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Abstract 

In this paper we assess the implications for housing supply across the Euro Area of the recent tightening 
in monetary policy. Official monetary policy rates have risen in response to the sustained period of 
inflation experienced across countries due to the aftermath of the Covid epidemic and the war in the 
Ukraine. The increase in official rates has been significant and sustained with the European Central 
Bank (ECB) increasing rates by over 400 basis points in just one year. At the same time, a number of 
European economies have noted a relative shortage in housing supply as activity levels struggle to keep 
pace with the increase in housing demand. A period of monetary tightening has significant implications 
for the residential property market as it can have an adverse impact through both a demand-side channel 
(reduced affordability for prospective homeowners) and on the supply-side (increase in funding costs 
for the construction sector). In this paper we address this question by allowing changes in policy rates 
to impact the residential market through a number of market interest rates. Using a structural VAR 
approach, we include information on ECB policy rates and two market interest rates; the mortgage and 
corporate lending rate. Consequently, the change in the official rate operates through both a demand 
and a supply-side channel. We then examine the implications for housing supply of the contraction in 
monetary policy across Euro Area countries. Our results indicate that a monetary shock can have a 
significantly negative impact on housing investment with the effect varying somewhat across countries.  
The heterogeneity of the impact raises issues concerning the efficacy and efficiency of the monetary 
policy transmission mechanism. 
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1. Introduction 

A number of recent studies (OECD (2021) and Frayne, Szczypińska, Vašíček and Zeugner (2022)) 

highlight the relatively low level of supply in the European residential market vis-a-vis the level of 

housing demand. While a natural lag exists between housing supply and demand it is clear that a 

substantial difference has emerged between the two across many European residential markets over the 

past 10 to 15 years. Eiglsperger, Arioli, Goldhammer, Goncalves and Kouvavas (2022) note for 

example, that housing costs have been to the fore in recent Euro Area inflationary pressures. 

A number of reasons may be considered for this difference; a significant factor in that regard is the 

continued impact of the great financial crisis (GFC) of 2007/08. This continues to impact various 

European housing markets in a number of ways. First, the GFC resulted in significant damage to the 

construction and financial sectors of certain countries (Egan and McQuinn (2023)). Thus, when housing 

demand began to recover after the GFC, the construction sector was scarred and unable to react in a 

timely and efficient manner. The GFC also precipitated a tightening of credit conditions and changes in 

financial regulation. This also constrained the ability of construction sectors to raise the finance required 

to support the required investment. The GFC also adversely constrained housing supply through its 

impact on Government investment levels (OECD (2022)). Many countries were committed to more 

fiscally constrained budgetary policies in the period after the GFC with investment levels in general 

and housing investment in particular targeted. As a result, the post GFC period has seen a notable 

decline in public investment in housing supply.  

Another important consideration in assessing the impact of monetary policy on the supply-side of the 

housing market is the difference in the pass-through relationship between the official monetary policy 

rate and market rates across member countries. As pointed out by Hristov et al (2014) interest rate pass 

through in the Euro area became significantly distorted during the financial crisis and the period 

thereafter, which hampered the effectiveness of monetary policy.  This could result in the monetary 

policy transmission process being heterogenous in nature; changes in policy rates could impact the real 

economy at different speeds across EU countries. 

Changes in the demand-side of the residential property market have also fuelled the relative shortage 

in housing supply; namely the relatively low interest rate environment which has been in evidence 

internationally over most of the past 25 years. This has inevitably resulted in improved affordability 

across households prompting a general increase in housing demand over that period (see Disch and 

Slaymaker (2023) for more on European affordability levels overtime). Given the natural lag which 

tends to exist between housing demand and supply, a continuous increase in demand over a sustained 

period of time, in the absence of significant productivity improvements on the supply-side of the 

housing market, results in a growing lag between demand and housing activity levels. 
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A continued shortage of housing supply relative to demand inevitably results in increased costs of 

housing with both prices and rents increasing over time. Consequently, housing costs have been taking 

an increasing proportion of household income particularly vis-à-vis expenditure on items such as health 

and education. OECD (2022) notes that between 2005 and 2015, the share of household income going 

on housing increased by five percentage points to 31 per cent of household income for middle-income 

households across most OECD countries. A lack of housing supply also results in increasing levels of 

homelessness with Develtere (2022) noting that over 900,000 people were homeless across 21 EU 

Member States in 2020, while Van Heerden, Proietti and Iodice (2022) highlight the change in 

homelessness trends in EU cities and towns before and during the Covid-19 pandemic. 

