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The housing market grew at a sustained rate in the first eight months of 2017. In the pre-owned sector, total sale transactions in the 12 months to August peaked at the absolute record level of 934,000. New-build sales were also high, even if they marked time in Q2. Sale prices have seen fairly measured growth, but are picking up, especially in the larger cities. The recovery is largely down to two factors, namely extremely low lending rates (but which are starting to rise) driving sales through a windfall effect; and support measures for new-build, with the Pinel scheme and the strengthening of the PTZ interest-free loan.
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The market is likely to see a slight slowdown in 2018-2019, however.



2016-2017: a highly sustained market ................... 4



First off, the new Housing Plan, unveiled in late September, is favourable over time via a supply-side shock, as public and private land ownership rules are relaxed, construction regulations are simplified, and abusive legal claims are curbed, plus a four-year extension to the Pinel scheme and the PTZ interest-free loan. But their refocusing on areas where supply is tight is likely to have an adverse effect on new-build sales in 2018.



Two very positive factors ...................................... 4



Second, the relative acceleration in prices and the continued slow increase in lending rates will eat into households’ ability to purchase. The shift is likely to be deemed less attractive for some buyers, who will be more hesitant and tend to sit on their hands. The market should remain upbeat, but sales will ease off. The market will be quite sustained over 2017 as a whole, with a record volume of pre-owned sales of 935,000 over the year – an increase of 11% over 12 months and a 3% increase in prices. In new-build, sales are forecast to be more or less stable, off 1.5% over the year. For 2018-2019, pre-owned transaction volumes are forecast to slow by 5% each year. They should be down 6% a year in new-build largely due to the refocusing of the Pinel scheme. Pre-owned prices are forecast to rise 3% in 2018 and to slow in 2019.
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Recent trends in pre-owned and new-build Pre-owned: all-time record high in August 2017 In the first half of 2017, the pre-owned housing market saw record sales volumes. The upturn in transactions kicked off in 2015 with a 15.2% increase to 797,000 units. It continued into 2016, with 845,000 homes sold, a 6% rise over 12 months. In 2017, the trend intensified. Unit sales rose 12.7% for a total of 934,000 in the 12 months to August. Since the start of the year monthly sales have been very high, at 80,000 a month compared with 68,000 a month during the boom years of the noughties. This is above all driven by extremely low lending rates, although these are now starting to edge up (see below). We are heading for another all-time record number of sales in 2017, with 935,000 forecast transactions, an 11% increase over 12 months, far higher than the peak in the previous boom, which saw 830,000 sales a year in 2004-2006. The market is very dynamic, with high levels of buyers and sellers – buyers who take decisions rapidly after a short period of negotiation. The rebound takes in all segments and surface areas.
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In Greater Paris (Ile-de-France), sales of pre-owned homes have rebounded sharply: they were up 20% over 12 months in Q2 2017, some 13% higher than the level of sales in the boom years of the noughties.



