCOMES IN FRANCE - STILL A CLEAR RANK ORDERING
Cumulative delinquencies by EPC (France - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income €40,000 - €80,000
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EXHIBIT Ge | HIGHER INCOMES IN FRANCE ~ EPC-A ACTUALLY PERFORM WORST

Cumulative delinquencies by EPC (France - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income €80,000+
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In the Netherlands (Exhibit 7 series) the picture is quite similar, with categories
EPC-D/G performing generally worse than EPC categories A-Cat all income levels.
In the case of the highest income category, the differentiation is not always
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so clear, reinforcing our impression that the EPC rating is a more meaningful
predictor of performance in the lower income categories.

EXIIBIT 7a | LOWER INCOMES IN THE NETHERLANDS - EPC-A/B/C PERFORM BETTER

Cumulative delinquencies by EPC (Nederlands - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income Less than €40,000
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EXIIIBIT 7b | MIDDLE INCOMES IN THE NETHERLANDS - EPC-A/B/C ALSO PERFORM BETTER
Cumulative delinquencies by EPC (Nederlands - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income €40,000 - €80,000
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EXHIBIT 7¢ | HIGHER INCOMES IN THE NETHERLANDS - THE RANK ORDERING IS WEAKER

Cumulative delinquencies by EPC (Nederlands - Mortgages) — As % of Original Balance, Months after Origination, Borrowers with Annual Income €80,000+
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The correlation between income and energy efficiency could explain the observations
in Exhibit 1.One could think that EPC-A properties perform better because they are
purchased by the highest earners, and income would be the main driver explaining
these observations. Indeed, higher incomes show a better performance for our
data sample.
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Nevertheless, as shown in Exhibit 6a and 7a, within an income category, mortgages
for the most energy efficient properties perform best and this matters most for the
lowest income categories. Exhibit 8 summarises the findings of Exhibits 6 and 7 series.
In France, the highest earners generally have lower delinquencies than the lowest
earners and only for EPC-A do they perform worse than the intermediate earners. This
observation holds as well in the case of the Netherlands. Generally, income appears
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to matter within an EPC category. Within the lower and middle income categories,
the mortgages financing the most efficient properties perform best.

EXIIBIT 8 | COMPARISON OF CUMULATIVE
DELINQUENCIES, 48 MONTHS
AFTER ORIGINATION

FRANCE EPC-A  EPC-BIC  EPC-DIE  EPC-F/G
10k to 40k 159% 192% 2.30%
40k to 80k 110% 0.90% 2% e

80k or more 124% 0.60% 0.69% 0.68%

All Income Categories 121% 1.07%
NETHERLANDS EPC-A  EPC-BIC  EPC-DIE  EPC-FI/G
10k to 40k 0.87% 1.05% 115%

40k to 80K 0.47% 0.55% 0.98%

80k or more 0.46% 0.54% 0.77% 0.50%

All Income Categories 0.48% oso% [LiA | o7z

Source: European DataWarehouse; summary of the results of Exhibits 6 and 7 series

Higher earners spend relatively less on energy and are therefore proportionally less
affected when energy prices increase. In this respect, there is a channel for higher
energy costs to have animpact on loan repayments, depending on borrower income
and property efficiency; public policies helping the poorest households to shoulder
higher energy costs probably also influence our results.™

In France in particular, energy poverty also has a regional bias. Exhibit 9 shows
that there are somewhat more A and B-rated properties in the wealthier parts of
France™ (as measured by GDP per inhabitant), and more of the F and G in the poorest
areas. According to our sample:

- Inthe rather prosperous Rhone départment (the small region whose capital is
Lyon), 32% of the properties are rated A or B vs. 6% F and G rated.

- In contrast, in the comparatively poor Creuse area (whose capital is Guéret),
16% of the properties are rated A or B vs. 22% F and G rated.

The notable exception is Paris (an outlier - not represented on the charts). EPC-A
in Paris, France’s richest area, represent 19% and EPC F/G 14%. The fact that A
and B-rated properties are rather more common in the more dynamic regions can
be because this is where more new properties are both needed and built. Loans
originated in more dynamic regions also tend to default less.

Untilrecently, energy performance ratings were not considered credit-relevant by lenders. We
understand that this is changing, as constraints are increasing on the owners of inefficient
properties. For instance, Woonnu, a Dutch mortgage provider, uses the energy efficiency
of the financed property along with the LTV to determine the interest rate of the loans it
offers to its clients.” The implementation of constraints on energy-inefficient properties
as mentioned for France earlier is particularly relevant for buy-to-let properties. Being
unable tolet the property deprives the owner of rental income and forces the financing of
arenovation of the property (or the sale of the property). The recently observed volatility
of energy prices and the foreseeable increases in energy prices” will further hit the poorest
households most, particularly if they live in energy inefficient buildings.

IS ENERGY EFFICIENCY CREDIT RELEVANT?

EXHIBIT 9 | THE PROPORTION OF ENERGY-
EFFICIENT PROPERTIES TENDS
TO CORRELATE WITH GDP

% EPC A vs GDP per Inhabitant by Departement (France)
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Beyond vulnerability to transition risk, EPC ratings convey other credit relevant information.
For instance, EPG-A properties were all either recently built or renovated and thus have
characteristics of the “newly built” market. They are in good condition and have higher
resale values (a credit positive). Crucially, such properties are less likely to need unexpected
expensive repairs, because the property is in better condition or still under warranty (a
credit positive). In contrast, EPGF/G properties were built before the enactment of energy-
efficiency regulations. This category includes prestigious Parisian flats (a credit-positive
characteristic) as well as derelict houses in scarcely populated areas (credit-negative). These
older buildings were not designed to withstand the physical effects of climate change
such as drought-induced subsidence™ and were sometimes builtin places where building
permission would no longer be granted. The EPC rating thus not only reflects transition
risk but also to some extent the physical risk from climate change. Over time, this will be
even more credit negative. These properties are therefore more likely to need unexpected
and expensive repairs, typically financed by consumer loans. These extra repayments, on
top of the debt servicing, can instantly and significantly deteriorate a borrower’s debt
servicing ratio (a credit negative). Last, an ever-increasing supply of energy-efficient
properties will make the others relatively less appealing, and ultimately worthless unless
they can be renovated (another credit negative).

In theory, a renovation can be credit-positive for a property, in practice, not every
property is worth renovating. If the property is poorly located and in bad condition,
it is conceivable that the cost of the renovation may exceed the added value to the
property. Adding the cost of a renovation to a property immediately deteriorates
the LTV (a credit negative). This effect is even more acute if the increase in property

" See for instance Enerqy Allowance in the Netherlands

1 We mean “département”.

16 See https://adviseurs.woonnu.nl/over-ons/actuele-rentestanden/; Woonnu is a bank operating in the
Netherlands and is a subsidiary of Nationale-Nederlanden Bank N.V.
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7 Which includes a substantial tax or” carbon price “component

¢ See forinstance "A crack in the wall of your home [..]" (SwissRe — an Insurer) and also “Most buildings
were designed for an earlier climate” (World Economic Forum)



https://www.government.nl/topics/energy-crisis/how-do-i-apply-for-the-energy-allowance-in-nl#anker-4-energy-allowance-in-2023
 https://www.energy-efficient-mortgage-label.org/hdt 
 https://www.energy-efficient-mortgage-label.org/hdt 
https://adviseurs.woonnu.nl/over-ons/actuele-rentestanden/
https://www.swissre.com/risk-knowledge/mitigating-climate-risk/crack-in-the-wall-of-your-home.html
https://www.weforum.org/agenda/2021/07/buildings-design-climate-change-global-warming/
https://www.weforum.org/agenda/2021/07/buildings-design-climate-change-global-warming/

IS ENERGY EFFICIENCY CREDIT RELEVANT?

value is less than the cost of the renovation. For instance, if a borrower borrows
EUR 80,000 to purchase a property worth EUR 100,000, the OLTV is 80%. If the
borrower borrows an extra EUR 30,000 to renovate the property, the new LTV can
be 85%, assuming the property value increases by the amount of the renovation (if
it is worth EUR 130,000). For the LTV to remain stable at 80%, the upgrade should
increase the property value by more than the cost of the renovation. In this case,
to EUR137,500 instead.

The overall effect on the debt servicing ratio depends on whether the lower energy costs exceed
the renovation loan instalments. This is more likely to be the case if a renovation can be
financed asamortgage “top up” (i.e. a new loan part) characterised by alow interest rate
and to be repaid over a long period (as in the Netherlands); conversely, this is less likely if
the renovation must be financed with a consumer loan with a higher interest rate and to
be repaid over a shorter period with higher instalments.”

The EBPD is aware of the difficulties of vulnerable households (mentioned 24 times in the
EBPD),® which are the ones for which financing and implementing a renovation is the
most difficult, but which stand to benefit the most from such renovations. Renovation
mortgages and “pay as you save” schemes could be the answer and be more palatable
than more constraining policies such as letting bans, which France’s Rassemblement
National has promised to abolish should it come to power.

7|

This study is based on a sample of French and Dutch securitised mortgages for
which EPC ratings are available, which may not be fully representative of the
broader mortgage universes of these two countries. The French sample includes
ca. 140,000 loans worth EUR 20 billion at origination whereas the Dutch sample
includes ca. 120,000 loans and loan parts worth EUR 15 billion at origination.

Exhibits 1, 6 and 7 series show cumulative delinquency or default amounts as
% of the original loan amounts, up to 48 months after loan origination. We flag
the loans the first time they become one month in arrears or when they become
defaulted, considering their outstanding amount at that point.

We selected a sample of loans originated from 2016 to 2019 for which sufficient
data was available. Each index line is therefore made of loans originated within
this period and for which there is historical data for 48 months. A loan originated
in December 2019 will therefore be at point 48 in December 2023, where our
data sample stops; it will therefore reflect the impact of COVID and the energy
price increases following the invasion of Ukraine. In contrast, a loan originated
in January 2016 will have the last data point as of January 2020, before these
events occurred. The indices are therefore a weighted average of loans from
several vintages that have endured various stresses at various times.

Please note also that these results may be affected by the specific character-
istics of the securitisations the data was sourced from; origination criteria,
loan management and reporting may also play a role in explaining the actual
performance and credit metrics observed.

" For the sake of comparison, a 25-year EUR 100,000 mortgage at 3.5% costs a monthly EUR 500, less
than a consumer loan at 7.5% over 7 years to finance a EUR35,000 renovation. If these EUR 35,000
were financed asaloan partat 3.5% over 25 years also, the cost of the renovation drops to a monthly
EUR175; it is not unrealistic to think that it could be paid for with the energy savings, particularly if
energy prices are set to increase.

? Definedas“[...] households in energy poverty or households, including lower middle-income households,
which are particularly exposed to high energy costs and that lack the means to renovate the building
that they occupy;” (EBPD p17)
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2024 EUROPEAN HOUSING AND
MORTGAGE OUTLOOK UPDATE

2022% European Housing and Mortgage
Outlook Update: Modest Home Price Growth
in Most Countries Amid Supply Constraints and

Economic Resilience

by Alla Sirotic, Sarah Repucci and Davide Dessi, Fitch Ratings

Modest home price growth and mild increases in arrears will continue through
2024 for almost all of the seven European countries covered in Fitch Rating’s
2024 Global Housing and Mortgage Outlook. Housing supply that is insufficient
to meet demand continues to be the defining feature of housing markets in these
countries, particularly in urban centers and tourist areas, driving price growth.
Franceis an outlierin this group, as we forecast home price decreases to last until
2025. Our home price forecasts remain unchanged from the publication of our
Global Housing and Mortgage Outlook at YE23, with the exception of Spain and
the Netherlands, where we have revised our price forecasts up.

Resilient labor markets, wage growth and stabilizing mortgage rates in the
Eurozone and UK have supported housing demand and loan performance,
keeping arrears low despite mortgage payments that have grown as a percentage
of household income. For the eurozone, we anticipate that the overall economic
environment will continue to support mortgage performance. We raised our

eurozone growth forecastin June for 2024 by 0.2 pp to 0.8%, and unemployment
has continued to fall. We expect further ECB rate cuts, with policy rates ending
the year at 3.25% and headline inflation down to 2.4% from 2.9% at the end
of 2023.

We are forecasting a modest rise in mortgage arrears in most countries in 2024,
with stability or a slight decline in 2025. However, in the UK, we anticipate
a peak in arrears in 2025. While arrears may slightly rise in countries where
floating-rate or short-term fixed-rate mortgages are prevalent, generally
disciplined underwriting practices, a supportive macroeconomic environment
and home price appreciation will prevent significant spikes. Stretched real
incomes and greater indebtedness due to inflation and higher borrowing rates
will put pressure on weaker borrowers and lead to worse loan performance in
this segment. Borrower equity that has been building and lenders’ willingness
to offer modifications or forbearance will keep defaults low in all countries.

EXIHIBIT 1 | CURRENT FORECAST RANGES: HOUSE PRICES, MORTGAGE RATES AND ARREARS

HOUSE PRICES ARREARS © MORTGAGE RATES ®

COUNTRY 2023-12 202412 2025-12 2023-12 2024-12 2025-12 2023-12 202412 2025-12
Denmark 3.5% 1% to 3% 2% to 4% 0.15% 0.2% 0.15% 5.0% 4.5% to 5.5% 3.5% to 4%
France -3.6% -4% to -2% -2% to 0% 1% 1.0% to 1.2% 1.0% to 1.3% 4.2% 3.5% to 4% 3.5% to 4%
Germany -1.7% 1% to 3% 2% to 4% 0.42% 0.5% 0.4% 3.65% 375% 3.5%
Italy 1.8% 0% to 2% 0.5% to 2.5% 0.22% 0% to 0.5% 0% to 0.5% 4.5% 4% 3.5%
Netherlands 2% 8% to 10% 6% to 8% 0.05% 0.1% to 0.15% 0.1% to 0.15% 413% 3.75% to 4.25% 3.5% to 4%
Spain 3% 3% to 5% 3% to 5% 2.6% 3% t0 3.5% 3% to 3.5% 3.8% 3.75% to 4.25% 3.5% to 4%
United Kingdom -2% 1% to 1% 2% to 4% 0.9% 1.25% 1.4% 47% 4.5% 4.25%
Legend

a. France, Spain, UK: Market-wide 90+d. Germany, Netherlands: Fitch-rated RMBS 3+m in
arrears excluding default. Italy: NPL/exposures plus bad debts. Denmark: 3.5m+ arrears.

b. Reference rates: UK: Five-year & 75% LTV. Germany: 10-year fixed term. Netherlands: 10-
year & 90% LTV. Denmark: Long mortgage bonds rate.
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Spain: Mortgages linked to 12M Euribor. Other countries' rates on new mortgages: weighted
average of all tenors, rates and LTVs.

Note: Grey shading indicates change in the forecasts from December 2023.

Source: Fitch Ratings
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EXHIBIT 2 | LATE-STAGE MORTGAGE ARREARS
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Our arrears forecasts apply to all mortgage loans, although non-prime loans
only comprise a small portion of the market. The exceptions are Germany
and the Netherlands, where forecasts only address the performance of prime
mortgage loans. Higher than anticipated unemployment, more conservative
monetary policies, and government policy risks due to regime changes present
downside risks to demand and our arrears forecasts.

We have increased our home price growth forecast for Spain to 3%-5% in
both 2024 and 2025 from our December projections of 0%-2% in 2024 and
2%-4% in 2025, driven by demand outweighing limited housing supply and
household formation that outpaces new construction. We have also revised
Spain’s mortgage rate forecast down slightly to 3.75%-4.25% in 2024 and 3.5%-
4.0%in 2025 due to the ECB's recent 25bps rate cut and expected further rate
cuts through 2026. We have slightly increased our arrears forecast for Spain

== France

=
5% — — — — — — - w\——ﬂ " .1. .: ”1' .: ,,,,,,,,

0% — — — = — = = = - - & o — - oo oo oo

=== Germany Netherlands UK
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t0 3.0%-3.5%, reflecting the strain on a considerable segment of vulnerable
borrowers from increased monthly payments and depleted savings.

We also revised up our 2024 home price growth forecast for the Netherlands to
8%-10% from 3%-5%, following growth of nearly 5% over the first five months
of 2024, spurred by wage growth outpacing inflation, mortgage rates stabilizing
below recent highs, and a persistent housing supply shortage. In April 2024, the
house price index number surpassed the previous peak in July 2022. Our mortgage
rate projections have risen to 3.75%-4.25% for 2024 and 3.5%-4.0% for 2025
as rate reductions for longer term fixed-rate mortgages have been slower than
anticipated. We expect arrears to remain close to the currently low levels as the
labor market remains strong. The origination of floating-rate loans has been
well below 10% in recent years, and interest rate resets will be gradual for the
majority of mortgage holders, who have long-fixed rate periods of at least 10 years.

EMF HYPOSTAT 2024



2024 EUROPEAN HOUSING AND MORTGAGE OUTLOOK UPDATE

EXIIBIT % | MORTGAGE RATES AND MID-POINTS OF FORECAST RANGES
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We are forecasting German home price increases of 1%-3% in 2024 and 2%-4%
in 2025 given tight supply. We expect mortgage delinquency rates to increase
slightly to 0.5% in 2024 from 0.4% in 2023 before reverting to slightly lower
levels in 2025. Low unemployment and positive real wage growth support
mortgage performance.

Italy home prices will see modest growth of up to 2% in 2024 and 0.5%-2.5%
in 2025 amid scarce supply, tapering inflation and decreasing mortgage rates
driving increased housing demand. Italy’s housing market has seen controlled
and sustainable growth in house prices, which has meant that prospective
home buyers have not faced the same affordability pressures relative to other
European countries. Arrears are contained by stringent lending criteria, the
prevalence of fixed rate loans, and the availability of forbearance measures
for distressed borrowers. We expect mortgage arrears to remain low with
further ECB rate reductions.

