
Italy: The housing market recovery 

A first look at affordability 

The housing market is reviving: transactions are up, price discounts are narrowing and 

the construction sector’s expectations have risen. Historically low borrowing costs 

have improved the affordability of mortgages, and we expect demand to strengthen 

further. However, weak consumer confidence is an important barometer for illustrating 

that Italy’s potential growth is stuck at zero and, without improvements, no housing 

recovery can be genuinely sustainable.  

The housing market began a timid recovery in 2014, which is now evident across indicators. 
Transactions for residential and commercial have picked up, close to the 2010 levels. 
Construction sentiment has recovered across the board: both hiring intentions and price 
expectations are creeping up slowly. The Bank of Italy real estate survey suggests that liquidity 
in the residential market has improved, with an average time of sale of “only” seven months 
versus the peak of over 10 months seven years ago. The majority of flats are still being sold 
at a discount of around 12% over the asking price, but this cut has become narrower and the 
share of those that manage to sell has improved. 

The Italian economy is on a cyclical upswing – our recent visit to the country highlighted 
expectations for real GDP growth north of 1.5% this year and 1% in 2018. The ECB is turning 
mildly hawkish, but retail borrowing costs are likely to stay exceptionally low for a while longer, 
so it is a good time to get a first look at the affordability of houses.  

Debt servicing costs for a 60sqm flat in the regional capitals 

 

Source: Agenzia delle Entrate, Istat, ADA Economics Ltd. Debt servicing costs measured by repayment of principal and interest 
for a 20 year mortgage at 2.1% divided by the estimate of regional disposable incomes, estimates for 2016. Estimates showing 
for a 100% loan to value mortgage and for an 80% one. 
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We took the estimates of the cost per square metre from the Revenue Agency of the regional 
capitals, and we calculated the average cost of 60 and 80 square metre (sqm) apartments 
across the country. Over 73% of Italians own their own homes, but currently 80% of housing 
transactions are funded with a mortgage, so we calculated both the price to income and debt 
servicing ratios for an average new mortgage of 20 years, underwritten at the prevailing 
interest rate of 2.1%.  

Debt servicing costs down significantly in the smaller cities 

 

Source: Agenzia delle Entrate, Istat, ADA Economics Ltd.  

The result of our calculations is that, whilst more affordable than in the past, the market is still 
rather expensive if we take a 100% mortgage, and especially for “large” apartments of 80sqm. 
Three important caveats should be highlighted: first, valuations in smaller towns can be half 
what we observe in the regional capitals and there is a significant price discount for areas 
slightly away from the centre even for the main cities. This point is illustrated in the chart 
above, where we show the same debt servicing ratios for a 60sqm flat for smaller cities in the 
most expensive regions: Lombardy (Varese, Bergamo), Lazio (Civitavecchia, Viterbo) and 
Veneto (Verona is showing above both for the centre (c) and semi-peripheral areas (p)). 
Secondly, affordability would improve for families with two wage earners, although we do not 
believe this factor is that common in Italy, given the still low labour participation of women.  

Last, but not least, the Bank of Italy is guiding the banks to keep an 80% loan to value ratio 
and, indeed, the average mortgage is taken out with a ratio of 73% currently. Reworking our 
calculations assuming a 20% deposit shows an average loan to income ratio of just under 7x 
and an average debt servicing cost of 40% for the regional capitals: so, not cheap, but not 
dissimilar from what is observable in central Europe these days. 
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To us, the economic recovery and attractive borrowing costs suggest that the housing market 
is likely to maintain its current recovery trajectory in the coming year. That said, in our view, in 
the long run, no housing recovery can be genuinely sustainable if the potential growth of an 
economy is stuck at zero – as is the case for Italy – and, thus, the risk that average wages 
compress further significantly in the coming years. That consumer confidence has been falling 
for over a year is symptomatic of the improvement in GDP not yet being enough to genuinely 
improve citizens’ well-being. In addition, there are pockets of particularly expensive areas – 
such as Lombardy, Veneto and Lazio – which are likely to benefit from the recovery (and the 
Brexit fallout in the case of Milan) but, given the already fairly high valuations for the regional 
cities, these areas raise questions about the risk of overvaluation in the coming years. 