Pre-owned: gradual acceleration in prices Prices for pre-owned homes picked up in the first half of 2017. After falling 2% a year in 2012-2014 and quasi-stabilising in 2015 (-0.5% over 12 months in Q4), they rose 1.6% in the 12 months to Q4 2016. In recent months, prices have begun to pick up gradually. The increase came out at 2.4% in the 12 months to Q1 and to 3.4% in Q2. Prices have risen by 3.9% in Greater Paris and by 6.6% in Paris itself, but only by 3.2% elsewhere in France. In view of the strong market dynamic, the price increases are relatively measured. For the record, price increases reached 12% a year on average in 2004-2007. In addition, in view of the leading indicators published by the Greater Paris Notaries, prices are not expected to accelerate in the short term. The increase for pre-owned apartments in Greater Paris in October 2017 is expected to be 4% over 12 months, compared with 4.9% in June. In Paris, prices are expected to rise by 6.6% (6.6% in June also). Data for individual cities are only available up to Q1. Prices for preowned apartments have continued to fall in Clermont-Ferrand (-9%), Rouen (-5%), and Metz (-5%). They have stagnated in Nice, Reims, and Saint-Etienne. But they have picked up in most cities, including Lyon (2%), Toulouse (2%), Nantes (4%), Strasbourg (6%), and Marseille (7%). Double-digit increases have also been recorded, with an 11% rise in Nîmes, and a 16% increase in Bordeaux. Compared with Q4 2011, when the correction began, prices are slightly down overall, by 4%, compared with a cumulative increase of 150% between 1998 and 2011.
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New-build: high levels but uncertainties in Q2 2017
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The new-build market saw an even more sustained growth than that for pre-owned homes in 2016. In the “Developers” segment (developer programmes of at least five homes), sales rebounded by 22% over 12 months, to 127,000 sales, after a 19% increase in 2015. This number of transactions equals the all-time record 127,000 a year set in 2006-2007. Buy-to-let sales rose by 20% and accounted for 53% of all sales. Sales to first-time buyers also grew by 20%, accounting for 47% of sales. Sales rebounded by 10% in the 12 months to Q1 2017 but marked time in Q2, slowing by 9%, largely due to buyers playing wait-and-
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see in light of fiscal uncertainties about the Pinel Scheme, the PTZ interestfree loan, and the wealth tax. There was also a marked recovery in the “non-developer houses” segment. In 2015, unit sales reached 112,000, a 13.7% increase over 12 months. In 2016, sales rose by 19.5%, to 134,000 units. In June 2017, total 12-month unit sales reached 142,000 units, an increase of 20% over 12 months. However, unlike the Developers segment, the number of transactions remains well below the highs of 2006-2007 (189,000 units a year). In Greater Paris, new-build (Developer) sales picked up very smartly in 2016, by 37% over 12 months, and were up 12% over 12 months in Q1 2017 but dipped by 7% in Q2. The Insee survey among developers suggests that the trend in demand for new-build homes is slightly less sustained. The balance of opinion stood at -6 in October 2017, a level lower than July (+2), but still above its trend level of -9.



France: Inventories of new-build homes
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New-build: stock of new-build homes gradually falling The number of (Developer) new homes for sale also rebounded sharply in 2016, by 23% over 12 months, to 127,000 units. The number was up 2.4% over 12 months in Q1 2017, but saw a marked correction in Q2, down 17% over 12 months. The stock of new-build homes offered for sale (finished, under construction, or planned) has continued to decrease little by little. It stood at 104,100 units in Q2 2017, compared with 105,900 a year earlier. The ratio of stock to sales, which measures the average time it takes to sell a home, has shortened slightly to 10 months on sale, compared with 10.2 months a year earlier. This ratio is quite low and is equal to its trend historical level of 10 months in 1985-2016. Inventories per se i.e. the stock of homes up for sale that are finished or under construction, are at a low 33,000 units: 4% of the stock is completed, 28% under construction, and 68% at the planning stage. In Greater Paris, the stock of new homes has increased slightly, to 9.7 months on sale in Q2 2017, compared with 9.3 months a year earlier. Prices for new-build homes (Developers), on the other hand, are seeing only a very modest recovery. Apartment prices rose by 0.7% over 12 months in Q2 2017, after 2.3% at end-2016. House prices were down by 1% over 12 months in Q2, after 2% at end-2016. These are on-plan reservation prices.