We are forecasting nominal home price growth of 1-3% in 2024 and 2-4% in
2025 for Denmark as housing supply continues to lag demand. Higher nominal
disposable income and lower inflation will help affordability and housing
demand. Long-term fixed mortgage rates will remain high at 4.5%-5.5% in
2024 and decline by roughly Tpp in 2025. About a quarter of borrowers will
see their mortgage rates reset in 2024 and 2025, and we expect mortgage
arrears to increase marginally to 0.2% in 2024 from 0.17% in 2023, held in
check by the country’s very strong aggregate household balance sheet and
high domestic savings.

France is the exception to positive eurozone home price trends and our forecasts,
with home prices down 2.1% through Q1 2024. We are forecasting home price
declines in 2024 of -4% to -2% in 2024 and -2% to 0% in 2025, due to a drop
in sales and low demand caused by poor affordability and strict underwriting
limits. The recent ECB rate cut and slowing inflation could improve demand and
curb house price declines. Arrears levels are within the historical range, and we
expect a mild increase to 1%-1.2% in 2024, with loan performance supported
by tight underwriting and stable unemployment dynamics.

We are projecting home prices to be flat in the UK in 2024 relative to 2023,
influenced by sharp mortgage rate increases in 2022-2023 and supply shortages.
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= France

dec 22 dec 23 dec 24 dec 25

Germany Italy Spain Netherlands UK

The UK market, dominated by short-term fixed rates, will see a significant
number of borrowers experiencing an interest rate shock in the next two
years, potentially leading to some growth in arrears as households transition
to higher costs. We expect arrears to increase to 1.25% in 2024 and again to
1.4% in 2025, versus 1.0% at end 2023. Proactive forbearance activities by
servicers have kept some horrowers current who might have otherwise fallen
behind on payments.

Affordability remains a challenge for prospective homebuyers. Rents, which
are high across most of Europe, especially in larger cities, limit the ability to
save fora down payment. Government policies, such as purchaser subsidies or
programs to support first-time buyers, help improve affordability and demand.
Variable-rate and short-term fixed-rate products have increased in popularity
in some European countries in the high-rate environment.

For more information on our housing research,
please visit the following:

https://www.fitchratings.com/research/structured-finance/2024-global-
housing-mortgage-outlook-mid-year-update-25-06-2024

https://www.fitchratings.com/research/structured-finance/global-housing-
mortgage-outlook-2024-11-12-2023

www.fitchratings.com/structured-finance/covered-bonds

www.fitchratings.com/structured-finance/rmbs



https://www.fitchratings.com/research/structured-finance/2024-global-housing-mortgage-outlook-mid-year-update-25-06-2024

https://www.fitchratings.com/research/structured-finance/2024-global-housing-mortgage-outlook-mid-year-update-25-06-2024
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Moody’s Considers that CRE Refinancing Risks
will Crystalize over the Next Two Years

as Peak-Cycle Loans Mature

By Alexander Zeidler, Moody’s Ratings

Commercial real estate (CRE) debt refinancing risks in Europe will
be high over the next two years as loans originated at the peak of
the property cycle mature. The exposure to elevated CRE refinancing
risks will vary across different sectors.

—> CRE refinancing risks will be high for the next two years.
The CRE debt market in Europe is anticipated to increasingly bifurcate over
the next two years, in the sense that borrowers with strong-credit-quality
loans will likely be able to refinance debt and avoid losses, while those with
weak-credit-quality loans will likely fail to roll over debt and crystallize
losses. Loans originated in 2021 and 2022 at the peak in the CRE property
cycle present the most risk.

—> Non-bank lenders are more likely to incur CRE losses than banks.
Non-bank lenders have been highly active in the CRE market in Europe
over the last five years, particularly in 2021 and 2022. Moreover, non-bank
lenders have provided a much larger share of mezzanine financing for CRE
than banks. Moody’s therefore expects that a larger share of CRE losses will
crystallize in the lending books of non-bank lenders than banks.

—> Covered bonds are well placed to face CRE refinancing risks.
The credit quality of European covered bonds with exposure to CRE loans
is expected to prove robust as refinancing risks materialise over the next
two years. Covered bonds do not have a very high overall exposure to CRE

loans originated at the peak of the property cycle, though there are a few
covered bonds that do. Also, when loans backing covered bonds default,
issuing banks typically replace them with performing assets. Another risk
for covered bonds is the potential for problems in the CRE sector to weaken
issuers' credit strength.

CRE debt refinancing risks in Europe will be high over the next two years as
loans originated at the peak of the property cycle mature, crystallizing losses
for borrowers who cannot roll over debt. We expect the CRE debt market will
increasingly bifurcate between now and 2026, in the sense that borrowers
with strong-credit-quality loans will likely be able to refinance debt (through
banks or alternative lenders or both) and avoid losses, while those with
weak-credit-quality loans will likely fail to roll over debt and subsequently
crystallize losses over the loan workout period.

Loans originated in 2021 and 2022 at the peak in the CRE property cycle in
most Western-European markets present the most risk. At the cycle peak, CRE
market yields were very compressed compared with long-term averages and
risk premiums declined compared with government bond yields (Exhibit 1),
reflecting elevated prices and high risk-taking by lenders.

The debt funding gap for CRE loans originated from 2019 to 2022 and likely
to mature from 2024 to 2027 is 28% according to (BRE, with the largest gap

EXIIIBIT I | CREMARKET YIELDS AND RISK PREMIUMS WERE TIGHT IN 2021 AND 2022

European CRE and government bond yields

~
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o= CRE market yield Government bond yield &> Tight CRE risk premium

------ Long-term average CRE market yield CRE risk premium CRE cycle peak

Simple average for twelve Western-European markets (Austria, Denmark, France, Germany, Greece, Italy, Netherlands, Norway, Portugal, Spain, Sweden, UK). Calculations as of the first quarter of 2024.

Sources: Cushman & Wakefield yield data, FactSet and Moody's Ratings
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EXHIBIT 2| DEFAULT RISK IS HIGHEST FOR CRE LOANS ORIGINATED DURING PROPERTY CYCLE PEAK IN 2021 AND 2022
LTV ratios and default risk assumptions for CRE loans
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The lending policy LTV reflects issuer's general lending standards, while the observed origination LTV reflects issuer's typical actual lending based on market pressures and risk appetite. Moody's LTV is
the LTV ratio we use to determine the risk of default. The default risk is our typical default assumption at loan origination for senior loans secured over average-quality properties in Western-European (RE
markets. We use the default risk assumption as a starting point in our analysis of CRE covered bonds.

Sources: Moody's Ratings

in 2026 if values and interest rates remain at current levels. The debt funding
gap estimates the amount of CRE loans that would fail to refinance on current
capital values and borrowing rates given banks' LTV and interest coverage ratio

NON-BANK LENDERS ARE MORE LIKELY TO
INCUR CRE LOSSES THAN BANKS

underwriting constraints." Non-bank lenders in Europe are more likely to incur losses as a result of failed CRE
refinancings than banks. Non-bank lenders have been highly active in the CRE market
As Exhibit 2 shows, the risk of default is significantly higher for loans originated in Europe over the last five years, particularly at the peak of the property cycle in 2021
atthe property cycle peak than at other times. For example, we think the risk 3142022 Moreover, non-bank lenders have provided a much larger share of total
of default s 30%-40% for senior CRE loans originated by banks at the peak of  1az7anine financing for CRE than banks. We therefore expect that a larger share
the cycle. In contrast, the default risk s assessed at around 5%-10% for loans £ (RE Josses will crystallize in the lending books of non-bank lenders than banks.
originated in 2024 now that banks have tightened their underwriting policies and
property values have corrected. The typical LTV ratio for senior loans originated  a¢ the peak of the property cycle, non-bank lenders provided CRE financing
in 2021 and 2022 was 65%. But given inflated property values, we view these 4t | Ty ratios up to 80%. CRE property values in Europe have declined about
loans as 80%-90% LTV loans, which is why we assume a high default risk. 20%-30% since the peak, which means non-bank lenders will likely incur losses
if borrowers fail to refinance CRE loans at maturity.

In contrast, banks were typically most competitive in the senior financing space up to
509% LTV during the CRE property cycle peak. This means that despite property value

EXIIIBIT 3 | BANK LTV RATIOS FOR CRE LOANS REMAIN LOW DESPITE SIGNIFICANT PROPERTY VALUE DECLINES

CRE exposure and reported average LTV ratios for selected German banks

SHARE SHARE OF
CRE EUROPE SHARE EXPOSURES

DATA EXPOSURES SHARE (EXCL. NORTH SHARE AVERAGE WITH LTV CRE

AS OF (€BN) GERMANY GERMANY) AMERICA OTHERS LTV <60% NPE %
DZ HYP Dec-23 46.6 96% 4% 0% 0% 11%
Deutsche o o o o o o
Pfandbriefbank Mar-24 329 43% 33% 16% 8% 54% 5.0%
Berlin Hyp Dec-23 28.7 69% 31% 0% 0% 56% 1.7%
Landesbke Dec-23 430 40% 34% 26% 0% 59% 6.7%
Hessen-Thiiringen
Aareal Bank Mar-24 31.8 7% 61% 27% 5% 56% 3.5%

Exhibit shows German banks with large CRE exposures that use CRE covered bonds for market funding. LTV ratios are based on the latest CRE market values and only reflect performing loans in the case of
Aareal Bank and Deutsche Pfandbriefbank. Exposure shares < 60% are on a whole loan basis and are not layered. Empty cells means data is not publicly available.

Sources: Companies and Moody's Ratings calculations

' The debt funding gap estimate is based on €640 billion of loans originated between 2019 and 2022 in six Western-European markets (France, Germany, Netherlands, Spain, Sweden and the UK).
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declines, average LTV ratios in banks' CRE loan books remain moderate. Moderate
LTV ratios should shield banks from severe CRE credit losses, unlike what occurred
during the 2008 financial crisis. Exhibit 3 shows the average reported LTV ratio (on
amarket value basis) and the share of nonperforming CRE loans for German banks
with large CRE lending businesses, including in international markets for some banks.

We expect the credit quality of European covered bonds with exposure to CRE loans
will prove robust as refinancing risks materialise over the next two years. Covered
bonds do not have a very high overall exposure to CRE loans originated at the peak
of the property cycle, which will mitigate risks for the sector. Around 73% of the
pool of loans backing covered bonds (cover pool loans) were originated well before
the CRE cycle peak. This means that a large share of cover pool loans has benefited
from the buildup of equity prior to the current market downturn (Exhibit 4). Banks
that issue covered bonds were not as active as other lenders like private credit
providers at the peak of the CRE property cycle. However, there are a few outliers

EXHIBIT % |
COVERED BONDS DO NOT HAVE HIGH OVERALL
EXPOSURE TO THE CRE CYCLE PEAK

% of total cover pool loans by origination year (volume basis)
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Simple average of annual loan origination volume as % of total CRE cover pool outstanding across the
16 largest CRE (B programmes.

Sources: Moody's Ratings

that do have a large exposure to CRE loans originated at the cycle peak. As Exhibit 5
shows, one covered bond programme has 27% exposure to CRE loans originated in
2021, much higher than the 12% average across all CRE covered bond programmes.
Additionally, cover pool CRE loans are typically to borrowers that have the ability
to inject cash to achieve refinancing. Borrowers with sufficient equity in the
property, as well as those with personal recourse loans and those who occupy
the property for their own business purposes, are more likely to continue to
support their CRE loans and avoid default.

Furthermore, when cover pool loans default, issuing banks typically replace
them with performing assets to the extent it is necessary to maintain asset
coverage tests and over-collateralisation (0C) requirements. This, plus the
maximum 60% LTV ratio limit for loan parts securing covered bonds, supports
the quality of assets backing covered bonds.

This publication does not announce a credit rating action. For any credit ratings
referenced in this publication, please see the issuer/deal page on https://ratings.
moodys.com for the most updated credit rating action information and rating history.

EXHIBIT 5 |
A FEW OUTLIERS HAVE ELEVATED EXPOSURES TO THE
CRE CYCLE PEAK

% of total cover pool loans by origination year (volume basis)
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the 16 largest CRE covered bond programmes.

Sources: Moody's Ratings

EMF HYPOSTAT 2022


https://ratings.moodys.com/ratings-news
https://ratings.moodys.com/ratings-news

_
\

COVERED BONDS AND CAPITAL
MARKETS DEVELOPMENT

Covered Bonds and Capital Markets

Development

by Antonio Farina and Marta Escutia, S&P Global Ratings

Capital markets remain underdeveloped in most emerging economies. Excluding
China, only 5% of global fixed income securities outstanding are issued in
emerging markets. This lack of development deprives these countries from
a powerful economic growth engine and a source of financial stabilization.
Moreover, deeper financial markets could help mobilize private capital towards
key sectors facing huge funding gaps, such as infrastructure, climate action
financing, and housing.

Covered bonds are a very important housing finance funding source in Europe
and are playing an increasingly relevant role in several advanced non-European
economies. This report analyzes the role that covered bonds can play in the
development of capital markets in emerging economies.

Reviewing the theoretical and empirical research, the World Bank (2019) finds
three preconditions for capital markets to develop: a stable macroeconomic
environment, a certain level of development of the financial sector, and a
robust legal and institutional environment.

The macroeconomic context strongly influences capital market size and struc-
ture. The level and change of gross domestic product matter because they
determine the supply of funds (private savings) and the demand for funds
(private investment). Macroeconomic stability provides the foundations for
investors to invest long term. And fiscal policies, in particular budget imbalances,
are relevant because they create a sovereign debt market and a yield curve
against which to value corporate bonds. At the same time, excessive govern-
ment bond issuance may crowd out private sector issuance, and unmanageable
fiscal borrowing may cause more macroeconomic instability.

Capital markets development is also connected with overall deeper financial
markets. A deep and solid banking industry supports capital markets because
financial intermediation usually starts through deposits and loan contracts, and
because investors tend to consider a long and good banking system track record
a prerequisite to purchasing issuer securities. Institutional investors create the
necessary demand for private and public sector securities — the presence and
size of a private pension system for example is strongly correlated with capital
markets development. And financial openness, including securities market liber-
alization, can help market development, especially if foreign capital is pulled into
domestic markets, a process that might also lower capital and transaction costs.

Finally, legal protection against fraudulent borrowers is required for inves-
tor participation in financial markets, and the country’s overall institutional
foundations — as measured by indicators of rule of law, control of corruption,
and political risk — are also relevant.
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While each country is different and the pace of capital markets development
varies considerably, it seems in most cases to follow a general pattern with
distinct stages. [FC (2020) identifies an embryonic phase, in which the govern-
ment is predominant, a mature phase, in which the capital market starts to
serve the private sector, and a set of additional factors that help the market
deepen further and broaden its reach.

In the early phase, the government is usually the predominant — and in some
cases the only — issuer of debt in the market. The issuance is typically in domestic
currency, with minimal secondary trading and other financial instruments.
The investor basis is predominantly domestic and dominated by banks.

In a more mature phase domestic companies start tapping the capital markets
more frequently, issuing equity and/or fixed income instruments. During this
phase domestic non-bank institutional investors emerge, such as insurance
companies and pension funds, and retail investors start to participate, either
directly or indirectly through mutual funds. Overall, a capital market in this
development phase may not yet play an important role in savings allocation,
but it has started serving the private sector and has acquired a degree of
breadth and sophistication that distinguishes it from markets in the early phase.

Several additional drivers can help the market deepen further and broaden its
reach. The role of domestic banks, crucial in the early phase, becomes more
ambiguous as the market develops. Domestic companies for example may have
limited appetite to issue debt when credit needs are covered by banks, and it
is consequently important for requlators to clearly define the rules and func-
tions of different financial sector players, reinforcing them through adequate
requlation. Corporate attitudes toward transparency, governance, and control
also heavily influence the further development of the capital market, as well as
efficient market functioning. Liquidity helps markets become a significant source
of capital or funding for the private sector and is also a major consideration for
foreign investor entry. Finally, efficient market functioning seems necessary
for the emergence of more sophisticated financial products such as hedging
instruments and derivatives — particularly important for foreign investors.

Banks find covered bonds attractive when their mortgage book is growing, and
alternative funding options are limited. Housing finance usually emerges as a
retail activity. In the primary mortgage market, deposit-taking institutions, such
as banks, can fund mortgages through deposits. Factors such as demographics,
the rate of household formation, income levels, affordability, and the ease of
purchasing and registering property drive owner-occupied home demand,
which in turn determines housing finance demand. Supply requires that certain
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fundamental building blocks be in place. These include a trusted property
rights and property registration system, a legal and regulatory framework
to facilitate the functioning of housing finance systems and the enforcement
of mortgage laws, availability of credit and housing market information, and
willingness by lenders to serve creditworthy low-income households or make
small loans. Many factors associated with well-functioning housing finance
systems are those that stimulate long-term finance.

In countries with a well-functioning primary market, an important additional
funding source for the housing finance system can be the secondary mortgage
market. Accessing capital markets to mobilize funds can lower funding costs
and improve lenders’ ability to manage financial risks imbedded in long-term
mortgage lending. Covered bonds, mortgage securitization, or mortgage liquid-
ity facilities are examples of the use of capital markets for mortgage funding.
The adoption of one or more of them depends on primary market lenders’
needs, the current development of the local accounting and legal systems, the
characteristics of local housing and bond markets, as well as investor appetite.

According to the European Covered Bond Council, outstanding covered bonds
reached €3.3 trillion at the end of 2023. Issuers and regulators in emerging
markets are keen to attract part of this capital, still largely deployed by European
investors. But they also need to hold realistic expectations. Two main factors
could limit access to these foreign investors: the size of the potential market
and investors’ risk appetite.

