
© Filodiritto Editore  Journal of Economic and Social Development (JESD) 

                                                                Vol. 5, No. 2, September 2018 

 

72 

Housing Construction and Mortgage Lending in the Slovak 

Republic 

 
VIDOVÁ Jarmila1 

 
1 University of Economics in Bratislava, Faculty of National Economy, Department of Economic policy, (SLOVAKIA) 

Email: vidova@euba.sk 

 

DOI: 10.26352/CJ02F5019 

 

Abstract 

 

The subject of research of the presented article is the issue of housing, housing construction and 

it’s financing in the Slovak Republic. Housing is one of the key factors in combating social 

exclusion and unemployment. In the introduction we start with the theoretical background of 

housing. Based on the work of Slovak and foreign authors, we provide an overview of the state of 

the housing construction in the Slovak Republic and outline the reasons for its development in view 

of the changes in housing policy in the Slovak Republic after 1990. By analysing the development 

of selected indicators, we approximate the impacts of housing financing through mortgage loans. 

The findings showed that lowering interest rates on mortgage loans, increased indebtedness of 

households, housing prices and the risk of financial crisis. 
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Introduction 

 

Socio-economic importance of housing after filling its basic function is to create conditions for 

the development of human potential, creative abilities and social activities of man. Housing is 

implemented in a residential environment that has a social component (social groups and relations 

between them), material (apartments and special equipment infrastructure) and the nature. From a 

sociological point of view live also means to live in a particular community, have a sense of 

belonging, confidence and safety. Housing can be seen as an evolving social process that has its 

own laws. It is a vast and varied set of basic and higher personal and social, spiritual and changing 

needs. The housing needs are constantly evolving and differentiated global development of the 

housing and interrelated, because the process of satisfying the needs of housing is conditioned by 

socio-economic development, on which feeds back and applies to all people and the whole area. 

Each country has to address the problems related to the housing uses its own housing policy, 

extending from the social and historical conditions. Historical attitudes toward addressing a 

housing issues in the past many times have changed, had also an influence to the development of 

social theory, which was not easy because the development in each country was affected by social 

change, world wars and economic crises. 
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Literature review 

 

Housing is a fundamental right, directly affecting the lives of citizens and restricting their 

opportunities for social inclusion as well as their choice in the field of study, education and 

professional development. 

The issue of housing is the subject of the research of several authors and everyone perceives it 

in the context of their own realities. Stanek considers housing as one of the key factors in combating 

social exclusion and unemployment, thanks to him, our towns, cities, rural areas and regions more 

comfortable to live and work [18]. Housing promotes consistency between the communities and 

the work environment enables the achievement of sustainable development objectives. By Labaj is 

a residential set of human activities in the home and residential environments [14]. Right it cannot 

be construed as legal right to provide dwellings. The legal context is necessary to protect the 

dwelling as a private sector, protection against illegal eviction and protection against discrimination 

of any kind. The right to housing is ineligible and unenforceable, its implementation is an 

expression of accountability of governments for the welfare of the population. For Fahrenberg, 

Myrtek, Schumacher and Brähler housing is one of the areas, whereby it is possible to evaluate 

satisfaction with past and present conditions of life and the future life prospects [6]. Housing was 

one of the first nationwide research indicators of quality of life in the 70s in the USA [2]. Marans 

and Rodgers build a model that is given to the relationship between the factors that affect quality 

of life [16]. Just level to meet the needs of individuals to live according one of the most important 

and is one of the key indicators affecting the development of the region [15]. Housing and its right 

quality are becoming a major component, the living conditions for the development of human 

potential, human resources. Ira base on the quality and level of housing assess the quality of life 

[11]. 

According to Tremblay and Dillman housing affect people’s preferences [25]. People’s 

preferences for housing will vary depending on the population and the interest. It is therefore 

important that these preferences are considered if we are to meet the needs in providing housing 

[15], [8]. Preferences of people depend on their current locations they inhabit, type of housing, 

dwelling area and also by social class and living conditions. The result is that users of different 

types to meet different environments. The current housing needs can affect housing preferences 

[1], [4], [5], [14]. 

