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REPORT

IN NUMBERS

PLN 408.238 uition

I total housing loans debt

2.215 million
52 051
PLN 13.571 billion

PLN 260 768
206.93 points
39.63%
98.17%
61.07%

PLN 8 062

PLN 1780

number of active loan agreements

number of concluded agreements

value of concluded agreements

average value of a housing loan

Housing Availability Index (HAI M3)

share of new housing loans with LtV above 80%

share of new housing loans in PLN, by value

share of new housing loans with lending period
of 25-35 years

average transaction price per square meter
of a dwelling in Warsaw

average monthly rent rate of a housing unit
in Warsaw

change

Q32018 /02 2018

113 %

1.04%
2.05%
1.24%

2.10%
2.38 points
1.98 p.p.
0.24 p.p.
219 p.p.
1.27%

1.42%
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BANKS HAVE ALSO SIGNALLED TIGHTENING THE MORTGAGE LEN
CRITERIA, BUT THE SALE OF HOUSING LOANS RECORDED IN THE
THREE QUARTERS OF 2018 AT 85-90% OF THE PREVIOUS YEAR'
ALLOW TO FORECAST THAT A RECORD-BREAKING RESULTS OF M
LENDING IN 2018 WILL BE ANNOUNCED IN THE NEXT FEW WEEK

dr. Jacek Furga

Chairman of the Real Estate Finance Committee,
Polish Banks Association and President of the
Management Board of Centre of Banking Law
and Information (Centrum Prawa Bankowego

i Informacji Sp. z 0.0.)*

Dear Readers,

It's already the thirty-seventh issue of the AMRON
Centre Report published by Polish Banks Associa-
tion! The first edition of the Report was presen-
ted in November 2009, during the 6th Congress
on Housing Finance. We have been providing you
with updated information about housing loans and
real estate trends and transaction prices every
quarter for 9 years. The publication of the current
issue of the Report has traditionally coincided with
the date of the Congress on Housing Finance, this
year already the 15th edition.

According to declarations and signals coming from
the developers’ sector, the primary market is stabi-
lizing (read: decelerating). This was not jet confir-
med by GUS data, which does not signal the rever-
sal of the upward trend in housing investments for
now. Although in relation to the previous quarter,
the number of constructions started by develo-
pers decreased by almost 5% and the number of
issued construction permits by 8%, but in relation
year-to-year, both indicators showed an increase
by over 30%. The results of the first three quarters
of this year suggest that 2018 may be another re-
cord-breaking period in the construction activity
of developers’ sector.

Banks have also signalled tightening the mortga-
ge lending criteria, but the sale of housing loans
recorded in the first three quarters of 2018 at 85-
90% of the previous year’s result allow to forecast
that a record-breaking results of mortgage lending
in 2018 will be announced in the next few weeks.

After 8 years, the number of newly granted loans
will exceed 200 thousand, while total amount of
new loans will reach the level of PLN 50 billion -
this level has not been recorded for 10 years, i.e.
since the beginning of the subprime crisis.

The average value of a housing loan was systema-
tically increasing and in the third quarter this year
it exceeded PLN 260 thousand. On one hand, good
macroeconomic conditions in Polish economy and
rising wages were conducive to higher loans amo-
unts, but on the other hand this phenomenon has
been forced by constant increase in housing pri-
ces and growing demand for larger floor area of
dwellings. However, increases in housing prices
were forced by fast-increasing prices of building
materials and construction plots and, above all,
higher labour costs in the construction sector. All
this was driven by increased housing supply re-
sponding high demand, favoured by low-cost mor-
tgage loans. And the whole system of gear wheels
has been working well, with no hiccups so far. All
gear wheels rotate in the right direction. However,
there is a question whether this system will start
slowing down in the same harmonically way or one
of the modules will suddenly stop and the others
will break down?

The anxiety of some analysts was caused by the
fact that the transaction prices of dwellings on
primary market returned to the level from befo-
re the subprime crisis. The rate of prices increase
was high especially in the last year. Comparing
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to Q3 2017, in all analysed locations an increase
in the average transaction price of 1 sq.m. of flo-
or area was noted - from almost 13% in Gdansk,
through 9% in Katowice agglomeration, to 6% in
Wroclaw. The rent rates for dwellings also incre-
ased. The biggest changes in the last 12 months
were recorded in Warsaw (an increase by 10.07%),
Gdansk (by 11.90%) and Lodz (by 12.79%). In other
cities, rents increased by approx. 4%. However, the
market in general seems to be optimistic. Poles
supported with mortgage loans or cash, success-
fully implement the informal programme ‘Flat for
rent’ introducing new apartments on the market.

The number of taxpayers offering at least one
dwelling for rent increased from 532 thousand in
2013 to 611 thousand in 2015. According to the
estimations by the Polish Residential Landlords’
Association ‘Mieszkanicznik’, this number curren-
tly exceeds 650 thousand people. The number of
people earning only rental income has also been
growing rapidly - in 2013 it amounted to 25 tho-
usand people, and currently exceeds 50 thousand.
It's hard to be surprised. According to the monito-
ring of the AMRON Centre, rent rates were incre-
asing in the last 4 years much faster than the tran-
saction prices of flats.

We will discuss together about the risk of a crisis
on the housing and mortgage market and also on
other topics during the 15th Congress on Housing
Finance. | invite you to read the Report carefully
and reflectively and to participate actively in the
discussions during the Congress. We will be obli-
gated to make any comments to improve subsequ-
ent versions of the Report.