More generally, the global tightening of monetary policy has prompted studies examining the 

implications for general growth and investment in economies. Ma and Zimmerman (2023) and Swanson 

(2023) document how a tightening of monetary policy can have a substantial impact on innovation 

activities, investment generally and the overall productive capacity of an economy. Housing 

construction as an important component of residential investment is a particular example of how 

economic activity is likely to be adversely impacted by the recent increases in official policy rates. 

In this paper we examine how residential investment across 10 European countries is set to be 

impacted by the recent tightening of monetary policy. In particular we assemble a 10-country dataset 

covering the period 2003 – 2019 and use a series of structural VARs to assess the implications of 

increases in policy rates. Controlling for economic activity and house prices we examine the impact of 

changes in the policy rates on residential investment for the different countries. Crucially, we allow for 

higher interest rates to impact across both a demand and supply-side channel.  

We use two sperate interest rates series to capture the impacts of monetary policy; a corporate rate 

which measures the cost of borrowing for those on the supply-side of the construction sector and the 

representative mortgage interest rate which affects affordability for prospective homeowners. 

Therefore, we are also allowing for a different relationship between the official policy rate and the two 

different market rates. In that sense we touch upon a related literature which examines the different 

“pass-through” relationship between Euro Area monetary policy rates and retail interest rates across 

different markets and countries in the Euro Area.  

Our results clearly illustrate the significant, negative impact on residential investment of changes in 

the official ECB policy rates. This impacts adversely through the direct negative effect on residential 

investment through the higher cost of finance as well as through the demand-side channel of reduced 

affordability and hence lower house prices. Our country-by-country estimation also reveals that there 

are significantly different impacts across the countries concerned.   
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The paper is structured as follows. Section 2 presents a literature review while section outlines the 

empirical approach and the data used in the analysis; section 4 provides a discussion of the results while 

section 5 offers some concluding comments. 

2. Literature review 

While there has been a significant literature examining the impact of monetary policy on house 

prices (see Duca, Murphy and Muellbauer (2021), Bauer (2017), Williams (2016) and Goodhart and 

Hoffman (2008) for example), the relationship between monetary policy and housing supply has 

received less attention. A recent exception in that regard is Albuquerque, Iseringhausen and Opitz 

(2023), which discusses how housing supply may impact the monetary policy transmission mechanism 

or the “housing supply channel of monetary policy”. They focus on regional disparities across the 

United States in the implementation of monetary policy. In general, three separate impacts of monetary 

policy on housing supply are identified by Albuquerque, Iseringhausen and Opitz (2023): first, an 

expansionary monetary policy may lead to an increase in borrowing and consumption through a credit 

supply channel which results in lower borrowing costs (Jorda, Schularick and Taylor (2015), Bhutta 

and Ringo (2021) and Wong (2021)), second a household balance sheet channel effect where an increase 

in housing wealth results in households extracting equity to fund consumption and investment (Del 

Negro and Otrok (2007), Garriga and Hedlund (2020) and Andersen and Leth-Petersen (2021)) and 

finally a third channel where variations in the cost of mortgages has an impact on real estate activities 

and economic activity (Bhutta and Ringo (2021), Anenberg and Ringo (2022) and Benmelech, Guren 

and Melzer (2023)).  

Underpinning the regional differences, particularly in the United States, of monetary policy 

changes via the housing channel are disparities in different key housing related elasticities across the 

regions. For example, differences in housing supply elasticities, the impact on supply of house price 

changes, results in house prices in relatively inelastic areas being more sensitive to monetary policy 

shocks as the construction sector in such areas encounter greater constraints when looking to increase 

supply (Aastveit, Albuquerque and Anundsen (2023), Cooper, Luengo-Prado and Olivei (2022)). 

