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Abstract

Many people dream of owning their own home but rising prices
and high interest rates are making this difficult to achieve. We
show how the affordability of real estate has developed.

Zusammenfassung
Ein Eigenheim ist der Traum vieler, doch steigende Preise und

hohe Zinsen erschweren den Weg dorthin. Wir zeigen, wie sich
die Erschwinglichkeit von Immobilien entwickelt hat.
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Anyone currently looking to buy their own home faces major challenges. Residen-
tial property prices are rising and interest rates have plateaued at a high level. This
raises the question of how affordable property is at present and whether it was
easier to get on the property ladder in the past.

Many property developers, sellers and financial brokers advertise attractive financ-
ing options and often appealing monthly instalments on the relevant property por-
tals. But does the monthly payment provide sufficient information about whether
a property is affordable for a household?

The monthly instalment on a mortgage loan consists of the interest payable and the
principal repayment. While the interest rate is determined by the issuer's credit
rating and the equity ratio, there is some leeway when it comes to the amount of
the principal repayment. Since a household usually has no way of increasing its in-
come in the short term, it can be assumed that there is an upper limit for the re-
payment instalment. This instalment maximises the monthly burden, so that a loan
agreement with a bank would still be signed.!

If we combine the highest possible repayment rate with the purchase price of the
property and the available equity, we can draw up a repayment plan for a mort-
gage. Since the monthly payment and the loan amount are fixed, the calculation
results in the remaining debt at the end of the fixed-interest period.

If the remaining debt is very high at the end of the fixed-interest period, when in-
come and interest payments leave little room for repayment, the high remaining
debt poses a significant risk for the bank and the household, especially if interest
rates have risen at that point. This can result in either the bank refusing to grant
the loan or the household having to decide against purchasing the property. The
remaining debt therefore provides information about whether a household can af-
ford a property or not. This information is not usually included in the advertised
monthly payment, which can be reduced by keeping the repayment instalments as
low as possible.

Mathematically, assuming a constant interest rate and repayment rate, the remain-
ing debt can be converted into the number of years until full repayment. This re-
payment period can therefore be used as a measure of the affordability of a prop-
erty.

In order to assess how the affordability of real estate has developed over the past
20 years, we first look at the development of residential property prices (vdpRe-
search), nominal incomes (destatis) and mortgage interest rates?. Figure 1 shows
the rise in real estate prices, which outpaced the development of nominal incomes
in the 2010s. At the same time, interest rates fell between 2008 and 2022.

1 This limit is often stated as 30% to 40% of net income. See Commerzbank or Dr. Klein.
2 Mortgage interest rates are estimated as the yield to maturity of a 10-year German government
bond plus a premium of 100 basis points.



https://www.commerzbank.de/kredit-finanzierung/wissen/wie-viel-kredit-kann-ich-mir-leisten/
https://www.drklein.de/budgetrechner.html
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In addition, the development of maintenance and energy costs is included in the
calculation, as these also place a burden on a household's monthly budget. Figure
2 shows how these costs have developed. In particular, the drastic increase in costs
in the wake of the coronavirus crisis and with the start of the war in Ukraine is
clearly visible.

Figure 1: Income, real estate prices and mortgage interest rates
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Note: Mortgage interest rates correspond to the residual maturity interest rate of a 10-year German government
bond plus 100 basis points. Source: destatis, vdpResearch, LSEG, calculations by Flossbach von Storch Research
Institute, as of July 2025.

Figure 2: Energy and maintenance costs for residential properties
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Note: Maintenance costs correspond to the construction cost index of destatis and energy costs correspond to the
prices for energy and fuels in the consumer price index. Source: Flossbach von Storch Research Institute, LSEG,
destatis. As of July 2025.
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Figure 3: Years until full repayment of a property
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Source: Calculations by Flossbach von Storch Research Institute. As of July 2025.

On this basis, we will calculate the repayment period for a real estate loan on a
quarterly basis since 2003.3 The repayment period provides information on how the
affordability of residential real estate has developed.

Figure 3 shows the resulting expected repayment period in years. It is subject to
constant fluctuation. In the 2010s, the repayment period declined slowly, reaching
a low point of 15 years in 2015. This marks the point in time when real estate was
most affordable since 2003.

Although real estate prices rose in the following years, falling interest rates and
income growth largely offset the rising prices. It was not until interest rates rose in
2022, accompanied by rising energy and renovation costs, that buying a property
became significantly more difficult. The expected repayment period skyrocketed,
reaching 37 years in 2022. In the period that followed, both interest rates and real
estate prices fell, reducing the repayment period to 25 years. However, the recent
rise in real estate prices has caused the repayment period to rise again to just under
28 years.

3 The calculation was based on the following key data for 2023 and extrapolated back to 2023 or
projected forward to 2025 using the corresponding time series. The average purchase price for resi-
dential property (owner-occupied flats or houses) in Germany was most recently around €350,000.
Of this, an average of 86 per cent was financed by a loan. The monthly budget available to a buyer
household for loan repayments was €1,600 (Europace). In addition, there are monthly energy costs of
€200 (equivalent to €2.00 per square metre for a 100 m? apartment) and maintenance costs of €100
(equivalent to €1.00 per square metre for a 100 square metre apartment, Source: Association of Pri-
vate Builders), bringing the total monthly budget for a property buyer to £1,900. The calculation
method presented here differs from the methodology used in the Interhyp-IW affordability index. In
our approach, the repayment period is the free variable, while the affordability index is based on a
comparison of monthly costs and real estate prices, assuming other conditions remain unchanged.



https://www.homeday.de/de/immobilienwissen/instandhaltungskosten-haus/
https://www.homeday.de/de/immobilienwissen/instandhaltungskosten-haus/
https://www.iwkoeln.de/studien/pekka-sagner-michael-voigtlaender-interhyp-iw-erschwinglichkeitsindex-2025.html
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Anyone looking to buy a property today has to repay their mortgage for much
longer, in some cases almost twice as long as 10 years ago. As a result, many house-
holds are finding that they cannot afford to buy a property like their friends and
acquaintances who found something in the 2010s.

It is uncertain whether interest rates on mortgages will fall in the future and how
rising real estate prices will be able to compensate for this in the 2010s. While the
ECB is expected to lower its key interest rate further in autumn 2025, mortgage
rates depend on the yield on long-term German government bonds. The federal
government's planned new borrowing could cause market interest rates to rise,
making real estate financing even more expensive. The renewed rise in residential
property prices also indicates that affordability is currently deteriorating again.

Unfortunately, this is not good news for young families and other prospective buy-
ers, who will have to come to terms with reality, for better or worse.
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