Are you interested in AMRON detailed analyses
of Polish real estate market, please do not hesi-
tate to contact us. We will also appreciate your
comments, which shall allow us to improve next
issues of the Report. Please send your questions
and suggestions to the following e-mail address:
raport@amron.pl

dr. Jacek Furga

* AMRON Centre was established by Polish Banks Association to
manage and develop the System for Analysis and Monitoring of
Real Estate Market Transactions and it operates within the organi-
zational structure of a limited-liability company Centre of Banking
Law and Information.
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ANALYSIS OF MARKET ENVIRONMENT

The prosperity on the housing market in Poland
has been going on already for five years. Banks
and developers noted record-breaking results,
but increase dynamics were weakening, so it is not
surprising that the first signs of slowdown appe-
ared. However, nothing indicates the possibility
of asudden collapse of the real estate market. The
results of the last two quarters may suggest that
the boom period passes, however, the changes
were mild.

Developers were carefully adjusting the supply
and new offer to the changing market conditions.
Although prices of building plots and costs of ma-
terials and labour increased, supply control allo-
wed developers to transfer some of their costs to
purchasers and maintain margins at the current
level. This is what caused an increase in housing
prices, but thanks to record-low costs of mortgage
loans and good financial situation of Polish house-
holds, the level of demand on the largest markets
remained high. Nothing indicates that this situ-
ation will change in the coming months, because
in opinion of the President of the National Bank of
Poland, interest rate will not be increased until the
end of 2020.

The most important factors affecting the situation
on real estate market and mortgage market in
Q32018 were:

@® satisfactory economic situation in the
Polish economy, despite lower than ex-
pected GDP growth in Q3 2018 compar-
ing to the first half of the current year;

® low, in line with expectations, inflation
level and record-low interest rates (the
NBP’s reference rate at the level of 1.5%)
maintaining the cost of servicing housing
loans at a low level;

still growing difficulties on the supply side
on the primary market, resulting from the
systematic increase of prices of building
plots and costs of materials and labour,
which resulted in pressure on increase in
housing prices;

decreasing sales on primary market re-
sulting from rising housing prices, as well
as a conscious reduction of supply by de-
velopers;

slight tightening of banks’ lending policy
in the housing loans segment;

entry into force of the Act on housing in-
vestments facilitation, so-called the ‘Res-
idential Special Act’, which allows to build
up the plots, which has not been taken
into account so far, including parts of the
agricultural land located within the city
bounders;

entry into force of the Act on transfor-
mation of perpetual usufruct of built-up
land for housing purposes into ownership
right, which on one hand may cause de-
lays in sale of residential real estate, and
on the other - serious financial conse-
quences for developers, who will be obli-
gated to pay additional payments due the
de minimis aid;

parliamentary works on the draft law on
companies investing in the real estate
lease (FINN) - the entry into force of the
new law is planned for the beginning of
2019.
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SITUATION ON HOUSING LOANS

MARKET

Active housing loans

At September 30, 2018, total number of active
housing loans in Poland amounted to 2 215 488.
At the end of Q2, there were 2 192 619 active
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loans for residential purposes, which meant an
increase in Q3 by 1.04%, i.e. nominally by 22 869
agreements in comparison to the end of the pre-
vious quarter.
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The total value of households debt in Poland
due to granted housing loans as for the end of
Q3 2018 amounted to PLN 408.238 billion,
while at the end of the previous quarter it was
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equal to PLN 403.684 billion. In the period
from July to September this year, the value of
active housing loans increased by 1.13%, i.e. by
PLN 4.554 billion.
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New housing loans

In Q3 2018, a slight decrease in sale of housing
loans was observed in comparison to the previo-
us quarter, both in terms of number and value. In
analysed period, 52 051 new housing loans were
granted, i.e. by 3.05% (1 635 agreements) less in
comparison to the result recorded in Q2 this year.
The value of newly granted mortgage loans amo-
unted to PLN 13.571 billion, which meant a decre-
ase by PLN 2.620 billion, i.e. by 1.24% inrelation to
the previous quarter.

Results of mortgage lending recorded in the first
three quarters of 2018 suggest that all-year len-
ding results in Poland will be very good. In the pe-
riod from January to September this year, 160 893
housing loans were granted for the amount of
PLN 40.227 billion, which was respectively 84.40%
and 90.25% of the results for the entire year 2017.

Despite the quarterly decline, the results of banks’
lending activity were much better in comparisonto
the same period last year. In Q3 2018, banks gran-
ted by 6 227 (13.59%) more housing loans of the
total value higher by PLN 2.620 billion (23.93%)
thanin Q3 2017.

NUMBER C.HANGE/
previous quarter
45824 8.03%N
Value and number

44745 2.35%N of new housing loans
55156 23.27%7

53686 2.67%N

52 051 3.05%N

VALUE CHANGE/
QUARTER (PLN BILLION) previous quarter
Q32017 10.950 6.30%N
Q42017 10.928 0.21%N
Q12018 12.915 18.19%7
Q22018 13.741 6.40%7
Q32018 13.571 1.24%N
SOURCE: SARFIN
60000
=B 2@ S
45000 « af o
® 2 Number
~ s of new
30000 loan
agreements
15000
0

Q3 Q4 Qt Q2 Q3
L IL ]

2017 2018
SOURCE: SARFIN

PLN BILLION
14
7 om 505
o 2 3 - fas]
10 S -
o -—
= Value
8 of new loan
6 agreements
4
2
0

Q3 Q4 Q1 Q2 Q3
L IL ]

2017 2018

SOURCE: SARFIN

Loan currency

Only minimal changes in the currency structure
of the value of newly granted housing loans have
been recorded for several years. In Q3 2018, the
share of PLN loans amounted to 98.17% of the va-
lue of all newly granted mortgage loans, i.e. less by
0.24 p.p. in relation to the previous quarter. The
share of loans denominated in CHF in the portfolio
of new loans remained at the level from the previo-
us quarter and amounted to only 0.01%. Loans de-
nominated in EUR accounted for 1.24%, i.e. more
by 0.14 p.p. in comparison to the previous quarter,
and loans granted in other foreign currencies -
0.58%, i.e. more by 0.10 p.p.

