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After rapid price increases and unmistakable growth in 
construction activity in many cities, warnings about a real 
estate bubble are now emerging. Experience in the US, 
Spain and Ireland has shown that such bubbles can lead 
to an economic crisis. Germany, too, had to overcome a 
real estate bubble after the unification boom of the early 
1990s. Much has changed since then, however. House-
hold debt and the macroeconomic weight of the construc-
tion sector, in particular, are today lower than in past cri-
ses. 

The problem with real estate 
Lengthy planning and completion periods make the construc-
tion sector susceptible to speculation and misallocations from 
delayed reaction of demand to supply. Besides, most real es-
tate is credit-financed. During an upturn, this can lead to a 
self-reinforcing cycle of rising prices and more generous 
lending. In a downturn, the impacts of real estate price cor-
rections are more severe than for share prices, for example.1 

Apart from other factors, the low-interest environment that 
has prevailed for several years now is driving real estate val-
uations upward and making mortgage loans very affordable. 
This situation can lead to overinvestment that exceeds de-
mand or households’ debt repayment capacities. After the 
bubble bursts, what remains are vacant housing units, bank-
rupt developers and over indebted households that withhold 
consumption and thereby exacerbate the economic slump. 
Often, defaults on real estate loans also lead to financial cri-
ses, such as the global financial crisis that broke out a dec-
ade ago.2 Oversupply in the construction sector leads to a 
consolidation. Workers are laid off and have to prepare to 
spend a lot of time looking for new jobs. Transitioning to an-
other industry is hampered by different and usually higher 
skill requirements. For all these reasons it is hardly surprising 
that 11 from 12 real estate bubbles that have burst in the G7 
countries since 1960 have led to recessions.3 

Price setbacks are possible ... 
From 2010 to the end of 2017, average prices of residential 
real estate in Germany rose by about 30 to 45 %.4 Price in-
creases in large cities were even more pronounced. The 
Deutsche Bundesbank now considers the housing market in 
the seven largest German cities to be overvalued by 15 to 
30 %, while the International Monetary Fund estimates an 
average overvaluation of some 20 %.5 We estimate a set-
back potential of 22 to 40 % for some cities but do not see a 
countrywide price bubble.6 The price increase in Germany is 
put into perspective particularly when compared with devel-

opments in the US, Spain and Ireland prior to the respective 
crises (Figure 1). In relation to rent levels and, above all, dis-
posable household incomes, housing prices in Germany are 
today below the long-term average.7 

Figure 1: Price trend in international comparison 
Nominal real estate prices; index: 1991=100 

Source: OECD Analytical House Price Indicators 

… but risks to the financial system so far are rather low 
Despite rapid price increases and low interest rates, German 
household debt levels have hardly risen in recent years. In 
relation to GDP, they are actually trending downward slightly 
(Figure 2). This is very different from the situation in Spain, 
the US and, in particular, Ireland before the crisis, where bor-
rowing levels grew much faster and debt ratios were roughly 
twice as high. And with respect to real estate developers’ 
debt levels and lending standards, no alarming trends have 
yet been observed.8 Today, interest risks primarily affect 
banks, which could run into trouble when interest rates rise 
quickly but are definitely better equipped to deal with them 
than private households.9 

As a lesson learned from the financial crisis, banks’ risk-
bearing capacity was also reinforced by higher capital re-
quirements. Macroprudential instruments were also made 
available in order to prevent excessive lending. If it identifies 
any threat to financial stability in the future, the German Fi-
nancial Supervisory Authority is authorised to set an upper 
limit to the amount of new loans granted in relation to real es-
tate value. It may also require a minimum repayment within a 
specific period of time. What is controversial is whether it 
would also be necessary to limit debt levels or debt service 
payments in relation to income.10 

100
150
200
250
300
350
400
450
500
550
600

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

USA Spain
Ireland Germany



KfW Research 

Page 2 

Figure 2: Household debt levels 
As a percentage of GDP 

 
Source: BIS 

... and the construction sector is not excessively bloated 
Construction activity has picked up noticeably in Germany 
since the beginning of the decade, with the business climate 
in the construction sector reaching a record level in Ju-
ly 2018. By international standards, however, the construc-
tion sector has nonetheless not grown to excessive propor-
tions. The share of residential construction investment in 
GDP (Figure 3) has grown since the financial crisis and, at 
probably 6 % in 2018, is just above the long-term average of 
23 comparable OECD countries.11 But at the height of the 
real estate bubbles in Spain and Ireland, after a much sharp-
er increase in construction activity there, that share was 
roughly twice as high. During the unification boom of the ear-
ly 1990s, residential construction also had significantly more 
weight. The same applies to construction overall. Today, 
construction investment of the state and enterprises com-
bined makes up one tenth of Germany’s GDP, while in Ire-
land and Spain a full one fifth of GDP depended on it. 

The construction sector in Germany does not currently pose 
any economic risks to the labour market in Germany either. 
Since the middle of the past decade, employment in con-
struction has grown at the same rate as the workforce, so 
that its share has stabilised at about 5.5 % (Figure 4). This is 
below the average for comparable OECD countries and only 
around half the peak values recorded in Spain or Ireland. 
Both economies grappled with an enormous rise in unem-
ployment after the bubble burst. In all three crisis-affected 
states, jobs lost in construction directly accounted for 70 to 
80 % of job losses (Table). 

