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2023 Review & 2024 Forecast
IN the Construction Sector

In 2023, construction activity decreased by 0.6% in volume. The outlook for 2024 remains
unfavourable, despite a stabilisation or even a very modest reduction in interest rates.
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2023 Review: An Already Concerning
Impact

New housing entered a crisis in 2023, with production declining by 7.8%". Only 286,000 homes were
built, a figure approaching historic lows reached in the 1990s2.

This crisis results from a combination of three negative factors: (1) the deterioration of the macro-
financial environment, notably with rising interest rates; (2) the impact on production costs due to
the materials crisis and the implementation of the RE2020 ecological regulations (energy sobriety
and decarbonisation, reduction of carbon impact, and ensuring comfort during heatwaves); (3) the
non-revaluation of housing subsidies (Pinel law) and an inflationary context, less favourable for
investment.

The decline in activity is also evident in the number of business bankruptcies, which increased by 35%
in 2023% particularly in the first half of the year; this represents the heaviest mid-year toll since 20164
With 13,266 legal safeguards, receiverships, and liquidations recorded across all sectors between
April 1 and June 30, 20235, the phenomenon even surpasses pre-pandemic levels (13,000 in spring
20179).

The construction sector is struggling to withstand this surge in bankruptcies. The sector is
experiencing a 35% increase in legal proceedings’, reaching 3,084 cases and now showing rapid
growth, though not yet returning to pre-2020 levels. In the structural work sector (885 bankruptcies,
+37%), the general masonry segment suffers the most (616 cases, +54%). In a similarly challenging
context, the individual house construction sector recorded “only" 117 proceedings, an increase of 18%
year-on-year. The finishing work sector (1522 bankruptcies, +33%) is struggling much more, nearly
returning to its level of the second quarter of 2019 (1575 bankruptcies).

Certain activities, such as electrical installations, insulation, or waterproofing works, have reverted to
their situation in the second quarter of 2016. In public works (170 cases, +24%), the deterioration is
mainly due to earthworks, which have returned to their level of the second quarter of 2014.

Real estate is also very poorly oriented due to 190 real estate agency bankruptcies. This figure
represents an increase of 104%, the worst level since 2014, caused by the tightening of lending
conditions. The rapid rise in interest rates has excluded many buyers from the market, particularly
first-time homebuyers, whose incomes are also being eroded by inflation.

Mortgage rates have thus quadrupled in less than two years, reaching an average of 3.81%. This
increase has made access to credit difficult for households, impacting their construction projects.
The production of new housing loans, excluding renegotiation, fell below the 10-billion-euro mark in
August 2023 (949 biIIion)B, a level not seen since March 2016.

Despite a 4% drop in prices in 2023% this decline spares no category of property. The drop is
comparable for apartments (4.1%) and houses (3.8%), with the increase in property taxes further
aggravating the situation. This decline now affects almost the entire territory, although it is much
more severe in Tle-de-France, with a decrease of 6.9% compared to 2.9% on average for other

regions'.
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The new construction sector also plunged significantly in 2023, with a notable 32.6%" decrease in
overall demand. Among households seeking to acquire a primary residence, the decline reached
29.1%. The decline is even more pronounced among investors, with demand collapsing by 44%. This
decline is partly explained by the gradual elimination of the Pinel scheme, which offered a significant
tax advantage for the purchase of new housing intended for rental.

The impact on employment from these various findings is mechanical and immediate. The plan to
cut over 500 jobs announced by Nexity in April 20242, France's leading real estate developer, serves
as a stark reminder of the feared damage within the sector.

2024 already in Crisis, the Construction
Sector Braces for the Worst

For 2024, a recession in the construction sector becomes inevitable. Olivier Salleron, President of the
French Building Federation (FFB), is very pessimistic about the sector's short-term future.

Wwith a 0.6% decline in activity in 20237, the downturn continues in 2024 with a predicted drop of
around 5.5%. New housing, which accounts for 30% of the building activity, is dragging the entire
sector down. Only 241,000 new housing units are projected for 2024, a level not seen for 30 to 40
years. With a turnover decrease of 21% to 30%, the projected volume decline for new non-residential
construction in 2024 is 6%.