Listokin et al., defines housing as a permanent structure of human settlement [13]. It also refers 

to him as houses, buildings with flats or structures that consist of dwellings or places for human 

habitation. The term “house” includes many kinds of dwellings, from primitive huts of nomadic 

tribes to free standing places. It has a profound impact on the health, performance, social behaviour, 

satisfaction, productivity and general well-being of individuals and communities. It reflects the 

social, cultural and economic value of such it seems the best physical and historical evidence of 

civilization in the country and reliable measure or indicator of economic development [12]. 

Williams in turn refers to the tabernacle built as a home for one or more persons [25]. Omoniyi 

and Jiboye considered for housing a kind of permanent shelter for the man who gives identity 

Godwin defines it as “space”, which we can call our “self”, which gives us privacy and shelter 

protecting us from the weather and intrusion “undesirable persons” [8]. Housing is more than just 

shelter. It also includes all social services [20]. 
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Housing policy in the Slovak Republic 

 

Ensuring the long-term availability of housing for all social groups of the population is a key 

criterion for the success of housing policy, as at the present stage of the company’s development 

only some are able to pay the costs of the new construction from their own resources. 

The construction of dwellings has significantly diminished with the change of the transfer of 

responsibility for housing from the state to the household in 1990. It was therefore a reason, as 

construction depends on many factors, particularly household savings, and since these were not 

enough to make the state conditional at least for the partial support of households in financing 

housing. By changing the housing policy, the structure of the housing stock has changed and at 

present 95% of the dwellings are owned by households and only 5% are owned by the state and 

other organizations. This has an impact on the development of the housing market, the banking 

market and efficiency. [11], [19]. Before we focus on financing housing, we focus on housing 

construction analysis. 

 

Development of Housing Construction in the Slovak Republic 

 

Changing the perception of housing policy was reflected in the initiating of housing construction 

as a number of apartments declined. In 1994, Slovakia began to build less, only 3,809 apartments. 

In 1995 it completed only 6,157 bytes. Housing recovery crucially conditioned gradually 

adopted and legislated supporting economic instruments of the state, namely the introduction of 

support through building savings, loans granted to meet the needs live from the State Housing 

Development Fund. After 1998 and the start of reformist governments are due to efforts to stabilize 

the economy also reflected in the construction industry and even decline in the number of dwellings 

started and completed. Two years of stabilization measures, with quite good results, began to 

express the number of started flats in 2000. In 2001 it increased considerably the number of 

completed flats. Since then, despite a slight decrease, never drop below the 12,000 completed 

dwellings per year (this figure was only achieved once before in other cases was considerably 

lower). In 2003, the share of completed dwellings in municipal ownership reach 28.4%. In 2004, 

the share of completed dwellings in municipal ownership level to 12.1%, in 2005 to 13.7% and in 

2006 to 14.8% of the total number of completed apartments. In 2006, in the Slovak Republic, began 

construction of 20,592 apartments (building permission issued), it has completed 14 444 dwellings 

(approval decisions issued) and under construction at year-end was 54,086 apartments (registration 

difference between commenced and completed dwellings). Of the total number of completed 

apartments was built in 7657 detached houses, representing 53.01%. Of the existing housing stock 

in 2006 shrunk 1,442 apartments, of which 1,187 dues to sanitation (82.32%). Compared to 2005, 

when it began the construction of 19,796 flats, the number of started dwellings increased by 796 

flats, means by 4.02% and represents most of started flats in 16 years (since 1991). Compared to 

2005, however, reduced the number of completed dwellings and the value of 14,863 bytes to 14,444 

bytes, a decrease of 419 dwellings, e.g. about 2.82%. Despite this slight decrease in the number of 

completed apartments is the second highest value for the last 14 years (since 1993). Compared to 

2005 the total number of completed dwellings decreased representation of dwellings in family 

houses by 5.57%, and this trend has continued since 2004, when the completed dwellings in family 

houses accounted for only 68.07% of the total number of completed apartments. In 2007 this figure 

rose to 19.1% in 2008 decreased to 15.3% and in 2009 to 12.2%. In 2010, the share was at the level 

of 14.8% and in 2011 at the level of 10.8%. In 2011, the share of completed public housing its 
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lowest level since 2003, and to 10.1%. In family houses accounted for the largest share of four-

room flats (42.9%) and five- and more rooms (30.0%). Of the completed apartments in apartment 

buildings, the highest two-room (39.6%) and three-room (30.9%). 