Construction confidence up, but consumer sentiment down 

 

Source: Macrobond, ADA Economics Ltd. Note: consumer confidence showing on the RHS 
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Disclaimer 

TERMS AND CONDITIONS OF USE 
YOU AGREE THAT YOU ARE USING THIS REPORT AND THE ADA Economics Ltd (“ADA”) 
SERVICES AT YOUR OWN RISK AND LIABILITY. NEITHER ADA NOR ANY DIRECTOR, OFFICER, 
EMPLOYEE OR AGENT OF ADA ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT, 
INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL DAMAGES, OR 
LOSSES OF ANY KIND, INCLUDING, WITHOUT LIMITATION, THOSE DAMAGES ARISING FROM 
ANY DECISION MADE OR ACTION TAKEN BY YOU IN RELIANCE ON THE CONTENT OF THIS 
REPORT, OR THOSE DAMAGES RESULTING FROM LOSS OF USE, DATA OR PROFITS, 
WHETHER FROM THE USE OF OR INABILITY TO USE ANY CONTENT OR SOFTWARE OBTAINED 
FROM THIRD PARTIES REQUIRED TO OBTAIN ACCESS TO THE CONTENT, OR ANY OTHER 
CAUSE, EVEN IF ADA IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR LOSSES, AND 
EVEN IF CAUSED BY ANY ACT, OMISSION OR NEGLIGENCE OF ADA OR ITS DIRECTORS, 
OFFICERS, EMPLOYEES OR AGENTS, AND EVEN IF ANY OF THEM HAS BEEN APPRISED OF 
THE LIKELIHOOD OF SUCH DAMAGES OCCURRING. 
I/ Copyright 2017 ADA. All rights reserved. 
This report may provide information, commentary on and the discussion of issues relating to the state 
of the economy and the capital markets. All opinions, projections and estimates constitute the judgment 
of the author as of the date of the report and are subject to change without notice. ADA is under no 
obligation to update this report and readers should therefore assume that ADA will not update any fact, 
circumstance or opinion contained in this report. 
The content of this report is provided for discussion purposes only. Any forward-looking statements or 
forecasts included in the content are based on assumptions derived from historical results and trends. 
Actual results may vary from any such statements or forecasts. No reliance should be placed on any 
such statements or forecasts when making any investment decision, and no investment decisions 
should be made based on the content of this report. 
This report is not intended to provide personal investment advice and it does not take into account the 
specific investment objectives, financial situation and particular needs of any specific person. Under no 
circumstances does any information represent a recommendation to buy or sell securities or any other 
asset, or otherwise constitute investment advice. Investors should seek financial advice regarding the 
appropriateness of investing in specific securities or financial instruments and implementing the 
investment strategies discussed or recommended in this report. 
This report should not be regarded by recipients as a substitute for the exercise of their own judgment 
and readers are encouraged to seek independent, third-party research on any companies discussed or 
affected by this report. 
Securities and other financial instruments discussed in this report are not insured and are not deposits 
or other obligations of any insured depository institution. Investments in general and, derivatives, in 
particular, involve numerous risks, including, among others, market risk, counter-party default risk and 
liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, 
securities and other financial instruments may be difficult to value or sell, and reliable information about 
the value or risks related to the security or financial instrument may be difficult to obtain. Investors 
should note that income from such securities and other financial instruments, if any, may fluctuate and 
that the price or value of such securities and instruments may rise or fall and, in some cases, investors 
may lose their entire principal investment. Past performance is not necessarily a guide to 
future performance. 
Foreign currency rates of exchange may adversely affect the value, price or income of any security or 
financial instrument mentioned in this report. Investors in such securities and instruments effectively 
assume currency risk. 
Any information relating to the tax status of financial instruments discussed herein is not intended to 
provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice 
based on their particular circumstances from an independent tax professional. 
Individuals identified as economists in this report do not function as research analysts. Under U.S. law, 
reports prepared by them are not research reports under applicable U.S. rules and regulations. 
In accordance with rules established by the U.K. Financial Services Authority, macroeconomic analysis 
is NOT considered investment research. 
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Materials prepared by ADA research personnel are based on public information. Facts and views 
presented in this material have not been reviewed by, and may not reflect information known to, 
professionals in other business areas of ADA. 
To the extent that this report discusses any legal proceeding or issues, it has not been prepared as nor 
is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal 
advisers as to issues of law relating to the subject matter of this report. ADA research personnel’s 
knowledge of legal proceedings in which any ADA entity and/or its directors, officers and employees 
may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies mentioned in 
this report is based on public information. Facts and views presented in this material that relate to any 
such proceedings have not been reviewed by, nor discussed with, and may not reflect information 
known to, professionals in other business areas of ADA in connection with the legal proceedings or 
matters relevant to such proceedings. 
The information herein (other than the disclosure information relating to ADA and its affiliates) was 
obtained from various sources and, while all efforts have been made to provide accurate information, 
ADA does not guarantee its accuracy. This report may contain links to third-party websites. ADA is not 
responsible for the content of any third-party website or any linked content contained in a third-party 
website. Content contained on such third-party websites is not part of this report and is not incorporated 
by reference into this report. The inclusion of a link in this report does not imply any endorsement by or 
any affiliation with ADA. 
Any unauthorised use or disclosure is prohibited. 

 

 

 

 

 
 
 


