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Growth in house prices moderated in the second quarter for most European
countries. With moratoriums and furloughs running out and unemployment

expected to rise, house prices are at a crossroads. Low interest rates continue to QuabEL
support borrowers’ mortgage affordability but a second round of lockdowns Mathias Pleissner
leading to increasing business bankruptcies and further unemployment could +49 69 66 77 389-39
prompt house prices to contract. m.pleissner@scoperatings.com
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Sovereign outlook Q4 update:
Source: Eurostat, Scope Ratings gradual, uneven recovery faces
) ) ) new virus-containment challenge
At a country level, there are two diverging scenarios at play: October 2020
1. Countries that show a continued increase of house prices (comparing the long-

) ) ) Growth in German house prices
term trend to Q2 2020). Some countries are even showing higher growth rates.

to shift to more sustainable levels
2. Countries, including the UK, Sweden, Ireland and to a lesser extent Spain February 2020
Portugal and Finland, that where growth declined in the last two quarters.

Figure 2: European house price heat map (Q2 20 vs 10-year average)
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SCOPE

European house prices hinge on managing support
measures as growth moderates

For countries currently showing a negative trend, Covid-19 is acting only as an
accelerator for trends that started earlier. For instance, in Ireland and the UK, prices were
mainly driven by uncertainties around Brexit and EU agreements. This started to affect
house prices from 2018 onwards.

In Sweden, house prices did not experience a material revaluation around the time of the
GFC, so they are relatively inflated. Concerns around a potential housing bubble have
been addressed by macroprudential measures, which have made investments into real
estate less attractive. Hence Swedish house prices have remained relatively stable since
the end of 2017.

Spanish and Portuguese house prices had partially recovered following the global
financial crisis, but this was halted in the third quarter of 2019. In some Spanish regions,
this reflects an already overheated market prompting price corrections, as well as slowing
economic growth, and rising foreclosures.

The pandemic may have reinforced these trends but certainly did not cause them.

Figure 3: Countries showing a moderating or negative trend in house prices
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Source: Eurostat, Scope Ratings

There is a mix of countries showing positive growth compared to the historical trend. Most
surprising is Italy, where after a very long decline and trough, prices are showing their first
uptick. With growth of 3.1% in the second quarter of 2020, Italy even showed the third-
largest quarterly growth in Europe, behind only Luxembourg (4.5%) and Norway (3.9%).
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Figure 4: Countries showing a continued positive trend in house prices
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Source: Eurostat, Scope Ratings

Higher than average house price growth was also observed in the Netherlands, Poland,
France, Denmark, and Germany. This may have been supported by the relatively low
number of infections during the first wave of the pandemic.

The new data show that the pandemic has not yet had a lasting impact on house prices.
Strict lockdowns and a high number of infections earlier in 2020 led to short-term impacts,
often also reflecting lower transaction volumes. Thanks to strong government support
measures as well as debt moratoriums, the supportive effect of the low interest-rate
environment and high debt affordability prevails. The pandemic has not resulted in a
reversion of the general trend.

Future house price development at a crossroads

House prices are driven by economic conditions are at a crossroads. While the direct
effects of the pandemic may only have a short-term effect on house-prices, indirect
effects may alter house prices longer term. If the global economy suffers more and longer
than expected, this will filter through to national housing markets.

In its Q4 2020 Sovereign Update published on 12 October, Scope is forecasting a
modestly less intense 2020 global contraction of about 4%, compared with 4.5% in July
forecasts and a recovery of 6% in 2021. This year will still, nonetheless, represent the
sharpest global contraction of the post-war era.

In particular, the impact of rising unemployment — expected in our baseline scenario to
increase by 1.5% in 2020 to 9.1% and to 10.2% in 2021 at a European level — should be
closely watched. Similarly, the extent to which rising insolvencies turn current
moratoriums into lasting provisions for banks and ultimately result in a credit contraction
will be decisive for the future house-price development.

Pronounced differences in future house-price growth will be driven to a lesser extent by
the past north-south divide but more to the extent that the pandemic stalls economic
activity, and governments’ willingness and ability to support it.
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Disclaimer

© 2020 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Analysis GmbH, Scope Investor
Services GmbH and Scope Risk Solutions GmbH (collectively, Scope). All rights reserved. The information and data supporting
Scope’s ratings, rating reports, rating opinions and related research and credit opinions originate from sources Scope considers
to be reliable and accurate. Scope does not, however, independently verify the reliability and accuracy of the information and
data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are provided ‘as is’ without any
representation or warranty of any kind. In no circumstance shall Scope or its directors, officers, employees and other
representatives be liable to any party for any direct, indirect, incidental or other damages, expenses of any kind, or losses arising
from any use of Scope’s ratings, rating reports, rating opinions, related research or credit opinions. Ratings and other related
credit opinions issued by Scope are, and have to be viewed by any party as, opinions on relative credit risk and not a statement of
fact or recommendation to purchase, hold or sell securities. Past performance does not necessarily predict future results. Any
report issued by Scope is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit
ratings and related research and opinions with the understanding and expectation that parties using them will assess
independently the suitability of each security for investment or transaction purposes. Scope’s credit ratings address relative credit
risk, they do not address other risks such as market, liquidity, legal, or volatility. The information and data included herein is
protected by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use
for any such purpose the information and data contained herein, contact Scope Ratings GmbH at Lennéstralle 5 D-10785 Berlin.

Scope Ratings GmbH, Lennéstrale 5, 10785 Berlin, District Court for Berlin (Charlottenburg) HRB 192993 B, Managing
Director: Guillaume Jolivet.
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