In 2013, the number of started flats was 14,758, which is compared to 2012 (13,090 flats) an 

increase of 1,668 apartments, representing 12.74%. Number of completed dwellings (15,100) in 

2013 compared to 2012 (15,255 flats) lower 155 flats, which is a decrease by 1.02%. Likewise, in 

2013 was a fall in the number of apartments under construction on 1,401 apartments compared to 

2012 (62,783 flats). From 2012 to 2016 the number of dwellings started to increase significantly, 

the number of completed dwellings is rising very slowly. 

During the first half of 2017, 9300 dwellings were started and 7,102 dwellings were completed. 

Compared to the first half of 2016, the number of dwellings started decreasing by 0.4%, the 

number of completed dwellings increased by 13.5%. In housing construction, the year-on-year 

growth of the number of dwellings started in the second quarter of 2017. The total number of 

dwellings started increased by 7.8% to 5113 dwellings compared to the second quarter of 2016 (by 

7.4% in the private sector, by 32.9% in the public sector). The total number of completed dwellings 

decreased by 0.1% and reached 3155 dwellings (in the public sector it was lower by 65.2%, in the 

private sector it was higher by 1.4%) base on the information of the Statistical Office (SO) of the 

Slovak Republic. As of 30 June 2017, 74,188 flats were built. Compared to the same period of 

2016, their number increased by 5293 dwellings (by 7.7%). Similarly, the construction of family 

houses increased, increasing by 2,321 dwellings (by 5.5%) to 44,708 dwellings. In the private 

sector, 72,659 dwellings were built (7.7% year-on-year) and 1529 dwellings in the public sector 

(7% growth). Most apartments were completed in Bratislava region (27.7%) and Trnava region 

(17.6%), at least in the Banská Bystrica region (4.1%). Compared to the second quarter of 2016, 

the number of completed dwellings in Žilina region (9.6%), Trnava region (by 8.2%) and the 

Bratislava region (5.7%) increased [28]. 

 

Financing Housing in the Slovak Republic Through Mortgage Loans 

 

Mortgage lending is a worldwide tool used to finance housing. The need to improve the aging 

housing stock and the improving economic situation predict the positive development of the 

mortgage lending market in Slovakia as well [1]. 

At present, mortgage lending is the most widespread tool for housing development. The decisive 

moment of the beginning of mortgage banking in Slovakia was the adoption of the amendment to 

Act no. 21/1992 Coll. about banks in the form of Act No. 58/1990 Coll., Which entered into force 

in March 1996 [26]. 

An important year for the development of mortgage banking in Slovakia was 1999. This was 

mainly due to the introduction of direct and indirect state support [23]. Indirect state support from 

1 April 1999, which exempts interest income from mortgage bonds from income tax. The first 

issued by mortgage bonds was only the Všeobecná úverová banka, a. s. In the course of 1999, the 

first two issues of mortgage bonds issued a total volume of 200 mil. Slovak koruna (6.67 mil. €). 

Through emissions and subsequent sales of VUB, and. s., acquired resources to provide new 

mortgage loans. Gradually, mortgage loans were provided by other banks in Slovakia. A stronger 

competitive environment among credit institutions has improved on the one hand the offer of 

mortgage loans but also on the other hand the conditions for those interested in mortgage loans. 

