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Introduction 
This whitepaper provides an introduction to 
Dutch residential mortgages for institutional 
investors.  

The Netherlands is the fourth largest 
residential mortgage market in Europe (EUR 
800 billion in 2022). Backed by a sound 
economy, high social welfare and a strict 
regulatory framework, the country provides a 
solid basis for mortgage lending. This basis 
results in a strong credit performance with low 
arrears and even lower losses.  

The lending market is efficiently organised with 
best-in-class platforms for mortgage 
distribution and servicing, resulting in low 
servicing costs and operational stability. 

Dutch mortgages have become an established 
asset class, recognised as a high-grade 
investment choice with an attractive risk-
return profile.  
 

Return profile 
Dutch mortgage loans have historically 
performed very well relative to asset classes 
such as investment grade credit or government 
bonds. Depending on the exact duration and 
risk profile, mortgage spreads have ranged 
within a bandwidth of 100-250 bps over the 
past decade. 

The spreads on Dutch mortgages are strongly 
correlated to interest rates (±0.8 correlation 
with the EUR swap curve), as most mortgage 
lenders tend to base their mortgage rates on 
the prevailing swap rates. 

Pricing tends to respond more slowly to capital 
market movements, making the price volatility 
of mortgages relatively low. This is similar to 
other private credit assets.  

Mortgages are suitable to match longer-term 
liabilities and thus a valuable contribution to a 
traditional liability-driven investment (LDI) 
portfolio.  
 

Low credit risk investment 
The Netherlands has one of the strongest 
economies in the world and benefits from 
important fundamentals such as a well-

 
1  0.2% in 2022, Fitch-rated RMBS three-months-plus 

arrears excluding defaults. 

performing labour market, a solid social 
security system (including unemployment 
coverage) and political stability.  

These fundamentals have contributed to 
extremely low1 arrears and credit losses on 
Dutch mortgages compared to other European 
markets. 

The arrears and low losses are not just the 
result of economic prosperity. They also stem 
from the strong payment morale of Dutch 
borrowers, as well as a creditor-friendly legal 
system. The latter allows for a quick selling 
process of the property in the rare case 
enforcement would be necessary.  

The legal and regulatory environment also 
prevents excessive lending as mortgage 
originators need to adhere to LtV limits and 
mandatory affordability tests. LtVs are capped 
at 100%, however, for certain energy-saving 
improvements exemptions are allowed.2 

The income-based borrowing capacity of 
households is measured by affordability tests, 
taking into account household expenditures, as 
well as tax aspects of mortgage loans. The 
affordability standards are determined by the 
independent National Institute for Family 
Finance Information, set by the Dutch 
government and apply to all owner-occupied 
Dutch mortgage loans. The Dutch lending 
standards are generally seen as conservative 
and contain sufficient room for borrowers to 
cover unexpected shortfalls or extra costs.  

Financial advisors and mortgage lenders are 
also obliged to consult the National Credit 
Registration Office, where the debts of all 
Dutch households are registered. This register 
covers mortgage loans as well as other types of 
loans, such as consumer loans and credit card 
debt. 
 
 
 
 
 
 
 
 

2  LtV of 106% in the case of energy-saving measures. 
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Dutch housing market 
The Dutch housing stock consists of more than 
8 million properties. 57% of those are owner-
occupied and the remaining 43% are rental 
homes. This distribution has remained stable 
over the past decade. The relatively high share 
of rental houses is the result of a dominant 
social housing sector: 29% of all Dutch houses 
are owned by a social housing corporation. 
While social housing is primarily intended for 
lower income households, owner-occupied 
properties are mainly held by middle and 
higher income households. 

Historically the Dutch government has 
encouraged home ownership through a 
mortgage guarantee scheme (NHG3). This NHG 
guarantee applies to mortgages up to a certain 
amount (EUR 405,000 in 2023) and mainly 
supports lower and middle income households. 
The NHG guarantee covers 90% of the losses in 
the case of foreclosure. The remaining 10% is 
borne by the lender.  

The Dutch government also stimulates home 
ownership via the Dutch tax system. Mortgage 
interest payments on owner-occupied 
properties can be deducted from the 
borrower’s taxable income in the lower income 
tax band. This only applies if a mortgage is 
repaid in full over 30 years on an annuity basis.  

The Dutch housing market is facing a significant 
housing shortage. This is the result limited land 
availability for housing and the lack of building 
permits due to, among others, environmental 
limitations. In 2022, the Dutch government set 
a target to increase the number of new build 
properties to 100,000 per year, adding up to 
900,000 by 2030. 