World Bank (2020) shows that the size of the economy is a key determinant of
capital market potential, because capital markets require a certain number of
issuers, investors and transactions to achieve the economy of scale that not
only permits their efficient function but also sustains the capital markets’
infrastructure. Similarly, covered bonds tend to be more developed where
mortgage financing demand and potential for sustained issuance is higher.

Also, investors like the level of protection that comes from having dual recourse
to both a supervised credit institution and a cover pool of safe financial assets,
usually prime mortgage loans. Covered bonds generally have higher and more
stable ratings than the issuing banks, with no known examples of defaulting
over their long history. Most covered bonds outside Europe still come from
financial institutions located in countries with high sovereign ratings, such
as Canada, Australia, or Singapore. Issuers in lower rated countries may find
it more challenging to attract traditional investors. Moreover, a significant
part of mortgage origination in certain emerging markets is from non-banks
(mortgage companies, cooperatives, provident funds), which are subject to a
different level of supervision and often lack a rating. Finally, their underwriting
criteria may differ from those in more advanced markets, for example they may
grant loans to borrowers working in the informal sector.

Does this mean that covered bonds can be successful only in more advanced
markets, able to attract foreign investors looking for higher ratings and more
standard issuers and assets? Not necessarily.

While still small compared to the overall size of the market, domestic local cur-
rency covered bond issuance is growing. In Central and Eastern Europe for example
issuance is predominantly domestic, and Brazilian covered bonds have so far

,ﬂ

targeted only local investors. We believe that domestic covered bonds can further
expand in emerging economies, supporting local capital markets development.

Successful countries will need to meet both the general preconditions for
developing capital markets (macroeconomic stability, a certain financial sec-
tor depth, and a robust legal and institutional environment) and the specific
preconditions for covered bond issuance (a well-functioning primary market
and originators that need to expand and diversify their funding sources).

The overall size of the economy necessary to establish a domestic covered bond
market is probably smaller than the size necessary for issuance in international
capital markets. The existence of a sufficiently large domestic institutional
investor base, such as pension funds but also insurance companies and mutual
funds, will be key for developing a local market.

While domestic markets may notimmediately attract the interest of traditional
foreign covered bond investors, they are probably better at meeting the funding
needs of emerging economies, especially where there is a material presence of
non-bank originators and non-standard assets, such as mortgages granted to
the informal sector or subsidized loans. And they may be used to fund assets
outside the housing sector, such as SME loans. Moreover, the introduction of
covered bonds may further develop the local capital market.

IFC(2020) shows that the process of capital market deepening is not necessarily
continuous and self-sustaining. Even after the market appears well-established,
continued deepening is not guaranteed, and markets can reach a stable, but
suboptimal, equilibrium. Successful covered bond issuance can facilitate the
conditions to deepen further domestic capital markets.

Astrong track record of local covered bonds can help attract the foreign inves-
tor interest. Covered bonds’ additional level of protection and higher ratings
make them an attractive option to pull foreign capital into domestic markets.
The participation of foreign investors can deepen and diversify the capital
available to finance domestic investment, as well as lengthen maturities and
increase competition. Moreover, it can spur improvements in transparency,
governance and supervision, as local issuers and regulators adopt international
best practices, such as using the European Covered Bond Council’s Harmonized
Transparency Template for their information reporting.

Finally, covered bond issuance can also support the emergence of more
sophisticated financial products such as hedging instruments and derivatives-
-particularly important for foreign investors.

IFC(2020). Creating Domestic Capital Markets in Developing Countries: Perspectives
from Market Participants

IFC (2021). Creating Housing Markets in Emerging Market Economies
World Bank (2020). Capital Markets Development. A Primer for Policymakers
World Bank (2019). Capital Markets Development. Causes, effects, and sequencing

For further information on our covered bond research, please visit
www.spglobal.com/ratings/en/sector/structured-finance/covered-bonds
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A SUSTAINABLE HOUSING
MARKET

A Sustainable Housing Market:
Towards a New Ecosystem supporting

the Transition Economy

By EMF-ECBC Secretariat

Ongoing current geopolitical challenges, resulting energy security concerns
and climate change are making it increasingly necessary to radically rethink
the regulatory framework and market best practices of the European housing
finance sector. The pressure to accelerate the pace and scale of coordination of
national and European policies is real and ever-increasing and has had — and
continues to have — a profound impact on political and legislative debates
around key files, including the EU Taxonomy, the Energy Performance of
Buildings Directive (EPBD), the implementation of the final Basel Il reforms
and, more generally, all issues related to digitalisation and sustainability.

The housing and housing finance sectors are key to the development of a clear
market roadmap that will enable the European Union (EU) to achieve its goal
of reducing greenhouse gas emissions. Indeed, housing is a strategic sector
not only because homes are the main place where people spend their lives
and, increasingly, work, but also because buildings account for 40% of (0,
emissions in continental Europe.

The scale of the investment needed to improve the energy performance of more
than 220 million homes to meet the EU’s energy saving targets isimmense and
cannot be achieved by the public sector alone. The private finance sector in the
EU has a central role to play in the transition to a more sustainable economy,
reducing energy poverty for households, especially those that struggle to
meet the transition challenges, safequarding consumers’ wealth in terms of
disposable income and asset value, and supporting economic growth and job
creation. In this context, it is of strategic importance to align the interests of
lenders, investors, SMEs, utilities and, above all, consumers in multi-service
platforms at European level. If we are to reach our 2030 targets, almost
500,000 homes in Europe must be renovated each week.

The real breakthrough of a net-zero Europe will come from the large-scale
use of green mortgages. Today, the mortgage market is equivalent to around
46% of the EU’s GDP. Stimulating the development and offering of green
mortgages is crucial to achieving a climate neutral economy, as highlighted by
the Energy Efficient Mortgages Initiative (EEMI)', which seeks to introduce an
integrated greener, sustainability-focused approach to purchasing, renovating
and living in homes.

At the heart of the EEMI are efforts to boost and support consumer demand for
building energy renovation by way of an energy efficient mortgage “ecosystem”.
Bringing together a wide range of relevant market players, including lend-
ers, investors, SMEs and utilities, the EEMI is aligning strategies and actions
through a new, innovative market mechanism focused on a green “fulcrum”
of products, services and data.
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Based on consumer research, market research and value chain analysis conducted
over a number of years, the EEMI has boiled the findings down into core elements
which are being brought together in an EEMI “ecosystem”. The EEMI Ecosystem
is intended to guide consumers towards financial and technical solutions which
support them in the energy renovation of their homes. In essence, by combining
market innovation, digitalisation and green financing instruments across the
whole value chain and seamlessly integrating all market participants into a new
value chain, the EEMI Ecosystem will optimise the end-to-end customer journey
and experience, deploy market interventions and partnerships that support
delivery and maximise benefits for consumers.

Concretely, the EEMI Ecosystem platform is focused on the delivery of a seamless
customer renovation journey by way of a three-pillar structure, comprising:

1. A simulator to support consumers in understanding their energy effi-
ciency renovation needs and guide them through the most cost-efficient
renovation solutions. The simulator also provides an indication of the
potential value increase of the property, energy savings and CO, footprint
reduction after the renovation project, as well potentially eligible public
support mechanisms.

2. Access to financing options by way of the Energy Efficient Mortgage Label
(EEML), which is also intended as a quality and transparency benchmark
targeted at market participants, including consumers, lending institutions,
investors and public authorities. On the Label platform, labelled lending
institutions have the possibility to be directly contacted by potential custom-
ers who can request an indicative financing offer for their renovation project
by submitting the output of the simulation delivered under pillar 1 or other
project quotes. Moreover, on a product feature grid consumers have the pos-
sibility to succinctly assess the key characteristics of each labelled product
and guide themselves towards the most efficient and cost-effective financial
products. All these efforts seek to scale-up the EEMI’s work, demonstrating
the end-to-end customer journey and the EEM life cycle.

3. Adirectory of accredited suppliers, including both a popularand an ESG
rating system, currently under construction via a partner EU-funded Project,
and a “marketplace” where not only consumers and SMEs can interact, but
also all other relevant market participants providing and requiring a service
or product in support of the improvement and financing of the EU’s building
stock. In order to access the marketplace, the SME needs to be able to satisfy
three conditions: (1) provide an ex-ante and ex-post EPC free of charge; (2)
present an ESG score — if a score is not available, our Partner Crif (Synesgy) is
able to provide one to SMEs on their website free of charge; and (3) guarantee
that the works undertaken deliver the projected energy savings.


�https://energyefficientmortgages.eu
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With a view to delivering this “ecosystem”, from October 2024, the EEMI will
embark on a new EU-funded Project alongside a consortium of expert partners
with a view to accelerating the operationalisation of the “ecosystem” with a
focus on the following:

1. De-risking EE investments for financial institutions;

2. Enhancing the articulation of ESG factors in property valuation;
3. Optimising financial operating models with a focus on ESG;

4. Coordinating an integrated renovation supply chain; and

5. Putting consumers at the heart of the transition.

Asindicated above, at the heart of the EEMI Ecosystem lies the Energy Efficient
Mortgage Label (EEML)?, launched in 2021 as a quality benchmark for consum-
ers, lenders and investors to support recognition of and confidence in energy
efficient mortgages. This is achieved through access to relevant, quality and
transparent information for potential borrowers, requlators and other market
participants. In addition, the Label aims to facilitate a process of standardisa-
tion to secure and enhance overall requlatory recognition of the asset class.

The Label is built around the EEML Convention® and a process of self-certifica-
tion, both of which are overseen by the label governance* structure consisting
of: the Label Committee, the Label Secretariat and the Label Advisory Council.

The EEML has been developed using the Covered Bond Label® as a blue-print,
which is managed by the EMF-ECBC and can look back on a 10-year success

EXIIBIT 1 | GEOGRAPHICAL BREAKDOWN OF EEM
LABEL LENDING INSTITUTIONS

Sources: EEM Label Data

story, a period during which it has established itself as the global reference
point and data collection benchmark for the over EUR 3 tn outstanding covered
bond asset class. The intention is that the EEML emulates this goal in relation
to energy efficient mortgages and in the wider field of financing of energy
efficient renovation, scaling-up volumes and best practices in respect of both
ESG-related retail activities and funding policies.

The initiative comes at a pivotal point in time, where efforts are underway at
EU level to redesign the regulatory and monetary policy framework to address
climate change and transition risks. As of August 2024, 27 pioneering lend-
ing institutions from 11 countries® have adopted the EEML, covering the four
corners of the 0ld Continent, large and small lending institutions, traditional
banks and FinTech platforms.

To be part of the EEML, interested parties need to self-certify that they are a
lending institution with products aligned with the EEML Convention, for which
they need to disclose relevant information using the Harmonised Disclosure
Template (HDTY’, at least on a quarterly basis. A dedicated Harmonised Reporting
Template® has been developed for Retrofitting Loans with which to provide
the relevant disclosure on leases, targeted and non-targeted loans.

The EEM Definition and the Label Convention

The EEM definition was launched in December 2018 and consists of high-level,
principles-based guidelines for the technical assessment and valuation of eli-
gible properties. The definition provides clear eligibility criteria for assets and
projects that can be financed by energy efficient loans, and for the tagging of
existing assets in banks’ portfolios. The EEM definition provides the protocols
to ensure appropriate lending secured against properties that are likely to have
both lower credit risk and support climate change mitigation and adaptation.

In the context of the EEM Label, this definition currently forms the basis of the
Convention and serves as the technical benchmark of the Label:

> Energy Efficient Mortgages (EEMs)® are intended to finance the purchase/con-
struction and/or renovation of both residential (single family & multi-family)
and commercial buildings where there is evidence of: (1) energy performance
which meets or exceeds relevant market best practice standards in line with
current EU legislative requirements and/or (2) an improvement in energy
performance of at least 30%.

> This evidence should be provided by way of a recent EPC rating or score,
complemented by an estimation of the value of the property according to
the standards required under existing EU legislation. It should specifically
detail the existing energy efficiency measures in line with the EEM Valuation
& Energy Efficiency Checklist.

> Lending institutions are committed to providing reqular information enabling
investors to analyse the Energy Efficient Mortgage products, following the
Harmonised Disclosure Template or the Harmonised Reporting Template,
depending on the type of labelled loan.

> https://www.energy-efficient-mortgage-label.org/
* https://w
https://www.energy-efficient-mortgage-label.org/governance/structure

w.energy-efficient-mortgage-label.org/about-us/convention

* https://www.coveredbondlabel.com/

¢ https://www.energy-efficient-mortgage-label.org/issuers/director

https://www.energy-efficient-mortgage-label.org/hdt

& https://www.energy-efficient-mortgage-label.org/hrt

° Footnote to definition: In the context of the EEM Label the term “mortgage” refers to residential and
commercial property loans which fall within the scope of the Capital Requirements Regulation (Regulation
2013/575/EU) and/or Mortgage Credit Directive (Directive 2014/17/EU) or under equivalent legislation
outside of the EEA
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Importantly, the EEM Label Committee is working on the revision of the Definition/
Convention to ensure alignment, as appropriate, with the EU Taxonomy.

Finally, itis worth noting here that in recognition of the availability of differ-
ent types of energy efficient/green financing products, the EEM Label website
also provides the possibility to label unsecured consumer loans for energy
efficient renovation purposes.

Closing the data gap by providing the housing sector with
global ESG data disclosures best practices: The Harmonised
Disclosure Template and Harmonised Reporting Template

THE HARMONISED DISCLOSURE TEMPLATE

With a growing focus on sustainable finance — from regulators, market partici-
pants and investors alike — transparency and disclosure are becoming crucial
drivers in harmonising best practices and in mitigating the “green-washing”
risk in the financial sector, securing investors’ confidence and financial sta-
bility. Considering this, the Harmonised Disclosure Template (HDT) allows for
improved comparability of energy efficiency mortgages. The key is to establish
centralised and up-to-date qualitative and quantitative information, which
will be available for investors, regulators and other market participants.

The objective is to stimulate the creation of a positive incentive sequence across
the mortgage value chain for more consistent and standardised data collection
and management, as well as to better link loan information, property and
energy efficiency characteristics in a single common template. Standardisation
will support investor due diligence, facilitate requlatory reporting requirements

in this area and enhance overall transparency in the EEM and (covered) bond
markets. To strike the balance between the standardised structure valid for
all labelled EEM products and the national peculiarities in reporting specific
data points such as the breakdown of loan size, the HDT provides for the
introduction of nation-specific breakdowns managed by national coordinators.

The HDT is based on the Master Template delivered under the Energy efficient
Data Protocol & Portal (EeDaPP™) Project, which organises EEM “input” data
and is also inspired by the successful Harmonised Transparency Template
(HTT) of the Covered Bond Label. Indeed, efforts have also been undertaken
to align the HTT and the HDT as much as possible to facilitate completion and
due diligence by banks which have both an EEM Label and the Covered Bond
Label. The HDT is furthermore fully compliant with existing regulatory and
market disclosure requirements.

The HDT must be completed for each labelled EEM product at least every
quarter and has the following structure:

> A1.EEM General Mortgage Assets: Tab where information on the general
mortgage portfolio is requested (e.g. location, size, ESG, repayment type,
LTV, NPL, type of building). The information is also subdivided for type of
real estate (residential or commercial).

> B1. EEM Sustainable Mortgage Assets: Tab which requests the same
set of information as tab A1, but focused only on the subset of mortgages
which are EEM compliant.

> EEM Harmonised Glossary: Tab where definitions and further comments
on the sections of the HDT can be introduced.

EXIIIBIT 2 | HDT DATA PRESENTATION ON THE EEML WEBSITE

Loan for Green Buildings
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° The Energy Efficiency Data Protocol and Portal (EeDaPP) Initiative — led by European Mortgage
Federation-European Covered Bond Council (EMF-ECBC), Ca’ Foscari University of Venice, CRIF, European
DataWarehouse, Hypoport, SAFE Goethe University Frankfurtand TXS —aims to design and deliver a market-
led protocol, which will enable the large-scale recording of data relating to energy efficient mortgage assets,
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via a standardised reporting template. The data will be accessed by way of a common, centralised portal,
allowing for continuous tracking of the performance of the enerqgy efficient mortgage assets, thereby also
facilitating the earmarking of such assets for the purposes of energy efficient bond issuance.

"' https://energyefficientmortgages.eu/national-hubs/
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> Optional Taxonomy Tab: Tab where lending institutions can provide some
high-level indication on the EU Taxonomy of their mortgages.

In order to be aligned with market best practices and requlatory requirements,
the HDT undergoes an annual revision process which culminates with the ap-
proval of the updated HDT in September/October. This effort is supported by
both the lending institution community and by the Disclosure Working Group
comprising national coordinators", EEML Committee members and interested
representatives of the lending institutions, to support the Secretariat in
gathering potential amendments to the HDT based on suggestions related to
overarching and national-specific reporting and disclosure issues.

Currently, 27 lending institutions have disclosed HDTs on 27 products that are
available on the EEM Label website. As with the Covered Bond Label, for the
EEML the HDTs are exclusively publicly available via the lending institutions’
own websites. A reporting tool using direct links to these HDTs creates a
graphical representation of the data contained therein on the EEML website,
as shown in Exhibit 2.

THE HARMONISED REPORTING TEMPLATE

In the same fashion as the HDT reports data on EEM Labelled mortgage prod-
ucts, the Harmonised Reporting Template (HRT) focuses on retrofitting loans
intended to support consumers in improving the energy performance and/
or reducing environmental risk vulnerability of their dwelling. The HRT is
inspired by the work already done in the HTT and HDT, as well as by reporting
templates from the ECB and reporting templates used for private finance loans
by various market participants.