In comparison to Q3 2017, the share of newly
granted loans in PLN in terms of value decreased
by 1.12 p.p. The percentage of housing loans in
EUR increased by 0.74 p.p., the share of loans
denominated in other foreign currencies - by
0.38 p.p., while the share of loans denominated in
CHF did not change.
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QUARTER PLN CHF
Q32017 99.29% 0.01%
Q42017 98.93% 0.01%
Q12018 98.66% 0.01%
Q22018 98.41% 0.01%
Q32018 98.17% 0.01%

SOURCE: SARFIN

EUR other
0.50% 0.20%
0.71% 0.35% Currency structure
of the value
0.90% 0.43% of new loans
1.10% 0.48%
1.24% 0.58%

Quality structure of mortgage loans
portfolio

In Q3 2018, the quality of housing loans portfolio
for households improved. As for the end of
September 2018, share of non-performing
housing loans in the mortgage portfolio amounted
t02.51%, which was by 0.26 p.p. less in comparison
to the previous quarter. The share of PLN housing
loans with default on payments also decreased
and accounted for 2.28% of the PLN loan portfolio
(less by 0.27 p.p. in comparison to the result
noted at the end of Q2 2018). CHF loans with

4.5%
4.0%

3.5% "

default on payments accounted for 3.29% of the
portfolio (less by 0.28 p.p.), while the share of non-
performing loans in other foreign currencies did
not change and amounted to 1.78%.

In comparison to Q3 2017, share of non-
performing housing loans in total decreased by
0.35 p.p. - incase of PLN loans the drop accounted
for 0.27 p.p., while in case of CHF loans it was
0.51 p.p. The quality of housing loans in other
foreign currencies was slightly worse - their share
increased by 0.13 p.p. in relation to the same
period last year.

Share of non-performing

. n loans in total mortgage
3.0% portfolio
25% -_-—_—'_.\."
2.0%
1.5% ” B non-performing loans in total
1.0% W non-performing PLN loans
@ nont-performing CHF loans
0.5% m non-performing loans in
0.0% other currencies
' Q3 Q4 Q1 Q3
2017 2018
SOURCE: NATIONAL BANK OF POLAND
PERIOD NON-PERFORMING NON-PERFORMING NON-PERFORMING NON-PERFORMING LOANS
LOANS IN TOTAL PLN LOANS CHF LOANS IN OTHER CURRENCIES
Q32017 2.86% 2.55% 3.80% 1.65% Share
f non-performi
Q42017 279% 252% 3.71% 167% o non"pertorming
loans in total
Q12018 2.89% 2.61% 3.85% 1.86% mortgage
portfolio
Q22018 2.77% 2.55% 3.57% 1.79%
Q32018 2.65% 2.43% 3.44% 1.79%

SOURCE: NATIONAL BANK OF POLAND

From January 2018, the data has been presented in a new layout, resulting from the new international financial reporting standard

(IFRS9).
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Average value of a loan

The average value of newly granted housing loans in
total increased again and in Q3 2018 amounted to
PLN 260368, whichwas more by PLN4 963 (1.94%)
in comparison to the previous quarter. In the same
period, the average value of a foreign currency loan
decreased by PLN 11 157, i.e.4.85%, and amounted
to PLN 219 045. The average amount of housing
loan granted in PLN amounted to PLN 261 084,
which meant an increase by PLN 5 223 (2.04%) in
relation to the value registered in Q2 2018.

In relation to Q3 last year, the average value of
new housing loans granted in domestic currency
increased by 9.95% (nominally by PLN 23 630)
and the average value of loans denominated in
foreign currencies decreased by 36.83% (i.e. by
PLN 127 715). The average value of a mortga-
ge loan granted in Q3 2018 in total increased by
8.96% (nominally PLN 21 412) in comparison to
the analogous quarter of 2017.

PLN 2
400 000 2 -
© i
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350 000 3 § - - ® = Average value
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250 000 - =
200 000 I averagevalue
of a housing loan
150 000 I average value
of a housing loan
100000 in foreign curren
Il average value
50000 a3 a4 al Q2 Q3 of a PLN housing loan
L IL ]
2017 2018
SOURCE: SARFIN
AVERAGE VALUE AVERAGE VALUE
QUARTER O:XEZAS;:QIQLLL(J)EAN OF AHOUSING LOAN OF APLN
IN FOREIGN CURRENCIES HOUSING LOAN
Q32017 238 956 346 760 237 454
Average value
Q42017 244220 308 013 243 531 of a new housing loan
Q12018 234153 275 055 233 61
Q22018 255405 230202 255 861
Q32018 260 368 219 045 261084

SOURCE: SARFIN

Structure of new loans, by amount

In Q3 2018, the largest change in the structure of
newly granted loans in terms of value was recor-
ded in the category up to PLN 100 thousand - the
share of those loans constituted 8.43%, which
meant a decrease by 1.20 p.p. in relation to the
previous quarter. In the same period, the share of
the most popular loans in the amount ranging from
PLN 100 to 200 thousand decreased by 0.61 p.p.
and amounted to 31.67%. In other categories,
smallincreases were recorded. The greatest incre-
ase - by 0.80 p.p. - was noted in the category of

loans amounting between PLN 200 and 300 tho-
usand, which in Q3 2018 amounted to 28.90%.

In comparison to Q3 2017, similar changes were
noted. In the structure of all new housing loans,
the share of loans with the lowest amount, i.e. up to
PLN 100 thousand and from PLN 100 to 200 tho-
usand decreased - by 4.25 p.p.and 3.14 p.p. respec-
tively. Increases were recorded in all categories
ranging from PLN 200 thousand to PLN 1 million
- the largest, by 3.59 p.p., was noted in the share
of loans of a value from PLN 200 to 300 thousand.
The percentage of housing loans with a value exce-
eding PLN 1 million did not change.

