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Overview

e Housing affordability in German cities has declined markedly since 1980, with sig-
nificant implications for wealth accumulation, social mobility, and intergenerational
inequality. Young households in particular face increasing difficulties in entering the
housing market.

o Housing affordability consists of two components: (i) the share of disposable house-
hold income required to service mortgage interest and principal payments, and (ii) the
upfront cash requirement including the non-mortgaged share of the purchase price,
taxes, and transaction fees, relative to annual disposable income.

o Despite rising house prices, mortgage payments relative to disposable income have
remained broadly stable since the 1980s due to declining interest rates. In contrast,
upfront costs have increased substantially over the same period.

o Upfront costs have become the primary barrier to homeownership. Whereas house-
holds purchasing an apartment in 1980-1990 needed savings of less than two years of
disposable income to cover the equity requirement, households in 2015-2024 require
more than three years.

o At today’s savings rate of 20%, households must save roughly 14 years to accumulate
the required equity, twice as long as households needed in the 1980s.

e Asaresult, access to homeownership increasingly depends on existing wealth. House-
holds with sufficient savings or family support can more easily meet rising equity re-
quirements, whereas households with limited wealth or without familial assistance are
often excluded from homeownership despite being able to afford monthly mortgage
payments.

e It is therefore crucial from a policy perspective to reduce the entry barriers to home-
ownership. A targeted reduction in the real estate transfer tax, combined with an in-
crease in the annual property tax, could substantially lower these barriers while keep-
ing overall government revenue unchanged.

Keywords Housing affordability, Homeownership, Wealth inequality

JEL classification R21, R31, D31, G51

Kiel Institute for the World Economy D



Kiel Policy Brief No. 200 December 2025

Authors

Francisco Amaral Gereon Staratschek
Paris School of Economics, Kiel In-

stitut fiir Weltwirtschaft

Universitiat Ziirich, Swiss Finance
Institute

francisco.amaral@df.uzh.ch gereon.staratschek@kielinstitut.de

Jonas Zdrzalek Steffen Zetzmann
Universitat Mannheim, Kiel Institut

fiir Weltwirtschaft

Kiel Institut fiir Weltwirtschaft
jonas.zdrzalek@kielinstitut.de

steffen.zetzmann®@kielinstitut.de

The responsibility for the contents of this publication rests with the authors, not the Institute. Any comments should be sent
directly to the corresponding author.

Kiel Institute for the World Economy 3



Kiel Policy Brief No. 200 December 2025

1 Introduction

The declining affordability of homeownership in German cities has become a central social
and economic concern with direct implications for wealth accumulation and intergenera-
tional equality. Homeownership is not only an important determinant of individual life
satisfaction but also a key vehicle for long-term wealth accumulation (Bach et al., 2021;
Zumbro, 2014). Germany’s homeownership rate, at around 44 percent, is far below the Eu-
ropean average of roughly 70 percent and has been decreasing over time.! In this study,
we examine the long-term evolution of housing affordability. We ask: How much of their
income must households devote to monthly mortgage payments? How much equity must
they provide upfront? And how have these burdens changed over time??

Housing affordability depends on two key components. First, buyers must provide suffi-
cient equity to cover the portion of the purchase price not financed by a mortgage, as well as
taxes and other transaction-related fees. Second, they must be able to service the ongoing
interest and principal payments of the mortgage. To capture both dimensions, we analyze
data on mortgage financing conditions, disposable household income, and house prices
in German cities from 1980 to 2024. From these data, we construct two measures: (i) the
mortgage cost ratio (MCR), which denotes the share of annual disposable income spent on
interest and principal payments, and (ii) the upfront cost ratio (UCR), which measures the
upfront cash requirement including the portion of the purchase price not financed through
a mortgage, as well as real estate transfer taxes and legal fees.

Our analysis reveals significant differences in how the two measures developed over time.
Households of the Baby Boomer generation, purchasing between 1980 and 1990, devoted
around 20% of their income to mortgage payments for apartments and roughly 46% for
single-family houses. Millennials entering the market between 2015 and 2024 face similar
burdens of around 25% and 42%, respectively. Despite sharply rising house prices since
2010, declining interest rates have offset much of the increase in mortgage costs.