The HRT must be completed by all lending institutions which present a labelled
retrofitting loan starting from cut-off date Q2 2023. It is structured
as follows:

> A1. EEM Loans: Tab where information on retrofitting loans is reported.
Contrary to the HDT there is only one loan-specific tab including all EEM
labelled loans as collecting information on the general loan portfolio to be
used as a reference with respect to the EEM labelled loans would not provide
a useful datapoint. Against this background the information is reported by
dividing the retrofitting loans into three categories: leases, targeted loans
and non-targeted loans. The information to be provided, besides the size
and location, repayment type and interest rates, focuses on the division
of the dedicated use of the loans, namely whether it is used for financing
housing energy efficiency or renewable energy.

> EEM Harmonised Glossary: Tab where definitions and further comments
on the sections of the HRT can be introduced.

> Optional Taxonomy Tab: Tab where lending institutions can provide some
high-level indication on the EU Taxonomy of their mortgages.

SELF-CERTIFICATION

As indicated above and once again drawing on the experience of the Covered
Bond Label, the EEML is based on a process of self-certification, according
to which lending institutions signal their compliance with the Convention.
The process of self-certification is detailed in Exhibit 3.

The self-certification process highlights and is testament to a real ESG engage-
ment and strategy for EEM labelled lenders. This process of self-certification
has proven to work very efficiently in relation to covered bonds, as a result of
subsequent scrutiny by other market participants, including investors and rating
agencies, of the publicly disclosed HTT, representing a form of “third-party
verification”. This has given rise to a market-led mechanism which effectively
polices itself with the result being that the cost of not accurately disclosing
data or falsely declaring compliance with the Convention is high in terms of
reputation and potential impact on the underlying product or ratings. This
helps to mitigate any risk of “greenwashing”.

EXIIBIT 3 | EEM LABEL SELF-CERTIFICATION PROCESS

Mortgage lender with actual or prospective
EE mortgage lending programme(s)
and or retrofitting loan programme(s)

Source: Energy Efficient Mortgage Label

The Energy Efficient Mortgages Initiative (EEMI) continues to lead the market
towards a fundamental, cultural change in the housing sector by proposing
coordinated and integrated solutions at global level for retail, funding, market-
ing and risk analysis strategies in the banking sector. The EEMIis accompanying
lenders in building common best practices and delivering new green products
and solutions for consumers, whilst supporting the appetite for ESG assets in

3 Applies for /
the Label \

Uploads relevant information

on EEM website

Declares compliance with
the EEM Convention \
Obtains Label
Commits to disclose /
transparency requirements
Posts HDT/HRT

on their own website

capital markets and mitigating “greenwashing”, thereby facilitating inves-
tors’ due diligence and reinforcing the overall financial stability perspective
in the ESG space.

The Initiative is actively seeking to scale-up volumes, solutions and opportuni-
ties for the entire value chain with the end goal of delivering into the hands of
consumers a real and affordable microeconomic advantage when renovating
their homes.
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A SUSTAINABLE HOUSING MARKET

Against this backdrop, we must remember that the real decision-makers in
the housing transition economy are the owners of properties who need to be
encouraged to make informed decisions for the future benefit of their family
and society, looking at the world from a new perspective. This revolution-
ary change in behaviour should be supported by the appropriate toolbox of
incentives, regulation and subsidies. The banking sector is ready to provide
the necessary support along the customer journey by supplying new green
financing products and renovation opportunities.

Such an exercise should not be seen as “just” a philanthropic decision taken
by already environmentally conscious people who also tend to be more af-
fluent. This needs to be a win-win solution, especially for those families for
whom it is more difficult to make ends meet and who are more likely to live in

EMF HYPOSTAT 2024

less energy-efficient homes and for whom running and living costs represent
a larger share of their budget. Indeed, our homes, the place where we raise
our children, are at the heart of our lives and interests: exactly like the word
“Home”, oiko¢ (oikos) at the heart of the ancient Greek word “oikonomia”.
A sustainable economy must be built around the concept of “home”, the corner-
stone of citizens’ interest, centred on an ESG “ecosystem” that promotes green
values and raises environmental awareness.

Through the EEMI and its Ecosystem, the mortgage and covered bond industries
are proactively laying the foundations for a market paradigm that secures both
economic growth and financial stability. This, it is hoped, will support a green
“Renaissance” rooted in a new perspective of sustainability, digitalisation and
social inclusion, to fund the hope for a better, greener future.
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European Housing and Mortgage Markets in 2023:
A Comprehensive Analysis Amidst Macroeconomic
Challenges

By Giorgia D’Alessandro, Jennifer Johnson and Luca Bertalot,
European Mortgage Federation — European Covered Bond Council

The housing and mortgage markets across Europe present a complex and varied landscape, reflecting the diverse economic, cultural
and social structure of the continent. In this article, we have attempted to capture this diversity by examining the markets from
multiple perspectives, across different variables and timeframes. While the markets are as varied as Europe itself, the ongoing
integration towards a common financial architecture and the free flow of resources is helping to allocate capital in ways that best
meet the needs of individual consumers. Recent trends, such as shifts in mortgage fixing periods, demonstrate the market's abil-
ity to evolve beyond traditional national practices and adopt solutions that better serve consumers across Europe. The industry's
capacity to critically analyse these trends and harness the benefits of a unified market is crucial for ensuring Europe’s continued
success, while still honouring the unique characteristics of each country, city and consumer. The housing and mortgage sectors in
Europe are not just significant in terms of economicimpact, but they also play a vital strategicrole in the broader goals of market
integration, economic transition towards a greener future, and financial inclusion. As major drivers of private capital within the
real economy, these sectors are effective mechanisms for implementing ESG policies in the everyday lives of citizens, influencing
consumer behaviour and fostering social inclusion. The strategic importance of housing and mortgage markets in Europe cannot

be overstated, as they are essential to realizing a sustainable and inclusive future for all Europeans.

EDITORIAL NOTE

This review looks at the European housing and mortgage markets to the end of
2023. The data in this report covers the impact of recent macroeconomic disrup-
tions, increasing prices, trade and energy supply uncertainty, and the political
crisis in Ukraine. It should be noted that all data referring to the Euro zone refers to
the Euro area 20 (EA-20) countries, as Croatia joined on January 1, 2023. Readers
will find further information on the current state of the housing and mortgage
markets, as well as forward-looking highlights, in the individual country chapters.
For more up-to-date information, please see the EMF Quarterly Review.

Housing affordability and sustainability are of growing importance to the
economic and political landscape of Europe. A universal, systematic response
is needed from both the public and private sectors. Families are feeling the
pressure of increasing interest rates and young people are realising that they
will not be able to buy their own houses in the near future if trends do not
change. In 2023, 2.863 million people under the age of 25 are unemployed
in the EU (2.325 million in the Euro Area). In 2023, the real estate market
has seen a decline: demand for housing loans has decreased as people are
not able to afford the long-term commitment. Since they are not able to
commit, the only option is to spend their wages on rent. Mortgage rates in
the Eurozone have reached levels that few expected, forcing many people to
postpone their homeownership dreams. Since the beginning of the conflict
in Ukraine in February 2022, Europe’s economic fundamentals have been
strained by increasing energy and consumer prices and political uncertainty.
This situation, following the pandemic so closely, has led to a higher focus on
families and their struggle to pay both their bills and their rent. The economy
is still facing various challenges, but there are some signs of improvement. For
the year 2023, GDP increased by 0.4% in both the Euro Area and the EU, after
+3.4% in both zones in 2022. The Euro Area had inflation of 2.9% at the end

of 2023, compared to 9.2% in the previous year. EU27 inflation reached 3.4%
in December 2023, compared to 10.4% a year earlier.

GROWTH

Growth in the EU27’s economies broadly declined from Q3 2021 until early
2023 then barely grew (+0.4%) for the rest of the year. What is reassuring is
that most regions show signs of recovery in the first months of 2024. Focusing
on the quarterly trend of the GDP, Chart 1 shows the change in EEA countries,
divided by regions (the United Kingdom, Western Europe, Eastern Europe,
Southern Europe and Northern Europe). Even though the UKis no longer part
of the EU, it still has a large economy to be considered in the analysis.

The UK experienced significant growth in 2021-Q3, followed by fluctuations
and adipin 2022-Q1 and Q4. Post-2022, the growth rate oscillates, sometimes
positive, others negative, but with a noticeable recovery in 2024-Q1. Northern
Europe initially presents positive but moderate growth, with a notable dip
in 2022-Q4 (-0.58%), which continued until Q3 2023. This region started
to recover from 2023—Q2 but growth was positive only in Q1 2024 (0.04%).
Southern Europe displays the highest volatility in GDP growth rates, but it is
always positive. Western and Eastern Europe are quite volatile too, especially
Western Europe which presents different negative rates.

EMPLOYMENT

At the end of 2023, the first signs of improvement can be seen in the labour
market: Euro Area unemployment rate is 6.4%, down from 6.7% in 2022.
The EU unemployment rate is 5.9% (6.1% in December 2022), estimated by
Eurostat at 12.936 million people. Spain and Greece have registered the
highest unemployment rates, 11.1% and 12.2%, respectively. However,
Malta and Germany have registered 3.1% and Poland has been the one with
the lowest value, equal to 2.8%.
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CHART 1] QUARTERLY GDP CHANGE BY REGION, IN PERCENT

2021-Q3 2021-Q4 2022-Q1 2022-Q2  2022-Q3

B United Kingdom B Western Europe

Source: Eurostat

CHART 2
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CHART 3| UNEMPLOYMENT CHANGE AND GDP GROWTH IN 2023, IN PERCENT
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Chart 3 presents the relationship between yearly GDP growth and the change
in unemployment rates for various European countries. Most of them have
experienced modest economic growth with small changes in unemployment.
Southern and some Eastern European countries generally have modest GDP
growth, with slowly falling or stable unemployment rates. No major econo-
mies have experienced both declining GDP and increasing unemployment
simultaneously.
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INFLATION

In 2022, inflation (HICP — Harmonised Index of Consumer Prices) in the Euro
area reached the highest rate for over 20 years, above the target rate of the
ECB. EU27 annual inflation has been 3.4% in December 2023. A year earlier,
the rate was 10.4%. Despite fluctuations in actual inflation and short-term
expectations, based on ECB forecasts, long-term inflation expectations show
little variation, maintaining around the 1-2% range.
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CHART % | HICP INFLATION EXPECTATIONS ONE AND FIVE YEARS AHEAD (EURO AREA) AND UK CPI, IN PERCENT
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GOVERNMENT FINANCES

EA government expenditure has steadily increased over the last ten years, from
approximately EUR 5.1 trillion in 2014 to around EUR 7.2 trillion in 2023. For
EU governments outside the euro area expenditure remains relatively small
(EUR 1.2 trillion) compared to the euro area, but also increased gradually over
the period (+16%).

The government surplus, considered as a percentage of GDP has been registered
inall the countries, with the exception of Bulgaria (-11.2%), Greece (-2.1%), Latvia
(-0.7%), Lithuania (-2.8%), Romania (-3.2%), and Sweden (-1.8%). On the other
hand, Slovakia is the country with the highest increment, equal to 25% y-o-y.

CHART 5
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Chart 5 displays government expenditure and debt-to-GDP ratios from 2014 to
2023. Government expenditure in the EU is EUR 8.40 trillion and EUR 7.12 tril-
lion in the Euro area, a growth of 6.6% and 5.3%, respectively, compared to
the previous year.

The overall debt-to-GDP ratio for both the EU27 and the Euro area show a
slight downward trend from 2014 to 2019, a significant spike around 2020,
due to pandemic-related spending and has been falling since — by 2.4% (EU27)
in 2023 — but has still not reached pre-pandemic levels.

GOVERNMENT EXPENDITURES AND DEBT-TO-GDP RATIO
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CHART 6

PUBLIC DEBT TO GDP RATIO AND YEARLY PERCENTAGE CHANGE
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The overall EU27 and Euro Area averages suggest a stable but slightly increasing
debt trend, reflecting the broader economic conditions and policy responses
within the region.

The housing market still suffers from the aftermath of the pandemic of
2020 with lower construction, supply constraints and economic uncertainty.
Construction activity has been held back by input supply chain constraints and
property prices have remained high. Between 2013 and 2023, the Eurozone
population' grew by around 3%, while the number of households grew by
7% with many evident consequences: the average household in the Eurozone
consists of 2.2 people, compared to 2.3 people in 2013. A well-known example
is the critical situation in the Netherlands, where the number of households
has risen from 8.1 million to 8.3 million from 2022 to 2023, significantly faster
than the housing stock. Monitoring social developments allows Europe’s
housing markets to respond to upcoming demand and adjust housing supply.

Most of Europe lacks the supply of student housing to meet demand. In Italy,
Poland, Portugal and Spain, the issue is particularly serious. For example, in
Milan in early 2023, there have been student protests against the unreachable

rental prices students faced in the city. According to 2022 data from the
National Council of University Students, universities accommodate less than
5% of the 764,146 out-of-town students. Since these rental prices are ex-
pected to remain high, Europe is intervening in rental controls, putting caps
on residential rental prices.

However, international investors see European real estate as a secure and
profitable investment, particularly in politically stable countries with robust
economies. The EU is introducing green certifications for buildings utilising
renewable materials and green technologies which generate potential long-
term cost savings and lead to higher sales premiums.

HOUSE PRICES

Among the EU member states for which data is available, in eight house
prices (HPI) fell during 2023, and eighteen increased. The largest falls were in
Luxembourg (-14.4%), Germany (-7.1%) and Finland (-4.4%), while the biggest
increases were in Poland (+13.0%), Bulgaria (+10.1%) and Croatia (+9.5%).
The HPIs have been falling in most European regions but in more recent
quarters have started to increase, particularly in the East and UK as shown in
Chart 7 (graph based on HPI data for Belgium, Czechia, Germany, Denmark,
Greece, Spain, Finland, France, Hungary, Ireland, Italy, the Netherlands, Poland,
Portugal, Romania, Sweden, and the United Kingdom).

CHART 7| YEARLY AND QUARTERLY PERCENTAGE CHANGE IN HPI ON A EU27 SUB-SAMPLE
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' The annual demography data collections are carried out by Eurostat from the National Statistical Institutes in order to collect detailed updated data. Latvia, Lithuania and Croatia all joined the euro in this period.
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Pricesin the East and South regions vary more with significant differences in
different countries within these regions. The North and West are generally
more stable with more uniform changes in their constituent countries.

Increased interest rates have delayed purchases by first-time buyer, reduced
their average house size and increased the percentage of purchases outside the

CHART 8| HPITREND COUNTRY VS CAPITAL
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House prices in Madrid and Helsinki increased more than prices in the rest of
their respective countries, whilst the opposite is true for Rome where prices
have been lowered from 2018. Prices in Paris increased rapidly for several years,
their recent decline may be due to factors such as affordability constraints
or changing demand. Madrid’s housing market appears robust for reasons
including urban migration, economic opportunities and investment interest.

HOUSING CONSTRUCTION

A healthy housing construction sector is both a key part of the economy and
vital to meet housing demand and stabilise prices given the structural deficit
in supply relative to demand. Government policy is a key driver in the construc-
tion industry, affecting both the supply side, through building permits and
the demand side, through incentives and economic conditions.

Housing completions have been rising steadily across Europe since 2017, whilst
the issuance of permits was adversely affected by the pandemic and more
recently by rate rises, supply constraints and economic uncertainty.

The construction producer price index (CPPI) is a European Union business cycle
indicator showing the trend in the prices of construction for new residential
buildings. The construction cost indicator (CCl) measures changes in cost for
production factors in housing construction. The construction cost index covers
influences of materials, labour, plant and equipment, transport, energy and
other costs (excluding architect's fees). The objective of the index is that it

/

metropolitan areas. Looking at housing markets, over the past decade average
rents increased by 19%. Record-high rental costs in European cities like Paris,
London, and Berlin have increased pressure for policy measures to reduce rents.

Chart 8 illustrates some countries with a divergence between house price
trends in the capital and the nation as a whole.

Paris, France

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Helsinki, Finland Finland Helsinki
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CHART 9| BUILDING PERMITS AND HOUSING
COMPLETIONS (2013-2023)
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CHART 10| CONSTRUCTION PRODUCER PRICE INDEX (CPPI) AND THE CONSTRUCTION COST INDICATOR (CCI)
FOR NEW RESIDENTIAL BUILDINGS IN THE EU, 2015=100
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CIIART 11] EU27 VOLATILITY OF THE NUMBER OF BUILDING PERMITS ISSUED AND 2023, Y-O-Y CHANGE
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is used to determine the cost change of a new construction production over
a certain period of time.

Around 2019, both indices increased sharply due to various factors including
increased demand higher material costs, labour shortages, and regulatory
changes. The price of production has decreased by 29% in the last decade
and the costs of 27%, in EU27.

The construction industry is inherently cyclical (Chart 10). Developers are
more likely to seek permits when they anticipate that the demand for new
buildings will be strong. Changes in government policies, such as incentives
for new construction or changes in zoning laws, can have a direct impact on
the number of building permits issued.

While production levels can change rapidly in response to economic forces,
business sentiment may remain relatively steady, possibly due to long-term
contracts or the inherent lag in the industry’s response to market conditions.
Understanding the relationship between these two indicators is crucial for
policymakers and businesses.
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For instance, if business sentiment remains positive despite a downturn in
production, it may signal that the industry is optimistic about future recovery,
which could influence investment decisions and policy support measures.
Overall, the data presented in Chart 12 is a positive sign for the construction
industry and could have beneficial effects on the housing market if managed

properly.

TRANSACTIONS

In Europe, demand for new construction has significantly decreased due to
high mortgage rates and building prices. So far, continuing initiatives and an
increased emphasis on sustainability have kept building volumes from declining.