France: Housing prices 15
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Construction: marked recovery in 2016-2017 Home construction, which had fallen sharply between 2012 and 2014, stabilised in 2015, and clearly took off in 2016. Response times between the act of sale and the start of building – around six to twelve months depending on the transaction – are fairly lengthy. The rebound in newbuild home sales in 2015 had still not translated into a significant recovery in construction that year. In 2016, construction clearly picked up. New housing starts reached 377,000 during the year, a 10.4% increase over 12 months. Building permits numbered 453,000, a 14.2% increase over 12 months. This trend is being borne out in 2017 due to resilient sales of new homes in 2016. In August, total new housing starts came out at 411,300, a 17.1% increase over 12 months; the number of new building permits issued rose to 499,500, up 15.2% over the same period. The past three months have also seen a fairly marked trend. Housing starts were up 14.3% over 12 months, and building permits by 15.9%. Housing starts are forecast to increase by around 12% this year, although nowhere near the record levels of close to 500,000 seen in 2006-2007.
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France: Housing starts and permits 650
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2016-2017: a highly sustained market The housing market has been recovering since 2015 and the trend strengthened in 2016 and over the first eight months of 2017. In the preowned segment in particular, transaction numbers reached an all-time record 934,000 in the 12 months to August, well above the high points of the boom in the noughties. In new-build, sales have also been extremely sustained, despite marking time in Q2, while in the developer segment, they were back at their record levels of the noughties. Sales prices are up fairly modestly compared with the previous cycle, but are picking up, especially in the big cities. Mortgage lending to households is still sustained, also. Growth in outstanding mortgages is high at 5.9% in the 12 months to August 2017, compared with 4.2% at end-2016. New mortgage lending has dipped, however. It reached a record high of 34 billion euros a month between September 2016 and April 2017, before falling back to 19 billion euros a month in JulyAugust. The fluctuations can be explained by the very high level of mortgage buybacks and renegotiations at end-2016 and early 2017, amounting to 55% of the new loans on average, but which has been far more modest in recent months, at 28%. Interest rates have risen slightly, and most borrowers seeking to buy back mortgages or renegotiate had already done so in 2015-2016. Excluding buybacks and renegotiations, new lending is sustained and sharply up. Over the first eight months of 2017, it rebounded by 27% compared with the same period in 2016.
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The market’s recovery can mainly be explained by:  Very low mortgage lending rates, now starting to edge up Mortgage lending rates have been trending down for many years in view of the steady fall in 10-year OAT rates and strong competition between credit institutions. Lending rates fell from an annual average 3.8% in 2012 to 2.3% in 2015 and 1.9% in 2016 for new, long-term fixed-rate mortgages without insurance. The market bottomed at 1.5% at end-2016. Rates have risen slightly in 2017, reaching 1.66% in August. These record low levels, and the fact that they are starting to rise, are stimulating sales through a windfall effect. Buyers, even those who were hesitating or sitting on the fence, have accelerated their projects to benefit from these highly attractive rates.
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France: Housing loan rates 10



Two very positive factors



y/y, % 20



1000



Quarterly average, %



8 6 4 2 0 96



98



00



02



04



06



08



Average housing loan rate Sources: BdF, Crédit Agricole



10



12



14



16



10y OAT rate



 Support measures for new-build homes Two main support measures, deployed in 2015-2016, have had a very positive impact on the new-build market, both for buy-to-let investors and individual buyers.  The PTZ interest-free loan was substantially beefed up in 2016 : a higher ceiling on resources; loans of up to 40% of the transaction price are available, compared with 18-26% previously; deferred repayments and longer loan repayment times.  The Pinel buy-to-let scheme has been a marked success. It comes with a reduction in income tax spread over six, nine or twelve years, amounting to 12%, 18% or 21% of the (capped) value of the home, plus the possibility of renting to parents or children, and an easing of rent controls. Moreover, structural demand-side factors have also continued to operate. These range from the desire to own one’s home, to a fairly dynamic demographic, the family separation phenomenon, preparations for retirement, saturation in the rental market, and the “safe haven” effect. It is also worth pointing out that the French mortgage lending model is cautious, with fairly strict lending criteria. The ratio of doubtful loans to total mortgage lending is still quite low, and even declined slightly in 2016, to 1.54% compared with 1.57% in 2015. There has been no significant rise in mortgage lending risks, and a marked credit squeeze seems unlikely.



No. 17/287 – 7 November 2017



France: Non performing loans/total housing loans 2,0 1,8 1,6 1,4 1,2 1,0 0,8 0,6 0,4 0,2 0,0



%



01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 Sources: ACPR, Crédit Agricole S.A.