Similar differences may well exist across European construction sectors resulting in a likely disparate 

effect of monetary policy from a regional perspective. 

In a Euro Area context, another important consideration in the impact of monetary policy on 

the real economy is the lingering effect of the great financial crash (GFC) on certain member state’s 

financial sectors. The GFC led to what has been labelled the renationalisation of domestic banking 

sectors where the pressures in funding markets in 2008 resulted in a growing fragmentation of the 

banking system of the euro along national lines (Coeuré (2012)). Some of these legacy effects still 

inhibit the effectiveness of monetary policy within the Euro Area. Draghi (2018), for example, referred 

to the “quasi-monopoly” in the Irish banking sector in light of the growing difference observed between 

Euro Area policy rates and lending rates in the Irish economy.  
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As noted in a variety of contributions (Egan and McQuinn (2023), Blot and Labondance (2022), 

Holton and Rodriguez d’Arci (2018), Horvath, Kotlebova and Siranova (2018), Andries and Billon 

(2016), Illes and Lombardi (2013), Illes, Lombardi and Mizen (2015), Gambacorta and Mistrulli (2013) 

and Van Leuvensteijn, Sörensen, Bikker and van Rixtel (2013)), the adverse, heterogenous impact of 

the great financial crisis (GFC) on different financial sectors across the Euro Area has had significant 

implications for the pass-through relationship between policy rates and representative bank interest 

rates.  

Consequently, any assessment of the real economy impacts of changes in monetary policy in 

the Euro Area must allow for potential variations in the pass-through relationships between the policy 

and retail rates across countries and across sectors of the economy. 

3.  Methodology & Data 

3.1 Model Specification and Identification  

To assess the impact of monetary policy shocks on residential investment across Euro Area countries 

we draw on the structural VAR literature. Structural VARs are particularly popular in assessing the 

impact of monetary policy shocks. Furthermore, studies, such as Uhlig (2005), have been extended to 

examine the impacts of monetary policy shocks in a sign restricted situation on the housing market.  For 

example, Jarocinski and Smets (2008) apply a mixture of zero and sign restrictions to identify the effects 

of housing demand, monetary policy, and term spread shocks on the economy in the US. They find that 

the effects of housing demand and monetary policy shocks are broadly in line with the existing empirical 

literature at the time.  Also using US data, Ume (2018) suggest that, while sign restrictions offer a more 

elegant way to circumvent puzzles by achieving identification using economic arguments instead of an 

arbitrary order of the equations of the model, recursive identification remains the preferred method for 

identifying monetary policy shocks.  

Using aggregated Euro area data as well as data from the US, UK, Norway, Japan and Canada, Rahal 

(2016) estimates a range of specifications in a series of panel vector autoregressions identified through 

a combination of zero and sign restrictions and finds that, after an unconventional monetary policy 

shock, impacts on residential investment are larger than those for house prices but they take longer to 

reach a peak.  Rosenberg (2019) studies the impact of conventional and unconventional monetary policy 

on house prices in Scandinavian countries, using sign and zero restrictions in a Bayesian structural 

vector autoregressive model and find expansionary shocks to the policy rate and the central bank 

balance sheet both have a positive impact on house prices, but the effects vary greatly within each 

country. Fisher et al. (2021) uses sign restrictions in a factor-augmented vector autoregressive model to 

examine the impact of monetary policy shocks on house prices in the US at a regional level.  Finally, 

Benati (2021) applies sign and zero restrictions in monetary VARs and finds that the impact of monetary 
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shocks on real house prices is about three to five times as large as that on real GDP in the U.S., Canada, 

and the U.K. 

A number of papers have assessed the impact of monetary policy shocks on housing markets in the euro 

area by examining the area as a whole using aggregated data (e.g., Rahal 2016) or by using panel data 

(Hülsewig and Rottmann 2021). Other approaches, such as in Nocera & Roma (2017), have adopted a 

country-by-country perspective given the intrinsic idiosyncratic nature of housing markets across the 

euro area members. This allows for a cross-country comparison of euro area countries rather than 

focusing on the euro area as a whole. With this in mind, we use both Eurozone aggregate data as well 

as individual country data in our VAR specifications.  Overall, we examine 10 individual Eurozone 

economies, namely Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Netherlands, 

and Spain as well as a Eurozone aggregate. 