In 2023, the number of housing transactions decreased in 13 out of the 16 EU
countries for which data are available, compared with 2022. For the second
year running, sales declines have been reported in most reporting countries.

As shown in Chart 13, the largest decrease in the number of transactions in
2023 were recorded in Luxembourg (-43.3%), while the highest increase has
been in Finland (+17.3%).



EUROPEAN HOUSING AND MORTGAGE MARKETS IN 2023

CHART 12
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The availability of housing finance plays a crucial role in shaping the housing
market and, by extension, the broader economy. Access to housing finance
influences wealth distribution in society, easier access allows more people,
especially those with lower incomes, to build equity through homeownership,
contributing to a more equitable distribution of wealth.

The European mortgage market is characterised by a challenging economic
environment, with high interest rates making homeownership less afford-
able. The commitment to high mortgage payments and potential financial
instability has a strong influence on decision-making. People who remember
the challenges of the 2008 crisis may be especially hesitant to take on new
mortgages or buy homes under current conditions. Even if young adults are
less psychologically influenced by past crises, they still face practical barri-
ers to homeownership, such as unstable employment and uncertain income.

il

o
N
o

Fear and caution dominate the market, leading to slower housing activity and
increased concerns about the future.

Many individuals consider home ownership to be a significant aspect of their
life because it offers security, stability, and a sense of community. In Europe,
there s a significant variation in the percentage of homeowners compared to
renters. Certain countries have a higher percentage of homeowners than others.

The share of Europeans owning their home increased by 0.1 pps, t0 69.2% in 2023,
1.8 pps lower than the 71% peak in 2012. The highest level of home ownership is
in Romania (94.4%), followed by other countries in Central and Eastern Europe.
The lowest levels are in Austria, Germany and Denmark where it is below 60%.
The mortgage market remains less developed in Central and Eastern Europe,
whereas especially in the Nordics and in Continental Europe the number of
mortgage holders is larger. This is because housing is much more affordable,
and homeownership is therefore more accessible to a greater number of people.
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CHART 1| OWNERSHIP AND FINANCING OF HOMES IN EU27, IN 2023
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In EU27, the percentage of homeowners with a mortgage or loan increased
slightly by 0.2 pps to 24.9%. This suggests a marginal rise in the number of
homeowners who are either purchasing new homes with financing or refinanc-
ing their existing homes. On the other hand, there has been a more significant
decrease of 10.2 pps in the percentage of homeowners who own their homes
outright, meaning they have no outstanding mortgage or housing loan. This
decline brought the percentage of such homeowners down to 44.2%. This
shift could indicate that more people are either taking on new loans, possibly
for renovations, refinancing to access equity, or that fewer homeowners are
reaching the milestone of fully paying off their mortgages.

Theslight increase in homeowners with mortgages suggests that the need for
financing is becoming more prevalent, while the drop in outright homeown-
ers could indicate changing dynamics in how people manage or accrue debt
related to their homes.

Don't own

B Owner with mortgage

RESIDENTIAL MORTGAGE LENDING

The total EU mortgage market remained quite stable growing from EUR 6.7 tril-
lionin 2022 to EUR 6.8 trillion (+0.8%). In the non-Euro area, the growth was
also 0.8% (from EUR 970.882 to EUR 978.545). Adding the UK, Norway and
Iceland?, the market reached EUR 9 trillion outstanding (+1% y-o-y).

It should be noted that the effect of exchange rates should be take into con-
sideration. Switzerland and UK saw a depreciation of 6%, and 2% respectively
relative to EUR values.

Chart 15 illustrates the growth in all regions considered. Over the past 10
years, the volume of outstanding mortgages in the EU27 grew by 34%, but
only 0.65% in 2023.

CIIART 15| OUTSTANDING RESIDENTIAL LOANS, IN EUR BILLION
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EUROPEAN HOUSING AND MORTGAGE MARKETS IN 2023 -

OUTSTANDING MORTGAGE MARKET
IN EUROPE IN 2023, IN PERCENT

Germany, France, the Netherlands, Spain, Sweden and the UK combined rep- CIHART 16
resent 76% of outstanding mortgages in the EU27 plus UK aggregate. The
Dutch mortgage market, for instance, is almost the same size as of the 20
smallest EU markets, 9% of the total. The German and UK markets in 2023,

Denmark

3%

corresponding to the 42% of the EU market, are equal to EUR 1.871 trillion and Other et Norway
EUR 1.862 trillion respectively. Spain remains the largest in Southern Europe, 9% 4%
closely followed by Italy, both approximately 5% of the total. Sweden is the Germany

largest Northern European market and Poland the largest in the CEE area. 21% o — Belts%’m

In the UK the market grew by 1.95%, compared to 1% in the EU27. The market

growing fastest is Bulgaria (+19.95%); while the Slovakian market shrank

by 6.17% (after cumulative growth of 172% in the preceding decade). The Sgg/in
markets shrank in Southern Europe. Steady growth has occurred throughout United Kingdom °
most of Europe over the past decade, with mortgage markets nearly doubling K
in Luxembourg and increasing by over 50% for most of the other countries,
except for the Netherlands where the increase was only 19%. In Northern
Europe, the market grew overall by 71% in the last decade, with growth in
Estonia, Sweden and Lithuania but shrinkage in Latvia (-7%).

Sweden

5%

Netherlands
9%

GROSS MORTGAGE LENDING Source: EMF

As illustrated in Chart 17, the volume of gross lending across Europe in 2023

exhibited significant variability. A notable trend is the predominantly negative

percentage change in gross lending, with the exceptions of Bulgaria, Croatia, stagnation, where both consumers and businesses demonstrate reluctance
Poland and Portugal, where growth was observed. Negative gross residential to borrow and invest. However, what is interesting to observe, is the growth
loan growth may reflect underlying issues such as a recession or economic that it has had during the last decade.

CHART 17| GROSS LENDING GROWTH IN 2023 VS IN THE LAST DECADE, IN PERCENT
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EUROPEAN HOUSING AND MORTGAGE MARKETS IN 2023

MORTGAGE MARKET INTEREST RATES

The ECB increased its policy rates from mid-2022 to a peak of 4.5% (bank
refinancing rate) in September 2023. Similarly, other central banks, in both
Europe and elsewhere have generally been increasing their policy rates in
response to global inflation although at different rates and with different
timings. In several countries the rate cycle has reached its peak and the most
recent changes have been negative. Rates in central and eastern Europe gener-
ally started to increase before those in the Eurozone, by a higher amount and
started to decline more rapidly as inflation fell.

Despite the overall increase in rates from the end of 2021, there is still het-
erogeneity, as can be seen in Chart 18, which shows that rate changes follow
asimilar pattern but differ in magnitude. Although central banks have raised
their rates by varying amounts, and the transmission of these increases to
homeowners differs considerably across Europe due to cultural preferences
for different rate-fixing arrangements, it is clear that the average interest rate
for borrowers has risen significantly. In particular, the rates on new mortgages
have increased sharply, often with serious implications for affordability and
household budgets.

CHART 18| BENCHMARK POLICY RATES FOR SOME EU CENTRAL BANKS AND THE FEDERAL RESERVE,

IN PERCENT
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CHART 19 | INTEREST RATES PER REGION IN TEN YEARS TREND, IN PERCENT
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EUROPEAN HOUSING AND MORTGAGE MARKETS IN 2023

DIFFERENT TYPES OF INTEREST RATES

The preference for fixed or floating mortgages varies across Europe, in the
absence, inter alia, of a common tradition, as a result of differences in national
credit and requlatory frameworks, different inflationary and interest rate
experiences and the gradient of national yield curves. For example, In the UK
and in Ireland there has long been a preference for floating rate mortgages
which are increasingly being replaced by short to medium term fixed rates.
Variable rates continue to dominate several countries including Finland, and
much of the CEE region, whilst longer term fixed rate mortgages continue to
be preferred in, for example, Germany, Belgium and Denmark. Some countries
have changed their preferred rate product significantly in response to the
changing interest rate environment, in Sweden for example the number of
borrowers taking variable rate mortgages has increased rapidly whilst the
reverse is true in Poland.

The development of this interest rate (on new mortgages) analysis will be on a
sample which covers around 95% of total mortgage lending in the EU27 and UK.
This country sample includes Belgium, Czechia, Germany, Denmark, Greece, Spain,
Finland, France, Hungary, Ireland, Italy, Netherlands, Poland, Portugal, Romania,
Sweden and the United Kingdom (Same sample used in the EMF Quarterly Review).

The average, unweighted EMF mortgage interest for Q4 and Q3 2023 was 4.95%,
10 bps higher than Q2 (4.85%). It is the highest average rate since the start of
the data in Q1 2009. Moreover, Q3 2023 marks the eighth consecutive increase.
The average rate for Euro area countries was 4.13% and 6.12% for non-Euro area
countries. Excluding Denmark, Sweden and the UK from the sample of the non-
Euro area countries, the average interest rate was 6.94%. For the non-Euro Area
eastern European countries (CZ, HU, PL, RO), the average interest rate already
started to decrease since the second quarter of the year from its high of 8.07%in Q1.

CHART 20| MORTGAGE MARKET BREAKDOWN BY INTEREST RATE TYPES , NEW LOANS (Q42023), IN PERCENT
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CHART 21| EVOLUTION OF GROSS LENDING MORTGAGES WITH VARIABLE INTEREST RATES
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Austria

By Dr. Karin Wagner, OeNB and Dr. Wolfgang Amann, Associate Professor, IBW

IN A NUTSHELL

—> Real GDP shrank by 0.8% (seasonally and working day adjusted).
—> After8 quarters of more than 10% y-o-y growth in house prices stabilised.

—> Construction deteriorated significantly from the 2022 peak of 77,300
completions.

—> Residential construction investment declined by 8.8% in real terms.

—> State expenditure on housing remains around 0.5% of GDP, one of the
lowest in Europe.

With a decline in real GDP of 0.7%, the economy was one of the worst perform-
ers in the Euro area. Several factors were responsible: a significant reduction in
corporate inventories, falling investment (particularly in residential construction),
stagnating private consumption and a cooling export economy. At sector level,
this development was reflected in declining value added in agriculture, industry,
construction and most service sectors.

HICP inflation was 7.7%, slightly lower than in 2022 (8.6%). However, it fell significantly
over the course of the year from 11.6% y-o-y in January to 5.7% by December. This was
largely driven by energy prices but also by food and non-energy industrial goods. The
decline in energy inflation is also due to fiscal measures such as the electricity price
cap and the subsidy for the charge for system losses. Only service inflation remained
high and was even slightly higher in December than in January. This is primarily due to
prices for hotels and restaurants and package holidays. Core inflation without energy
and food was 7.3%in 2023 (2022: 5.1%). After reaching 8.3% in April, the highest level
since the start of the monetary union, it fell to 5.9% by December.

After 8 quarters of growth in house prices of more than 10% y-o-y, at the end of
2022, there were four quarters of sharply falling prices. At the end of the year prices
have stabilised. Data for residential real estate sold in Q4 prices decreased by 2.3%
year-on-year for Austria as a whole, after a decrease of —2.9%% in the fourth quarter.
In Vienna, after falling 4.0% in Q3 prices fell 3.0%in Q4. In the rest of Austria, prices
decreased by 1.9% (after 2.1%in Q3). In terms of short-term dynamics — measured
by the growth compared to the previous quarter — the decline in Austria as a whole
came to —1.4% (after —0.4% in 3Q2023).

Unlike elsewhere in the euro area, mortgage loans have been growing faster than
total household loans (including consumer loans). There was a sharp decline in
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new loans in August 2022 due to rising interest rates, new lending regulations,
rising property prices (which have stabilized more recently) and persistently high
inflation restricting real estate affordability. In 2023 there was a decrease in the
number and volume of new loans — both for housing and in total.

Interest rate product choice is more variable than is normal in the euro area:
variable rate loans, were 86% in 2014, fell to 32% in Q1 22 and then rose to 47%
by 3Q 2023. The proportion of loans with a 10 year or more fixed period were as
low as 2% in 2014, rose to 53% in 2Q 2022 then fell to 33% at 3Q 2023.

According to the euro area bank lending survey demand for housing loans has
stopped declining, it rose slightly in Q1 24 after having fallen sharply for a year and
a half. Banks expect demand to increase further in Q2 due to expected falling rates.

The share of foreign currency housing loans decreased further to 5.1% of out-
standing in January 2024, 0.8 pps lower than one year earlier.

Policy continues to focus on requlated rental housing and its financing. The
Limited-Profit Housing sector continues to flourish, with 15,600 completed
apartmentsin 2022 (1.7 units per 1,000 inhabitants), slightly below the 10-year
average. There has been a return to municipal housing, with Vienna reviving
its own construction after more than 20 years. Social housing supply follows a
generalist eligibility approach with high income limits. Hence Austrian housing
policy still promotes integrated rental markets.

Financing of affordable housing mainly relies on the subsidy schemes of Lander
("Wohnbaufdrderung”), which spent approx. EUR 1.9 bn in new construction,
refurbishment, and housing allowances in 2022. In addition, the Federal State
has increased its activities for decarbonization of the housing stock substantially,
with expenditures of EUR 460 mn in 2022. Other tools, such as tax subsidies or
subsidies on financing products, play a subsidiary role.

In view of the slump in new construction, the federal government adopted a
‘housing package’ in April 2024 with a wide range of measures to stimulate
construction. Among other things, it includes subsidies totalling EUR 1 bn
for new rental and owner-occupied flats and renovations in the LPHA sector,
interest rate support for loans for house builders, the temporary abolition of
property fees, a bonus for tradesmen's services, an expansion of the effective
social policy instrument ‘Wohnschirm’ (‘housing umbrella’) and tax measures
for the commercial housing industry. Most recently, the federal constitution
was also amended to give the Lander more scope to introduce a vacancy tax.
The programme is currently being implemented and is not expected to take
full effect until the end of the year 2024.

The financing of “Wohnbauférderung” benefits from the close interaction with
limited profit housing construction and tailor-made capital market instruments.
Altogether, public expenditure on housing is around 0.5% of GDP, one of the
lowest in the EU. Nevertheless, outputs are quite remarkable in the quantity
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and quality of housing, affordability, aspects of social integration and progress
in housing decarbonization.

The existing focus on housing decarbonization with financing tools of the
“Lander” and the Federal State has accelerated because of the war in Ukraine.
Oil heating in new construction has been prohibited since 2020, gas heating
since 2024. However, the challenge of decarbonizing heating systems in existing
buildings remains. A law to enforce the replacement of heating systems for
residents did not materialize. High subsidies are available to compensate for this.

After a long boom, the construction sector, and housing in particular, has en-
tered a crisis with many dimensions: sharply increased construction prices as
a consequence of the Covid pandemia and the Ukraine war, general inflation,
which poses great challenges for the low-income and the middle class, energy
cost (which is now subsiding), rising interest rates. The additional restrictions on
the loan-to-value rules for mortgages with higher rates has shattered the dream
of many young households of owning their own home. The resulting slump in
the home ownership market, public sector budget restrictions (due to the costs
of Covid), the slump in building permits, and finally the demand crisis in the
construction industry all have unforeseeable further negative effects.

Like the Global Economic Crisis of 2008/09, subsidized and limited-profit
housing is expected to function as a shock absorber during the current crisis.

Housing is well positioned in the political agenda. The main pillars of housing
policy are supported by basically all political parties.

AUSTRIA AUSTRIA EU 27
2022 2023 2023
MACROECONOMIC VARIABLES
Real GDP growth (%) (1) 4.8 -0.8 0.4
Unemployment Rate (LSF), 48 51 6.1

annual average (%) (1)
HICP inflation (%) (1) 8.6 1.7 6.4

HOUSING MARKET

Owner occupation rate (%) (1) 51.4 54.3 69.2
Gross Fixed Investment in Housing

(annual change) (1) 24 8.7 3.1
Building Permits (2015=100) (2) 89.8 66.7 94.0
House Price Index - country

(2015=100) (2) 168.5 163.7 170.2*
House Price Index - capital 150.9 148.1 165.1%

(2015=100) (2)
Nominal house price growth (%) (2) 10.3 -2.8 3*

MORTGAGE MARKET

Outstanding Residential Loans

(mn EUR) (2) 142,173 138,662 | 6,782,375
cpitaover ot Population (U@ | 1583¢]  15230] 1514
todisposabie income raia () (1)) S
anmual rowth 0 2) R
Typical mortgage rate, 1.9 39 47

annual average (%) (2)
*Please note that this value is a simple average of the available values in 2023.
Sources:

(1) Eurostat.
(2) European Mortgage Federation - Hypostat 2024, Statistical Tables.

AUSTRIA FACT TABLE

Which entities can
issue mortgage loans
in your country?

What is the market
share of new mortgage
issuances between
these entities?

Which entities hold
what proportion of
outstanding mortgage
loans in your country?

What is the typical LTV
ratio on residential
mortgage loans in
your country?

How is the distinction
made between loans
for residential and non-
residential purposes in
your country?

What is/are the most
common mortgage
product(s) in your
country?

What is the typical/
average maturity for
amortgage in your
country?

What is/are the most

common ways to fund
mortgage lending in

your country?

What is the level

of costs associated
with house purchase
in your country (taxes
and other transaction
costs)?

What is the level (if
any) of government
subsidies for house
purchases in your
country?

Mortgage lending is mainly financed via banks and
Bausparkassen.

Not available

Bausparkassen hold the biggest proportion of residential
mortgages in Austria. In combination with the Saving Banks
Group, Bausparkassen represent the largest market share
of the mortgage market.

According to Oesterreichische Nationalbank’s 2014 Financial
Stability Report, the average LTV of private households is
around 60% (based on survey data).

Not available

Both variable rate loans and foreign currency loans are
common mortgage products in Austria, but variable rate
loans remain the most popular choose. However, there is
afalling trend in their share in total loans over many years
(in 1Q2019 around 11% of mortgage loans were foreign
currency loans and around 45% of new issued mortgage
loans were variable rated loans).

