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REPORT

IN NUMBERS

439.221 billion

I total housing loans debt

2.348 million
59 707
16.874 billion

PLN 282 026
198.70 points
42.88%
98.55%
63.75%

PLN 8 790

PLN 1859

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

Q32019 /02 2019

3.07 %

1.48%
0.65%
2.62%

1.95%

3.69 points
0.21 p.p.
0.03 p.p.
2.79 p.p.
4.05%

2.36%
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THE SALE OF HOUSING LOANS RECORDED IN THE FIRST THREE

QUARTERS OF 2019 ALLOWS TO FORECAST THAT A RECORD-BRE
RESULTS OF MORTGAGE LENDING IN 2019 WILL BE ANNOUNCED
IN THE NEXT FEW WEEKS.THE NUMBER OF NEWLY GRANTED LOA
WILL EXCEED 220 THOUSAND, WHILE TOTAL AMOUNT OF NEW LI

WILL REACH THE LEVEL OF PLN 60 BILLION.

dr. Jacek Furga

Dear Readers,

It's already forty-first issue of the AMRON Centre
Report published by Polish Banks Association.
The first edition of the Report was presented
in November 2009, during the 6th Housing
Finance Congress, exactly 10 years ago. We have
been providing you with updated information
about housing loans and real estate trends and
transaction prices every quarter for 10 years. But
the AMRON System has been operating for 15
years. The first 4 banks joined AMRON System
in September 2004, when AMRON database
amounted to just 16.5 thousand data records
entered by Rheinhyp-BRE Bank Hipoteczny S.A.
Today, AMRON database reached the level of
over 3.3 million records on real estate prices and
values. Currently, more than 500 business entities
use the AMRON System, including National Bank
of Poland, Polish Financial Supervision Authority
and National Public Prosecutor’s Office.

In the current edition of the Report we present
to participants of the 16th Congress on Housing
Finance the results of the third quarter of 2019
with reference to the results from several previous
quarters.

According to signals coming from developers’
sector, the primary market is stabilizing (read:
decelerating). However, the newest data published
by the Central Statistical Office confirmed the
good situation on the housing market in Q3
2019. During this period, 51 021 dwellings were
completed and construction of 63 052 apartments

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.)*

was started, which was more by 8.31% and
2.50% respectively in comparison to the previous
quarter. At the same time, construction permits
were issued for 71 736 housing units, which
meant that the record-breaking result from the
previous quarter was repeated. The results of the
first three quarters of 2019 suggest that 2019
may be another record-breaking period in the
construction activity of developers’ sector.

Banks have indicated tightening of the
mortgage lending criteria, the loan margins were
systematically increasing, but the sale of housing
loans recorded in the first three quarters of 2019,
reaching the level of 87% of the previous year’s
result, allows to forecast that a record-breaking
results of mortgage lending in 2019 will be
announced in the next few weeks. The number
of newly granted loans will exceed 220 thousand,
while total amount of new loans will reach the level
of PLN 60 billion, which will be a record-breaking
amount in the history of the Polish banking sector.
This is mainly the result of a systematic increase in
the average value of a housing loan, which in Q3
2019 exceeded PLN 282 thousand.

In Q3 2019, an increase in both the number and
the value of new housing loan agreements was
noted. The total number of newly signed loan
agreements amounted to 59 707, while the value
of newly granted mortgage loans accounted
for PLN 16.874 billion, which was a record-
breaking result. Banks' results were also higher in
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comparison to analogous period of the previous
year - by 14.71% in number and by 24.34% in
value. The level of banks’ lending activity in Q3
2019 was the highest in 43 quarters.

The increase in prices resulted in decrease in the
average floor area of purchased dwellings. The
average floor area of flats that were traded in Q3
2019 in the eight largest Polish agglomerations
amounted to 53.51 sq.m.

Accelerating growth in lending, which also
translates into faster increase in transaction
prices, makes analysts concerned. In recent weeks
| have had several opportunities to participate in
discussions at conferences and congresses on the
housing market. All participants in these debates
confirmed that the boom on housing market
observed since the beginning of 2013 is justified
by macroeconomic indicators, but there was
a sense of uncertainty. Higher loans are supported
by the growth of the Polish economy and rising
salaries and this is what makes increasing housing
prices acceptable. Price increases were not
only due to more expensive building materials,
increasing prices of building plots and labour
costs. Decreasing supply on primary market and
the opinion, perhaps consciously created by
developers, that this offer will decrease, was a new
factor. What is more, the President of National
Bank of Poland has systematically declared that
as long as he holds his office, NBP’s interest rates
held at a record low level since March 2015 will
be maintained.

However, increase of transaction prices and
rent rates is puzzling. | decided to sum up the
effects of the government’s ‘good change’ on
the housing market. | will not summarize the
results of the ‘Flat Plus’ Programme, because
there is not much to write about. So | will only
present how the housing market responded
to this Programme, or rather to dwellings
created by the government. Over the past
four years, in 7 agglomerations monitored
by the AMRON Centre, housing prices have
increased on average by 21.5% and rents by
20.5%. However, the differences in particular
agglomerations were really high. In Warsaw,
Wroclaw and Lodz, rent increase was by
10 p.p. higher than the increase of the price of
1 sg.m. of a flat, while the opposite situation
was noted in Katowice agglomeration, Cracow
and Poznan. Only in Gdansk the increases of

transaction prices and rent rates were similar
and amounted to 38% and 35%, respectively.
And those increases were the highest among all
analysed agglomerations.

In Q38 2019 the average transaction prices of
dwellings increased by over 4% in Bialystok (an
increase in the average transaction price per
1 sq.m. by PLN 198, i.e. 4.20%) as well as in the
capital city, where the average price amounted
to PLN 8 790/ sq.m. and was higher by PLN 342,
i.e. 4.05% than in previous quarter. In relation to
the same period of 2018, recorded increases in the
average transaction price per 1 sq.m. of dwelling
amounted to almost 10%.