Banks shifted the required margin to clients, making mortgages more affordable for clients who 

would not, under standard terms, meet the criteria for mortgage credit approval. Thanks to this, 
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Slovakia has experienced a dramatic increase in the volume of mortgage loans since 2005. The 

entry of Slovakia into the euro area as of 1 January 2009 was associated with a reduction in the 

basic interest rate. In Slovak commercial banks, the transition to the common currency was 

reflected in the gradual reduction of the interest rate on housing loans. Even in spite of the economic 

crisis that hit the Slovak economy, there was a slight increase in the volume of loans in 2009. In 

Figure 1 we can see the development of interest rates on mortgage loans according to the fixation 

period. The highest interest rate in the reference period in 2009, 10.61% for loans with a fixation 

for more than 10 years, this decreases gradually and in 2017 was at the level of 51.5% [27]. 

 
Fig. 1. Interest rates on mortgage loans and their development in the Slovak Republic (v %) 

 
Source: database of data www.nbs.sk 

 

For example, in 2011, interest rates on mortgage loans with a fixed rate of more than 10 years 

for an annual interest rate of 5.2%. For a 30-year mortgage loan of € 100,000, a monthly instalment 

of € 549 was granted, and in 2017 an identical mortgage loan was granted at an annual rate of 1.2 

percent, which reduced the monthly instalment to € 331. At low interest rates on mortgage loans, 

the investment activity of households increases, while real estate investment is increasing. 

Considering the strength of the domestic economy, the Slovaks are the most indebted ones in 

Central and Eastern Europe. The indebtedness of Slovak households is currently twice as high as 

before 2008. The share of household credit in gross domestic product (GDP) in Slovakia reached 

40% of the annual output of the whole economy during 2017. Only in the last year household debt 

grew by CZK 3.54 billion. €. An increase in this indicator is also the highest in the euro area and 

within Central and Eastern European countries. In October 2016, household debt was 28.73 billion 

€ and by October 2017 the debt increased to 32.27 billion. € [27]. The most significant risk 

stemming from the rapid rise in household indebtedness is the increase in their sensitivity to the 

possible deterioration in economic development. Figure 2 provides a prediction of interest rate 

developments modelled on the basis of the monthly interest rate fixations of up to one year for a 

period of 24 months, which confirms the downward trend, while maintaining the policy of the 

European Central Bank and the process of raising the interest rate. 
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Fig. 2. Forecast of the development of interest rates on mortgage loans in the Slovak Republic (24 months) 

Source: own figure 

 

The indebtedness of Slovak households is currently twice as high as before the previous crisis. 

Several empirical studies confirm that excessive debt growth increases the likelihood of 

financial crises. In terms of wages, however, these Slovak wages grow most slowly in the V4 

region. Only three times faster wage growth was in the Republic of Hungary, where wages 

increased by 12.5% in the first half of 2017, in the Czech Republic increased by 6.5% and in Poland 

by 4.6%. In Slovakia wages increased by 4.1% and the main reason for the slowest growth is still 

the highest unemployment in the region, which results in an increase in the number of non-

performing loans. 

 

Interaction of Economic Development and Housing Construction in the Slovak Republic 

 

Housing construction depends on many factors, from the price of foreign sources, from the 

amount of savings of households or businesses, the money supply of banks, asset prices, and 

willingness of households or individuals to obtain housing. In the last years in Slovakia we are 

experiencing a period of interest rate cuts on mortgage loans, which results in a high rise in real 

estate prices. This fact has raised a number of questions about whether fluctuations in real estate 

prices have an impact on the real economy, or whether the impact of rising real estate prices on 

consumer real estate prices has affected. From a theoretical point of view, the links between real 

estate prices and multi-faceted macroeconomics are [17], [18]. Chart 3 shows the development of 

average real estate prices in m2/EUR, average wages as well as the development of the growth rate 

of real estate prices in m2/EUR and the growth rate of average wages in the Slovak Republic. It is 

evident that average wages also increase with average real estate prices, which confirms that with 

the rise in money supply, demand for loans is rising, which subsequently influences the rise in real 

estate prices. 
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Fig. 3. The evolution of selected indicators in the Slovak Republic 

 
Source: own figure 

 

The change in the price of real estate changes the value of the stock of the housing stock, which 

we see is the demand for money assets [9]. The relationship between lending and real estate prices 

is reflected in the level of housing wealth, loan demand and real estate supply. The existence of a 

multidimensional relationship between savings, loans, real estate prices and GDP in the Slovak 

Republic, we have made correlations between the selected indicators. The results of the analysis 

are presented in the following text. 