Mortgages typically have a maturity rate of 25-30 years.

Mortgage funding in Austria is mainly deposit-based.
According to the IMF covered bonds only made up 7.1% of
the outstanding mortgages in 2008, meanwhile securitisation
asaway of funding is even less popular making up only 3.1%.

In addition to the cost of borrowing, one should add a
mortgage fee, VAT, notary fees and taxes. In total, around
10% of the purchase price are to be added as costs at the
house purchase.

Government housing subsidies accounted for 0.6% of the
GDPin2018. The subsidy scheme of the “Lénder” predomi-
nantly supports supply side.i.e. low interest loans, grants
and guarantees to housing developers, mostly Limited
Profit Housing Associations. They provide rental, rent
to buy and a small share of affordable owner-occupied
apartments. Additionally, refurbishment is subsidized,
and housing allowances are granted.
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Belgium

By Frans Meel and Daniel Kryszkiewiez, Union Professionelle du Crédit (Febelfin)

IN ANUTSHELL

—> Average inflation rate: 2.3% (End 2023: -0.6%).
—> Decrease in new loan origination by 30%.

—> More than 180.000 new mortgages originated (excluding refinancing)
for an approximative amount of EUR 30 bn.

—> House prices rose slightly in nominal terms, but at less than the rate
of general inflation.

The rise in interest rates, which began at the end of 2022, continued, impact-
ing the borrowing capacity of potential buyers and adding to the pressure on
the property market.

Total employment increased by 1.1%. The harmonised unemployment rate also
rose slightly, by 0.2%, to 5.8%. GDP grew by 1.4%.

Consumer confidence has returned positive trend after 2 negative years.

Inflation is contained by a principle that is unique in Europe, the automatic
indexation of salaries if inflation exceeds the pivot index (fixed at 2%). This
has a significant impact on companies' wage costs.

Rising interest rates have impacted consumer borrowing capacity, reduced
credit applications (-24%) and credit production, refinancing excluded (-30%),
in comparison with the previous year.

The number of transactions in the private real estate market declined by 1.1%
according to the barometer of the federation of notaries. It’s interesting to note
that number of transactions on the Belgian real estate market remains positive
with + 8%, higher than pre-Covid (end of 2019) .

The market in the Flemish region is more constrained than in the other two
regions for properties with a bad EPC certificate - worse than EPC D Label (with
a consumption of more than 400 KwH/M?¥/year). Buyers of these properties are
obliged to get at least a D label within 5 years. This does not yet apply to the
Walloon and Brussels regions.

The average house price was EUR 322,780, an increase of +1.1%. As inflation was +2.1%,
the real change in house prices was -1%, approximately -EUR 3,000. Compared to pre-
covid (2019), house price growth is +22.8% on average. After inflation, this is +6%
(EUR 16,000 ). The average price of a house rose by 3% (to EUR 358,677) in Flanders,
by 2% in Wallonia (EUR 240,649) and decreased in Brussels by -2.4% (EUR 562,489).
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The importance of EPC labels has been confirmed in 2023 and has an impact on
real estate transactions. Recent studies confirm that houses with a bad EPC are
for sale fora longer period and that prices of that kind of homes are significantly
lower than comparable houses with a good EPC. Indeed, properties with a "bad"
label are less attractive in contrast to 2022.

According to the Belgian Federation of the Financial S ector (Febelfin), almost
180,000 new loans were provided (excluding external refinancing) for an
amount of EUR 29.9 bn. This reflects a decrease, in number, of 29.4% and in
amount, by 30%.

The overall number of new loans granted for all purposes decreased: loans
for construction purposes fell by 41.7% due to higher prices for construction
materials, loans for purchases fell by 24.3%.

There were approximately 264,000 applications (excluding refinancing) for
EUR 48.4 bn, a decrease of 24.4% in number and 23.8% in amount, mainly the
result of the rise of interest rates.

The average amount of a construction loan decreased to around EUR 207,000 in
the fourth quarter, this is still higher than pre-COVID by EUR 30,000 (+16,9%)
since the beginning of 2019.

The average loan for house purchase stabilised in the fourth quarter to around
EUR 194,000. Again, this is an increase of EUR 34,000 (+21.5%) from the begin-
ning of 2019.

The average renovation loans have increased from around EUR 54,500 at the
beginning of 2019 to almost EUR 63,000 (+15.6%) at the end of 2023.

In the fourth quarter, the average loan for purchase and renovation fell relatively
significantly to around EUR 186,500. This also represents a slight decrease from
the beginning of 2019 (a decrease of around EUR 8,500, or -4.4%).

External refinancing fell by -57.2% (in number, -54.7% in amount) largely due
to the rise in interest rates.

More than 92% of the borrowers opted for a fixed interest rate and nearly 5%
for a variable interest rate with an initial 10-year fixed rate. This means that
around 97% of borrowers have opted for a fixed or semi-fixed interest rate for
the entire term of their loan.

The importance of the energy performance of the assets as guarantees for
the credit portfolios of banks is more than ever in the focus of their attention
and becomes more and more an important element in the decision to grant
mortgage loans.
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MACROECONOMIC VARIABLES
Real GDP growth (%) (1)

Unemployment Rate (LSF),
annual average (%) (1)

HICP inflation (%) (1)
HOUSING MARKET
Owner occupation rate (%) (1)

Gross Fixed Investment in Housing
(annual change) (1)

Building Permits (2015=100) (2)

House Price Index - country
(2015=100) (2)

House Price Index - capital
(2015=100) (2)

Nominal house price growth (%) (2)
MORTGAGE MARKET

Outstanding Residential Loans
(mn EUR) (2)

Outstanding Residential Loans per
capita over Total Population (EUR) (2)

Outstanding Residential Loans
to disposable income ratio (%) (1) (2)

Gross residential lending,
annual growth (%) (2)

Typical mortgage rate,
annual average (%) (2)

BELGIUM
2022

BELGIUM
2023

EU 27
2023

3.0 1.4 0.4
5.6 5.5 6.1
10.3 2.3 6.4
72.5 71.9 69.2
-3.0 3.4 3.1
m.z 14.9 94.0
142.7 145.8 170.2*
n/a n/a 165.1*
8.5 2.2 3*
308,579 315,607 | 6,782,375
26,561 26,877 15,114
96.5 90.3 713
-13.1 -30.3 -26.6
2.1 3.6 4.7

* Please note that this value is a simple average of the available values in 2023.

Sources:
(1) Eurostat.

(2) European Mortgage Federation - Hypostat 2024, Statistical Tables.

BELGIUM FACT TABLE

Which entities can
issue mortgage loans
in your country?

What is the market
share of new mortgage
issuances between
these entities?

Which entities hold
what proportion of
outstanding mortgage
loans in your country?

What is the typical LTV
ratio on residential
mortgage loans in your
country?

How is the distinction
made between loans
for residential and non-
residential purposes in
your country?

What is/are the most
common mortgage
product(s) in your
country?

Banks, insurance companies and other types of lenders that
have been authorised (licence) or registered by the supervis-
ing authority FSMA to grant mortgage credit according to
the Belgian law on mortgage credit.

Based on the membership of our Association (UPC), represent-
ing ca 90% of the total Belgian market, the following market
shares can be approximatively given in amount:

- Banks: ca 96,4%
« Insurance companies: 0.5%
- Other types of lenders: 3.2%

N.B.: These figures do not take into account the social credit
lenders. However, their market share is rather low.

Thelist of mortgage credit lenders and the end-of-year
outstanding amount of mortgage loans was published
until 2013 on an annual basis by the supervising author-
ity FSMA. This publication has been stopped since then.
On the basis of UPCmembership, the following market
shares can be approximatively given in amount:

« Banks: ca 95.9%
« Insurance companies: 1.2%
« Other types of lenders: 2.9%

According to the Financial Stability Review issued by the
National Bank of Belgium (NBB), the average loan-to-value
ratio was about 80% in the period 1996-2006. It dropped to
about 65% (and even below that) in the years 2007-2014.
However, this average loan-to-value ratio has to be inter-
preted with caution, as the data are the result of a very wide
distribution of loan-to-value ratios at origination. For the
first half of 2020 vintage, about 53% of the volume of new
mortgage loans was made up of loans with an LTV ratio ahove
80%. As a consequence of recommendations imposed by
the NBB, the share of new mortgage loans with an LTV ratio
above 80% has decreased to about 40% in 2022. In 2023,
the share of new mortgage loans with an LTV higher than
80% again increased. Average LTV-0 was at 71%, compared
t072% in 2022.

Residential purposes means that it is for private housing
(consumers).

The Belgian mortgage credit law applies to mortgage credit
as funding for acquiring or safeguarding immovable real
rights granted to a natural person chiefly acting for a purpose
deemed to lie mainly outside the scope of his commercial,
professional or crafting activities and having his normal
place of residence in Belgium, at the moment when the
agreement is being signed:

a) either by alender having his principal place of business
or chief residence in Belgium

b) or by a lender having his principal place of business or
chiefresidence outside Belgium, provided a special offer or
publicity had been made in Belgium before the agreement
was signed and the actions needed for signing the agree-
ment have been undertaken by the borrowerin Belgium.

The most common mortgage credit product is a loan with
aterm of 20 - 25 years, a fixed interest rate throughout the
full loan term and a fixed amount of monthly instalments.
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What is the typical/
average maturity for
amortgage in your
country?

What is/are the most

common ways to fund
mortgage lending in

your country?

What is the level of
costs associated with
house purchase in
your country (taxes
and other transaction
costs)?
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The median maturity of a mortgage loan at origination is about
at 20 years. Since 2007, lenders have continued to tighten
customers’ access to mortgage loans with long maturities. The
percentage of loans granted with a maturity of more than 25
years has plummeted from 23% in 2007 production volumes
to only 2% in 2015 and 2016. At the same time, the share of
loans with a maturity between 20 and 25 years in mortgage
loan vintages remained relatively stable until 2016 while the
share of loans with a maturity between 15 and 20 years clearly
increased. These trends seem to have influenced the average
maturity level of total outstanding stock as from 2013; by the
end of 2015, 11% was associated with initial maturities above
25 years, down from 20%in 2012. Whereas in 2016 only 29.0%
of mortgage loans was granted with a maturity of over 20
years, this number rose to almost 40% in 2019. Since then,
the market share of new mortgage loans with a maturity of
over 20 years remained almost stable at about 40%. For last
year, the proportion of new loans with a maturity of more
than 20 years rose to 49% in 2022 and to 54% in 2023, from
around 40% in the period 2018-2021. The part of loans with
a maturity of >25 years, however, remained stable. In 2023,
the market share of loans with a maturity of 20 to 25 years
further increased to more than 55%.

Most funding still comes from deposits. A few major lenders
issue covered bonds.

The registration duty in Flanders changed at the start
of 2022. It increased to 12% (coming from 10%) of the
purchase price of a dwelling that is not the own and only
home as the main residence. For the own and only home
as the main residence, this duty is lowered to 3% (coming
from 6%) of the purchase price. It only amounts to 1% in
case of a deep energetic renovation in the first 5 years
after the purchase. Application of an additional reduction
of EUR 2,800 in case the purchase price does not exceed
EUR 220,000 (EUR 240,000 in the main cities and some
cities around Brussels). Moreover, the principle of “port-
ability of registration duties” existed in Flanders: upon the
purchase of a new housing property intended to replace
the previous principal residence, registration duties up to
EUR 13,000 could be “transferred”, meaning these duties
did not have to be paid a second time. This “portability of
registration duties”, that applied in Flanders until 2022,
was reformed: until 01.01.2024, consumers could choose to
apply the new lowered registration duty or still to pay the
former (higher) level of registration duty in combination
with the portability of registration duties. From 01.01.2024
on, the portability of registration duties no longer exists.

In Wallonia, the registration duty amounts to 12.5% of
the purchase price. However, in case of a main residence,
the first EUR 20,000 of the purchase price is exempt from
registration tax.

In 2023, the registration tax amounts to only 6% on the
first slice of EUR +/- 178,000 in case of small properties
in some cities and on the first slice of EUR +/- 167,000 in
more rural areas. The tax on those slices is even lowered
to 5% in case of social mortgage credit.

In the Brussels region, the normal registration duty
amounts to 12.5% of the purchase price. However, buyers
can benefit from an “abattement” (= exemption on which
the buyeris not required to pay registration duties) on the
firstslice of EUR 200,000. This exemption is only applicable
to properties of under EUR 600.000 and provided that
it concerns the buyer’s own and only home as his main
residence. An additional “abattement” of EUR 25.000 per
energy label category is possible if the energy class of
the purchased home improves by at least 2 energy label
categories in the first 5 years after the purchase.

Thereis also a registration duty on the amount of the mort-
gage loan covered by a mortgage registration.

What is the level (if
any) of government
subsidies for house
purchases in your
country?
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Across the regions (Flanders, Wallonia and Brussels) the
schemes differ, with each region pursuing its own policy:

Flanders nolonger provides a tax reduction. The “hous-
ing bonus” system, which allowed the owner of a single
house to obtain deductions (40% tax relief) for construc-
tion/ purchase/ renovation up to the total amount of
EUR 1,520 (and even EUR 2,280 during the first 10 years
of the mortgage) has been replaced since 01.01.2020 by
a reduction of the registration duty.

In Wallonia, the so-called “Chéque habitat”, applies
from 2016 on. More information is available on: https://
logement.wallonie.be/fr/aide/le-cheque-habitat

The Brussels region also no longer provides a tax reduc-
tion. [t was replaced by a higher tax relief on registration
duties (first slice of EUR 200,000) to buyers purchasing
their own and only home as their main residence.

The federal state provided until end 2023 a tax reduction
if one buys a second house: a deduction of up to EUR 1,520
(taxrelief of 40%) for capital repayments and debt balance
insurance premium in case of a loan for the purchase/
construction/renovation of a second house in 2023.
As from 01.01.2024, this measure has ended.

{
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Bulgaria

By Petar Ivanov, Tsvetkova Bebov & Partners, member of Eversheds Sutherland

IN A NUTSHELL

—> The economy slowly recovered with growth of 1.8% and inflation fell
to 8.6%.

—> Despite house prices and inflation, low interest rates and increasing
income fuelled mortgage market growth.

—> Growth continued in early 2024, as rates declined slowly.

—> Two new acts of legislation aim at improving conditions for the issuance
of securitisations and covered bonds.

—> The Recovery and Resilience Plan facilitates energy efficiency improvements.

The economy stabilised after a period of uncertainty due to factors such as to
the war in Ukraine and an ongoing political impasse, which has left the country
without a stable government since 2021. GDP growth is projected to be 1.8%
(to EUR 94 bn) over the year compared to the EU and Eurozone average 0.5%.
Inflation began to decrease with the HICP down to 8.6% y-o-y from 13% in
2022. Despite this, inflation is still above the EU average of 6.4% (5.4% in the
Eurozone). Unemployment remained historically low at 4.3% (EU average
of 5.9%, 6.4% in the Eurozone). Inflation and a shortage of qualified labour
contributed to further growth of average wages, which increased 13.7%.

The economy is expected to continue to recover gradually despite the ongoing
political instability and wider geopolitical risks.

According to its spring economic forecast, the European Commission expects
real GDP growth in 2024 of 1.9% (1.0% in the EU and 0.8% in the Eurozone)
and projects a decrease of inflation to0 3.1% from 8.6% in 2023 (2.7% in the EU
and 2.5% in the Eurozone). As of May 2024, inflation is stable at 5.1%, y-o-y.
Wage growth is expected to slow in line with the decreasing inflation, while
the labour market will remain tight with a low rate of unemployment.

Expectations for a cooling of the housing market in 2023 did not materialise
and in the first five months of 2024 mortgage lending is at record levels with
an increase of 24.45% y-o-y. In the first months of the year rates slightly
decreased compared to the 2023 average.

The housing market has continued to grow. The number of issued building
permits remained practically unchanged— 8,165 (8,169 in 2022), the second
largest since 2008 (10,157). Housing starts increased to 5,860 (5,468 in the

previous year), and housing completions increased to 5,419 (5,390 in 2022).
This contributed to a 13.2% increase in the volume of new residential lending
from BGN 6.7 bn (ca. EUR 3.4 bn) in 2022 to BGN 7.6 bn (ca. EUR 3.9 bn).

Inflation and increased demand further accelerated house prices, which at the end of
2023 averaged at 186.7% of the index’s base value in 2015 compared to 170% in 2022.

The housing market varies regionally: prices in the two largest cities — Sofia
and Plovdiv - outperform the average and reached 210% (194.2% in 2022) and
195.7% (177% in 2021 ), respectively. At the opposite end is the fourth largest
city — Burgas and its South-east region of Bulgaria with HPIs of 173% and 159.9%,
respectively. There were higher average wages and more diverse job opportunities
in the largest cities — for instance, the average wage in Sofia was 37% higher
than the average contributing to the asymmetric price increases.

Similarly, the rental market continues to have discrepancies with a steady increase
of prices and demand in Sofia compared to the other regions, for the same reasons.

MARKET DYNAMICS

There has been sustained growth in mortgage lending and lowering interest
rates for over a decade, since 2010 with a slow recovery following the crash of
2008/2009 after the global financial crisis.

In 2023 the mortgage market grew by 20% to a total outstanding residential
loans of BGN 22 bn (ca. EUR 11.3 bn). Interest rates remained stable at an aver-
age of 2.59% for BGN denominated loans (2.54% in 2022) and 3.53% for loans
in EUR (3.11% in 2022), which is near the all-time lows in 2022. This contrasts
to the sharp increase in interest rates in most EU countries and is due to the
excess liquidity in the Bulgarian banking sector, which keeps bank funding
costs low. In the first months of 2024 interest rates started to slowly decrease
(2.56% in March and 2.51% in May for loans in BGN), which indicates that a
long-awaited cooling off of the market is not yet in sight.