-4-



FRANCE – Housing market Recent developments and outlook for 2018



Olivier ELUERE [email protected]



No. 17/287 – 7 November 2017



-5-



FRANCE – Housing market Recent developments and outlook for 2018



Olivier ELUERE [email protected]



2018: slight dip probable There are two main questions as regards 2018. First, what consequences will the housing reform plan announced in late September have on the market? And second, will the gradual increase in lending rates continue, and could it adversely affect the market recovery?



Economic environment and impact of the housing plan The economic environment is improving little by little. GDP growth should reach 1.7% in 2017 and 1.6% in 2018, while the continental France unemployment rate is slowly falling, and is forecast to reach 9.3% in 2017 and 9% in 2018, compared with 9.8% in 2016. The full set of measures in the new Housing Plan and their probable impacts are set out in detail in the focus p. 7. The plan is calibrated over the full 5-year presidential term. The supply-side shock measures (deregulation of public and private land ownership, simplification of construction regulations, efforts to discourage abusive legal claims) are designed to ultimately lead to increased housing supply and lower costs, and hence to lower new-build home prices. But the impact will be gradual and probably fairly limited despite the incentives, because municipalities, which deliver building permits, tend to favour commercial real estate construction over building homes. The impact on housing sales in 2018 will at any rate be negligible, given the lead times involved in real estate transactions. The refocusing of the PTZ interest-free loan on areas where the housing market is tight has, in the main, been deferred until 2020 and so will have no effect in 2018. The reduction from 40% to 20% of the interest-free loan component in the purchase cost will, however, cause the number of new-build purchases to fall. The Housing Plan’s main impact on sales in 2018 concerns the Pinel buy-to-let scheme. Its refocusing will result in a drop in buy-to-let sales of between 6,00010,000, as zones B2 and C are now excluded from the scheme. Developer newbuild sales are thus likely to fall by 5-7% relative to 2016. The reform of the ISF wealth tax and, more generally, the new tax measures on savings (i.e. the deployment of a 30% flat tax on all investment incomes except for sight deposits and Livret A savings accounts) should encourage trade-offs at the expense of real estate for the most well-off households. For most households, however, the yield from real estate, although relatively modest, will remain fairly competitive. In addition, French households tend to be wary of market securities and prefer the security of bricks and mortar. Buy-to-let investment flows should, therefore, prove fairly resilient.



A slight increase in lending rates
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France: Housing loan rates 3,5