CHAPTER SITUATION ON HOUSING LOANS MARKET
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Q32017 Q42017 Q12018 Q22018 Q32018
up to PLN 100 000 12.68% 11.64% 10.33% 9.63% 8.43%
from PLN 100 000 to 200 000 34.81% 35.08% 37.74% 32.28% 31.67%
from PLN 200 000 to 300 00 25.31% 26.89% 27.20% 28.10% 28.90% Structure
of the new
from PLN 300 000 to 400 000 15.18% 14.45% 14.22% 16.35% 16.54% loans amount
from PLN 400 000 to 500 000 6.09% 5.95% 5.57% 7.34% 7.75%
from PLN 500 000 to 1 million 5.51% 5.59% 4.60% 5.95% 6.28%
above PLN 1 million 0.42% 0.39% 0.34% 0.35% 0.43%

SOURCE: SARFIN

Structure of the LtV ratio

6.73% of all new housing loans, which meant anin-

In Q3 2018, the share of newly granted housing
loans with the LtV ratio from 50 to 80% increased
by 2.33 p.p. in quarterly terms and amounted to
40.15%. It was the first time since 2009, when it
exceeded the percentage of loans with LtV at the
level of at least 80%, which accounted for 39.63%
of all new loans. In the period from July to Septem-
ber, the share of loans with LtV ratio up to 30% de-
creased by 0.86 p.p. to the level of 13.49%, while
loans with LtV ratio from 30 to 50% accounted for

crease by 0.51 p.p. in relation to Q2 2018.

In relation to Q3 2017, the share of loans with LtV
ratio above 80% decreased by 7.26 p.p. A decrease
was also recorded in the category of LtV up to 30%
- by 0.52 p.p. The share of loans with LtV ratio
from 30 to 50% has practically remained unchan-
ged and the percentage of loans with LtV from 50
to 80% increased by 7.70 p.p. in comparison to Q3
last year.

CHAPTER SITUATION ON HOUSING LOANS MARKET
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Q32017 Q42017 Q12018
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2018
Q22018 Q32018
14.35% 13.49%
6.22% 6.73% Structure of LtV ratio
) ’ of newly granted loans
37.82% 40.15%
41.61% 39.63%

Housing loans in major Polish cities

In Q3 2018, housing loans granted in the largest
Polish agglomerations amounted to 67.90%, which
was less by 0.92 p.p. in relation to the previous qu-
arter. This is due to decline in Warsaw’s share in
the structure of all newly granted loans in Poland,
which in analysed quarter amounted to 36.14%,
i.e.less by 1.03 p.p. Share of loans granted in Kato-
wice agglomeration also decreased - by 0.39 p.p.
In other analysed agglomerations only minimal
changes were noted.

In relation to the analogous period of 2017, decli-
nes were noted in proportion of loans granted in
the capital city (by 3.83 p.p.), in Katowice agglome-
ration (by 1.07 p.p.) and in Szczecin (by 0.63 p.p.),
while increases were recorded in Wroclaw (by
1.96 p.p.), in the Tri-City (by 1.83 p.p.), in Poznan
(by 1.47 p.p.) and in Cracow (by 1.15 p.p.). On an-
nual terms, share of housing loans agreements
concluded in the nine largest Polish agglomera-
tions increased by 0.37 p.p.

CHAPTER SITUATION ON HOUSING LOANS MARKET
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Q32017 Q42017 Q12018 Q22018 Q32018
other 3247% 33.90% 32.70% 31.18% 3210%
Katowice agglomeration 5.66% 514% 5.61% 4.98% 4.59%
Szczecin 2.46% 2.60% 2.52% 1.93% 1.83%
Bialystok 0.96% 0.85% 0.61% 0.58% 0.68% Value of newly
Poznan 3.01% 2.80% 337% 460% 448% granted loans
in major Polish
Tri-Citi 4.69% 477% 478% 6.43% 6.52% cities
Warsaw 39.97% 38.60% 38.93% 37.17% 36.14%
Kracow 3.82% 414% 4.23% 4.35% 4.97%
Lodz 2.01% 1.85% 1.51% 1.81% 1.78%
Wroclaw 4.95% 5.35% 5.74% 6.97% 6.91%
SOURCE: SARFIN
Lending period

In Q3 2018, the most popular housing loans with
a maturity period from 25 to 35 years accounted
for 61.07% of the newly granted loan portfolio,
which meant a decrease by 2.19 p.p. comparing
to Q2. A minimal decrease was also recorded in
the category of loans granted for a period of at le-
ast 35 years - by 0.29 p.p., thus their share in the
structure of new loans amounted to 2.44%. The
share of housing loans granted for the period up to
15 years increased by 0.34 p.p. and amounted to

8.60%, and the share of loans from 15 - 25 years
category increased by 2.14 p.p. and accounted for
27.89%.