Most new loans are floating rate (97%) and BGN denominated (95% of all
outstanding and 97% of new loans) due to the more favourable interest rate
terms on BGN loans and despite the declared goal of joining the Eurozone by
2025. The maximum maturity for new mortgages is 35 years with an average
of 20 — 25 years. Due to the rise in inflation and housing prices the average
borrowed amount on new loans has increased to around BGN 198,000 (ca. EUR
100,000) with an LTV of 70-80%.

Housing NPLs continued to decrease to 1.5% (BGN 332 mn) of all outstanding
mortgage loans (2.33% in 2022).

On the supply side, credit standards for house purchases remained largely
unchanged. In a recent review of the risks facing the banking system, the
Bulgarian National Bank observed that the increased credit growth in 2022
and 2023 has generally not been accompanied with credit standards loosen-
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ing and that banks have been taking a balanced approach to assuming risks
related to the housing market.

In 2023 the main drivers of demand on the Bulgarian market were the fear
from the rising inflation and borrower’s desire to convert savings into a hous-
ing investment, which is perceived as a “safe haven” in an environment of
regional and domestic crises and regional and domestic political instability.

Bank funding is dominated by deposits. As at the end of 2023, the banking
sector had BGN 147 bn (ca. EUR 73 bn) in deposits (2022 — BGN 134 bn), equal
to 80% of GDP and 86% of banking assets. Household deposits account for BGN
82.6 bn (EUR 42 bn) or 56% of the total, followed by deposits of non-financial
entities — BGN 46 bn (EUR 23.7 bn) or 31%, and deposits of financial entities
—BGN 14.6 bn (EUR 7.5 bn) or 10%. This is mainly due to the well-established
preference of households and non-financial entities to keep their free funds in
bank deposits, which has arguably supressed the development of the country’s
capital market. The growth in deposits is also a result of the strengthening of
consumer confidence in the banking system in recent years.

Typical wholesale funding tools such as securitisations and covered bonds are
practically non-existent. The same applies to central bank funding, which may
be provided only in strictly limited cases due to the pegging of the Bulgarian Lev
to the Euro. Whereas the lack of appropriate legal infrastructure has hindered
securitisations, mortgage bonds — a type of covered bonds — did not manage
to establish themselves as successful and marketable products despite the
issuance of several mortgage bond programmes and stand-alone issues in the
late 00s and early 10s. The last mortgage-backed bonds issue by a Bulgarian
bank matured in September 2019.

In March 2022, the Bulgarian Parliament adopted the new Covered Bonds Act,
which replaced the existing mortgage-backed bonds legislation and transposes
the EU’s Covered Bonds Directive (EU) 2019/2162. The Covered Bonds Act is the
result of an EBRD (European Bank for Reconstruction and Development) funded
project aimed at creating a modern covered bonds market in Bulgaria and
encouraging cross-border investment into and from Bulgaria. In addition, in
March 2021 a new law on special purpose and securitisation companies entered
into force, which established a legal framework for securitisations in Bulgaria.

It is yet to be seen what the impact of these modernisation efforts on the
wholesale funding of Bulgarian banks will be.

The National Recovery and Resilience Plan, part of Next Generation EU,
establishes a National Program for Energy Renovation of Residential and
Non-residential Buildings (the Program) under the auspices of the Ministry
of Regional Development and Public Works. The total funds dedicated to the
Program are BGN 2.47 bn (EUR 1.26 bn) for the renovation of multifamily resi-
dential buildings, publicand commercial buildings in the period 2022 - 2026.
The main goal of the Program is to achieve a 30% increase in energy efficiency
in participating buildings through the funding of projects, such as the thermal
insulation, renovation of common heating, cooling and ventilation systems,
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and the construction of renewable energy installations. The application period
for a first stage of the Program started in December 2022.

The National Recovery and Resilience Plan also envisages the co-funding of
individual investments to increase the energy efficiency of single family and
multifamily buildings, such as the construction of solar energy installations, in
a total amount of BGN 240 mn (EUR 123 mn) in the period 2022-2025..

Real GDP growth (%) (1) 3.9 1.8 0.4
Unemployment Rate (LSF),

annual average (%) (1) 43 43 =
HICP inflation (%) (1) 13.0 8.6 6.4
Owner occupation rate (%) (1) 85.0 86.1 69.2
Gross Fixed Investment in Housing 14 02 37

(annual change) (1)
Building Permits (2015=100) (2) 47.3 47.3 94.0
House Price Index - country

(2015=100) (2) 156.2 186.7 170.2%
House Price Index - capital %
(2015=100) (2) 163.5 210.0 165.1
Nominal house price growth (%) (2) 15.2 19.6 3*
Outstanding Residential Loans

(mn EUR) (2) 9,390 1,263 | 6,782,375
Outstanding Residential Loans per

capita over Total Population (EUR) (2) 1373 1,747 1514
Outstanding Residential Loans

to disposable income ratio (%) (1) (2) n/a n/a 73
Gross residential lending,

annual growth (%) (2) 23.5 132 -26.6
Typical mortgage rate, 31 35 47

annual average (%) (2)
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BULGARIA FACT TABLE

Which entities can
issue mortgage loans
in your country?

What is the market
share of new mortgage
issuances between
these entities?

Which entities hold
what proportion of
outstanding mortgage
loans in your country?

What is the typical LTV
ratio on residential
mortgage loans in your
country?

How is the distinction
made between loans
for residential and non-
residential purposes in
your country?

What is/are the most
common mortgage
product(s) in your
country?

What is the typical/
average maturity for
amortgage in your
country?

In Bulgaria there are no specialised mortgage banks.
Therefore, all licensed commercial banks (credit institu-
tions) can provide mortgage loans. The largest and most
active lenders of residential mortgage loans are ‘tier 1’
banks DSK Bank (DSK), UniCredit Bulbank (UCB), Eurobank
Bulgaria (Eurobank), United Bulgarian Bank (UBB), First
Investment Bank (FIB), as well as ‘tier 2’ banks KBC Bank
Bulgaria (ex Raiffeisenbank Bulgaria) (KBC BG)*, Central
Cooperative Bank (CCB) and Allianz Bank Bulgaria (Allianz).

*In March 2023 KBC BG has merged into UBB following an acquisition
of KBCBG by UBB in the course of 2022..

From 31.12.2021 t0 31.12.2022 the total nominal (principal)
value of residential mortgage loans issued by Bulgarian
banks has increased by ca. BGN* 2.6 bn from BGN 15.82 bn
to BGN 18.37 bn. The 8 most active banks on the Bulgarian
residential mortgage loan market account for around
95.4% of this increase — UBB and KBC BG (21.3%), UCB
(21.2%), Eurobank (20.2%), DSK (18.4%), FIB (5.4%), (CB
(4.7%), Allianz (4.2%).

*EUR1=BGN 1.95583

As of 31.12.2021 the total nominal (principal) value of
residential mortgage loans issued by Bulgarian banks is
BGN* 18,37bn. The 8 banks mentioned above form BGN
17.57 bn (ca. 96%) of this amount, of which DSK holds BGN
4.25 bn (ca. 23.2%); UBB and KBC BG — BGN 4.13 bn (ca.
22.5%); UCB — BGN 3.30 bn (ca. 18%), Eurobank — BGN
3.06 bn (ca. 16.6%), FIB — BGN 1.14 bn (ca. 6.2%), C(B —
BGN 959 mn (ca. 5.2%), Allianz — BGN 725 mn (ca. 4%).

*EUR 1=BGN 1.95583

The average LTV ratio is 80%.

The official statistics of the Bulgarian National Bank (BNB)
provides information only on residential mortgage loans
extended by Bulgarian banks (and Bulgarian branches of
foreign banks) — reported at nominal (principal) value
before deduction of provisions, without fees and currently
accrued interest.

BNB defines “residential” or “housing” loans as loans
granted to households for the purpose of investing in
dwellings for their own use or for letting out, including
for the construction and improvement of dwellings, which
can be secured by various types of assets.

The most widely used mortgage products in Bulgaria are
BGN denominated housing loans with variable rates, which
are generally defined in the banks own lending policies.
The average size of loans is being cited as BGN 150,000.

Interest rates have been decreasing over the last years.
In 2022 the average interest rates on BGN denominated
housing loans is 2.54%.

The average maturity of mortgage loans in Bulgaria is
around 20 — 25 years with maximum term of any mortgage
being 35 years.

What is/are the most

common ways to fund
mortgage lending in

your country?

What is the level of
costs associated with
house purchase in
your country (taxes
and other transaction
costs)?

What is the level (if
any) of government
subsidies for house
purchases in your
country?

/

Funding of mortgage loans is based largely on deposits.
Alternative funding sources are uncommon in Bulgaria.
There is practically no mortgage bond market in Bulgaria,
with last mortgage bond issuance dating back to 2014 and
all issues being redeemed since, the latest in September
2019. In March 2022 a new Covered Bonds Act transposing
the Covered Bonds Directive (EU) 2162/2019 was adopted
by the Bulgarian Parliament. There is yet no market for
covered bonds in Bulgaria.

A variety of taxes and fees are associated with purchas-
ing properties in Bulgaria, most of which vary according
to the property’s price, but which may also depend on
whether the property has land attached, whether it is
being bought through an agent (as opposed to directly
from the vendor), or whether there are other consultants
involved (e.g. lawyer, surveyor or translator).

In particular, a purchaser should be aware of the following
related costs: municipal tax (up to 3% of the purchase
price depending on municipality involved, no cap); notary
expenses for the purchase and for the establishment of a
mortgage (each notarisation costs between BGN 500 and
BGN 6000 depending on the price of the property); state
fee for registration of the purchase and the mortgage in
the Bulgarian Property Register (each registration costs
0.1% of the property price, no cap); potential VAT implica-
tions of the purchase must also be considered.

Not available, other than limited tax benefits for young
families (spouse not elder than 35 years), which can deduct
from their taxable income interest payments on loans (or
the part of loans) up to BGN 100,000.
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Croatia

By Richard Kemmish, External Consultant

IN ANUTSHELL

—> Croatia joined the Euro and the Schengen area on 1%t January 2023.

—> Economic growth slowed to 3.1%, is expected to remain broadly similar
in the medium term.

- Inflation slowed but s still above the Eurozone average due in particular
to wage increases.

—> House prices continue to rise, as does the rate of construction of new
housing.

Croatia became the 20 country in the Eurozone on 1% January.

Economic growth slowed to 3.1% from 7% in the previous year (and 13% in
2021), still substantially above the rate of growth in the Eurozone economy
as a whole (0.4%) and continuing an 8-year run of growth in excess of 2.5%
(with the exception of the pandemic year). The main drivers of this growth
were exports, household and government consumption and investment, which
was underpinned by drawdowns under EU funds, specifically the Multiannual
Financial Framework (MFF) and the Recovery and Resilience Facility (RRF).

Given this growth, the labour market remains tight with employment growing by
2.7% leaving unemployment constant at 6.2% — the discrepancy being due to an
enlarged workforce, mainly due to an influx of workers from non-EU countries —
and income in real terms grew by 2.0% (+5.7% in 2022), substantially above the
eurozone (which shrank by 2.2% in 2023, after 0.6% growth in 2022). Reflecting
this growth, inflation (HCIP) was 8.5% (from 10.7% in 2022), still significantly
above that in the rest of the Eurozone (5.4%). Prices of services were the largest
component of this growth, partly offset by reduced energy price inflation, which
in turn was partly due to government subsidy measures.

The government fiscal deficit was 0.7% of GDP which, combined with the economic
growth reduced the debt: GDP ratio to 63%, it is expected to fall to below the
Growth and Stability pact target of 60% during 2024. The three main rating
agencies all revised their outlook for the country’s rating to ‘positive’ from
‘stable’, it is now BBB+ from S&P and Fitch and Baa2 from Moody’s.

According to European Commission forecasts, growth is expected to continue
at a similar level although the main drivers will increasingly be household
consumption, exports of goods and tourism. Investment activity is expected to
slow with the completion of the MFF and the expiry of the EU Solidarity Fund
(for reconstruction after the 2020 earthquake) before increasing again from
2025, although Commission has highlighted a risk that the uptake of funds
could be limited by capacity constraints. Lower Eurozone interest rates and
increased credit availability should also contribute to growth.
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The labour market is expected to remain tight with a decrease in unemployment
to 5.6% by the end of 2025 and increasing pressure on wages. Wage rises in
particular in the service sector will moderate the fall in inflation — prices for
services are predicted to continue to increase — but overall inflation is expected
to continue to decline, to 3.5% in 2023 and 2.2% in 2025.

The government deficit is expected to increase as a result of public sector wage
inflation, social assistance measures and reduced tax rates reaching 2.6% of GDP
in both 2024 and 2025. This increase should be mitigated by wage increases,
economic growth and increased tourism. Measures to mitigate the effect of
energy price shocks will cost the government 0.6% of GDP, down from 1.9% in
2023. Overall, the debt: GDP ratio will continue to improve to a forecast 59.5%
in 2024 and 59.1% in 2025.

House prices continued to rise albeit at a slower rate of 9.4%, from 17% in
2022, significantly exceeding price increases in the EU as a whole (which rose
by 0.1%) and the Eurozone where they fell by 1.2%. In Q4 prices actually fell
slightly, before returning to growth in the first quarter of 2024.

Reflecting house price increases and lower price increases in building costs
(which only increased by 4.7%), construction of residential property has
increased, permits were issued for 3.6mn m? of new builds, and the construc-
tion sector now represents 3.5% of national GDP — both the highest values
since this data was collected.

Regionally, the Adriatic coast region had the largest price increases, largely as
a result of foreign purchases and favourable tax treatment for rental activity
in the tourism sector. Prices in Zagreb city also rose significantly.

The percentage of Croatian’s owning their own home, already the third highest
in Europe (behind Romania and Slovakia) increased further to 91.2% (from
91.1%). According to Eurostat, Croatia is also characterized by the highest
average age of leaving the parental home in Europe.

Commercial banks dominate the mortgage market with nearly 95% of total
outstanding loans. Housing savings banks having the residual 5%. At origination
mortgages are typically for 70 to 80% of the value of the property and are for
between 20 and 30 years.

Non-performing loans in the sector continued to decrease from 5.0% at the
start of the year to 4.2% by year end (all loans to households).

Affordability and debt to income ratios have not deteriorated as much as in
many other EU countries as the adoption of the Euro resulted in lower interest
rates (which mitigated some of the increase in Euro interest rates).
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MORTGAGE FUNDING

The banking market continues to be dominated by foreign owned banks which
account for 90% of total banking assets and is characterised by very low loan
to deposit ratios, negligible use of wholesale funding and relatively small
mortgage exposure (approximately 20% of total balance sheets).

Although a covered bond law has been in place since 2022 it is as yet unused.

The healthy liquidity of banks may be threatened by further issues of retail
bonds by the Ministry of Finance, in 2023 EUR 3 bn of such bonds were issued
to retail investors.

Although several banks offer loans to their customers to enhance the energy
efficiency of their homes there has not yet been a green bond issued by any
banks in Croatia.

CROATIA | CROATIA EU 27
2022 2023 2023

MACROECONOMIC VARIABLES
Real GDP growth (%) (1) 7.0 3.1 0.4
Unemployment Rate (LSF),
annual average (%) (1) 7.0 6.1 6.1
HICP inflation (%) (1) 10.7 8.4 6.4
Owner occupation rate (%) (1) 91.1 91.2 69.2
Gross Fixed Investment in Housing
(annual change) (1) n/a n/a 31
Building Permits (2015=100) (2) 269.1 142.0 94.0
House Price Index - country
(2015=100) (2) 170.1 186.2 170.2*
House Price Index - capital
(2015=100) (2) 193.9 0.0 165.1%
Nominal house price growth (%) (2) 17.3 9.5 3*
MORTGAGE MARKET
Outstanding Residential Loans
(mn EUR) (2) 9,932 10,840 | 6,782,375
Outstanding Residential Loans per
capita over Total Population (EUR) (2) 2,512 2,815 15114
Outstanding Residential Loans
to disposable income ratio (%) (1) (2) 243 n/a 3
Gross residential lending,
annual growth (%) (2) 67.0 15 -26.6
Typical mortgage rate,
annual average (%) (2) 2.5 n/a 2

* Please note that this value is a simple average of the available values in 2023.

Sources:
(1) Eurostat.
(2) European Mortgage Federation - Hypostat 2024, Statistical Tables.

Which entities can
issue mortgage loans
in your country?

What is the market
share of new mortgage
issuances between
these entities?

Which entities hold
what proportion of
outstanding mortgage
loans in your country?

What is the typical LTV
ratio on residential
mortgage loans in your
country?

How is the distinction
made between loans
for residential and non-
residential purposes in
your country?

What is/are the most
common mortgage
product(s) in your
country?

What is the typical/
average maturity for
amortgage in your
country?

What is/are the most

common ways to fund
mortgage lending in

your country?

What is the level of
costs associated with
house purchase in
your country (taxes
and other transaction
costs)?

What is the level (if
any) of government
subsidies for house
purchases in your
country?

/

CROATIA FACT TABLE

Commercial banks and housing saving banks.

Commercial banks dominate the market.

Commercial banks hold approximately 94.5%,
and housing saving banks hold the rest 5.5%.

Between 70 and 80%.

The ‘Consumer Housing Loans Act” defines “housing loan” as a
loan: a) collateralised by a security on residential immovable
property or a transfer of ownership of residential immovable
property for the purpose of securing the loan; or b) the loan
the purpose of which is for the consumer to acquire or retain
the ownership of residential immovable property.