The pattern is different for equity requirements. Baby Boomers in the 1980s typically had
to provide equity amounting to roughly 1.7 times their annual income for an apartment
and 3.6 times for a single-family house, whereas Millennials today must provide more than
three and five years of income, respectively. At today’s savings rate of 20%, Millennials
must save about 14 years to accumulate the required equity—twice as long as households

ISee https://ec.europa.eu/eurostat/databrowser/view/ILC_LVHOO2/default/table.
2A complementary working paper by the authors provides a detailed analysis, robustness checks, and city-
level results (Amaral et al., 2025).
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needed in the 1980s. Thus, it is not mortgage servicing costs but the high upfront costs that
constitute the primary barrier to homeownership, particularly for households with limited
savings or without family support.

Therefore, focusing the political debate solely on monthly mortgage burdens overlooks a
crucial dimension. Rising upfront costs, driven by rapidly increasing house prices and as-
sociated transaction fees, have become the primary determinant of housing affordability.
To enable broader access to homeownership, policy should primarily target reducing these
entry barriers. One promising lever is the real estate transfer tax, which amounts to an av-
erage of 5-6 percent of the purchase price. A substantial reduction of this tax, combined
with a moderate increase in the annual property tax to offset revenue losses,? could sig-
nificantly ease market entry, particularly for young and low-wealth households, and foster
broader wealth accumulation in the long run.

2 Development of housing affordabil-
ity

To analyse the long-term development of housing affordability in Germany, we rely on two
key indicators. The mortgage cost ratio (MCR) measures the share of disposable household
income spent annually on interest and principal payments, capturing the ongoing financial
burden faced by an average household. The upfront cost ratio (UCR) captures the share of
annual disposable income that must be provided at the time of purchase consisting of the
portion of the purchase price not financed through a mortgage, the real estate transfer tax,
and notary and registry fees.

Both indicators are based on data for house prices, mortgage interest rates, loan-to-value
(LTV) ratios, repayment rates, and household income for the period 1980-2024. For the cal-
culations, we use regional price data from the German Real Estate Index (GREIX) as well as
regional mortgage financing information provided by the Interhyp Gruppe and the Associ-
ation of German Pfandbrief Banks (vdp).*

As Panel (a) in Figure 1 shows, the mortgage cost ratio for apartments declined from around
22% in 1980 to 18% in 2005. Beginning in 2006, it increased steadily, reaching a peak of
28% in 2022 before easing to 25% in 2024. The pronounced fluctuations during the 1980s
largely reflect sharp movements in mortgage interest rates.

SBecause the transfer tax is levied at the state level and the property tax at the municipal level, a revenue-
neutral reform requires coordination between states and municipalities.

“We thank Dr. Georg Weigert from the Interhyp Gruppe and Thomas Hofer from vdp for kindly providing
access to the data.
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Panel (b) of Figure 1 illustrates the evolution of the upfront cost ratio. It remained broadly
stable at around 1.7-1.8 times annual disposable income until 2008, before rising sharply
with rapidly increasing house prices to 3.8 in 2022 and then declining to 3.2 in 2024. Entry
costs have therefore nearly doubled since the 1980s, making upfront equity requirements
the central barrier to homeownership.

Figure 1: Apartments
(a) Mortgage Cost Ratio (b) Upfront Cost Ratio
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Notes: The mortgage cost ratio measures the share of annual disposable household income spent on interest and principal
payments. The upfront cost ratio measures the equity required (non-mortgaged portion of the purchase price, taxes, transac-
tion fees) relative to annual disposable income. A mortgage cost ratio of 30 means that 30% of disposable household income
is spent on mortgage payments; an upfront cost ratio of 3.0 means that upfront costs correspond to three times the annual
disposable household income.

Source: Bundesbank, DESTATIS, EUROPACE, GREIX, Interhyp Group, National Accounts of the German States, vdp. Own
calculations.

Figure 2: Single-Family Houses
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Notes and source: See Figure 1.