Mortgage lending rates are likely to be the main determining factor in the market trend in 2017-2018. Because mortgages are overwhelmingly fixed rate, the level of lending rates largely depends on the interest rate served on 10-year government bonds. These 10-year OAT rates began to rise in late 2016, from a low of 0.16% in JulyAugust to 0.75% in December. They continued to rise to an average 0.9% in the first half of 2017 but edged back slightly, to an average 0.7% in July-October. Rates are forecast to rise slightly towards year-end, but are set to remain very low, at close to 1%, due to the following factors:  First, the effects of the ECB’s Quantitative Easing (QE) programme, which is still very active in 2017, with asset purchases of €60 billion a month between April and December, compared with €80 billion previously.  Second, investor appetite for safe-haven investments against a backdrop of large-scale global uncertainty (Brexit, the risk of a slowdown in China, US economic policy, commodity prices, and geopolitical tensions), which largely benefits Bunds and OATs.
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French long-term rates are nevertheless likely to edge up gradually in 2018, towards 1.35% at year-end, in the wake of higher Bund rates, for three reasons:  more marked growth in the eurozone and a forecast slight increase in core inflation. But headline inflation could slow slightly, from 1.5% in 2017 to 1.2% in 2018, due to fluctuations in the oil price (following a sharp yoy increase in early 2017 due to base effects, and easing thereafter).  a gradual tapering in ECB securities purchases in 2018 due to more robust, more evenly-spread growth in the eurozone.  the rise in US long-term rates, in connection with the low unemployment level, slightly stronger inflation, and expectations of stronger US growth due to the announced stimulus measures. In view of this, lending rates are likely to rise over the coming quarters, although only moderately, as they will not pass on the increase in market rates entirely because of strong competition among credit institutions.
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Slight dip in the market in 2018-2019 Households’ ability to buy – in other words, their “real estate purchasing power” – has improved markedly in recent years thanks to falling lending rates. But it is set to deteriorate somewhat. The affordability ratio is equal to the annual repayments (capital and interest) for a new fixed-rate mortgage borrower in relation to their income. At each period, we calculate the France: Household ability surface area they can buy in line with an affordability ratio of 30% (a rule to purchase homes applied fairly strictly by lending institutions in France). This indicator thus 115 sq.m measures a household’s ability to purchase a home. The surface area that 110 this “average” household can afford changes cyclically around an average 105 surface area of about 90sq.m. (see graph opposite). undervalued prices 100 Between 2008 and early 2017, households’ ability to purchase rose 95 significantly, by 27%. The affordable surface area rose to 95sq.m. in early 90 2017 compared with 75sq.m. in 2008. This has been made possible by the sharp drop in lending rates, whereas prices have fallen very little over the 85 same period, by a total 4%. The market has thus become slightly under80 overvalued prices valued. The very attractive lending rates and the improvement in 75 affordability have boosted sales. 70 This ability is starting to decline, however. The relative acceleration in prices 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 and the slight uptick in lending rates are set to gradually erode affordability and Repayment to income ratio at 30% make buyers more hesitant and wait-and-see. In addition, even if the increase Sources: BdF, Notaries, calculations CA in interest rates is limited, the fact that rates are rising will limit the windfall effect and curb the extremely strong demand for homes seen at end-2016/early 2017. Last, the new fiscal measures are likely to depress sales of new-build homes. Over 2017 as a whole, the market should be extremely sustained, with record sales volumes in the pre-owned segment, at around 935,000 over the year (an 11% yoy increase and a 3% increase in prices). In the new-build segment, sales should be virtually stable, down 1.5% over 12 months. In 2018-2019, pre-owned transaction volumes are forecast to dip by around 5% a year. New-build volumes are set to fall slightly, by 6% a year partly due to the France: Existing housing sales refocusing of the Pinel scheme. Prices for pre-owned homes are forecast to rise and prices 20 by 3% in 2018 with the lagged effect of higher sales in 2017, and to slow in 1 000 000s % 2019. forecast 15 900 Nor can we completely rule out another scenario – that of a significant 10 800 hike in French long-term rates. This could occur, in particular, if there 5 were a sharp spurt in US growth, a more marked economic improvement 700 in the eurozone than expected, and faster-than-expected monetary 0 tightening by the Fed and the ECB. These shifts would result in a sharp 600 -5 increase in US and French long-term rates. In such an eventuality, the 500 subsequent rebound in lending rates would be likely to result in a marked -10 correction in sales and real estate prices. This is more of a “stress” 400 -15 scenario, however, and seems highly unlikely to materialise in 2017-2018. 92 94 96 98 00 02 04 06 08 10 12 14 16 18



Sales Yearly price variation (rhs) Sources: CGEDD, Notaries, Crédit Agricole S.A
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FOCUS – Housing reform plan A housing reform plan comprising several components was unveiled in late September. The first is a supply-side shock in new-build homes, designed to remedy the lack of housing in areas of scarcity and to build more homes for less money, resulting in: increased supply, lower construction costs (due to easier access to building land, relaxed construction standards) and prices. Second, a reform of tax mechanisms refocused on areas where supply is tight. Third, measures to increase social housing provision.



Supply-side shock  Boost availability of privately-owned building land using tax incentives to encourage owners to sell land. For individual owners, in tight areas, there will be a substantial tax allowance in capital gains on land sales: off 70% (for private housing) off 100% (for social housing), in case of a sale commitment signed before 2020 the purpose being the construction of new housing.  Boost availability of publicly-owned land, aimed at making it easier to sell such land to local government entities, which would benefit from a financial incentive mechanism to stimulate housing construction.  Simplification of construction regulations (which significantly lengthen the time it takes to process a building permit application today). No new regulations will be created.  Measures to discourage abusive appeals, especially in areas where supply is tight.