Is the new, higher level of banks’ lending activity,
observed in the second quarter of this year
sustainable? Too many factors today is difficult to
assess, both those threatening the development
of the housing loan market (economic downturn,
increase in housing loan costs and limited
availability of loans due to CJEU ruling, increase
in interest rates in Poland) as well as those
conducive to its development (new technologies
in the banking sector, development of mortgage
banking and mortgage bonds, a fixed rate loans,
continuous income growth). Especially in the
context of the vague exposé of the newly elected
Prime Minister.

Inthe election campaign, the government of a ‘good
change’ assured that an element of his policy would
be ‘rapid construction of dwellings for rent under
the Flat Plus Programme’. Unfortunately, not too
much has left of the National Housing Programme
announced by Prime Minister Beata Szydto
4 years ago. What is more, the Prime Minister
Mateusz Morawiecki did not refer to housing at
all in his exposé. The Prime Minister announced
rather a continuation of existing activities in the
next four years, both in the economic and social
sphere. Social programmes and infrastructure
projects initiated in the previous term are to be
continued.

In the expose, Prime Minister Mateusz
Morawiecki informed about the success, saying:
‘In the period from 2011 to 2014, approx. 143
thousand dwellings were completed on average per
year. In 2017-2020 it will be over 200 thousand
apartments. Our National Housing Programme, of
which ‘Flat Plus’ is part, creates new perspectives.’
It is a pity that neither with banking nor
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developers sector, which are the authors of
this success, conditions and costs of these ‘new
perspectives’ were consulted!

We will discuss together about prospects
and possible scenarios for the housing and
mortgage markets during the 16th Congress
of Housing Finance, which will take place on
December 5-6, 2019. You're welcome! This
year's Congress will also be an opportunity
to honour people particularly involved in
development of specialist mortgage banks
and mortgage bonds in Poland. This year we
are celebrating the 250th anniversary of the
mortgage bond. In Poland, after the economic
transformation, the mortgage bond reactivated
in 1998 is only 20 years old! But the further
development of housing market in Poland
depends, among others, on the development
of this instrument.

| invite you to read the Report carefully and
reflectively and to participate actively in the
discussions during the Congress. We will be
obligated to make any comments to improve
subsequent versions of the Report.

Are you interested in AMRON detailed analyses
of Polish real estate market, please do not hesitate
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 Monito-
ring of Real Estate Market Transactions and it operates within
the organizational structure of a limited-liability company Cen-
tre of Banking Law and Information.
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ANALYSIS OF MARKET ENVIRONMENT

So far the real estate market did not surprise. In
Q3 2019, results of dwellings sales were very
well, so the sellers had no reason to reduce prices.
Both banks and developers once again recorded
great results, and the summary of three quarters
of 2019 suggests that this year may be record-
breaking. Moreover, the number of newly granted
building permits was growing, what means that
developers are not going to slow down.

The macroeconomic environmentis still favourable
for development of the real estate market.
Systematic increase in the average salary, low
interest rates and lack of investment alternative,
attractive saving opportunities in a situation of
significant inflation, as well as increasing value of
real estate makes a dwelling perceived as a good
investment. Therefore, high sales results are not
surprising, which, however, are largely based on
investment demand and are strongly correlated to
the state of Polish economy. Meanwhile, the first
signals of slowdown have already appeared. Banks
and developers have drawn conclusions from the
previous financial crisis and assume the possibility
of changing trends in long-term activities. Law
changes may also be a risk, but their extent is
difficult to predict while new parliament is being
formed. Now we need to wait for it's declarations.

The most important factors affecting the situation
on real estate market and mortgage market in Q3
2019 were:

@ still high, but clearly lower than expected GDP
growth rate at the level of 3.9%, signalling
a slowdown in the Polish economy;

inflation above the central bank’s medium-term
target of 2.5% (despite a decline from 2.9%
in July and August to 2.6% in September this
year), mainly due to increasing prices of food
and housing (in September 2019 an increase
by 6.8% and 1.6% respectively);

further increase in housing prices, both on
primary and secondary market, mainly resulting
from high construction costs and increasing
prices of building plots;

favourable conditions on the labour market,
low NBP'’s interest rates and lack of attractive
options to invest, which caused an increase in
demand for flats despite high prices;

high sales results and very low percentage
of completed apartments in offer, which
confirmed that demand was higher than supply;

record-breaking results in the number of
constructions started and the number of
construction permits issued recorded by
developers;

the ruling of the Court of Justice of the
European Union (CJEU) on CHF loans, issued
on October 3, 2019, was recognized as
ground-breaking by lenders, however, left
the assessment of particular loan agreements
up to Polish courts;

parliamentary elections, which delayed the risk
of law changes in the area of the housing real
estate market.
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SITUATION ON HOUSING LOANS

MARKET

Active housing loans

From July to September 2019, the increase in
total number of active housing loans in Poland
amounted to 1.48% comparing to the end of

the previous quarter, i.e. nominally by 34 266
agreements. As for September 30, 2019, the
number of active loans for residential purposes
accounted for 2 348 373.
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New housing loans

In Q3 2019, an increase in both number and value of
new housing loan agreements was noted. The total
number of newly signed loan agreements amounted
to 59 707, i.e. by 0.65% (386 agreements) more
in comparison to the previous quarter. The value
of newly granted mortgage loans accounted for
PLN 16.874 billion, which was a record-breaking
result (boy PLN 430 million, i.e. by 2.62% more in
relation to the result recorded in Q2 2019).

Results of banks’ lending activity were also better in
comparison to the same period of the previous year

VALUE CHANGE/
QUARTER (PLN BILLION) previous quarte
Q32018 13.571 1.24%N
Q42018 13.626 0.41%2
Q12019 13.596 0.22%N
Q22019 16.444 20.95%7
Q32019 16.874 2.62%7
SOURCE: SARFIN
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(Q3 2019 / Q3 2018). In analysed period, banks
granted by 7 656 (14.71%) more housing loans of
the total value higher by PLN 3.304 billion (24.34%)
thanin Q3 2018.