For single-family houses (Figure 2), the mortgage cost ratio has historically been higher
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than for apartments: it declined from around 60% in 1981 to 34% in 2005, stabilised at
roughly 37%, and then increased again from 2016, reaching 50% in 2022 before falling to
43% in 2024. The highest mortgage cost ratios are concentrated in the period 1980-1995.

As with apartments, the upfront cost ratio for single-family houses rose substantially: from
around 3.9 in 1980 to 6.9 in 2022, before declining to 5.5 in 2024. For both housing types,
rising prices as well as repeated increases in the real estate transfer tax, set by federal states
since 2006, contributed significantly to the increase in entry costs.

While the mortgage cost ratio has remained relatively stable over time due to declining in-
terest rates, and increased only modestly for apartments, the upfront cost ratio has risen
markedly and now constitutes the primary barrier for households seeking to purchase a
home. This trend reinforces concerns about wealth distribution and intergenerational eq-
uity, as access to homeownership increasingly depends on existing wealth.

A generational comparison further illustrates this development. Households purchasing an
apartment between 1980 and 1990 (Baby Boomers) needed to save for around 6.8 years at a
gross savings rate of 20% in order to accumulate 1.7 times their disposable income to cover
upfront costs. Buyers in the years 2015-2024 (Millennials), by contrast, must save for ap-
proximately 13.9 years to accumulate the upfront requirement of 3.1 times their disposable
income.® In addition, rising rents prior to moving into an owned home make it even more
difficult for young households to save the required equity (Kholodilin and Baake, 2024).

Consequently, family wealth transfers are becoming increasingly important. The share of
equity financed through households’ own savings declined from around 50% in 2012-2017
to 38% in 2018-2021, while gifts and inheritances increased from 21% to 31% (BBSR, 2019;
LBS, 2024). At the same time, the share of inherited properties in the housing market rose
from about 15% to roughly 25% (BBSR, 2019, 2023). The share of buyers whose parents
were renters also declined substantially (Lersch et al., 2025). As a result, access to home-
ownership is shifting increasingly from an income-based to a wealth-based threshold, with
growing implications for distributional and intergenerational equity.

This development underscores that policies aimed at improving housing affordability should
not focus solely on monthly mortgage costs but, above all, on reducing the high entry bar-
riers to homeownership, e.g. through a reform of the real estate transfer tax.

>The calculations assume a savings rate of 20% of disposable income. Compound interest with annual con-
tributions is accounted for using the average risk-free interest rate on ten-year German government bonds:
7.9% (1970-1990) for Baby Boomers and 1.7% (2005-2024) for Millennials.

Kiel Institute for the World Economy 7



Kiel Policy Brief No. 200 December 2025

3 Political implications

With rising house prices, entry costs have increased substantially, primarily due to the
higher upfront costs required at the time of purchase. Policy measures aimed at improv-
ing housing affordability should therefore focus on reducing these entry costs. Measures
that solely lower monthly mortgage payments mainly benefit households with sufficient
savings or financial support from their families, while low-income and low-wealth house-
holds remain excluded from homeownership. By contrast, reducing upfront costs would
also enable households without family support to access the housing market, thereby fos-
tering more equitable opportunities for wealth accumulation.

Since taxes constitute a significant share of upfront costs, a reduction in the real estate
transfer tax (Grunderwerbsteuer) is a promising policy option to lower the entry barrier to
homeownership. The resulting loss in government revenue could be offset by a moderate
increase in the annual property tax (Grundsteuer). This would shift part of the tax burden
from the initial entry costs to ongoing housing costs, thereby facilitating access to home-
ownership. ©

®Importantly, the actual relief for homebuyers depends on the price response. Dolls et al. (2025) show that in
atight housing market, sellers may increase prices following a reduction in the transfer tax, thereby limiting the
relief. However, Besley et al. (2014) find that around 60% of the benefits from a temporary tax cut accrued to
buyers, suggesting that a reduction in the transfer tax can indeed provide meaningful relief. Even if prices rose
one-to-one with the tax reduction, a substantial part of the upfront costs would still be shifted toward higher
monthly mortgage payments, thereby lowering the entry barrier to purchasing a home.

Kiel Institute for the World Economy 8
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