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Erich Gluch, ifo Institut BAU Info Talks, October 13, 2016

The German and European construction industry

to 2018

The German building and construction industry is in excellent shape. This is

backed up by both the data from the ifo Business Climate Index for the

construction sector, and the assessments from the ifo Architects Survey. The

Across all segments of the construction industry, demand in Germany has

been and is continuing to be strongly influenced by the large number of

refugees that have been sweeping into the country since 2014. This factor will

continue to have an effect in the coming years, although the flow of refugees has

already reduced considerably.

As a result, overall investment in building and construction in Germany this year

will be a good 3% higher than last year. This pace of growth is expected to flatten

considerably going forward, with a rise of 2% in 2017 and just 0.2% in 2018. This

year and next the biggest contribution to growth comes from housing

construction. In 2018 significant impetus is expected from public-sector projects.

Starting back in 2010, demand in housing construction has been supported by a

significant influx of people. Since that year net migration has been positive, i.e.

the number of people coming to the country has exceeded the number leaving.

At its peak during this period in 2015 net migration was a good 1.1 million.

This year the net increase is expected to reduce to around half a million people.

This development has led to an overall population increase since 2011, despite

the continuing decline in the domestic population. Because of the continuing

strong influx of people, population figures will continue to rise.

According to the current joint forecast by the economic research institutes, real

gross domestic product in Germany will rise by around 2% in 2016 and almost

1.5% in 2017. The employment situation and income prospects should therefore

remain favorable for private households in the coming years. This year workers´
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pay is rising significantly by 3%, and in the following two years the rise is

expected to reach 2.5%.

Home buyers are continuing to benefit from the very low interest rates, a situation

that is likely to continue for some years. Already it is possible to get a five- to ten-

year mortgage with a fixed interest rate of around 1.5%. One problem, however,

are the conditions attached to these mortgages, conditions which have resulted

from the disastrous implementation of the European mortgage credit guidelines in

Germany. For according to these guidelines, the value of a property plays only a

subordinate role in contrast to the development of future income.

The prices for residential property have risen in recent years; in some cities very

strongly. Yet fears of a property bubble in Germany are unfounded. The prices

are being driven not by speculation, but very much by nat

shortage of building land, a lack of skilled labor, rising energy-efficiency

standards etc. Added to this is that demand is also being driven by parts of the

population who fear for the future of the euro, or who see few alternatives for

investment.

This year around 260,000 apartments will be completed in newly constructed

residential buildings. By 2018 this figure will rise to around 285,000 units. With

3.2 completions per 1,000 head of population, Germany will then be back almost

to the level of the average for all European countries (3.3).

In commercial construction companies have been losing their appetite for

investment since 2012. However, for 2016 and 2017 early indicators point to a

revival in commercial construction activity. In commercial civil engineering

projects, the additional government funding for Deutsche Bahn and the once

more hiked subsidies for expanding broadband are having a positive impact. In

the coming years the only moderate increase in foreign demand is likely to

markedly suppress the requirement for new building. As a result as early as 2018

investment in commercial construction is expected to fall slightly.

Next year local authorities will have additional financial scope, as they are

relieved by central government of some of the costs of coping with the refugees

and as some authorities with lower revenues are given additional funding. This

will mean that the local authorities will be able to tackle their backlog of

investment, in particular as regards construction. In addition, public civil
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engineering projects will benefit from the temporarily high increase in investment

in transport infrastructure by central government. In public-sector construction, an

average increase of around 2.25% is expected in the years 2016 to 2018.

Following a six-year downturn, things started to look up again in Europe in 2014.

The average growth expected for the years 2016 to 2018 is almost 3% p.a. The

four most important drivers of this positive trend are:

A rise in population and population influx

Good overall economic outlook

A noticeable rise in incomes and falling unemployment

Continuing low interest rates.

In an analysis based on segments in the building industry, we see that in

residential construction Ireland will top the growth tables for the three years up to

2018, with a rise of over 50% in total. Next come Portugal and Hungary with a

cumulative rise of around 30%. Very weak, with only a marginal increase, are the

figures for Belgium, Switzerland and Italy, at the end of the listings.

In non-residential construction, too, Ireland is well ahead, with an expansion in

building investment by 2018 of almost 60%. In all other countries average growth

over the coming three years is put between 0.5% and 4.5% per year.

Bausparte 2015 2016 2017 2018

Wohnungsbau 1,5 4,0 2,5 0,5

Wirtschaftsbau -1,1 1,5 0,6 -0,9

Öffentlicher Bau -2,0 3,0 2,2 1,3

Bau insgesamt 0,3 3,2 1,9 0,2

Quelle: Statistisches Bundesamt; 2016 bis 2018: Prognose des ifo Instituts.

Veränderung in % gegenüber Vorjahr

- Veränderung in % gegenüber Vorjahr -

Reale Bauinvestitionen in Deutschland



4

In civil engineering, the future development up until 2018 is expected to come in

at a very modest level in Finland and Spain, but above all in Portugal. In Poland

and Norway, however, there should be considerable catch-up potential by 2018.
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