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Abstract

This L&RS Note examines the possible impacts of COVID-19 on the
Irish residential property market. First, it considers key features of the
property market prior to the onset of the pandemic and concludes that
it was in a relatively stable state. Following on from this, the note
discusses the likely impacts of the pandemic on Irish property prices.
To this end, it summarises key findings from the recent Daft.ie report
and examines independent forecasts published in recent weeks.
Finally, it summarises how property markets have been impacted in
the UK and Europe as a result of the pandemic.
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The start of 2020 saw a number of positives for the Irish residential property market: the supply of
new housing was increasing and the Irish economy in general was performing well, with almost full
employment. CSO data from March 2020 indicated a continued stabilisation of the Irish property
market. However, this positive outlook was immediately cast into doubt by the arrival of COVID-19.
In this note, we examine the possible impacts of the pandemic on the Irish residential property

market.

We begin by looking at the key properties of the housing market prior to the pandemic (up to the
end of 2019). We do this by examining key measures of vulnerability as outlined by staff at the

European Central Bank (2017) after the global financial crisis in 2008/09.

This analysis uses a number of different measures grouped under three broad indicators relating to

housing market vulnerability:

1. Valuation (price-to-income and price-to-rent ratios)
2. Level of debt (debt-to-disposable income ratio and debt-to-total assets ratio)
3. Level of credit (credit for house purchases and loan-to-deposit ratio)

These indicators have been highlighted as important metrics for monitoring vulnerability in the
property market. Each of these indicators are presented in Figure 1 below. In the run up to 2007
and the immediate proceeding years, we see evidence of elevated levels of vulnerability across

these three indicators.
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Source: Central Bank of Ireland, ECB Statistical Data Warehouse, OECD Analytical House Price Indicators

By the end of 2019, we see a more stable picture emerging in terms of households’ borrowing
characteristics: both the debt-to-income ratio and the debt-to-total assets ratio are registering at
much lower levels. On the other hand, there are signs of some medium-level vulnerability in terms
of valuation pressures (price-to-income and price-to-rent ratios have been rising over the last


https://www.cso.ie/en/releasesandpublications/ep/p-rppi/residentialpropertypriceindexmarch2020/
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2096.en.pdf
https://www.centralbank.ie/statistics/data-and-analysis/financial-accounts
https://sdw.ecb.europa.eu/browseSelection.do?node=qview&SERIES_KEY=359.CBD2.A.FI.W0.67._Z._Z.A.A.I3006._Z._Z._Z._Z._Z._Z.PC
https://stats.oecd.org/Index.aspx?DataSetCode=HOUSE_PRICES
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number of years). However, the analysis would suggest that overall the Irish property market was
in a relatively stable state entering the COVID-19 pandemic.

The impact of COVID-19 will not become fully evident for a number of months making it difficult to
guantify the future path of Irish house prices. However, we can draw on two sources of information
to understand the likely impact: (1) current Irish data and forecasts and (2) international property
prices.

The new monthly report published by Daft.ie in June shows that national sales prices in May 2020
were 1.6% lower on average than a year previously. Sale prices in Dublin were 1.2% lower than
the same period last year while Munster registered a year-on-year decline of 5.7%. The data also
showed that sales listings (i.e. total number of homes available for sale) was 18,761, the lowest
since October 2006 and 22% lower than a year previously (see Figure 2). Interestingly, only 4,000
homes were listed for sale nationwide between April and May 2020 compared to approximately
15,000 in the same two-month period in 2019.
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Daft.ie report that the supply of, and demand for, housing is likely to be impacted in the coming
months. The demand for owner-occupied properties is anticipated to fall as households are less
likely to enter into 30-year mortgage contracts if they are unsure about their short-term
employment prospects and what they’ll earn. Active supply is also expected to fall with significant
concern that the pandemic will disrupt the construction of new supply.


https://www.daft.ie/report/2020-may-rental-daftreport.pdf
https://www.daft.ie/report/2020-Q1-houseprice-daftreport.pdf
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To date, there are a couple of forecasts assessing the impact of COVID-19 on the Irish property
market. The ESRI (2020) estimate the path of house prices under three different scenarios:
‘Baseline’ (i.e. no COVID-19), ‘V-Shaped’ (i.e. significant contraction in Q2 2020 followed by a
rapid recovery by 2021), and ‘Sluggish’ (i.e. a prolonged recovery period).

KBC (2020) undertake a similar exercise with three possible scenarios: ‘Optimistic’ (i.e. fall in
economic activity in H12020 with steep recovery from Q3 onwards), ‘Base’ (i.e. major fall in
H12020 with gradual recovery in Q3 and Q4), and ‘Pessimistic’ (i.e. longer-term negative growth).

The results of these forecasts are provided in Table 1 and indicate that the Irish property market is
likely to experience a significant hit as a result of the pandemic.

Table 1: ESRI (2020) & KBC (2020) Forecasts

ESRI KBC
Baseline V-Shaped Sluggish  Optimistic Base Pessimistic
2020 +1% -4% -7% -6% -12% -20%
2021 +3% -6.4% -17% 5% 8% -5%

UK: According to mortgage lender, Nationwide, British house prices fell by 1.7% over the month of
May, which is the largest monthly fall since February 2009. The annual rate of house price growth
slowed to 1.8%, from 3.7% in April. Data from HM Revenue & Customs showed that residential
property transactions were down 53% in April compared with the same month in 2019. Meanwhile,
the Bank of England forecast that there could be falls in the region of 16% by 2021.

Europe: A recent S&P Global Report showed that property transactions have collapsed in Europe
during the lockdown period. The report suggests that price signals are therefore heavily distorted
and almost meaningless during this time. It is predicting that house prices will decline in all but one
European market (Switzerland) this year. However, they conclude by suggesting that the large-
scale job support schemes deployed by Governments across Europe will help contain the rise in
unemployment and hence the fall in house prices.

The COVID-19 pandemic and associated lockdown is likely to have a significant impact on the Irish
property market. Both the supply of, and demand for, housing is set to fall across the economy as
workers lose their jobs and income levels decline. Forecasts indicate an expected contraction in
prices of between -4% and -20%, depending on the path of the recovery. However, the true
economic impact of the pandemic on the Irish property market will be increasingly visible once
more official data is released.


https://www.esri.ie/system/files/publications/WP661_0.pdf
https://www.kbc.com/content/dam/kbccom/doc/investor-relations/Results/1Q2020/1Q2020-press-presentation.pdf
https://www.nationwide.co.uk/-/media/MainSite/documents/about/house-price-index/2020/May_2020.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/886277/MPT_Com_May_20__cir_.pdf
https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2020/may-2020.pdf
https://www.spglobal.com/ratings/en/research/articles/200515-economic-research-government-job-support-will-stem-european-housing-market-price-falls-11491548
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