Our reduced-form VAR model can be expressed as: 

𝑌𝑌𝑡𝑡 = 𝛼𝛼 + ∑ 𝑏𝑏𝑖𝑖𝑛𝑛
𝑖𝑖=1 𝑌𝑌𝑖𝑖−1 +  𝜖𝜖𝑡𝑡      (1) 

Where 𝛼𝛼 represents a vector of intercepts, 𝑌𝑌𝑡𝑡  is the vector of endogenous variables and 𝜖𝜖𝑡𝑡  is  a vector 

of residuals.  𝑌𝑌𝑡𝑡 is composed of real GDP (𝐺𝐺𝐺𝐺𝑃𝑃𝑡𝑡), real house prices (𝐻𝐻𝑃𝑃𝑡𝑡), residential investment (𝑅𝑅𝐼𝐼𝑡𝑡), 

mortgage lending rates (𝑀𝑀𝑅𝑅𝑡𝑡), corporate lending rates (𝐶𝐶𝑅𝑅𝑡𝑡) and a proxy for the ECB’s monetary policy 

actions (𝑅𝑅𝑡𝑡).  As is commonplace in the literature, GDP is included in a structural VAR examining the 

impact of monetary policy shocks in Dungey and Fry (2009), Meinusch and Tillmann (2016) and 

Afonso and Gonçalves (2020) for example.  As with the housing market variables, we use house prices 

as a measure of demand and residential investment as a measure of supply following other work such 

as Jarocinski and Smets (2008), Towbon and Weber (2015), Rahal (2016), Ume (2018) and Miles and 

Zhu (2023). The inclusion of both the mortgage and corporate lending rates represents the cost of 

borrowing for both home buyers as well as those operating on the supply-side of the construction 

market.   

To accurately identify monetary policy shocks, we then represent Equation 1 in a structural VAR form 

as         

𝜌𝜌0𝑌𝑌𝑡𝑡 = 𝜃𝜃0 +  𝐵𝐵0 ∑ 𝛽𝛽𝑖𝑖𝑛𝑛
𝑖𝑖=1 𝑌𝑌𝑖𝑖−1 +  𝑢𝑢𝑡𝑡     (2) 

Where 𝜌𝜌0 contains the coefficients reflecting the relationship between each endogenous variable 

described above, 𝛽𝛽𝑖𝑖 represents the matrices of lagged value structural coefficients on 𝑌𝑌𝑡𝑡 and the reduced-

form error terms are related to the mutually uncorrelated structural shocks 𝑢𝑢𝑡𝑡 

𝜖𝜖𝑡𝑡 =  𝜌𝜌0−1𝑢𝑢𝑡𝑡        (3) 

In terms of the identification strategy, we use a mix of zero and sign restrictions to identify a structural 

reparameterization of the system in question.  As pointed out by Peersman (2011), Gambacorta et al. 
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(2014) and Boeckx et al. (2017) among others, the combination of both zero and sign restrictions on the 

contemporaneous impact matrix sharpens the identification of the structural shocks and hence uses 

additional economic information to better interpret the impulse response functions (Rosenberg 2019).   

As shown in Table 1, the ordering of the variables is such that the measure of economic activity is 

ordered first, followed by house prices, residential investment, the interest rates on mortgages and 

corporate lending and finally the monetary policy variable. Similar to Rahal (2016), we utilize the fact 

that the policy variable is the most endogenous of all, with policymakers reacting to information on all 

other variables in the system when determining how to optimally react, and we order the policy variable 

last as is standard in the literature.  Table 1 also outlines the identification of the monetary shock.  We 

first of all assume that there is only a lagged impact for a shock to the policy rate (𝑅𝑅𝑡𝑡) on the level of 

economic activity (𝐺𝐺𝐺𝐺𝑃𝑃𝑡𝑡)1, the price of houses (𝐻𝐻𝑃𝑃𝑡𝑡) and the level of residential investment (𝑅𝑅𝐼𝐼𝑡𝑡).  

