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The French real estate market has improved, in particular as a result of the very 
favourable lending conditions: the latter have increased households’ borrowing 
capacity. This capacity has grown by nearly 20% since 2014. This is chiefly thanks 
to lower interest rates followed by an increase in the duration of the loans, both 
related to an exceptionally accommodative monetary policy. A summary 
indicator helps measure this improved borrowing capacity. 

 

The number of housing starts has increased significantly since the end of 2014 (+ 11%), 
mainly over the past year (see the blue curve in Chart 1). At the same time, prices on the 
existing housing market were up by almost 1% year-on-year after more than 10 consecutive 
quarters of moderate decline (red curve). 
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Chart 1: A recovery in housing starts 

% year-on-year growth 

 

Sources: Insee-Notaires; Ministry of the Environment, Energy and the Sea. 

A strong link with the improvement in lending conditions 

The dynamics of real estate activity (acquisitions of new and existing dwellings, plus major 
works) are closely linked to households' ability to finance their investments (Avouyi et al., 
2014). Bank loans are an essential resource for financing a large majority of real estate 
projects. According to the Ministry of the Environment, the flow of new housing loans 
extended to households accounted for 47% of the financing of real estate activity in 2014. Its 
importance is particularly crucial for first-time buyers who do not have any capital to be 
reinvested. By increasing demand in a market where supply is constrained by the availability 
of land, favourable lending conditions therefore put upward pressure on real estate prices. 
The existence of a causal link between the supply of credit and the level of real estate prices 
has been highlighted in several recent studies (Favara and Imbs, 2015, Labonne and Welter-
Nicol, 2016). 

 

An indicator of households’ borrowing capacity 

The French system is characterised by the frequent use of guarantees by a credit institution 
(a third of outstandings in 2015) or by an insurance company (over a fifth), contrary to the 
Anglosphere where mortgages predominate. In France, the amount and decision to extend a 
loan are not so much based on the value of the property acquired and the outlook for local 
price developments, but on households' repayment capacity, which is measured by their 
income at the time the credit is granted. This primacy is a factor of financial stability but 
restricts access to credit to households whose future income is easily foreseeable. 



Households’ borrowing capacity is the maximum amount a household can borrow to acquire 
a dwelling under the lending conditions prevailing in the market. Given the French system, 
the borrowing capacity is mainly the result of a combination of four factors: the level of 
income at the time the loan is granted, the maximum share of that income that can be used 
to repay the principal and interest, the interest rate and the initial maturity of the loan. We 
construct an aggregate indicator of households’ borrowing capacity by considering the 
average borrowing conditions observed on the credit market. This indicator reflects the 
changes in the sum – discounted at the market rate – of the maximum monthly repayment 
capacities over the average maturity of a loan. This indicator differs from that of the 
purchasing capacity, which takes account of changes in the real estate price index. 

It can reasonably be assumed that the maximum share of income that a household is able to 
devote to the repayment of the loan is a structural component which does not vary over 
time. While it can theoretically influence the risk premium and thus the observed average 
rates, it has not affected the results concerning the dynamics of the borrowing capacity over 
the period under review. French banks usually set it at one-third of the current income, 
subject to a sufficient "living allowance" (remaining income after payment of the amount 
due, fixed according to the size of the household). The variation in the borrowing capacity 
therefore depends on the combined dynamics of income and lending conditions. 

A borrowing capacity up by nearly 20% since 2014 

Chart 2 shows the changes in our indicator of households’ borrowing capacity as well as the 
contribution of lending conditions (rate plus loan maturity) and gross disposable income per 
household to the changes in this indicator. Households’ borrowing capacity has increased by 
close to 20% since the beginning of 2014 (and by almost 7% over 1 year), due to improved 
lending conditions (hatched area), while households’ gross disposable income has hardly 
varied (blue area). 

Chart 2: A sharp rise in the indicator of households’ borrowing capacity 

 

Sources: Banque de France ; INSEE and author’s calculations. 



Despite unfavourable economic conditions, this increase has contributed to the relative 
stability of the real estate price index since 2012. The signs of a recovery in the housing 
market over the past year, both the rise in housing starts and the price dynamics of existing 
dwellings, are linked to this rise in households’ borrowing capacity. 