In comparison to Q3 2017, loans with a maturity
period between 15 and 25 years gained in popu-
larity - their share in the portfolio of new housing
loans increased by 3.00 p.p. The percentage of ho-
using loans granted for the period up to 15 years
decreased by 0.31 p.p., from 25 to 35 years - by
2.13 p.p. and above 35 years - by 0.56 p.p.
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Housing Availability Index
M3 - HAI M3

Housing Availability Index (HAI M3), a synthetic
measure presented in AMRON-SARFiN Reports,
shows quarterly changes in availability of
housing units in Poland for the exemplary family
comprising of two employed adults with one older
child. A slight increase of dwelling availability in
Q3 2018 was influenced by the following factors:

@ price increase in analysed housing segment
(with floor area from 45 to 55 sq.m.) in moni-
tored cities in order to calculate HAI M3 Index
(8 biggest cities) - by 3.50% in relation to Q2
2018;

@® a minimal increase in interest rates of newly
granted loans in Q3 2018 - according to Natio-
nal Bank of Poland, the real interest rate of lo-
ans granted in Q3 2018 amounted to 4.3467%
(in Q2 2018 it was 4.3400%);

@ an increase in the average family income - by
1.31% in Q3 2018 in comparison to the previo-
us quarter;

@ the living costs level, which for the Report pur-
poses are expressed as the minimum subsisten-
ce level of the previous quarter (calculated as
inflation quarter on quarter due to the postpo-
nement of announcing the minimum subsisten-
ce level by the Institute of Labour and Social Af-
fairs for the next quarter), remained at the level
of the previous quarter - there was no increase
in prices of consumer goods and services in Q3.

All the aforementioned factors caused that the
disposable income for HAlI M3 (which is the diffe-
rence between the family income and the amount
of the loan instalment amount or the value of the
minimum subsistence level - in order to calculate
the Housing Availability Index the lower amount is
taken into account) increased by 4,77% and there-
fore the index increased by 2.38 points in Q3 2018
(index level in Q2 2018 amounted to 204.55 points).

CHAPTER SITUATION ON HOUSING LOANS MARKET
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Average margin levels and mortgage
interest rates

In Q3 2018, both margins and interest rates did
not change in comparison to the previous quarter.
The average margin (for a model mortgage loan in
amount of PLN 300 000, at the LtV ratio of 75%
and granted for the period of 25 year) in Septem-
ber of this year amounted to 2.06%, which was

2.3%
2.2%
21%
2.0%
1.9%
1.8%
1.7%
1.6%

1.5%

the same as in June this year. The Monetary Poli-
cy Council maintained the NBP’ reference rate at
the level of 1.50%, WIBOR 3M slightly increased
(by 0.02 p.p.) and at the end of September 2018 it
amounted to 1.72%. The average interest rate for
amodel mortgage loan at the end of Q32018 amo-
unted to 3.79% - by 0.01 p.p. more in comparison
to June of this year.

Average
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SITUATION ON HOUSING MARKET

Housing market in total

According to the newest data published by the
Central Statistical Office, in Q3 2018 construc-
tion permits for 61 313 apartments were issued
and construction of 60 295 dwellings was star-
ted, which was respectively by 6.40% and 8.21%
less comparing to the previous quarter. However,
the number of dwellings completed was higher by

80000

59 689

60112

o
S I | 54 814

60000

45948

40000

20000

Q I 45140
I | 54108
I 66 432

Q I 47978
I 44797

22.42% in relation to Q2 this year and amounted
to46715.

In comparison to the same period last year, incre-
ases in all analysed categories were recorded. The
number of construction permits issued was higher
by 2.00%, the number of construction started - by
10.00% and the number of housing units comple-
ted - by 1.67%.

The results of housing
market in total

I constructions started

M housing units completed

I 65 853
S I 65 688
I 61315
J S 60 295

I 46 715

I 38 420

Q3

2017

SOURCE: CENTRAL STATISTICAL OFFICE

2018

[l construction permits issued

Developers’ sector

The newest data from the Central Statistical Of-
fice regarding construction results of developers’
sector have not yet signalled the reversal of the
growth trend in housing investments. In the pe-
riod from July to September 2018, developers
started construction of 33 981 dwellings and ob-
tained construction permits for further 35 280
apartments. The results were lower by 4.63% and
7.98% respectively, comparing to the previous qu-
arter. However, the number of housing units com-

pleted by developers in Q3 this year was higher
by 30.35% in relation to the previous quarter and
amounted to 29 278 dwellings.

On annual terms, a significant increase in the de-
velopers’ activity was noted. With reference to
Q3 last year, the number of construction permits
issued for developers was higher by 30.31%, the
number of construction started increased by
31.86%, and the number of dwellings completed -
by 5.31%.

CHAPTER SITUATION ON HOUSING MARKET
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The results of the first three quarters of this year
suggest that 2018 may be another record-bre-
aking period in the construction activity of de-
velopers’ sector. In the period from January to
September, developers started construction of
100 344 dwellings, obtained construction per-
mits of 117 535 apartments and completed over
77 423 dwellings, which was respectively 95.20%,
91.48% and 73.72% of the 2017 results.

In Q3 2018, the number of construction permits
obtained by developers accounted for 57.54% of
all permits in the housing sector (less by 0.99 p.p.
in relation to Q2 2018) and the number of dwel-
lings, the construction of which were started by
developers, amounted to 56.36% of all newly star-
ted investments (more by 2.12 p.p.). In analysed
quarter, developers completed 62.67% of all com-
pleted dwellings, i.e. more by 3.81 p.p. in relation
to the previous quarter.
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Average transaction prices of housing
units

Average transaction prices of dwellings in the lar-
gest Polish cities were still growing, despite the
slight decrease in sales of apartments on primary
market. This is the effect of the growing risk and
costs in developers’ sector, as well as high buyers’
interest in investment purchases and higher de-
mand for apartments in a better location and of
a higher standard. In Q3 2018, an average transac-
tion price of 1 sq.m. of floor area was lower than
the value recorded in the previous quarter only in
Lodz, but it was a symbolic decrease and amoun-
ted to only PLN 35, i.e. 0.86%. In other analysed
cities, in the period from July to September 2018,
average transaction prices of flats increased. The
largest increase was recorded in Gdansk, where

buyers in Q3 this year paid PLN 6 676 /sq.m. on
average, i.e. more by 349 PLN (5.52%) on a qu-
arterly basis. A significant increase (by PLN 247,
i.e. 4.34%) was also registered in Poznan, where
the average price of 1 sq.m. of dwelling in analy-
sed quarter amounted to PLN 5 932. In the capital
city, the average price in Q3 2018 amounted to
PLN 8 062 /sq.m. and it was higher by PLN 101
(1.27%) in relation to Q2 2018.