With regard to both market interest rates in the system, we impose a positive sign restriction for both 

these variables.  This restriction reflects the fact that lenders will adjust their rates upwards after a 

contractionary policy shock.  The zero restrictions are binding on impact and the sign restrictions are 

imposed on impact and the following two quarters after the shock following the approach used in similar 

studies.  The number of quarters was varied for robustness and did not result in any significant changes 

to our results.2  

 

Table 1:  Identification of Contractionary Monetary Policy Shocks 

Shock 𝐆𝐆𝐆𝐆𝐏𝐏𝐭𝐭 𝐇𝐇𝐏𝐏𝐭𝐭 𝐑𝐑𝐈𝐈𝐭𝐭 𝐌𝐌𝐑𝐑𝐭𝐭 𝐂𝐂𝐑𝐑𝐭𝐭 𝑹𝑹𝐭𝐭 

Contractionary 

Monetary Policy 0 0 0 + 

 

+ 

 

+ 

 

The identification strategy outlined in Table 1 is appropriate for the Eurozone aggregate data as well as 

the big three Eurozone economies of Germany, France and Italy. However, for the smaller economies 

examined in this paper, following work such as Rosenberg (2020), Kilian and Lütkepohl (2017) 

Mumtaz and Surico (2009), the assumption of block exogeneity (variables of a small member country 

not contemporaneously affecting the euro area variables) is added to the identification scheme outlined 

 
1 For robustness, we also estimate the SVARs outlined in this paper using industrial production in place of GDP 
as the measure of economic activity.  The results were in line with the benchmark specification are available by 
request.   
2 These results are not presented here for brevity but are available from the authors upon request. 
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in Table 1. In our case the ‘smaller’ Eurozone economies are Austria, Belgium, Finland, Greece, Ireland, 

the Netherlands and Spain.  In these cases, monetary policy shocks are first identified through their 

impact on the euro area variables and only then is the influence on domestic variables examined.  In 

practice this involves including Eurozone aggregate data in the individual country VARs. Therefore, 

the impact of the monetary policy shock is traced initially through the Eurozone aggregate data and then 

through the individual countries.  

We base our definition of ‘large’ and ‘small’ Eurozone economies on the OECD’s description of the 

Four Big European Countries of Germany, France, Italy and the UK as outlined in their Composite 

Leading Indicators.  Table 2 outlines the identification of monetary policy for these countries, where 

the superscript EZ represents the aggregate Eurozone variables.   

 

Table 2:  Identification of Contractionary Monetary Policy Shocks (continued) 

 Euro Area Individual 

Shock 𝐆𝐆𝐆𝐆𝐏𝐏𝐭𝐭𝐸𝐸𝐸𝐸 𝐇𝐇𝐏𝐏𝐭𝐭𝐸𝐸𝐸𝐸 𝐈𝐈𝐇𝐇𝐭𝐭
𝐸𝐸𝐸𝐸 𝑴𝑴𝑹𝑹𝐭𝐭𝐸𝐸𝐸𝐸 𝐶𝐶𝑹𝑹𝐭𝐭𝐸𝐸𝐸𝐸 𝐑𝐑𝐭𝐭 𝐆𝐆𝐆𝐆𝐏𝐏𝐭𝐭 𝐇𝐇𝐏𝐏𝐭𝐭 𝐑𝐑𝐈𝐈𝐭𝐭 𝐌𝐌𝐑𝐑𝐭𝐭 𝐌𝐌𝐑𝐑𝐭𝐭 

Contractionary 

Monetary 

Policy 

0 0 0 + 

 

+ + 0 0 0 + 

 

+ 

 

3.2 Data 

We apply quarterly data from 10 Euro area economies, namely Austria, Belgium, Finland, France, 

Germany, Greece, Ireland, Italy, Netherlands and Spain from 2003Q1 to 2019Q4.  The choice of 

countries and the time span is dictated by the availability of interest rate and housing data.  For real 

GDP data we use the countries national statistical office.  House price data is sourced from the OECD’s 

analytical house price indicators.  The residential investment series for all economies is sourced from 

the gross fixed capital formation (GFCF) in dwellings as provided by the OECD’s quarterly national 

account series.  As the latter two variables represent our key variables of interest, they are plotted in 

Figure 1 while the summary statistics for these and the mortgage interest rates are provided in Table A 

in the Appendix.  