 

 

 

 

 

Table: Job losses after real estate bubbles 

 

Unemployment 
rate 

Job losses 
in construc-
tion in 
thousands 

Share in 
job losses 
overall 

2005–
2007 

2010–
2013 

United 
States 4.8 8.9 2,574 73 % 

Spain 8.6 22.0 1,198 80 % 

Ireland 4.8 15.2 136 76 % 

Note: Job losses = average employment in construction in 2010–2013 vs. 
2005–2007. 

Source: AMECO 

Figure 3: Residential construction investment 
As a percentage of GDP 

 
Note: Residential construction investment comprises both new buildings and 
renovations. 

Source: AMECO 

Figure 4: Employment in construction 
As a share of the workforce 

 
Source: AMECO 
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Demographics are also important 
The current extent of construction investment could be prob-
lematic given the demographic trend in Germany. Despite net 
immigration of around 3.6 million people and the resulting 
population growth in this decade, the age group of 20 to 49-
year-olds is shrinking by roughly 1 % each year over the 
same period, according to the UN population estimate.12 But 
since this age group accounts for the bulk of newly estab-
lished households, demand for construction and the econom-
ic weight of residential construction should also turn out lower 
than if the population in this age group were growing.13 A 
simple regression with data from comparable OECD coun-
tries (Figure 5) confirms a positive correlation between the 
two parameters.14 In Germany, residential construction in-
vestment is currently just under two percentage points higher 
than would be expected on the basis of relevant population 
growth. This in itself points to a moderate consolidation of 
residential construction, especially since the group of 20 to 
49-year-olds will also continue to shrink in the more distant 
future, according to the UN’s mean projection results. 

Figure 5: Population growth and construction invest-
ment 

 
Note: Data points show five-year average values of 22 OECD countries during 
the period 1990–2019. Residential construction investment comprises both 
new buildings and renovations. Population growth according to the UN’s mean 
scenario. 

Source: AMECO und UN World Population Prospects 2017 

Apart from the original housing stock, however, this analysis 
does not consider other social developments such as popula-
tion shifts from the countryside to the cities. The trend to-
wards smaller households also increases per-capita space 
consumption. On the basis of current shortages, various es-
timates put medium-term new housing requirements at 
roughly 350,000 to 400,000 units per year.15 Keeping up with 
this demand is difficult, particularly because of the scarcity of 
available building sites and the construction skills shortage.16 
At the same time, too many single-family houses tend to be 
built in rural regions.17 

What is doubtful is whether the trends that are currently cre-
ating the backlog in the cities will fuel new construction in the 
long term as well. For example, the increased share of dou-
ble income households has probably accentuated the im-

portance of living close to the workplace and thus contributed 
to urbanisation. But the labour market participation of women 
is already above the OECD average. It is also conceivable 
that innovations such as driverless vehicles may slow the 
need for new construction in cities. Yet the technological 
ease of working from home and the possibility of maintaining 
social networks through the Internet has not been able to 
curb the rural exodus as well. 

Migration trends are also difficult to predict. The experience 
of Spain, in particular, shows that volatile migration flows can 
bolster a construction boom. From 1998 to 2008, labour mi-
gration to that country led to very high population growth of 
about 1.5 to 2 % per year. The group of 20 to 49-year-olds, 
which is important for construction activity, also grew at a 
similarly fast pace (Figures 5 and 6). While this fuelled de-
mand for housing, some of the migrants were also attracted 
specifically by the prospect of working in the construction 
sector with relatively low qualification requirements. Accord-
ing to an empirical study, roughly half the construction activity 
during that period can be attributed to the effect of migra-
tion.18 Later, after the outbreak of the real estate crisis, un-
employment among migrants was particularly high. The flow 
of migration eventually reversed, taking some pressure from 
the labour market but increasing oversupply in the real estate 
market.19 

Figure 6: Growth of the age group of 20 to 49-year-olds 

 
Source: UN World Population Prospects 2017 

Conclusion 
There is still no end in sight for Germany’s construction 
boom. Locally exaggerated real estate prices are possible 
but even if a price bubble were to burst it would currently not 
lead to severe macroeconomic problems. Unlike in past real 
estate bubbles, household debt is currently at a low level. 
Residential construction investment has grown only moder-
ately and the share of employment in construction is below 
the OECD average. In comparison to Spain before the crisis, 
for example, there are no signs that huge numbers of young 
people are rushing into the German construction sector. Ra-
ther, the construction trade is actually affected by a skills 
shortage. In order to meet current demand for construction, 
employers are using labour migration to a large extent but 

y=0.7202x+0.0493
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significantly less – in proportion to the overall population – 
than in Spain or Ireland before the crisis. In the longer term, 
Germany’s population is set to continue declining. So in order 

to prevent town centres from becoming depopulated, support 
measures in rural regions should focus on modernising exist-
ing real estate. ■ 
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