The sale of housing loans registered in the period
from January to September this year suggests
that the results of banks’ lending activity in the
entire 2019 will be better than in the previous
year. In the first three quarters of 2019, 169 628
new housing loans were granted for the amount
of PLN 46.914 billion, which accounted for
respectively 79.79% and 87.12% of the results of
the entire 2018.
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Loan currency

Changes in the currency structure of the value
of new housing loans were minimal since 2012.
In Q3 2019, a minimal decrease in the share of
PLN loans was noted - by 0.03 p.p., while the
share of loans denominated in other foreign
currencies increased by 0.04 p.p. in comparison
to the previous quarter. In analysed quarter,

the share of PLN loans amounted to 98.55%
of the value of all newly granted mortgage
loans, the share of loans denominated in EUR
accounted for 0.97%, CHF loans accounted for
only 0.01% and loans in other foreign currencies
-0.47%.

In relation to the same period last year, a slight
increase (by 0.38 p.p.) in the share of newly
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granted PLN loans was recorded in Q3 2019,
the percentage of housing loans in CHF
remained at the previous year'’s level, and the

QUARTER PLN CHF
Q32018 98.17% 0.01%
Q42018 98.18% 0.01%
Q12019 98.49% 0.01%
Q22019 98.58% 0.01%
Q32019 98.55% 0.01%

SOURCE: SARFIN

share of loans denominated in EUR and in other
currencies decreased respectively by 0.27 p.p.
and 0.11 p.p.

EUR OTHER
1.24% 0.58%
1.23% 0.58% Currency
structure of
1.05% 0.45% the value
of new loans
0.98% 0.43%
0.97% 0.47%

Quality structure of mortgage
loans portfolio

At the end of September 2019, the share of
non-performing housing loans in the mortgage
portfolio amounted to 2.42%, which was less
by 0.03 p.p. in relation to the previous quarter.
The share of PLN housing loans with default
on payments accounted for 2.14% (less by
0.04 p.p. comparing to Q2 2019), the share of
non-performing CHF loans amounted to 3.40%
of all loans granted in this currency (the same
45%

as in the previous quarter) and the share of
loans in other foreign currencies - 1.78% (less
by 0.06 p.p.).

In relation to the same period last year, the
share of non-performing housing loans in total
diminished by 0.09 p.p. The share of PLN loans
with default on payments decreased by 0.14 p.p.,
while the quality of CHF loans was slightly worse
- the share of non-performing loans increased by
0.11 p.p. in comparison to Q3 2018. The quality of
loans in other foreign currencies returned to the
previous year’s level.

4.0%
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2.5% e e e
“
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NON-PERFORMING

QUARTER LOANS IN TOTAL PLN LOANS
032018 251% 228%
042018 2.48% 220%
Q12019 248% 220%
022019 245% 218%
032019 242% 214%

SOURCE: NATIONAL BANK OF POLAND
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Average value of a loan

In Q3 2019, the average value of new housing
loans granted in domestic currency amounted
to PLN 282 813, i.e. more by PLN 4 844
(1.74%) in comparison to the value recorded in
the previous quarter, while the average value
of loans denominated in foreign currencies
increased by PLN 18 309 (by 8.83%) and
amounted to PLN 225 771. Thus, the average
value of a mortgage loan in total amounted

to PLN 282 026, which meant an increase by
PLN 5 404 (1.95%) comparing to the value noted
Q2 2019.

In comparison to Q3 2018, the amount of
the average loan (in total) granted in analysed
period increased by 8.32% and the average
value of PLN loan was also 8,32%. At the same
period, the average value of loans denominated
in foreign currencies increased by 3.07% in
relation to the analogous quarter of 2018.
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150 000 Il average value
of a housing loan
100 000 I average value
of a housing loan
50 000 in foreign currencies
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SOURCE: SARFIN
QUARTER AVERAGE VALUE OFA XEHRC:\S ; '\\lléLL%E/_\N AVERAGE VALUE
OF AHOUSING LOAN IN FOREIGN CURRENCIES OF A PLN HOUSING LOAN
Q32018 260 368 219 045 261084
Average value
Q42018 263190 218 030 264004 of a new housing loan
Q12019 268135 215108 269 156
Q22019 276 622 207 462 277969
Q32019 282026 22577 282 813

SOURCE: SARFIN

Structure of new loans, by amount

In Q3 2019, only minimal changes were recorded
in the structure of newly granted loans in terms of
value. The biggest change (a decrease by 1.17 p.p.
in relation to the previous quarter) was noted in
the share of loans amounting from PLN 200 to
300 thousand, which accounted for 27.91% of
the portfolio. The percentage of loans for amount
between PLN 100 and 200 thousand also decreased
- by 0.79 p.p. and it was equal to 27.05%. In the
same period, increases were noted in the share
of housing loans with amount from PLN 300 to

400 thousand, from PLN 400 to 500 thousand
and from PLN 500 thousand to PLN 1 million,
respectively by 0.84 p.p., 0.40 p.p. and 0.66 p.p.
Shares of other categories did not change.

On annual terms (comparing Q3 2019 and Q3
2018), a decrease in popularity of loans for the
amount up to PLN 300 thousand was recorded
- the largest, by 4.62 p.p., in the category from
PLN 100 to 200 thousand. The percentage of
loans with amount exceeding PLN 1 million did
not change, while slight increases were recorded
in other categories.