The lending rates related to mortgages and non-financial corporations are the composite cost of 

borrowing for households for house purchase and the composite cost of borrowing for corporations 

respectively and are available for each country on a monthly basis from the ECB’s statistical data 

warehouse (SDW). We use a simple interpolation technique to convert these into quarterly data.  

Finally, Euribor data is also available from the ECB SDW.  Real GDP data, house price data and 

residential investment data are all logged and multiplied by 100 which makes resulting impulse response 
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functions easier to interpret.  All interest rate and monetary policy rate variables are represented in 

levels.  While the use of data in levels rather than first differences raises the issue of non-stationarity, 

the assumption that a VAR using data in levels implicitly takes into account the cointegrated 

relationships has been applied frequently in the macroeconomic literature in studies such as Gambacorta 

et al. (2014), Rahal (2016), Boeckx et al. (2017), Cesa-Bianchi et al. (2015), Cesa-Bianchi et al. (2018) 

and Rosenberg (2019). 

Figure 1.  Plot of House Prices and Residential Investment 
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4.  Results 

Figure 2 illustrates the impulse response functions to the monetary policy shock across the Eurozone 

aggregate data as well as the three largest Eurozone economies of Germany, France and Italy while 

Figure 3 illustrates the responses of the remaining seven eurozone economies, namely Austria, Belgium, 

Finland, Greece, Ireland, Netherlands and Spain.  While the structural VAR applied in this paper 
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includes a total of 5 variables for each individual economy (GDP, house prices, residential investment 

and mortgage & corporate lending rates), for brevity and given the focus of our paper we only report 

the results relating to house prices and housing investment.  The solid green line represents the point 

estimate while the shaded area represents the 68 per cent confidence band.   

The results indicate that a contractionary policy rate shock of approximately 20 basis points has a 

significant impact across the euro area housing variables examined. There is also evidence of significant 

heterogeneity in the responses in terms of magnitude and level of persistence.  This can be seen in both 

the impulse response functions in Figures 2 and 3 as well as Table 1 which ranks the response of the 

contractionary policy shock across housing markets.  For example, with regard to house prices, the 

contractionary shock of 20 basis points reduces house prices by as much as -2 per cent (Ireland) and as 

little as -0.2 per cent (Spain) while the aggregate Euro area response is -0.4 per cent.   The response of 

the monetary policy shock to residential investment shows even more variability with responses as high 

as -2.5 per cent (once again Ireland) and as low as -0.1 per cent (in Belgium) with a Euro area aggregate 

response of -0.5 per cent.   

Along with these significant differences with regard to the magnitude, the results also suggest a large 

degree of heterogeneity with regard to the degree of persistence of a contractionary monetary policy.  

For example, the Euro area aggregate house price returns to zero 12 quarters after the shock while 

residential investment returns to zero as soon as 8 quarters after the initial shock.  The prompt return to 

zero is not evident in individual VARs, neither in the large nor smaller countries with the exception of 

Belgium.   In addition, there is also significant variation in the degree of persistence among economies 

with regard the shock to housing market variables.  For example, while economies such as Belgium, 

France, Ireland and the Netherlands see both their house prices and residential investment on a path 

back towards zero by the end of the 20 quarter estimation period, others such as Germany Austria and 

Greece seem to have a more persistent response to the shock with Germany continuing to diverge by 

the end of the estimation period.  

Overall, the results strongly suggest a considerable degree of heterogeneity in the response of housing 

market variables to a policy shock both between the Euro area aggregates and the individual economies 

and between the individual economies themselves.  As noted by ECB (2016), being aware of such 

heterogeneity is crucial in addressing possible imbalances across countries specifically with a view to 

designing policies aimed at, for example, mitigating risks using a macroprudential toolkit. As pointed 

out by Cœuré (2019), the degree of heterogeneity across euro area institutions can serve to impair the 

uniform transmission of monetary policy. Despite this, the majority of empirical papers have focused 

on the impact of monetary policy shocks either in the US and the UK or on the Euro area as a whole. 