Forecasts by the FFB (in

volume): 2022 2023 estimated 2024 forecast
New Construction +11% -4.4% -14,6%
... of which housing -02% -7.8% -21,3%
... of which non-residential +3% +0,4% -6%
Renovation and Maintenance | +1,7% -0,6% -55%
Employment in Construction | +20 600 -3000 (minimum) -90 000

The forecasts for 2025 are even lower than those for 2024: production volumes are expected to drop
to less than 150 million euros, and employment is projected to remain below 1,150."
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The decline in the sector's turnover, expected to be -5.5% in 2024, is anticipated to worsen, reaching
-9% in 2025. The crisis could result in the loss of between 150,000 to 300,000 jobs in construction by
2025, salaried employment in the sector decreased by 0.2% in the fourth quarter of 20237, bringing
the annual cumulative decline to 0.7%, equivalent to a loss of 1500 jobs.

French Real Estate Giants in Difficulty

French developers and builders are caught in a squeeze between rising construction costs driven by
material prices, stricter environmental regulations, and a collapse in demand caused by difficulties
in accessing credit and the gradual phasing out of incentive tax schemes.

Vinci

Vinci Immobilier was the first to initiate measures in early 2024%. An employment safeguard plan was
presented to the company’s social partners, starting with a voluntary departure plan. The group
refuses to disclose the number of jobs affected.

Nexity

In February 2024, Nexity, France's leading property developer with 8,200 employees, announced that
it was facing an “unprecedented crisis” in the group’s history. After recording a double-digit decline
in activity in the first quarter, the promotion and construction branch is directly impacted: in 2023,
housing reservations fell by 19% in number and 24% in value; sales dropped by 30% compared to
2022. To cope, the group announced the implementation of an employment safeguard plan (PSE)
affecting nearly 500 positions'®.

Bouygues Immobilier

Bouygues Immobilier, a subsidiary of the Bouygues group, plans to cut 225 jobs through a social plan
announced in early March 20242°. In 2023, Bouygues Immobilier suffered a net loss of 7 million euros
(compared to a profit of 18 million in 2022) on a revenue of 1.7 billion euros, a decrease of 14.5%
compared to the previous year.

a-

/plan-social-a-venir-che



https://www.batirama.com/article/67703-recession-inevitable-pour-le-btp-en-2024-et-2025-reveillez-vous-s-insurge-la-ffb.html
https://www.batirama.com/article/67703-recession-inevitable-pour-le-btp-en-2024-et-2025-reveillez-vous-s-insurge-la-ffb.html
https://www.batirama.com/article/67703-recession-inevitable-pour-le-btp-en-2024-et-2025-reveillez-vous-s-insurge-la-ffb.html
https://www.lesechos.fr/industrie-services/immobilier-btp/vinci-immobilier-premier-grand-promoteur-a-lancer-un-plan-social-2046463
https://investir.lesechos.fr/actu-des-valeurs/la-vie-des-actions/nexity-le-chiffre-daffaires-a-recule-de-14-au-t1-le-plan-social-concerne-500-postes-2091302
https://investir.lesechos.fr/actu-des-valeurs/la-vie-des-actions/nexity-le-chiffre-daffaires-a-recule-de-14-au-t1-le-plan-social-concerne-500-postes-2091302
https://www.capital.fr/entreprises-marches/plan-social-a-venir-chez-le-geant-de-la-construction-bouygues-immobilier-1494993

Which solutions?

MaPrimeRénov

Despite the increase in the MaPrimeRénov budget announced during 2023, with the budget rising
from 2.4 billion to 5 billion euros, the rise in activity remains uncertain. The measure has been
adjusted. Simple renovation actions, such as window, floor, or wall insulation, no longer allowed for
claiming the full grant. Furthermore, households were required to change their heating systems
before or simultaneously with other renovation actions, bringing the minimum investment to 10,000
or 15,000 euros for just the boiler.

This tightening of the MaPrimeRénov scheme led to a significant postponement of work?, prompting
the government to announce a transitional adjustment to the grant in May 20242, valid until 31
December. This adjustment reauthorises single renovation actions to claim the grant and removes
the requirement to provide energy performance diagnostics (DPE). While these changes could offer
a breather to the sector, as could the announcement of a future "energy pact” by the end of 2024, it
should be noted that in February 2024, Economy Minister Bruno Le Maire announced a | billion euro
cut in the MaPrimeRénov? budget due to a higher-than-expected public deficit (5.5% actual vs. the
projected 4.9%2).

MaPrimeAdapt

Since 1 January 2024% and the end of the Pinel scheme, MaPrimeAdapt’ has become the sole

solution for financing home adaptation works. It is aimed at people with disabilities and the elderly.
MaPrimeAdapt' can finance up to 50% or 70% of the cost of the work, depending on income, with a
maximum limit of 22,000 euros excluding taxes. Although 12,000 to 15,000 companies or craftsmen

are currently involved in home odoptotionze, the MaPrimeAdapt’ allocation is only 500 million euros
(a budget of 1.5 billion euros spread over the last three years of the five-year term), far from the 14

billion euros shortfall projected by 2025%.