CHAPTER SITUATION ON HOUSING LOANS MARKET
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Q32018 Q42018 Q12019 Q22019 Q32019

up to PLN 100 000 8.43% 7.92% 7.58% 7.03% 7.04%

from PLN 100 000 to 200 000 31.67% 3112% 29.72% 27.84% 27.05%

Struct
from PLN 2000001300000 28.90% 29.06% 28.68% 29.08% 27.91% ructure
from PLN 300 000 to 400 000 16.54% 17.49% 17.93% 18.53% 19.37% amount
from PLN 400 000 to 500 000 7.75% 7.81% 8.70% 9.11% 9.51%

from PLN 500 000 to 1 million 6.28% 6.23% 7.02% 8.02% 8.68%
above PLN 1 million 0.43% 0.37% 0.37% 0.39% 0.44%

SOURCE: SARFIN

of the new loans

Structure of the LtV ratio

Housing loans with LtV ratio at the level of at least
80% were still the most popular - in Q3 2019 the
share of such loans accounted for 42.88%, i.e.
by 0.21 p.p. less in comparison to the previous
quarter. In the period from July to September
this year, a decrease was also noted in the share
of loans with LtV from 50 to 80% - by 0.19 p.p.
Slight increases were noted in the share of
housing loans with the lowest level of LtV ratio,

Q32018 Q42018 Q12019

up to 30% 13.49% 12.86% 14.73%

from 30 to 50% 6.73% 6.22% 6.31%
from 50 to 80% 40.15% 38.36% 33.11%
above 80% 39.63% 42.56% 45.85%

SOURCE: SARFIN

i.e. in the category up to 30% and from 30 to 50%
- respectively by 0.31 p.p. and 0.09 p.p.

In relation to Q3 2018, a significant decrease
(by 4.22%) was recorded in the share of loans
with LtV ratio between 50 and 80%, while loans
in the category of LtV ratio up to 30% and above
80% were more popular. In relation to the same
period of the previous year, the share of such
loans increased respectively by 1.45 p.p. and
3.25 p.p.
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Structure of LtV ratio
of newly granted loans

Il upto30%
[ from 30 to 50%
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Il above 80%

Housing loans in major Polish cities

In Q3 2019, 70.09% of all new housing loans
were granted in the largest Polish urban centres
(by 0.79 p.p. more on aquarterly basis). The share
of Warsaw in the structure of newly granted
loans increased by 0.47 p.p. and amounted to
38.40%. A slight increases were also recorded in
Tri-City and Wroclaw, respectively by 0.52 p.p.
and 0.33 p.p. The share of Cracow, Lodz,
Bialystok and Szczecin remained at the level
noted in the previous quarter, while in Poznan
and Katowice agglomeration slight declines
were recorded. Loans granted in Q3 2019 in
Poznan accounted for 4.88% of all new loans
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Q3

(0.22 p.p. less than in the previous quarter) and
in Katowice agglomeration - 4.28% (decrease
by 0.29 p.p.).

In relation to the same period last vyear,
the percentage of loans granted in Cracow,
in Katowice agglomeration and in Tri-City
decreased, respectively by 0.23 p.p., 0.31 p.p.
and 0.40 p.p. The share of Warsaw increased by
2.26 p.p. and the share of Poznan - by 0.40 p.p.
Changes in other analysed agglomerations were
minimal. On annual terms, the total percentage
of housing loan agreements concluded in the
nine largest Polish agglomerations increased by
2.19 p.p.

Value of newly granted loans
in major Polish dities

Il Wroclaw

I Lodz

Il Cracow

Il Warsaw

I Tri-Citi

Il Poznan

Il Bialystok
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Q32018 Q42018

other 32.10% 32.76%
aggloﬁaet:’a"tviisz 459% 4.81%
Szczecin 1.83% 1.71%
Bialystok 0.68% 0.72%
Poznan 3.86% 4.34%
Tri-Citi 6.52% 6.03%

Warsaw 36.14% 37.38%
Cracow 497% 4.51%
Lodz 1.78% 1.59%
Wroclaw 6.91% 6.15%

SOURCE: SARFIN

Q12019 Q22019 Q32019
33.83% 30.70% 29.91%
4.54% 4.57% 4.28%
1.81% 1.89% 1.89%
0.52% 0.63% 0.59% Value of newly
granted loans
4.86% 510% 4.88% in major Polish
629% 5.60% 6.12% ciies
36.26% 37.93% 38.40%
4.03% 4.66% 4.74%
1.43% 1.88% 1.80%
6.43% 7.05% 738%

Lending period

In Q3 2019, the share of the most popular
housing loans with a maturity period between
25 and 35 years increased slightly (by 2.79 p.p.
in comparison to the previous quarter) in the
overall structure of new housing loan agreements
and amounted to 63.75%. In the same period,
the share of loans granted for the period from
15 to 25 years decreased by 2.92 p.p. in relation
to Q2 2019 to the level of 27.12%. In other
categories, the changes were minimal.

In relation to the same period of the previous
year (Q3 2019/ Q3 2018), an increase in the
structure of all newly granted housing loans was
recorded only in the share of loans granted for
the period from 25 to 35 years - by 2.68 p.p.
In other categories, decreases were recorded -
the largest in the category of loans granted for
above 35 years - by 1.39 p.p. in comparison to
Q3 2018.
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Q32018 Q42018 Q12019 Q22019 Q32019
up to 15 years 8.60% 9.44% 8.53% 8.08% 8.07%
Structure
from 15 to 25 years 27.89% 29.10% 28.88% 30.04% 2712% of new loans
by lending period
from 25 to 35 years 61.07% 59.79% 61.43% 60.96% 63.75%
above 35 years 2.44% 1.67% 1.16% 0.92% 1.06%

SOURCE: SARFIN

Housing Availability Index M3 — HAI
M3

Housing Availability Index (HAI M3), a synthetic
measure presented in AMRON-SARFiIN 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 2019 was influenced by the following factors:

@ a price increase in analysed housing segment
(with floor area from 45 to 55 sq.m.) in
monitored cities in order to calculate HAI M3
Index (8 biggest cities) - by 3.77% in relation
to Q2 2019;

@® a slight increase in interest rates of newly
granted loans - according to National Bank of
Poland, the real interest rate of loans granted
in Q3 2019 amounted to 4.35% (in Q2 2019 it
was 4.29%);

@@ gverage of Poland

@® anincrease in the average gross family income
by 1.91% in Q3 2019 in comparison to the
previous quarter;

@ an increase in the living costs level, which
for the Report purposes are expressed
as the minimum subsistence level of the
previous quarter (calculated as inflation
quarter on quarter due to the postponement
of announcing the minimum subsistence
level by the Institute of Labour and Social
Affairs for the next quarter) - by 0.30% in
comparison to Q2 2019.