By focusing on country specific analysis and comparing it to the aggregate Euro area data, we believe 

our results provide a unique insight into the impact of monetary policy shocks on both prices and 
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residential investment while taking the idiosyncratic characteristics of the housing market in the euro 

area into account.  

 

Table 3:  Ranking of Impulses Responses of Monetary Policy Shock across the Eurozone   

House Prices 

  

Residential Investment 

 
 

Ireland -2.0  Ireland -2.5 

Germany -0.68  Netherlands -1.0 

Netherlands -0.66  Finland -0.99 

Austria -0.59  Spain -0.97 

Italy -0.55  Italy -0.65 

Finland -0.54  France -0.51 

France -0.53  Germany -0.5 

Greece -0.45  Eurozone -0.48 

Eurozone -0.38  Greece -0.45 

Belgium -0.23  Austria -0.22 

Spain -0.21  Belgium -0.14 

Std Dev. 0.46  Std Dev. 0.62 

Note: Ranking is based on trough value of the impulse 

responses over the 20-quarter period show in Figure 2 
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Figure 2.  Impulse Responses of House Prices and Residential Investment to Contractionary Monetary 

Policy Shock – Eurozone Aggregate and largest 3 Eurozone Economies 
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The solid green line represents the point estimate while the shaded area represents the 68% confidence band 
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Figure 3.  Impulse Responses of House Prices and Residential Investment to Contractionary Monetary 

Policy Shock – Smaller Eurozone Economies 
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The solid green line represents the point estimate while the shaded area represents the 68% confidence band 

 

5. Concluding thoughts 

The relative shortage of housing supply is generally acknowledged as a significant issue across many 

European countries. There are a number of reasons for the lack of supply with the continued impacts of 

the global financial crisis (GFC) being one significant factor. Consequently, a number of countries have 

sought to scale up housing supply in an effort to ease housing affordability pressures. 
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The results presented in the current paper are somewhat sobering in that regard, given the significant 

change in monetary policy conditions which have occurred over the past 18 months. It would appear 

that the era of relatively low interest rate environment which characterised most of the post GFC period 

is at an end. The persistent and sharp increase in Euro Area policy rates observed since July 2022 is 

inevitably feeding into key market interest rates both on the demand and supply-side of the real 

economy across European economies. 

A contractionary monetary policy will see investment in housing adversely impacted across the Euro 

Area through an increase in the cost of funds on the supply-side of the market while the increase in 

mortgage rates on the demand-side will impact affordability resulting in a decline in house prices which 

will also impact supply. Finally, we find evidence to suggest that the underlying characteristics of the 

respective housing markets will result in a heterogenous impact across countries of any monetary policy 

shock. 

Our results have significant policy implications particularly for those countries such as Ireland3 which 

have committed to significantly increasing housing supply over the medium-term. The contractionary 

impact of monetary policy on housing investment may require Governments and fiscal authorities 

across the Euro Area to increase their expenditure on residential supply above and beyond what was 

initially envisaged if such targets are to be achieved. 

 

 

 

 

 

 

 

 

 

 

 

 
3 The Irish Department of Housing, Planning and Local Government in its “Housing for All” policy published in 
2021 commits to a significant increase in housing supply over the period 2021 – 2030. Details are available at: 
https://www.gov.ie/en/publication/ef5ec-housing-for-all-a-new-housing-plan-for-ireland/  

https://www.gov.ie/en/publication/ef5ec-housing-for-all-a-new-housing-plan-for-ireland/
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APPENDIX: Table A: Summary Statistics of Key Variables 
  

 Mean  Maximum  Minimum  Std. Dev. 