The housing shortage and low interest rates 
caused house prices to steadily rise after the 
global financial crisis. By mid 2022, the house 
price growth flattened due to rising interest 
rates and the corresponding impact on 
mortgage affordability. 

For 2023, most economists expect a further 
softening of the housing market. This might 
increase the number of purchasing options 
available for prospective buyers (especially 
first-time buyers).  

 
3  The National Mortgage Guarantee scheme (website). 

The significant housing shortage will 
nevertheless continue to be a dominant driver 
for demand.  
 

Dutch mortgage characteristics 
Underwriting criteria are strictly regulated in 
the Netherlands and lending is highly 
standardised. This ensures mortgage 
affordability but also limits the number of 
mortgage product types.  

In general, three repayment types of mortgage 
loans can be distinguished: 
1. Annuity mortgage loans in which the 

borrower makes monthly payments for 
the (gradually diminishing) interest and 
the repayment;  

2. Linear mortgage loans in which the 
borrower pays a fixed monthly amount 
covering both interest and repayment; 
and 

3. Interest-only mortgage loans. 

Market share of repayment types of mortgage 
loans. 4 

With a maximum of 100% loan-to-value (LtV), 
the Dutch mortgage market offers a relatively 
high advance rate against a property. The risk 
of excessive lending is, however, minimised by 
affordability tests, robust valuation standards 
and compulsory repayments.  

Borrowers may also use standard mortgage 
loans for renovations, home improvements, 
purchasing a new build off-plan and even 
building their own home. In all these cases, the 
amount of the loan that is needed for building 
works will be held in a construction deposit. 
Borrowers can draw from these construction 
deposits during the building process. This 
mechanism is also increasingly used to 
implement energy-saving measures such as 
insulation, high-efficiency glazing and solar 
panels.  

4 Hypotheken Data Netwerk (HDN) 

74%

2%

23%

Annuity Linear Interest-only

https://www.nhg.nl/english-summary/information-for-professionals/#:~:text=The%20National%20Mortgage%20Guarantee%20is,or%20'Nationale%20Hypotheek%20Garantie'.
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Relatively long duration profile 
Dutch borrowers prefer to fix their mortgage 
interest rates for relatively long periods (≥ 10 
years) compared to other European mortgage 
markets. These longer fixed-rate periods 
provide borrowers with high certainty and 
long-term stability in their mortgage payments.  

 
Distribution of fixed rate periods in the 
Netherlands.5 

Borrowers have the possibility to prepay on 
their mortgage debt, subject to the payment of 
prepayment compensation. This prepayment 
compensation approximates the market value 
of the mortgage cash flows in relation to the 
prepaid amount and compensates the lender if 
a borrower decides to refinance a mortgage at 
a lower rate. 

Such prepayment compensation is not 
applicable when prepayment occurs as part of 
the sale of the property, or when the 
prepayment is limited to 10% of the original 
notional amount of the mortgage. 

As prepayment percentages fluctuate with 
interest rate movements, most lenders 
(including DMFCO) take prepayment risk into 
account when pricing mortgages.6 

When accounting for prepayment behaviour, 
Dutch mortgage loans have a duration of 
roughly 8 years. This duration is relatively long 
compared to many other private debt 
investments, making the asset class suitable for 
a liability-driven investment portfolio. 
 

Well-established distribution channels 
Dutch mortgage loans are usually originated 
through financial advisors. The majority of 

 
5 Dutch Land Registry (Kadaster). 

these advisors are independent: they offer 
mortgage loans from a broad range of lenders. 
The group of independent advisors consist of 
both franchisees and individual intermediaries. 
The smaller group of advisors is employed by 
the larger retail banks who only offer their own 
products.  

The advisor discusses the personal and 
financial situation of the borrower, the most 
suitable mortgage conditions and the pros and 
cons of each mortgage type. A crucial part of 
the advisor’s role is to properly and diligently 
inform potential borrowers about all aspects of 
a mortgage loan. Based on the advice, the 
advisor and consumer will select a specific 
mortgage. 

The mortgage application will then be sent to a 
lender’s underwriter, in DMFCO’s case an 
external mid office, that will evaluate the 
application and provide a conditional offer. The 
advisor collects all relevant documents 
regarding identity, income and collateral and 
sends these to the underwriter. When all 
documents are approved, the application will 
be assessed.  

The main underwriting criteria for assessment 
include affordability, collateral and general 
(consistency) checks. 

After a positive underwriting assessment, a 
final check takes place and approval is given. 
This is done by another underwriting 
department or entity to ensure data 
consistency and integrity and to perform an 
overall check on the mortgage application. A 
binding offer is then sent to the advisor for 
signing by the borrower.  