All the aforementioned factors caused that the
disposable income for HAlI M3 (which is the
difference 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) diminished by 1.82%
and therefore the index decreased by 3.69 points
in Q3 2019 and amounted to 198.70 points.

eam = AT level = 100

210.85 207:48 208143

206.93 198.70

Housing
Availability
Index M3
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SOURCE: POLISH BANKS ASSOCIATION
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Average margin levels and mortgage
interest rates

n Q3 2019, a slight increase in the average cost
of mortgage loans for households was recorded
again. In analysed period, 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) increased by 0.05 p.p. and at the end
of September this year it amounted to 2.08%.
The NBP's reference rate remained at the level of
1.50%, and WIBOR 3M in Q3 2019 amounted to

23%

2.2%

21% W
2.0% Average margin

of a housing loan

1.9%
1.8%
1.7%
1.6%

1.5%

1.72%, i.e. it did not change in comparison to the
previous quarter. Thus, the average interest rate
of housing loans increased by 0.05 p.p. in relation
to June this year and at the end of Q3 2019 it
amounted to 3.82%.

Comparing to the same period 2018, a minimal
increase in both the average margin and the
interest rate on housing loans was noted. The
average margin of model housing loan increased
by 0.02 p.p. in relation to September 2018, and
the average interest rate - by 0.03 p.p.
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SITUATION ON HOUSING MARKET

Housing market in total

According to the newest data published by
Central Statistical Office, the situation on the
housing market in Poland was still very good.
In the period from July to September this
year, 51 021 dwellings were completed and
construction of 63 052 apartments was started,
which was more respectively by 8.31% and
2.50% in comparison to the previous quarter. At
the same time, construction permits were issued
for 71 736 housing units, which meant that

80000

60000
40000

20000

o
I 61288

O I 60295
I 46 876
I 63 845

O I I 47 946
[ 55 337
I 57 211
I 47 025

the record-breaking result from the previous
quarter was repeated (only minimal decrease
- by 0.79% - was noted in comparison to the
previous quarter).

In relation to the same period last year, increases
in all analysed categories were recorded. The
number of construction permits issued increased
the most - by 17.05% in comparison to Q3 2018.
The number of dwellings completed increased by
8.84%, while the number of constructions started
- by 4.57%.

The results of housing
market in total

construction
permits issued

constructions started

housing units completed

I 72 307
© I I 61514
I 47108
I 71736
2 I 63 052
I 51021
H NN

2018

SOURCE: CENTRAL STATISTICAL OFFICE

2019

Developers’ sector

Developers’ sector once again recorded very
good results in the area of housing construction.
According to preliminary data published by
Central Statistical Office, in the period from
July to September 2019, developers started
construction of 35 710 dwellings and obtained
construction permits for 44 532 apartments. In
comparison to the previous quarter, the results
noted in Q3 2019 were higher respectively
by 7.61% and 1.53% and were the best in the
entire history of GUS statistics. The number

of dwellings completed by developers in Q3
this year was higher by 6.62% in relation to
the previous quarter and amounted to 32 010,
which was the third highest result (more
dwellings were completed by developers only
in Q4 2018 and in Q4 2017).

On annual terms, a significant increase in
obtaining permits for building new dwellings by
developers was noted - in Q3 2019, 26.20% more
permits were issued in comparison to Q3 2018.
The number of constructions started increased by
7.61% and the number of dwellings completed -
by 6.62%.
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In Q3 2019, the number of building permits
obtained by developers accounted for 62.08%
of all permits issued in the housing sector (more
by 1.42 p.p. than in Q2 2019) and the number of
constructions started by developers amounted to
56.64% of all new investments (more by 2.69 p.p.).
In analysed quarter, developers completed 62.74%
of all ready to move in premises, which was less by
0.99 p.p. in relation to the previous quarter.

The developers’ sector results noted after three
quarters 2019 suggest that 2019 will be another
record-breaking year. In the period from January
to September 2019, developers started the
construction of 102 279 dwellings, which meant
an increase by 1.93% in comparison to the same
period last year and represents 77.70% of the

results of the entire 2018. In the same period,
developers completed 90798 apartments
(80.80% of the number recorded in 2018), i.e.
by 16.72% more in relation to the period from
January to September 2018. However, it was the
result of the market situation two years ago, not
the current state of the economy. The indicator
of market potential is the number of construction
permits issued, which showed that developers are
still optimistic. The volume of new construction
permits has been growing for several years and
the result of the first three quarters of 2019 at
the level of 123 234 dwellings (which was by
4.84% more in comparison to the same period last
year and represents 77.06% of the 2018 result)
suggests that developers do not intend to limit
new investments in the next few quarters.
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Average transaction prices
of housing units

In Q3 2019, the average transaction prices of
dwellings in the largest Polish cities increased
significantly, which, however, did not discourage
buyers. The average transaction price of 1 sq.m.
of floor area in Bialystok increased the most - to
the level of PLN 4 911/ sq.m., i.e. by PLN 198
(4.20%) in relation to the previous quarter.
A significant increase was also recorded in
Katowice agglomeration and in Gdansk, where
the average price of 1 sg.m. of a flat in analysed
quarter amounted to PLN 3 511 (increase by

PLN
9000

8000
7000
6000

5000

M "

PLN 138, i.e. 4.08%) and PLN 7 329 (increase by
PLN 293, i.e. 4.02%) respectively. In the capital
city, the average price in Q3 2019 accounted for
PLN 8 790/ sg.m. and it was higher by PLN 342,
i.e. 4.05% in comparison to the previous quarter.