In comparison to Q3 2017, an increase of the ave-
rage transaction price per 1 sq.m. of floor area of
dwelling was noted in all analysed locations. The
average price of apartments increased the most in
Gdansk - by PLN 757 /sq.m. (12.78%), in Katowi-
ce agglomeration - by PLN 271 /sq.m. (9.17%), in
Cracow - by PLN 404 /sq.m. (6.35%) and in Wroc-
law - by PLN 359 /sq.m. (6.31%).
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QUARTER | WARSAW | BIALYSTOK AG JSSZ\FI{I;'IFI ON WROCLAW
Q12014 7265 AN7 2934 5436
Q22014 7225 4137 3034 5318
Q32014 7262 4126 311 5432
Q4.2014 7192 4216 3088 5406
Q12015 7267 4140 3114 5475
Q22015 7354 4162 3127 5534
Q32015 7463 4174 3103 5617
Q42015 7339 421 3127 5563
Q12016 7422 4238 3172 5687
Q22016 7503 4338 3098 5554
Q32016 7651 4374 3008 5533
Q42016 7527 4366 2875 5540
Q12017 7659 4330 2767 5560
Q22017 7704 4351 2863 5585
Q32017 71787 4401 2962 5701
Q42017 7882 4443 30Mm 5928
Q12018 7824 4399 3076 5936
Q22018 7961 4359 3156 5941
Q32018 8 062 4458 3233 6060

GDANSK | CRACOW | POZNAN LODZ

Average

5347 6003 5343 3621 transaction
prices per

5388 6029 5364 3540 1sqm. of

541 | 5985 | 5420 | 3665  2housing
unit in selected

5352 | 5880 | 5432 | 3724 (cities

5289 5921 5509 3782

5253 5973 5454 3732

5287 6 044 5502 3720

5343 6013 5426 3742

5423 6141 5564 3677

5388 6279 5429 3621

5525 6128 5489 3714

5687 631 5530 3898

5562 6332 5465 3729

5717 6202 5445 3864

5919 6361 5622 3913

6162 6489 5727 3972

6215 6429 5668 4017

6327 6567 5685 4077

6676 6765 5932 4042

SOURCE: AMRON

Analysis of the average transaction price per
1 sq.m. of floor area indicates a strong corre-
lation with the number of rooms in dwelling in
the largest Polish cities - the greater number of
rooms, the lower average price of a square me-
ter. In Q3 2018, the average price of a studio in
Warsaw amounted to PLN 8 687 /sq.m., a two-
room apartment - PLN 8 122 /sq.m., a three-room
dwelling - PLN 7 801 /sg.m., and a four-room flat

- PLN 7 650 /sgq.m. Among the analysed locations,
Katowice agglomeration was an exception, where
in Q3 2018 average prices were similar regardless
of the number of rooms and amounted to approx.
PLN 3 100 - PLN 3 300 /sq.m. However, at low
unit prices, larger apartments were more wanted
and therefore their price per square meter was
slightly higher than the average.
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The average floor area of dwellings purchased in
Q3 2018 in eight largest Polish agglomerations
amounted to 54.16 sq.m., i.e. by 0.41 sq.m. less
in relation to the previous quarter. Dwellings
with useable floor area larger than average were
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*in 8 surveyed locations
SOURCE: AMRON

agglomeration

bought in Warsaw (56.96 sq.m.), in Gdansk
(54.71 sq.m.), in Wroclaw (58.03 sgq.m.) and in
Katowice agglomeration (54.66 sq.m.). The smal-
lest dwellings were bought in Lodz, where the
average floor area accounted for 50.31 sq.m.

Average floor area
of housing units in selected
dtiesin Q3 2018 (sqm.)

I average floor area in total*
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Changes in mortgage collaterals value

Indebtedness of mortgage borrowers, who bo-
ught apartments during the so-called ‘price hill’
on the residential real estate market, is systema-
tically decreasing due to regular loan repayments.
Nevertheless, according to data published by the
Polish Financial Supervision Authority, at the end
of 2017 over 130 thousand flats and houses (con-
stituting collaterals of 6.5% of all housing loans)
were burdened with loans exceeding their market
value (LtV ratio higher than 100%). Such proper-
ties cannot be sold because the proceeds will not
cover the remaining liability amount.

In order to verify the impact of significant dec-
lines in housing prices recorded in 2008 - 2012
on the current situation of borrowers, simulation
of changes in the value of dwellings bought in Q1

25%
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10%
5%
0%
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-15%
-20%

-25%
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SOURCE: AMRON

2007,Q1 2008 and Q1 2009 was prepared. Due to
high transaction prices and their significant fluctu-
ations, the average prices on Warsaw market were
analysed.

In Q3 2018, an increase in the average price of
dwellings in Warsaw was noted, what caused the
property value increase and therefore the situ-
ation of borrowers from the period of 2007 - 2009
has improved. The value of these properties, which
constitute collaterals of loans granted in Q1 2007,
currently is higher by 12.3%, i.e. more by 1.4 p.p.
than in Q2 2018. The value of dwellings, which
constitute collaterals of loans granted in Q1 2009
returned to the level of the time of purchase and
the value of dwellings bought in Q1 2008 have still
not reached the level of the purchase price. The
value of dwellings bought in Q1 2008 decreased
by 8.1% (in the previous quarter it was 9.3%).