EduRénov or School Renovation in the Context
of Energy Renovation

With 53,000 establishments in mainland France and overseas, and a total area of nearly 130 million
square metres, thermal renovation of school buildings represents a major challenge for local
authorities. However, this extensive and dispersed stock remains difficult to manage: 80% of schools
are in rural areas, 60% have fewer than five classes, and their area does not exceed 1,000 square
metres. The first phase of the EduRénov scheme involves renovating 10,000 schools by 2027, with a
budget of 2 billion euros®. An additional 50 million euros in "engineering credits” over five years has
also been announced to support local authorities in their energy performance diagnostics and work
programme preparation.
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Zero-Interest Loan (PTZ)

Access conditions have been revised since October 2023% to expand the scheme to more French
households. This state-supported loan, which assists households in purchasing their first principal
residence based on income levels, has seen its access criteria relaxed and income thresholds for
eligibility revalued for the first time since 2016. This should benefit an additional 6 million households,
bringing the total number of eligible households to 29 million. The scheme, which was due to end in
late 2023, has been extended until 2027, with new provisions applicable from 1 April 2024.

Towards Lower Interest Rates?

After a steep rise over two years, from around 1% in January 2022 to 4.15% in February 2024%°, interest
rates have started to decrease in recent weeks. However, this decrease seems fragile: only 20% of
banks revised their rates downwards in April, with the majority leaving their rates unchanged.

In April 2024, interest rates stabilised at an average of 3.82%% for 20-year®? loans, 3.74% for 15-year
loans, and 3.91% for 25-year loans. The best profiles, given the sector's conditions (significant down
payment combined with young age) 3, can still negotiate better rates.

Mai 2024 3.84 % 3.68 % 3.76 % 3.85%
Avril 2024 3.90 % 3.74% 3.82% 3.91 %
Mars 2024 3.99 % 3.79% 3.90 % 3.99 %
Février 2024 415 % 3.89 % 4.00 % 413 %
Janvier 2024 4.24 % 4.11 % 4.26 % 4.35%
Décembre 2023 4.22 % 4.12 % 4.26 % 438 %
Novembre 2023 412 % 3.98 % 4.19% 4.30 %
Octobre 2023 3.98 % 3.81% 4.04 % 418 %
septembre 2023 3.80 % 3.72% 3.92% 4.08 %
Aolt 2023 3.64 % 3.52 % 3.73% 3.89 %
Juillet 2023 3.45% 3.32% 3.51% 3.69 %
Juin 2023 3.28 % 3.15% 3.38% 3.52 %
Mai 2023 3.15% 3.03% 3.21% 3.38 %
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What About the International Context?

SIGNA in Austria

After a spectacular rise under the leadership of Austrian billionaire René Benko, Signa Holding, one of
Europe’'s most prestigious real estate empires, founded in 2000, filed for bankruptcy at the end of
November 2023. The board of directors of SIGNA Prime Selection AG requested the initiation of
insolvency® restructuring proceedings a month later. Signa owns German gems such as the famous
KaDeWe department store in Berlin, the unfinished Elbtower in Hamburg, and the Park Hyatt Palace in
Vienna. The value of these assets exceeds 20 billion euros. Another subsidiary, Signa Development
Selection AG, also filed for restructuring at the end of February 2023%. This subsidiary specialises in
real estate transactions for office spaces, residential units, and hotels in Vienna, with assets totalling
4.6 billion euros®®.

Evergrande in China

Symbolising the Chinese real estate crisis, the developer Evergrande, Chind's largest real estate
company with 200,000 employees, had a debt of 328 billion dollars in 2023. After failing to present a
convincing restructuring plan, its international creditors filed a liquidation petition against the group
in 2023 with a Hong Kong® court. Evergrande's liquidation was pronounced at the end of January
2024%, causing its stock to plummet by over 20%, prompting the Hong Kong Stock Exchange to
suspend its trading. The announcement plunged thousands of creditors into uncertainty regarding
their chances of recovering their funds. Evergrande’'s downfalll, first defaulting on payments in 2021
and already declared bankrupt in the United States, was closely monitored by Chinese authorities, as
the group is a pillar of the country's economy.

The major question now is the possible contagion to other real estate developers: some of them are
also in significant financial trouble and near bankruptey. In December 2023%°, out of the 70 major
Chinese cities that make up the official reference indicator, 62 recorded a new drop in property prices
over a month“?, compared to "only” 34 in January 2023. Concerns are high, given that the construction
and real estate sector represents more than a quarter of China's GDP.
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