In relation to the same period of 2018, recorded
increases in the average transaction price of 1 sq.m.
of floor area were even greater. The highest increase
was noted in Lodz (by 16.50%, i.e. PLN 667/ sq.m.),
in Bialystok (by 10.17%, i.e. PLN 453/ sq.m.) and in
Gdansk (by 9.79%, i.e. PLN 653/ sq.m.). In Warsaw
in Q3 2019, the average price of 1 sg.m. of a flat was
higher by 9.03% (PLN 728/ sq.m.) than in Q3 2018.

Average transaction prices
per 1sq.m. of a housing unit
in selected cities
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QUARTER | WARSAW | BIALYSTOK AG g@ﬁz\:{f_ﬁ ON WROCLAW
Q12014 | 7265 AN7 2934 5436
Q22014 | 7225 4137 3034 5318
Q32014 | 7262 4126 3m 5432
Q42014 | 7192 4216 3088 5406
Q12015 | 7267 4140 314 5475
Q22015| 7354 4162 3127 5534
Q32015| 7463 4174 3103 5617
Q42015| 7339 421 3127 5563
Q12016 | 7422 41238 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 | 7787 4401 2962 5701
Q42017 | 7882 4443 30Mm 5928
Q12018 | 7824 4399 3076 5936
Q22018 | 7961 4359 3156 5941
Q32018 | 8062 4458 3233 6060
Q42018 8117 4584 3242 6149
Q12019 | 8247 4634 3172 6275
Q22019 | 8447 4713 3373 6546
Q32019 8790 491 351 6638

GDANSK | CRACOW | POZNAN | LODZ
5347 | 6003 | 5343 | 3621
5388 | 6029 | 5364 | 3540
5441 | 5985 | 5420 | 3665
5352 | 5880 | 5432 | 3714
5289 | 5921 | 5509 | 3782
5253 | 5973 | 5454 | 3732
5287 | 6044 | 5502 | 3720
5343 | 6013 | 5426 | 3742
5423 | 6141 | 5564 | 3677
Average
5388 | 6279 | 5429 | 3621 transaction prices
5525 | 6128 | 5489 | 3714 sf ;Li,ql;g,']g unit
5687 6311 5530 | 3898 in selected cities
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
6808 | 6789 | 6025 | 4201
6821 | 6922 | 6109 | 4284
7046 | 7028 | 6214 | 4553
7329 | 7301 | 6366 @ 4709

SOURCE: AMRON

An analysis of the average transaction price of
1sqg.m.of floorareaindicates astrongcorrelation
with the number of rooms in the flat in almost
all analysed cities, i.e. the greater number of
rooms, the lower average price of a square
meter. In Q3 2019, the average price of a studio
in Warsaw amounted to PLN 9 790/ sq.m.,
a two-room flat - PLN 8 872/ sq.m., a three-
room flat - PLN 8 485/ sq.m. Dwellings with

four rooms are more luxurious and due to low
supply, are slightly more expensive - in Q3 2019
such flats cost on average PLN 8 647/ sq.m.
Among the analysed locations, Katowice
agglomeration was an exception, where in
Q3 2019 average prices were similar regardless
of the number of rooms and the highest average
price was recorded for three-room apartments
- PLN 3 612/ sq.m.
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The average floor area of dwellings purchased in
Q32019 in the eight largest Polish agglomerations
amounted to 53.51 sq.m., i.e. by 0.26 sq.m.

more comparing to the previous quarter.
Dwellings with useable floor area larger than
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Total average
transaction prices
of housing units
in Q32019
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average were bought in Warsaw (54.71 sq.m.),
Wroclaw (55.24 sgq.m.), Bialystok (54.78 sq.m.)
and Katowice agglomeration (56.43 sg.m.). The
smallest dwellings were bought in Lodz, where the
average floor area amounted to 50.95 sq.m.

Average floor area
of housing units

in selected dities

in Q3 2019 (sqm)

I average floor area
in total*

[ average floor area
in the city

Poznan Bialystok Lodz Katowice
aglomeration
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Changes in mortgage collaterals value

Indebtedness of mortgage borrowers, who bought
apartments in the period from 2007 to 2009, is
systematically decreasing. Nevertheless, the
LtV ratio of almost 30% foreign currency loans
still exceeds 100% and proceeds from the sale
will not cover the remaining liability amount. In
order to verify the impact of significant declines
in housing prices recorded in 2008 - 2012 on
the current situation of borrowers, simulation of
changes in the value of dwellings bought in Q1
2007, Q1 2008 and Q1 2009 was prepared. Due
to high transaction prices and their significant
fluctuations, the average prices on Warsaw market
were analysed.
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SOURCE: AMRON

2013

In Q3 2019, an increase in the average price
of dwellings in Warsaw was noted again,
what improved the situation of 2007 - 2009
borrowers. The value of these properties, which
constitute collaterals of loans granted in Q1
2007, currently is higher by 22.5%, i.e. more by
4.8 p.p. in comparison to the previous quarter.
The value of dwellings, which constitute
collaterals of loans granted in Q1 2009 exceeded
in analysed quarter the purchase price by 8.6%
(by 4.2 p.p. more in comparison to Q2 2019)
and the value of dwellings bought in Q1 2008
for the first time exceeded the purchase price
- by 0.2%.

2017

2014 2015 2016 2018 2019

Value changes

of mortgage
collaterals

of housing loans

W 2009
[ 2008

Il 2007
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Average rent rates of housing units

In Q3 2019, an increase in the average rent rates
of private dwellings (excluding administration fees
and maintenance costs) was noted in all analysed
cities. The average cost for renting an apartment
in Gdansk amounted to PLN 1 695, in Warsaw
to PLN 1 859 and in Wroclaw to PLN 1 596 -
these cities the largest increases in rent rates were
recorded, respectively by PLN 63 (i.e. by 3.84%),
PLN 43 (i.e. 2.36%) and PLN 32 (i.e. 2.03%) in
relation to the previous quarter. In other analysed
cities, growths did not exceed 2%.