Based on the analysis of the development trends of selected indicators (started dwellings, 

average price in €, average wage in €, volume of housing loans (mil. €), volume of housing loans 

and volume of GDP (mil. €) and we created a pair of variables. In the next part we present the 

results of the correlation analysis between the studied indicators. In the survey conducted according 

to the degree of dependence we find a strong indirect dependence - 0.99 between the indicator 

number of m2 purchased per year and the length of saving in years. A strong dependence of 0.90 

can also be found between the indicators of the unfolded flats total and the average flat price of 

68m2, the unfolded flats total and the gross domestic product of 0.86. Dependency of 0.75 is 

between the total of the dwelling and the saving period (in years), the completed dwellings total 

and the average price of the dwelling 68m2, the unfolded dwellings total and completed dwellings 

altogether. Dependence is also on the indicators of the volume of loans for housing and unfurnished 

dwellings totalling 0.64 and the volume of loans for housing and gross domestic product 0.60. The 

assumption that the number of dwellings started and the gross domestic product depended on each 

other was not confirmed, as between the pointer and the gross domestic product indicator is a weak 

indirect correlation - 0.23. 

By analysing the development of individual indicators, we find that their values have an 

increasing tendency, but this is not, in any case, very positive, because since 2004 the average price 

per m2 of dwelling is growing faster than the average wage. This means that the rate of growth of 

-20,00

-10,00

0,00

10,00

20,00

30,00

40,00

50,00

0

200

400

600

800

1000

1200

1400

1600

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

price€/m2 average wage € rate of price increase (%) rate of wage growth (%)



© Filodiritto Editore  Journal of Economic and Social Development (JESD) 

                                                                Vol. 5, No. 2, September 2018 

 

79 

annual income for the purchase of own housing is slowing down and the saving time to acquire 

housing is prolonged since 2008. We also note a decline in interest rates on loans that are the lowest 

in history and growth in the volume of loans, with claims by Di Pasquale and Fallis that, at low 

interest rates, the household is trying to acquire housing, which has an impact on rising housing 

prices [3]. 

Very strong mutual collinearity (values between 0.8 and 0.99) between the average wage in the 

national economy and the volume of housing loans, 0.95, as well as the average wage in the national 

economy and the GDP growth of 0.98. At the same time there is a strong inter-collinearity between 

the development of GDP and the average price of the flat as well as the volume of provided loans 

for housing. This is related to the provision of support for people under the age of 36 with a monthly 

income lower than 3.5 times the subsistence minimum, contributions to mortgage loans, a state 

premium for building savings. 

By examining the dependence of the indicators of the started flats and the average wage in the 

national economy, we find that since the growth of the average wage in the national economy, the 

number of started flats is not dependent. The development is asymmetrical, and the curve of the 

number of homes started reflects economic developments over the last decade, where the crisis is 

clearly evident in the development of the construction sector. By 2008, the correlation between the 

indicators examined was evident and since 2008 the correlation has been distorted. 

 

Conclusions 

 

The relationship to living reflects the relationship to life itself. Ensuring adequate and affordable 

housing is a key priority for all governments. Housing construction as part of a market-based 

economic system is designed to meet the need to live and to participate in it, households, 

businesses, government, and financial institutions. The assessment of the housing situation is 

carried out by evaluating the housing stock by means of several indicators we have analysed in the 

scientific paper. 

By analysing housing construction in the Slovak Republic, we find that its intensity increased 

with good conditions in the mortgage credit market. Low interest rates support an increase in 

ownership, which currently accounts for 95%. It has a significant impact on labour mobility, 

increasing household indebtedness, since rental housing is basically non-existent. In conclusion, 

the availability of mortgage loans subsequently increases the demand for dwellings, and 

construction companies respond to this by raising real estate prices. If the situation continues to 

persist and property prices continue to rise, there is a risk of a real estate bubble. 
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