2013 2014 2015 2016 2017 2018

Value changes
of mortgage collaterals
of housing loans
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Average rent rates of housing units

In Q3 this year, the rent market of dwellings in the
largest Polish cities was quite stable. In the period
from July to September, the average rent rate for
a private flat in Katowice and Gdansk remained
at the level from the previous quarter and amo-
unted to PLN 915 and PLN 1 594 respectively.
In Wroclaw and Cracow a slight correction of
the average monthly rent rates for a flat was no-
ted - a decrease by PLN 26 (1.64%) and PLN 15
(1.03%) respectively, in comparison to Q2 2018.
In other cities, the average cost of renting a flat
slightly increased - in Lodz by PLN 13 (i.e. 1.26%),
in Poznan by PLN 21 (i.e. 1.73%), and in Warsaw
by PLN 25 (i.e. 1.42%). In the capital city, ren-
ting an apartment in Q3 2018 cost on average

PLN 1 780 per month. Renting a dwelling in Wroc-
law and in Gdansk was a bit cheaper, where the
average rent rate (excluding administration fees
and utility charges) in analysed quarter amounted
to PLN 1563 and PLN 1 594 respectively. The dif-
ference between the highest average rent recor-
ded in Warsaw and the lowest rent rate registered
in Katowice amounted to PLN 865, i.e. PLN 27
more thanin Q2 2018.

In comparison to Q3 2017, the average flat
rent rate in all analysed cities increased. The
biggest change was recorded in Warsaw - an
increase by 163 PLN, i.e. 10.07%, in Gdansk
- by 170 PLN (11.90%) and in Lodz - by
119 PLN (12.79%). In other cities, increases
amounted to approx. 4%.
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QUARTER WARSAW KATOWICE WROCLAW GDANSK CRACOW POZNAN LODZ

Q1 2014 1544 841 1116 1353 1185 1165 722 Average monthly rent
rates of a housing unit

Q22014 1543 837 1205 1295 1212 1177 737 in selected cities

Q32014 1507 862 1172 131 1255 1164 73

Q42014 1491 869 1152 1302 1265 1157 784

Q12015 1486 876 1187 1229 1313 1228 91

Q22015 1440 905 1230 1290 1356 1156 813

Q32015 1472 891 1254 1256 1404 1160 823

Q42015 1461 899 1314 1246 1373 1192 847

Q12016 1455 899 1307 1282 1375 1202 859

Q22016 1518 887 1358 1305 1357 1219 857

Q32016 1538 870 1494 1368 1405 1237 867

Q42016 1539 864 1490 1394 1431 1194 884

Q12017 1540 852 1505 1416 1438 1214 886

Q22017 1559 859 1470 1389 1390 1216 894

Q32017 1617 877 1502 1424 1393 1207 927

Q42017 1659 874 1521 1445 1417 1196 955

Q12018 1682 902 1537 1495 1433 1196 972

Q22018 1755 917 1589 1592 1462 1211 1033

Q32018 1780 915 1563 1594 1447 1232 1046

SOURCE: AMRON

PLN 1 930 and Gdansk and Wroclaw - PLN 1 900.
Out of seven analysed cities, the lowest rent rate
was recorded in Lodz - PLN 470 per month, while
the highest was in Warsaw - PLN 5 590.

The largest price range between the highest and
the lowest monthly rent rate in Q3 2018 was
recorded in the capital city - PLN 4 610. Signifi-
cantly lower price range was registered in Lodz -
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In Q3 2018, the average monthly rent for a studio
in Warsaw, Wroclaw and Poznan practically did
not change comparing to the previous quarter.
In other cities, renting a one-room flat was more
expensive, the biggest increase in the average rent
was recorded in Gdansk - by PLN 62 in comparison
to the previous quarter. In Katowice and Cracow,
the average rent for two-room apartments decre-
ased by PLN 14 and PLN 22 respectively, and rent
for apartments with three rooms diminished by
PLN 155 and PLN 26 respectively. In other cities,
increases in the average monthly rents for dwellin-
gs with two and three rooms were recorded.

In all analysed size categories of dwellings, the
highest average rent rates were recorded on the

Warsaw market. In Q3 2018, renting a studio in
Warsaw cost on average PLN 1 395 per month,
a two-room flat - PLN 1 777, and a three-room
apartment - PLN 2 247 per month. The second
most expensive city in terms of average rent rates
was Wroclaw, where renting a one-room flatin Q3
2018 cost PLN 1 300 on average, apartment with
two rooms - PLN 1 649, and a three-room flat -
PLN 2 031. The lowest average rent rates for one
-room and two-room apartments were recorded in
Katowice (PLN 890 and PLN 1 014 respectively),
while the cheapest three-room apartments were
in Lodz (PLN 1 392).
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The analysis was based on the monthly amounts
owed to the landlord before tax, excluding admini-
stration fees and maintenance costs, rent manage-
ment fees, projected and current utility charges, etc.

The analysis was based on rent rates entered into
the AMRON System, among others, by Mzuri Sp.
z 0.0, leader on the Polish private rent market.
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PARTNER'S COMMENTARY

Artur Kazmierczak

Co-Managing Partner of Mzuri Group

Analysing the rent market of dwellings, it should
be remembered that the third quarter is a special
period each year. July is always the weakest month
of the year when it comes to the level of rents and
vacancies, and September - next to October - is
the best month. It may affect some irregularities.

Poznan stands out from other analysed cities in
terms of dynamics of rent changes. The recorded
increase (1.7% on a quarterly basis) was not spec-
tacular, but comparing to other large cities, it was
the highest quarterly change, which may announ-
ce major alterations. One quarter is not enough
to draw serious conclusions, but there is a chance
that Poznan rent market, which besides the Cra-
cow market was a marauder when it comes to rent
increases, will start to grow steadily, which would
be good news for owners of dwellings for rent in
this city. Unfortunately, landlords in Cracow still
do not have areason for satisfaction - rents in this
city, previously rather stable, decreased by 1% last
quarter.