In relation to Q3 2018, increases in the average
rent rates were noted in all analysed cities.
The largest change was recorded in Gdansk
- an increase by PLN 101 (or 6.32%), in Lodz
- by PLN 48 (4.60%) and in Warsaw - by
PLN 79 (4.43%). In Cracow and Katowice, the
average rent in Q3 2019 was higher by 3.58%
(PLN 52 and PLN 33 respectively) than in the
corresponding period of 2018, and in Wroclaw
it increased by 2.09% (PLN 33).
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1400
1200 B Warsaw
1000 B Wroclaw
B Gdansk
800 Cracow
M Poznan
600 B Lodz
B Katowice
400
200
Q1 Q2 Q3/Q4 Q1 Q2/Q3/Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 | Q2 Q3|/Q4 Q1 Q2| Q3
L IL IL IL IL IL ]
2014 2015 2016 2017 2018 2019

Gdansk l

1267 PLN 859 PLN

2.80%0 | Poznan

G

1094 PLN|
3
1596 PLN | M Lodz

S

A W Wroclaw
948PL
Katowice l 58%

SOURCE: AMRON

m Warsaw

499PLN
racow l 58%

[ change Q3 2019/Q2 2019

B change Q3 2019/Q3 2018

[ average monthly rent rates
of a housing unit in Q3 2019

CHAPTER SITUATION ON HOUSING MARKET

23



QUARTER WARSAW KATOWICE | WROCLAW GDANSK
Q12014 1544 841 1116 1353
Q22014 1543 837 1205 1295
Q32014 1507 862 1172 131
Q42014 149 869 1152 1302
Q12015 1486 876 1187 1229
Q22015 1440 905 1230 1290
Q32015 1472 891 1254 1256
Q42015 1461 899 1314 1246
Q12016 1455 899 1307 1282
Q22016 1518 887 1358 1305
Q32016 1538 870 1494 1368
Q42016 1539 864 1490 1394
Q12017 1540 852 1505 1416
Q22017 1559 859 1470 1389
Q32017 1617 877 1502 1424
Q42017 1659 874 1521 1445
Q12018 1682 902 1537 1495
Q22018 1755 917 1589 1592
Q32018 1780 915 1563 1594
Q42018 1767 934 1542 1571
Q12019 1787 933 1565 1620
Q22019 1816 9IM 1564 1632
Q32019 1859 948 1596 1695

CRACOW POZNAN LODZ
1185 1165 722
1212 177 737
1255 1164 173
1265 1157 784
1313 1228 791
1356 1156 813
1404 1160 823
1373 1192 847
1375 1202 859
1357 1219 857 Average monthly rent
1405 1237 867 rates of a housing unit
in selected cities
1431 1194 884
1438 1214 886
1390 1216 894
1393 1207 927
1417 1196 955
1433 1196 972
1462 121 1033
1447 1232 1046
1462 1237 1059
1464 1236 1078
1470 1246 1083
1499 1267 1094

SOURCE: AMRON

The largest price range between the minimum
and maximum monthly rent rate for an apartment
(based on current rent agreements) was recorded
in Warsaw and it amounted to PLN 5 330.
A significant price range was also recorded in
Cracow - PLN 2 520 and in Gdansk - PLN 2 200,
while the smallest difference between the
lowest and the highest rent rates was recorded

in Poznan - only PLN 850. Among the seven
analysed cities, in Q3 2019 the cheapest flat
for rent could be found in Lodz and Katowice,
where the minimum rent rates amounted to
PLN 540 and PLN 550 per month, respectively.
The highest rent rate was registered in Warsaw
- the monthly rent for a 110 sq.m. apartment
accounted for PLN 5 930.
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In Q3 2019, the average monthly rent
rates increased slightly in all analysed cities
regardless of the number of rooms. The highest
increase was recorded in case of three-room
apartments in Katowice - the average rent
rates for such premises was higher by 4.43%
(PLN 62) than in the previous quarter and
amounted to PLN 1 462. A significant increase
was also noted in Gdansk, where the average
rent rate for a studio amounted to PLN 1 373
(more by 4.30%, i.e. PLN 57 in comparison to
the previous quarter) and rent rate for a two-
room apartment accounted for PLN 1 688 (more
by 3.37%, i.e. nominally by PLN 55). Quarterly
increases in case of other dwellings did not
exceed 3%.

The range of rent rates
of a housing unit
in Q3 2019

™ Minimum
B Average

Bl Maximum

4000 5000 6000 PLN

The highest average rent rates were recorded on the
Warsaw market, where in Q3 2019 renting a studio
cost on average of PLN 1 499 per month, renting
a two-room flat cost PLN 1 833, a three-room
apartment - PLN 2 323 and a four-room apartment
- PLN 3 144. The second most expensive city in
terms of average rent rates was Gdansk, where
renting a one-room flat in Q3 2019 cost on average
of PLN 1 373, a two-room apartment - PLN 1 688,
a three-room apartment - PLN 2 088 and a four-
room apartment - PLN 2 950 per month. The
lowest average rent rates for one-room, two-room
and four-room dwellings were noted in Katowice
(PLN 917, PLN 1 065 and PLN 1 600 respectively),
while renting a three-room apartment was the
cheapest in Lodz (PLN 1 417 per month).
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The analysis was based on the monthly amounts owed
to the landlord before tax, excluding administration
fees and maintenance costs, rent management fees,
projected and current utility charges, etc.

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

mzuri

Artur Bartnicki

On the residential rent market, the period from
mid-July to early October is often referred to as the
high season. Also this year, Q3 2019 was a period
with clearly higher interest in renting residential
dwellings in comparison to the previous quarters.
In particular, rooms and flats with a smaller area
(studios and small two-room apartments) were
popular, mainly among young people entering
the labour market, students and employees from
abroad.