Dutch law requires the mortgage deed to be 
signed in the presence and with the 
endorsement of a notary. The executed 
mortgage deed will be registered with the 
national land registry.  

6  The average prepayment percentage which DMFCO 
has observed in its portfolio amounts to only 5%. 
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The main parties in the process of granting Dutch 
mortgage loans.  

 

Mortgage lenders 
Retail banks have traditionally been the 
dominant lenders in the Dutch mortgage 
market. Before the global financial crisis, Dutch 
retail banks had a market share of over 80%, 
with the three largest banks accounting for 
70% of all outstanding Dutch residential 
mortgages.7  

In the aftermath of the global financial crisis, 
the market changed fundamentally as non-
banking lenders entered the market with a 
more direct approach towards mortgage 
lending (disintermediation).  

The non-banking lenders included pension 
funds, insurers and institutionally funded 
lending platforms, such as DMFCO. Many of 
these new entrants took an innovative market 
approach with a focus on simple underwriting 
criteria, lean organisations and largely digital 
processes.  

The innovative approach of new market 
entrants and a wave of new regulations 
imposed on banks led to a significant decline in 
the market share of banks (80% to roughly 
50%). The market share of non-banking lenders 
increased to 30%.5 
 
 
 

 
7  Dutch Land Registry (Kadaster). 
8  Statistics Netherland (CBS). 

Environmental considerations 
To combat climate change, the Dutch 
government wants to reduce the Netherlands’ 
greenhouse gas emissions by 49% by 2030, 
compared to 1990 levels, and a 95% reduction 
by 2050. 

Improving the energy efficiency of the housing 
stock is essential in order to achieve this target. 
The government introduced various subsidies 
to stimulate homeowners to take energy-
saving measures, thereby improving the 
energy efficiency of the Dutch housing stock.  

A concrete measure through which the Dutch 
government wants to increase sustainability is 
allowing homeowners to borrow up to EUR 
9,000 extra for energy-saving measures. The 
borrower does not need to satisfy the 
mandatory affordability test for this additional 
loan amount. In 2022, higher energy prices 
strongly incentivised borrowers to make use of 
this facility to finance energy-saving measures.  

51% of Dutch households have taken one or 
more energy-saving measures. The far majority 
of homes (82%) have double glazing and the 
Netherlands is the European champion in 
covering rooftops with solar panels.8  

The energy efficiency of each home in the 
country is registered and expressed on a scale 
from A (highly sustainable) to G (not 
sustainable at all).  

 
Distribution of Dutch energy labels.9  

For new construction or home improvement, 
the general quality of houses in the 
Netherlands is protected by the national 
building decree to which all parties must 
comply. Sustainability measures are an integral 
part of this decree. As a result, all properties 

9  Netherlands Enterprise Agency (RVO). 
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built after 2005 qualify for the highest energy 
label.  

The biggest environmental challenge to 
improve the energy efficiency of Dutch houses 
remains the switch to other heating 
technologies, as 93% of Dutch homes still has 
gas heating. 

Climate risk is also an important environmental 
consideration since the western part of the 
Netherlands is located below sea level. The 
Dutch have an extensive system in place to 
identify, understand and mitigate flood risks.  

A whitepaper by DMFCO showed that the 
potential impact of floods on mortgage 
portfolios is extremely limited due to adequate 
and continuously improving flood protection 
measures, sufficient insurance coverage by 
borrowers and government guarantees. 
 

DMFCO insights 
At DMFCO we offer institutional investors the 
possibility to invest in Dutch mortgages as a 
sizeable asset class. With currently EUR 26 
billion under management and an origination 
power of EUR 300 to 500 million per month, 
DMFCO is the largest independent asset 
manager in Dutch mortgages.  

Through our mortgage label MUNT 
Hypotheken, our investors gain access to newly 
originated Dutch prime residential mortgages. 
MUNT Hypotheken is a well-recognized and 
award-winning mortgage label with over 
100,000 households as clients.  

Investors have the possibility to create their 
own bespoke mortgage portfolio at DMFCO, 
based on their preference of risk (LtV) and 
fixed-rate period. These have built-in flexibility: 
it is always possible to alter the portfolio if 
preferences change during the life of the 
investment.  

DMFCO provides far-reaching governance and 
full transparency towards investors by offering 
them comprehensive reporting on the 
developments in their portfolio, as well as on 
several environmental and social 
characteristics.

https://dmfco.nl/site-dmfco/storage/files/1518/20220628_flood_risk_dutch_mortgage_investments.pdf
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