Cross-Asset- and Strategy-Research

Interest rate hikes and
real estate prices

Despite high valuations: House

price crash remains unlikely

As stated in Bundesbank data, residential property prices in Ger-
many have roughly doubled over the past decade. This increase
was also spurred by a long phase of extremely low interest rates.
This phase has now come to an end. At the turn of the year, the
representative interest rate for a mortgage with a 10-year fixed
interest rate was just 1%. Since then, financing costs have
climbed to 2.8%, the highest since 2014 (source: Interhyp).

Does this herald a new era of falling house prices? The risks
have increased, but for various reasons a price decline on a
broad front is unlikely.

What supports the real estate market

According to the Bundesbank, the purchase price of residential
real estate as a proportion of disposable income has risen by
50% since 2010. At the same time, financing costs have fallen
considerably, so that annuities in relation to income have fallen
significantly.

This relieving factor is now changing abruptly due to the rise in
interest rates. Anyone who wants to buy a property today has to
contend with both the high prices and the increased financing
costs. Nevertheless, a systemic collapse is not to be expected
for various reasons:

o |Inflation: Real mortgage rates, i.e. adjusted for inflation, will
remain negative in the coming years. It is true that some pro-
spective buyers will be forced out of the market because of
rising interest rates. But as a hedge against inflation, real es-
tate is likely to remain in demand among others. This is all
the more true as long as the high volatility of alternative forms
of investment (equities, bonds) persists.
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The mortgage
rates have more
than doubled
since the begin-
ning of the year



https://www.bundesbank.de/resource/blob/615188/7d3044b3369bee5b485f1f9095b91e2b/mL/indikatorensystem-zum-deutschen-wohnungsmarkt-data.pdf
https://www.interhyp.de/lp/zinsentwicklung-sem/?adChannel=S_Yahoo&adCampaign=SG_Zinsentwicklung&adKeyword=zinsentwicklung_hypothekendarlehen&msclkid=2a8dd8fb84bc1c69b317ba74c645a40f&utm_source=bing&utm_medium=cpc&utm_term=zinsentwicklung+hypothekendarlehen&utm_campaign=SG_Zinsentwicklung&utm_content=SG_Zinsen_Entwicklung_Hypothek
https://twitter.com/LBBW_Research

e Housing shortages remain a pressing problem in Germany,
accentuated by the influx of refugees from Ukraine.

e Construction costs: Building is becoming more and more ex-
pensive. Since the end of 2020, construction costs have in-
creased by 19%. This indirectly increases the value of exist-
ing dwellings. Supply chain problems contributed to a 4%
drop in the number of new dwellings last year (293 thou-
sand). The political target of 400 thousand new dwellings per
year is a long way off. Supply remains limited.

e Debt: German households have been reducing their debt for
a long time since the turn of the millennium, which has by no
means been compensated for by the renewed increase since
2019. At the same time, the fixed-interest period has in-
creased significantly. Nearly half of the housing loans issued
since 2019 have an interest rate term of more than ten years.
In 2010, this amount was just 30%. Borrowers' balance
sheets are robust.

Germany also appears relatively robust in an international com-
parison (see figure). The proportion of households that have a
mortgage at all is low and the level of debt is average. There is
therefore no threat of an avalanche of forced sales of dwellings.

There is no question that rising interest rates will weaken market
momentum. However, they alone will not trigger a house price
crash.

Households in Germany are only
moderately indebted
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Slowdown in
market momen-
tum for real es-
tate, but no rea-
son to panic
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