Analysing the number of new rent agreements
concluded by Mzuri, there can be noted an
increase in Q3 2019 by 104% in comparison to Q2
(including nearly 700 rent agreements concluded
in August this year), while in Q2 2019 an increase
by only 27% was recorded (in comparison to Q1
2019). This increase was partly due to the rapidly
growing portfolio of rented apartments managed
by Mzuri, but also to renting of a large number
of apartments and rooms, which were vacated
at the end of Q2 2019 (among others due to end
of the academic year). It should be remembered
that a large number of tenants do not extend

President of the Management Board,
Mzuri Sp. z 0.0

agreements ending in June, wanting to cut costs
and counting on renting a cheaper or higher
standard apartment in September or October.

Low vacancy rates were the result of increased
interest and a greater number of rented apartments.
At the end of Q3 2019, the lowest vacancy rates
were recorded in Tri-City - 0.44% of all flats
managed by Mzuri in this city, in Wroclaw - 1.1%
and in Warsaw - 1.35%. In other analysed cities,
i.e. Cracow, Katowice and Lodz, the vacancy rates
reached the level between 3% and 4%. According
to our expectations, the high rent season translated
not only into an increase in rent rates, but also the
quick renting of vacant premises.

In Q4 this year, we expect a stabilization in rents
and low vacancy rates.

Expert's comments published in AMRON-SARFiIN Report
reflect 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

Is there already a price bubble on the housing
market?

The housing market is cyclical, so it's no wonder
that historical situations repeats. Discussions about
the price bubble on housing market in 2006 where
timid because hardly anyone heard about such
a phenomenon then. Indeed, price bubbles began
to grow that time, especially in major cities, but the
global financial crisis slowed down this increase.
According to major market analysts, including
AMRON Centre, housing prices have not been
slowing down for several years, therefore now the
bubble issue is back again. So, is there a price bubble
on the housing market? First, it must be mentioned
that the concept of a speculative price bubble,
especially in the context in which it is commonly
used in journalistic discussions (also in Poland) is
very imprecise. It is understood as a harbinger and
the principal reason for real estate crisis, while the
previous crises have had been also caused by other
factors. In behavioural finance, where this concept
comes from, a price bubble is usually understood
as a situation when price increase causes additional
investment demand and a self-fulfilling forecast
of further price increase. A spectacular effect of
the bubble is strengthened with a boom at the
mortgage loans market because only banks are
able to organize financing on a large scale in a short
time. Therefore, there has to be noted a process
of easing the banks’' credit policies or bypassing
banks’ loan requirements through a para-banking
system, which is usually connected to the capital
market. The full effect of a price bubble is observed
when a large mortgage debt already exists and it

Warsaw School of Economics

is financed by the non-bank system (through the
capital market). Then, tensions in the financial sector
arise more easily (this is de facto the second bubble
on the asset market) and problems on developers’
market together with decreasing prices are quickly
transferred to the entire loan portfolio and the
financial system, especially the banking system. If,
in addition, banks are weak and poorly capitalized,
such a situation may lead to a real estate crisis.
With some simplification, it can be understood as
a situation, in which government intervention in
the banking sector is necessary and GDP decreases
and slows down. However, this situation has not
yet occurred in Poland. Bank’s lending activity is
moderate, investment demand is financed by own
funds, lending standards are still high, the share of
housing loans in banks’ assets is also balanced. Also
commonly used financial indicators do not show
a price bubble. A significant part of the problems
with increasing costs has its source outside the
housing sector (infrastructure programmes) and the
rapidly rising prices of building plots are the sector
contribution. So it is a typical cycle on the housing
market caused by the lack of dwellings, low interest
rates and high economic conditions (i.e. incomes,
unemployment, optimism). This certainly does not
mean that economic slowdown will be painless.
However, the majority of problems, as in the previous
construction boom, will probably be related to the
construction and developers’ sector, the exposure of
which to the financial sector is moderate.

Expert's comments published in AMRON-SARFiIN Report
reflect authors’ opinions, which not always are consistent with
opinions presented by Polish Banks Association and AMRON
Centre.
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CENTRUM WIEDZY O RYNKU
NIERUCHOMOSCI

System for Analysis and Monitoring
of Real Estate Transactions

Out of concern for the security of banking sector,
already in 2000 Polish Banks Association started
construction of a system to monitor the real
estate market and manage the credit risk related
to mortgage collaterals. Poland’s accession to
the European Union coincided with launching
a specialized analytical Centre of Analysis and
Monitoring of Real Estate Transactions (AMRON
Centre) and the interbank database on real
estate prices and values - AMRON System.

This year, we are celebrating the 15th
anniversary of AMRON - for 15 years we have
been operating to improve the transparency of
the real estate market. At that time, in AMRON
database we have collected over 3.2 million
records on real estate prices and values and
the AMRON Centre - a group of specialists
with banking practice and experience on the
real estate market - elaborated hundreds
of analytical publications and thousands of
specialist reports. Certified valuers cooperating
with AMRON Centre prepared tens of thousands
of property valuations. Currently, more than 600
entities use the AMRON System: commercial
and cooperative banks, as well as credit unions,

sarfin’

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.

real estate appraisers and realtors, developers,
consulting companies, but also National Bank
of Poland, National Public Prosecutor’s Office
and the Polish Financial Supervision Authority.
AMRON System has become necessary tool
in daily work for entities operating on the real
estate market, while the AMRON-SARFiN
Report published since 2009 has been read
not only by journalists and bankers, but also
developers, appraisers or employees of central
offices, as well as Poles planning purchase or
sale of a flat.

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. In this period, we have
prepared over 54 thousand property valuations
in cooperation with over 240 property
appraisers. The newest project - the Platform
of Mortgage Borrowers Support - offering
professional support in the process of voluntary
sale of real estate for repayment of irregular
mortgage loans.

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

AMRON Centre

About AMRON-SARFiIN 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: Agnieszka Pilcicka (agnieszka.pilcicka@amron.pl),
Jerzy Ptaszynski (jerzy.ptaszynski@amron.pl), Bolestaw
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