 

Lower rates and longer loan maturities: the two drivers of this increase 

Two factors have led to this significant increase in households’ borrowing capacity over the 
recent period. On the one hand, the decline in interest rates: the fixed rates on new home 
loans were on average close to 2% in the second quarter (Q2) 2016 against almost 2.35% a 
year earlier and 3.2% in Q1 2014 (blue curve in Chart 3). On the other, the significant rise in 
average loan maturities: 230 months in Q2 2016 against 220 months in Q1 2014 (red curve). 

 

Chart 3: Drop in interest rates and rise in loan maturities 

  

Sources: Banque de France. 

Will this increase in borrowing capacity continue? The historically low level of interest rates 
and the already significant lengthening of loan maturities have already produced their 
effects, but income developments could take over. 

(Translation of a post initially published in French in December 2016) 

 



<<
  /ASCII85EncodePages false
  /AllowPSXObjects false
  /AllowTransparency false
  /AlwaysEmbed [
    true
  ]
  /AntiAliasColorImages false
  /AntiAliasGrayImages false
  /AntiAliasMonoImages false
  /AutoFilterColorImages true
  /AutoFilterGrayImages true
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CheckCompliance [
    /None
  ]
  /ColorACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorConversionStrategy /LeaveColorUnchanged
  /ColorImageAutoFilterStrategy /JPEG
  /ColorImageDepth -1
  /ColorImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorImageDownsampleThreshold 1
  /ColorImageDownsampleType /Bicubic
  /ColorImageFilter /DCTEncode
  /ColorImageMinDownsampleDepth 1
  /ColorImageMinResolution 200
  /ColorImageMinResolutionPolicy /OK
  /ColorImageResolution 300
  /ColorSettingsFile ()
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /CreateJDFFile false
  /CreateJobTicket false
  /CropColorImages false
  /CropGrayImages false
  /CropMonoImages false
  /DSCReportingLevel 0
  /DefaultRenderingIntent /RelativeColorimetric
  /Description <<

  >>
  /DetectBlends true
  /DetectCurves 0
  /DoThumbnails false
  /DownsampleColorImages true
  /DownsampleGrayImages true
  /DownsampleMonoImages true
  /EmbedAllFonts true
  /EmbedJobOptions true
  /EmbedOpenType false
  /EmitDSCWarnings false
  /EncodeColorImages true
  /EncodeGrayImages true
  /EncodeMonoImages true
  /EndPage -1
  /GrayACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageAutoFilterStrategy /JPEG
  /GrayImageDepth -1
  /GrayImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageDownsampleThreshold 1
  /GrayImageDownsampleType /Bicubic
  /GrayImageFilter /DCTEncode
  /GrayImageMinDownsampleDepth 2
  /GrayImageMinResolution 200
  /GrayImageMinResolutionPolicy /OK
  /GrayImageResolution 300
  /ImageMemory 1048576
  /JPEG2000ColorACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000ColorImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /LockDistillerParams false
  /MaxSubsetPct 100
  /MonoImageDepth -1
  /MonoImageDict <<
    /K -1
  >>
  /MonoImageDownsampleThreshold 1
  /MonoImageDownsampleType /Bicubic
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageMinResolution 800
  /MonoImageMinResolutionPolicy /OK
  /MonoImageResolution 1200
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /NeverEmbed [
    true
  ]
  /OPM 1
  /Optimize true
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks false
      /BleedOffset [
        8
        8
        8
        8
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines true
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName <FEFF00410070006C006100740069007300730065006D0065006E0074002000480044>
        /PresetSelector /UseName
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 14.17323
      /MarksWeight 0.25000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing false
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed true
    >>
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXBleedBoxToTrimBoxOffset [
    14.17323
    14.17323
    14.17323
    14.17323
  ]
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXOutputCondition ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputIntentProfile (ISO Coated v2 300% \050ECI\051)
  /PDFXRegistryName ()
  /PDFXSetBleedBoxToMediaBox false
  /PDFXTrapped /False
  /PDFXTrimBoxToMediaBoxOffset [
    0
    0
    0
    0
  ]
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /ParseICCProfilesInComments true
  /PassThroughJPEGImages true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /sRGBProfile (sRGB IEC61966-2.1)
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [2834.646 2834.646]
>> setpagedevice