Tax measures  The Pinel scheme for new-build buy-to-let investments is to be extended for four years (until December 2021) and refocused on tight areas, designated as A, Abis and B1 (i.e. the majority of the Greater Paris region, the Côte d’Azur, the area near Geneva on the French side of the border, plus some large cities where rents are high),  The PTZ interest-free loan is to be extended for four years (until December 2021) and refocused on new-build in tight areas, designated as A, Abis and B1, but will be phased in slowly: the PTZ will be maintained in zones B2 and C for two years, and the proportion of the loan to purchase price will be reduced from 40% to 20%. For pre-owned homes requiring renovation, the PTZ is to be refocused on zones B2 and C to encourage housing rehabilitation in those zones.  No change in the method of taxing real estate capital gains (excluding building land) and income from land, although they will be subject to the 1.7 percentage-point increase in the CSG solidarity tax.  The ISF wealth tax to be replaced by the IFI tax on real estate wealth (“Impôt sur la Fortune Immobilière”). “Charged on real estate assets only it will be based on the same eligibility threshold of €1.3 million and the same scale and rules (a 30% reduction for the main residence) as the present ISF.”  Concerns a smaller number of home owners.  Some 80% of households are to be exempted from the housing tax. The first tranche to be applied in 2018 (€3 billion).  A cut in APL housing benefits in 2018 (€1.7 billion). The financial situation of beneficiaries to be better taken into account. In parallel, social housing rents are to be reduced to protect the purchasing power of those on the lowest incomes (in return, the duration of the credits is to be extended and the interest rate on the Livret A savings account is to be held at 0.75% for two years).



Social  Increase in the number of social housing units built: 40,000 “very social” homes to be built per year.  Construction of 60,000 student housing units and of 20,000 homes for young people in work during the 5-year presidential term.
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Possible impacts? The supply-side shock measures are a step in the right direction. The relaxing of rules for public and private land ownership in tight areas will both boost the supply of new housing programmes and, normally, lower the cost of building land and hence the cost of new-build housing. The measures to relax construction regulations and impose shorter legal appeal times should also encourage lower new-build prices. The increased supply and lower prices should stimulate purchases of new-build homes. Developers have given a fairly positive reception to the measures. We feel, however, that the impact of the measures will be fairly limited. A massive increase in building land availability would be necessary to achieve any significant reduction in land prices. It should begin in the area of publicly-owned land with incentives for municipalities via a financial incentive mechanism, but the impact is likely to be modest. Municipalities, which grant building permits, tend to favour the construction of commercial real estate over houses as this also means building schools, crèches and so on. In the private sector, for this same reason, there is no certainty that the tax incentives will result in a marked increase in land sales and in housing construction. The four-year extension to the Pinel Scheme and PTZ interest-free loan is very positive for developers and the new-build market, but their refocusing on areas where supply is tight is likely to curb new-build sales somewhat. The refocusing of the Pinel Scheme should benefit tight areas provided supply increases, but will lead to a drop in the number of buy-to-let purchases of 5-10,000 because zones B2 and C are henceforth excluded from the scheme. In these less tight areas, the combination of the abolished tax break plus higher borrowing rates plus higher prices will lead to a drop in new-build home sales. The refocusing of the PTZ interest-free loan has been deferred until 2020, and so will have only a marginal impact in 2018. Lowering the share of the loan in the purchase cost from 40% to 20% will, however, slightly reduce the number of new-build purchases. Ultimately, this measure could lead to an annual reduction of around 40,000 in new-build sales: 8,000 in developer new-build programmes, and 32,000 in individual homes. Moreover, in the high-end segment, the transformation of the existing ISF wealth tax into the IFI real estate wealth tax could encourage trade-offs towards financial investments. And last, the renovation sector is not clearly stimulated by this Housing Plan.
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