Loans not falling within this description would not be residential.

Housing and mortgage loans.

Between 20 and 30 years.

Deposits.

Real estate transfer tax (3% of market value, application
from January 2019); transaction costs (fees and commis-
sions): up to 2% of market value; and other costs (agency
intermediation, public notary, etc.): 2-4% of market value.

Low (in the part of government supported “Publicly
Subsidized Residential Construction Program”, through
the governmental incentives for housing savings and
through the limited government financial support for
first housing property purchase).

EMF HYPOSTAT 2024



Cyprus

By Ioannis Tirkides, Bank of Cyprus

IN ANUTSHELL

—> GDP growth moderated to 2.5%.
—> House prices have continued to rise from the low post recession levels.
—> Housing demand and residential construction remained strong.

—> Bank liquidity remains good.

Growth moderated with real GDP rising by 2.5% following 5.1% in the previous
year. Growth was supported by a continued recovery in tourism, financial services,
professional services and expanding IT activity, and strong investments. The
outlook is positive but in the near-term there are downside risks the uncertain
geopolitical environment. Growth is expected to remain strong in 2024, and to
average 2.8% according to the European Commission’s Spring forecasts, supported
by rising real incomes and EU RRP inflows.

The unemployment rate, after rising in 2020 and the first half of 2021, has been
declining since dropping to 6.0% in the fourth quarter of 2023 and 5.7% in the
first quarter of 2024, seasonally adjusted.

HCIP was 3.9% and core inflation 2.8%. In January-June 2024, harmonised
inflation was 2.3% and core was 2.5%. The decline in the headline inflation was
driven by the non-core components of energy and food, while core inflation,
remained more persistent.

The strong fiscal performance continued as the budget surplus rose to 3.1% of
GDP from 2.7%, this was driven by robust revenue growth, contributing to a large
declinein public debt to 77.3% of GDP. Debt affordability metrics are favourable
and are expected to remain solid in the medium term.

Banks are well capitalized and remain resilient under stress tests. Despite higher
interest rates, asset quality has not deteriorated. Non-performing exposures are
by now, largely outside of bank balance sheets, but their resolution is critical
for private sector balance sheets.

Short-term risks are mostly external, to the downside, including a downturn in
major tourism markets, and an escalation of regional conflicts. In the medium-
term risks are from climate change and from possible further deterioration in
the global geopolitical outlook.

Home ownership has been declining since the financial crisis of 2012-14
reflecting the deep recession, high non-performing loans and tighter credit
conditions. Home ownership peaked in 2013 at 74% and dropped to a low of
67.9% in 2019. Since then, it increased to 69.6% in 2022 and 68.8% in 2023
(EA average 65.3%).
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New construction, fell from EUR 3.0 bn in 2008 to EUR 0.92 bn in 2014 and
recovered gradually to EUR 2.9 bn in 2021, and EUR 3.4 bn in 2022, the latest
available data. New construction of residential buildings rose from a low of EUR
0.4bnin2014to EUR 1.8 bnin 2021 and EUR 2.2 bn (8,820 buildings) in 2022.

The total stock of dwellings at the end of 2022 was 482,000, 22.3% more than in 2008.

The long-term performance of the construction sector lags the total economy.
Average annual growth in construction in the period 1996-2023, was 2.0%
compared with 3.0% in the total economy, the growth rate is also more volatile.
Construction activity dropped sharply in 2007-15 by a cumulative 62%, then
recovered strongly in 2016-19, dropping in 2020 in the Covid pandemic and
recovering subsequently. Real gross value added is still almost 30% lower
than at the peak in 2007. The share of the sector’s value-added in real terms
dropped from 10% in 2007, to 4% in 2015 and then recovered to 5.2% in 2023.

Property sales fell by 82.3% in the period 2007-2013, then rose sharply in the
period to 2023 at an average annual pace of 16.6%.

Prices, as measured by the Central Bank’s residential property index, rose by a
cumulative 27.3% in 2016-23, on an end-period basis, following a cumulative
decline of 30% between 2008 and 2016. This increase was driven by apart-
ments, up 49.5%, as opposed to houses which rose by 17.5%. Price increases
in this period were greater in Limassol (42.3%) followed by Larnaca (26.8%),
Famagusta (26.2%), Paphos (25.3%), and Nicosia (14.5%). Residential property
prices increased by 8.3% (6.6% in 2022).

Regional differences reflect differences in the composition of demand.

In Limassol there is higher demand from non-residents due to the city’sinternational
business orientation. There is a high proportion of vacation and second homes in
the Larnaca, Paphos and Famagusta regions where prices have been more volatile
in both the contraction and the recovery. Nicosia is the largest region by population
and the country’s capital and features demand from locals, diplomats, and students.

MARKET DYNAMICS

The mortgage market has been shrinking in absolute terms and relative to GDP
since the financial crisis of 2012-14, as the banking sector restructures and
deleverages. Total outstanding loans for house purchase at the end of 2023
were EUR 8.3 bn, 28% of GDP, compared to EUR 12.7 bn, 65% of GDP in 2012.

Loans for house purchase increased as a share of loans to residents (excluding
the government) in 2023, to 41.2% (from 24% in 2012) and as a share of all
household loans to 78.2% (53.1% in2012). This indicates a higher degree of
deleveraging in non-mortgage loans.

Excluding loan renegotiations, new mortgage loans have been rising since 2015,
reaching EUR 1.2 bn in 2022 of 36% of total loans and EUR 1.0 bn in 2023 (31%),
from EUR 0.3 bn or 16% of total in 2015.



Mortgage rates for new loans started to rise since the second quarter of 2022,
in anticipation of a tightening cycle by the ECB. The variable interest rate (up to
one-year initial fixed rate) fell from 6.5% at the end of 2008 to 2.1% at the end
of 2019 then rose to 3.3% by the end of 2022 and 5.2% at the end of 2023. It has
since fallen to 4.5% (May 2024). The mortgage rate for outstanding amounts of
housing loans over five years was 4.6% (May 2024)

Non-performing loans to the household sector have been declining steadily, to
EUR 1.1bn, 10.2% of the total at year end (EUR 1.3 bn, or 12.1% 1 year previously).
At their peak in early 2015, they were EUR 13.1bn, 52.3% of the total. The average
provisioning ratio is 39.3% and the percentage of NPLs restructured is 36.4%
(35.4% and 38.9%, respectively, from a year earlier).

NON-MARKET LED INITIATIVES

The property market has been affected by tax and legislative changes. Property
tax was abolished in 2017. A 19% VAT applies to the first sale of a new property
but is reduced to 5% for the first 200 square meters.

The Central Bank of Cyprus has implemented Loan to Value limits, typically around
80% and Debt-To-Income limits, generally around 30-409%.

The Cyprus Asset Management Company (KEDIPES) was established to manage
and dispose of non-performing loans, helping to clean up the banking sector
and stabilize the financial system.

The "Estia" scheme also includes provisions for restructuring non-performing
loans, offering borrowers reduced payment plans and other concessions to make
their debt more manageable.

The government provides financial assistance to first-time homebuyers to
help them afford down payments and closing costs. For example, the Housing
Finance Corporation (HFC) offers favorable loan conditions to young families
and newlyweds.

Bank funding is primarily from customer deposits. Funding conditions are com-
fortable as reflected in the gross loans (not including provisions), to deposit ratio
of 47.5% (from 50.1% at the end of 2022). The loan to deposit ratio was higher
than 100% in 2017. At the same time Cypriot banks have access to ECB funding.
The securitisation legislation which has been enacted in July 2018 provides an
additional funding tool.

Cyprus will receive in total, EUR 1.0 bn in grants and EUR 227 mn in loans, from
the Next Generation EU funds in the period 2020-26. The Recovery and Resilience
Plan submitted to the European Commission consists of 134 measures structured
around 13 components and grouped in five policy areas. Policies and projects to
green the economy will comprise 41% of the recovery funds, and digital transi-
tion 23%. Key investments include improving the energy efficiency of buildings
and incentives to use renewables. So far, Cyprus has received EUR 263 mn from
the RRF, which includes the prefinancing payment and the first disbursement.
The combined amount of the second and third tranches is expected to total
EUR 152 mn. The fifth tranche request, amounting to EUR 120 mn, is planned
to be submitted by the end of 2024, which will cover 28 additional milestones.

Real GDP growth (%) (1)

Unemployment Rate (LSF),
annual average (%) (1)

HICP inflation (%) (1)

Owner occupation rate (%) (1)

Gross Fixed Investment in Housing
(annual change) (1)

Building Permits (2015=100) (2)

House Price Index - country
(2015=100) (2)

House Price Index - capital
(2015=100) (2)

Nominal house price growth (%) (2)

Outstanding Residential Loans
(mn EUR) (2)

Outstanding Residential Loans per
capita over Total Population (EUR) (2)

Outstanding Residential Loans
to disposable income ratio (%) (1) (2)

Gross residential lending,
annual growth (%) (2)

Typical mortgage rate,
annual average (%) (2)

51
6.8
8.1

69.6
5.7
151.7

106.7

105.2
3.9

8,386

9,269

474

51

2.6

2.5
6.1
3.9

68.8
5.8
143.0

12.7

109.9
5.7

8,339

9,057

45.3

-13.8

4.1

0.4
6.1
6.4

69.2
-3
94.0

170.2*

165.1%

3*

6,782,375

15114

71.3

-26.6

4.7
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EU 27 COUNTRY REPORTS

CYPRUS FACT TABLE

Which entities can
issue mortgage loans
in your country?

What is the market
share of new mortgage
issuances between
these entities?

Which entities hold
what proportion of
outstanding mortgage
loans in your country?

What is the typical LTV
ratio on residential
mortgage loans in your
country?

How is the distinction
made between loans
forresidential and non-
residential purposes in
your country?

What is/are the most
common mortgage
product(s) in your
country?

What is the typical/
average maturity for
a mortgage in your
country?

What is/are the most
common ways to fund
mortgage lending in

your country?

What is the level of
costs associated with
house purchase in
your country (taxes
and other transaction
costs)?

What is the level (if
any) of government
subsidies for house
purchases in your
country?
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Financial institutions (banks and the Housing Finance
Corporation HFC).

100%

Banks: 97% and HFC: 3%

70%-80%.

Depending on the use of the house, then the loan is clas-
sified as residential or not i.e. residential is for primary
home or holiday use.

Euro-denominated loans. Most of the loans are floating
ratesi.e. ECB base rate + spread. Fixed rate housing loans
are also offered.

The average maturity is 22 years.

Customer deposits.

The costs associated with house purchase include VAT or
a transfer fee (for property sales for which VAT has to be
paid, no transfer fees will be applied); a mortgage fee
and stamp duty (in case of mortgage loan)- and, lastly,
the costs of title deeds.

Due to the pandemic, the government subsidised mort-
gage loans for 4 years if the purpose of the house is for
own use. This program has ceased as of 31/12/2021. The
Cypriot parliament has approved a government proposal
fora programme of reduced VAT to 5%, for the acquisition
of a primary home subject to conditions.



Czechia

By Martin Kotek, Jakub Seidler, Czech Banking Association

IN A NUTSHELL

—> The Czech economy stagnated in 2023, inflation reached 10.7% but
inflationary pressures gradually diminished during the year.

—> The Central Bank began easing monetary policy in December, cutting
rates by 25 bps from 7%.

—> House prices fell slightly, although trends varied across regions and
property types.

—> New mortgage origination dropped by 25%, but gradually recovered
through the year from the decade-lows in 2022 caused mainly by high
interest rates.

—> The average mortgage rate reached 5.9% but stopped rising at the
turn of 2022 and 2023.

The economy just stagnated in terms of GDP development in 2023, although this
was slightly better than expected at the start of the year. Inflation remained
in double digits, with an average rate of 10.7%, (from 15.1% in 2022). This was
driven by strong price growth in January 2023, but price rises were relatively
muted afterwards.

Despite weaker economic activity, the labour market remained resilient, unem-
ployment stayed among the lowest in the EU in 2023 (2.6%). Average wage growth
was 8% y-0-y, a decline of 2.4% in real terms after an 8.5% fall the previous
year. This partly explains weak household consumption, which decreased by 3%
y-0-y. Since the end of 2019, household consumption has fallen by almost 9%,
arecord decline in the EU.

The Czech National Bank began easing monetary policy in December with a
25-bps reduction from 7% base rate, which had remained stable since mid-2022.

The economy is expected to grow modestly in 2024, by around 1%, driven by
improvements in household consumption, investment activity, and foreign
demand. Inflation significantly fell at the beginning of the year, reaching the 2%
targetin June. The annual average inflation rate is projected to be around 2.2%.

The Czech National Bank (CNB) continued its easing cycle during 2024, reducing
the main rate to 4.5% in August. Further easing is expected in the second half,
albeit at a slower pace. By the end of the year, the CNB's two-week repo rate could
getslightly below 4%, according to projections by the Czech Banking Association.

Average mortgage interest rates fell to 5.05% by June 2024.

New mortgage origination increased by 75% y-o-y in the first quarter of 2024,
partly due to a low base effect. Gradual recovery is expected this year, with new
mortgage volumes projected to grow by 40-50% y-o-y. This would bring the
nominal volume of new mortgages close to the levels seen in the pre-pandemic
year of 2019.

Property prices decreased by 1.7%. But the price trend changed in the middle of
the year, after many years of growth (since the end of 2013 when the economy
faced a mild recession), prices declined for three quarters, from Q4 2022 to
02 2023, a cumulative 3.7%. From the third quarter, real estate prices began to
rise very slowly again (0.2% g-0-q) and by the end of year reached the level of
the beginning of 2022.

Weaker demand for housing transactions was driven by high interest rates,
stricter macroprudential measures by the CNB (which were relaxed in the second
half of the year) and a high price-to-income ratio for real estate. The decline
was expressed by several indicators — housing starts, housing completions and
building permits all declined y-o-y.

Given the fall in the number of house sales and financing, the fall in house prices
was relatively unimportant. A return to price growth is expected with adverse
effects on house affordability despite anticipated lower inflation and improved
financing conditions.

Banks and building societies arranged mortgages of CZK 13 Obn (EUR 5 bn), out
of which new mortgages were CZK 112 bn and remortgaging CZK 18.4 bn, a drop
in production of 24% y-o0-y (new loans 25%, remortgaging 21%).

Although in 2022 there was already a significant drop in sales (by 63% y-0-y),
afurther decline then stabilization of volumes in 2023 was in line with expec-
tations. Volumes were at a ten-year low, broadly 70% lower than 2021. But
a slight recovery was evident by the end of the year — in the first quarter
sales fell by 69% y-o-y, in the fourth quarter they increased by 111% y-o-y.
0f course, this includes a base effect — the lowest volumes were in Q4 2022;
but showed recovery during the year.

The development of the mortgage market was mainly influenced by the
economic situation Inflation was 10.7%, but prices were relatively muted
after a big price shock in January driven mainly by price of energies. The CNB
maintained strict monetary policy during the year with the first easing of
rates only at the end of the year.

Increasing prices for consumer goods and other housing expenditures, particu-
larly electricity and gas payments, significantly reduced household repayment
capacity, but in the second half of the year this growth in expenditure slowed.

An expectation of easing monetary policy caused a partial decrease in market
long-term rates, starting a revival in the housing market. Consumer confidence
improved and demand for housing financing started growing. Initially remortgag-
ing activity improved, followed by new loans.

The average interest rate on mortgages was significantly higher than last year
(5.88%in 2023 vs. 4.61%in 2022), it started at 6% in Q1 and ended at 5.75% in Q4.
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In the first months of 2024 interest rates have continued to decrease and new
mortgage loan origination has increased.

In April 2022, the CNB tightened income indicators DTI (Debt to Income, max.
8.5) and DSTI (Debt Service to Income, max. 45%) and maximum LTV (Loan
to Value, max 80%), one of the reasons for the market slowdown in 2022 and
to some extent 2023.

In 2023, the CNB reconsidered its macroprudential requlations and gradually
relaxed its restrictions — the DSTI limit was cancelled in Q3 and the DTl from
the beginning of 2024. This was driven by an effort to revive mortgage financ-
ing. The first effect was noticeable in Q4, and the full effect will appear the
numbers for H1 2024. LTV limit remained valid without any changes and no
relaxation is expected in 2024.

Financing of energy saving investments by households is supported by the New
Green Savings program. This program is focused on energy savings in family
and apartment buildings. The main goal is to increase the energy efficiency
of buildings and reduce emissions of greenhouse gases and other pollutants
in the air. Support is aimed at building insulation, construction or purchase
of houses with very low energy consumption, ecological methods of heating
buildings, including replacement of inadequate heat sources or the use of
renewable energy sources. The New Green Savings program is financed from
a portion of the proceeds of emission allowance auctions.

Cooperation started between the state (the Ministries of Environment and
Finance) and the Association of Building Saving Companies to help households
decrease the energy consumption of residential building in June 2023. The two
main pillars are: 1) possibility to provide subsidy consultancy via distribution
channels of building saving companies to retail clients (subsidy programs
dedicated to support green technologies (solar panels, heat pumps, etc.) and
complex isolation) and 2) launch of co-financed loan by state dedicated to
clients who aim to do complex isolation of their buildings. Both of the activities
have been implemented in 2024.
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MACROECONOMIC VARIABLES
Real GDP growth (%) (1)

Unemployment Rate (LSF),
annual average (%) (1)

HICP inflation (%) (1)
HOUSING MARKET

Owner occupation rate (%) (1)

Gross Fixed Investment in Housing
(annual change) (1)

Building Permits (2015=100) (2)

House Price Index - country
(2015=100) (2)

House Price Index - capital
(2015=100) (2)

Nominal house price growth (%) (2)
MORTGAGE MARKET

Outstanding Residential Loans
(mn EUR) (2)

Ou