       
 
 
 

Euro Area 

     

Residential Investment (Euro Bn) 143,547.9 167,794.3 125,948.1 11,492.6 

House Prices (Index, 2015=100)                   
86.3  

                
104.6  

                  
59.2  

                
15.7  

Mortgage Interest Rate (%)                     
3.3  

                    
5.5  

                    
1.4  

                  
1.1  

 
 
 
 

Belgium 

     

Residential Investment (Euro Bn)                     
5.1  

                    
5.8  

                    
4.2  

                  
0.4  

House Prices (Index, 2015=100)                   
91.5  

                
115.3  

                  
57.4  

                
15.0  

Mortgage Interest Rate (%)                     
3.4  

                    
5.3  

                    
1.7  

                  
1.0  

 
 
 
 

Finland 

     

Residential Investment (Euro Bn)                     
3.3  

                    
3.8  

                    
2.6  

                  
0.3  

House Prices (Index, 2015=100)                   
86.8  

                
112.9  

                  
58.2  

                
16.0  

Mortgage Interest Rate (%)                     
2.4  

                    
5.4  

                    
0.8  

                  
1.3  

 
 
 
 

France 

     

Residential Investment (Euro Bn)                   
29.6  

                  
33.8  

                  
26.8  

                  
1.9  

House Prices (Index, 2015=100)                   
95.9  

                
110.3  

                  
60.4  

                
11.8  

Mortgage Interest Rate (%)                     
3.3  

                    
5.3  

                    
1.2  

                  
1.1  

 
 
 
 

Germany 

     

Residential Investment (Euro Bn)                   
41.9  

                  
49.0  

                  
36.2  

                  
3.9  

House Prices (Index, 2015=100)                   
93.8  

                
132.7  

                  
79.6  

                
15.1  

Mortgage Interest Rate (%)                     
3.4  

                    
5.4  

                    
1.3  

                  
1.3  

 
 
 
 

Greece 

 
                  
50.4  

                  
60.5  

                  
43.5  

                  
6.1  

Residential Investment (Euro Bn)                     
2.6  

                    
8.1  

                    
0.3  

                  
2.2  

House Prices (Index, 2015=100)                 
127.8  

                
172.0  

                  
88.6  

                
28.2  

Mortgage Interest Rate (%)                     
3.7  

                    
5.3  

                    
2.5  

                  
0.8  

 
 
 
 

Ireland 

     

Residential Investment (Euro Bn)                     
2.3  

                    
4.6  

                    
0.8  

                  
1.3  

House Prices (Index, 2015=100)                   
86.8  

                
122.2  

                  
55.8  

                
19.0  

Mortgage Interest Rate (%)                     
3.6  

                    
5.5  

                    
2.8  

                  
0.6  

 
 
 
 

Italy 

  
    

Residential Investment (Euro Bn)                   
22.7  

                  
29.2  

                  
17.9  

                  
3.9  

House Prices (Index, 2015=100)                 
107.6  

                
120.8  

                  
90.4  

                  
9.4  

Mortgage Interest Rate (%)                     
3.4  

                    
5.8  

                    
1.4  

                  
1.1  
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Netherlands 

     

Residential Investment (Euro Bn)                     
7.3  

                    
9.5  

                    
4.7  

                  
1.5  

House Prices (Index, 2015=100)                 
109.0  

                
134.9  

                  
95.1  

                
10.0  

Mortgage Interest Rate (%)                     
3.8  

                    
5.6  

                    
2.2  

                  
1.0  

 
 
 
 

Austria 

     

Residential Investment (Euro Bn)                     
3.7  

                    
4.3  

                    
3.4  

                  
0.2  

House Prices (Index, 2015=100)                   
88.6  

                
128.8  

                  
62.0  

                
19.9  

Mortgage Interest Rate (%)                     
3.0  

                    
5.5  

                    
1.4  

                  
1.1  

 
 
 
 

Spain  

     

Residential Investment (Euro Bn)                   
20.4  

                  
28.4  

                  
13.7  

                  
4.9  

House Prices (Index, 2015=100)                   
94.3  

                
104.5  

                  
77.7  

                  
8.1  

Mortgage Interest Rate (%)                     
3.1  

                    
6.0  

                    
1.8  

                  
1.1  
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