Rent analysis on an annual basis allows to divide
the largest Polish cities into two groups: dynamic
(Lodz - 12.8%, Gdansk - 11.9%, Warsaw - 10.1%)
and stable (Poznan - 3.3%, Cracow - 3.9%, Wroc-
law and Katowice - slightly over 4%), although
from objective perspective the 4% increase is not
low. In the long-term comparison, i.e. from the be-

ginning of 2017, the situation looks similar except
for Katowice - with anincrease by 7%, it is difficult
to include Katowice to the dynamic group (Lodz,
Gdansk and Warsaw) and at the same time this city
does not fit the group with slower rents increase
(Poznan, Cracow, Wroclaw).

It is interesting to consider rents in the context of
changes in property prices. The analysis prepared
recently by Mzuri, based on average transaction
prices published by National Bank of Poland, in-
dicated that rents in Lodz and Warsaw were gro-
wing faster than dwellings prices, and thus the
profitability of investment in flats for rent was im-
proving. Data from the AMRON System confirmed
this observation. In Gdansk, dynamics of rents
increase and prices increase were similar and the-
refore profitability has been constant. The worst
situation for investors was in Poznan and Cracow,
where housing prices grew faster than rents.

Expert’s comments published in AMRON-SARFiN Report re-
flect authors’ opinions, which not always are consistent with
opinions presented by Polish Banks Association and AMRON
Centre.
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EXPERT'S COMMENTARY

prof. Jacek taszek

Warsaw School of Economics

In the largest cities in Poland in the residential
real estate sector, we are facing third cycle and
probably approaching its apex. We know and qu-
antify the main causative factors and mechanisms
of the cycle. So far, everything indicates that un-
controlled shopping and price madness leading to
problems in the housing sector, as well as in the
banking system are unlikely to happen. At the mo-
ment, developers are bearing the main risk due to
very large production in progress and exposure to
market risk. They are strong, well-capitalized, the-
ir current production is still highly profitable and,
most importantly, they remember the previous
cycle. In such situation, problems with access to
production factors appear and the increase in the-
ir prices is transferred to the increase in premises
prices. Probably, it will be the mechanism that will
gradually lead to a drop in demand and formation
of a new equilibrium at a lower, more stable level.
And this is the good news.

Key problem lies elsewhere and it is a consequen-
ce of other factors. It is the construction boom cau-
sed by the accumulation of demand in three main
segments of the construction sector: infrastructu-
ral construction, residential construction and buil-
ding construction in the commercial real estate
sector. Insofar in case of housing construction, an
important factor accelerating demand is domestic
interest rates’ level, inasmuch as in case of com-

mercial real estate these are even lower rates in
the euro area, which, combined with easy access
to money, encourage foreign investors to invest in
commercial real estate in Poland. Regarding infra-
structural construction, these are of course funds
from EU infrastructure programmes, and their ac-
cumulation is expected in the coming years.

However, while we had a moderate impact on the
growth in housing demand and commercial real
estate, the demand related to infrastructure pro-
grammes is largely in hands of the Ministry of In-
frastructure and it should have been distributed
more evenly over time. It was promised like that
a few years ago, but it came out as always. There-
fore, it may be assumed that the main problems in
the coming years will be related to tensions in the
construction sector, and to a lesser extent the real
estate market. However these two sectors are in-
terconnected, especially when it comes to compe-
tition for production factors. Unless we take quick
action to increase construction output. And this is
the bad news. Well, we will see...

Expert’s comments published in AMRON-SARFiN Report re-
flect authors’ opinions, which not always are consistent with
opinions presented by Polish Banks Association and AMRON
Centre.

CHAPTER COMMENTARY TO THE REPORT

28




CENTRUM

System for Analysis and Monitoring
of Real Estate Transactions

AMRON System is a standardized, nationwide
database on real estate prices and values,
equipped with advanced reporting and analytical
modules for monitoring changes on the property
market. System was established in 2004 in
response to the banking supervisory requirements
related to credit risk management and monitoring
security instruments for mortgage lending. Since
2010, System is available for all real estate market
participants.

Our offer also includes periodic analytical
publications and reports on prices changes of
housing unit, construction plots and rural areas in
selected provincial real estate markets. We also
offer the individual reports prepared accordingly
to the detailed specifics of the market segment,
location and time period. Since the beginning of
2014, we also offer services of real estate valuation
realized by a network of appraisers cooperating
with AMRON Centre.

System for Analysis
of Real Estate Financing Market

SARFIN System is a system for exchanging
information on sales of housing loans and
information relating to the monitoring of the risk
portfolio of housing loans. The System is run by the
Polish Banks Association since July 2001 and it is
available for banks only. Access to the data stored
in the SARFiN System has also the National Bank
of Poland.

The data processed in the SARFiN System are also
used in specialist analytical publications prepared
by AMRON Centre, developed at the individual
request of banks, investors, developers and other
entities interested with reliable information
about a particular market segment in the selected
location and time period.
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Agnieszka Pilcicka

Analyst, Market Service Specialist
Research and Market Service Division
AMRON Centre

About AMRON-SARFiN Report

This Report was developed by AMRON Centre and edited by
Agnieszka Pilcicka (agnieszka.pilcicka@amron.pl). Figures
and comments have been developed by AMRON and SARFiN
teams:AgnieszkaPilcicka(agnieszka.pilcicka@amron.pl), Jerzy
Ptaszynski (jerzy.ptaszynski@amron.pl), Bolestaw Meluch
(boleslaw.meluch@zbp.pl) and Marta Polkowska (marta.
polkowska@amron.pl).

In addition to the data collected in the AMRON and SARFiN
Systems, this Report also includes data from Central Statistical
Office and National Bank of Poland.
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