
would be justified based on the underlying, al-
beit unobserved price formation process.4 In the 
case of real estate prices, there are no signs that 
German households’ expectations are exces-
sively optimistic. They extrapolate no more than 
around 5% from price growth over the previ-
ous one-year period and roughly 7% from price 
growth over the previous five years.5 Historical 
data on real estate price growth show that the 
estimated temporal relationship between the 
one-year growth rates is significantly stronger. 
Hence, households’ extrapolation of one-year 
growth rates is unremarkable. Extrapolation of 
five-year price growth expectations is unremark-
able as well. Extrapolated one-year rent growth 
amounts to roughly 20%, whilst extrapolation of 
five-year rent growth is about 11%. Households 
extrapolate five-year rent growth to a greater ex-
tent than the past temporal relationship between 
the rent growth rates observed would suggest. 

In a risk scenario, real estate prices could develop 
less dynamically than expected, for instance if the 
economy experiences an unexpected downturn. 
Valuation levels in the real estate market could 
also drop if expectations deteriorate or financing 
conditions worsen. Households and financial in-
termediaries should therefore also be prepared 
for a scenario in which price growth slows or 
even reverses. For instance, they could, when 
making financing decisions, factor in sufficient 
buffers to be able to shoulder unexpected losses.

4 The test used to measure the extrapolation of expectations 
is based on Armona, Fuster and Zafar (2019). The study finds 
that price growth expectations in the United States are exces-
sively affected by past price developments. 
5 This is evident in both the correlations and the regressions 
at district and household level. The regression analyses take 
account of expected rent growth, characteristics of house-
holds and unobserved, constant effects at district level, 
amongst other things. The findings are robust to various 
 estimation variants.

Household expectations about the future development of real estate prices and rents in their 
 geographical region in Germany
Survey of roughly 2,000 persons from 30 April to 8 May 2019

Item
Total 
(median)

By number of inhabitants of respective district

<50,000
50,000-
100,000

100,000-
200,000

200,000-
500,000 >500,000

Median expectations about

Real estate price growth for the next 12 months (% p.a.) 4.4 3.7 3.6 4.4 5.0 6.7

Real estate price growth for the next five years (% p.a.) 2.9 2.5 2.4 3.0 2.9 3.7

Rent growth for the next 12 months (% p.a.) 7.1 6.7 6.7 6.7 7.1 7.1

Rent growth for the next five years (% p.a.) 4.1 3.7 4.1 3.7 4.1 5.0

Implied expectations about

Price-to-rent ratio, current 25 25 24 25 25 28

Price-to-rent ratio in one year 25 25 23 25 24 28

Price-to-rent ratio in five years 24 24 23 24 24 27

Expected gross return for the next 12 months (% p.a.)1 8.7 7.9 8.0 8.7 9.3 10.5

Expected gross return for the next five years (% p.a.)1 7.1 6.7 6.7 7.2 7.1 7.5

Sources: Bundesbank Online Pilot Survey on Consumer Expectations, regional database of Germany and Bundesbank calculations. 1 Expected gross 
price growth added to the product of expected gross rent growth and the current rent-to-price ratio.

Deutsche Bundesbank

Stand: 8. November 2019

Deutsche Bundesbank
Financial Stability Review 2019
Risk situation of the German financial system
48




