
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 
WHAT ARE THE HEADWINDS FOR EUROPEAN RESIDENTIAL REAL 
ESTATE MARKETS – THE IMPACTS OF RISING ENERGY PRICES, 
WAR, AND INFLATION IN THE CHANGING WORLD AFTER THE 
COVID PANDEMIC? 

 
In many countries government incentives have fueled a boom in development schemes and 

construction finance for residential property and property sales. New forms of living have 

emerged such as micro-living and co-living, but cost inflation is threatening the final delivery 

of some schemes and consumer demand is dwindling. The European house price transaction 

index shows prices accelerating from 2019 onwards and a surge of sales at the end of the 

pandemic.  
 

Figure: EUR house sales index of number of transactions (% change p.a.) 

Source: ec.europa.eu 
 

Since 2022 increasing energy costs, food prices and inflation are dampening consumer 

demand and threatening the economic recovery after Covid. After the pandemic, European 

markets are faced with an increasing energy demand. The price of natural gas in forward 

contracts in Europe increased 7 times in the 2020-2022 period, while the price of tons of coal 

increased 4 times. Reasons for current supply – demand imbalances: 
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1. Energy demand slowed down during the pandemic, resulting in lower supply 

worldwide: European Bank for Reconstruction and Development, Transformation 

Effect and Global Economy Director Alexander Plekhanov pointed out that energy 

consumption decreased during the implementation of the Covid-19 restrictions and 

stated that prices now reached the highest level due to the insufficient supply in the 

face of increasing demand, especially in the service and manufacturing sectors, with 

the effect of normalization. 

 

2. Decrease in energy supply from Russia adds further pressure and the withdrawal of 

many international companies from the Russian market has negative consequences.  

 

3. Increasing food prices: Russia and Ukraine are producing about 14% of the world's 

wheat, accounting for almost a third of global wheat exports. Also, according to the 

Food and Agriculture Organization, Russia and Ukraine constitute 52% of the world 

sunflower oil export market. Hence, the effect of increasing food prices can also be 

felt in Europe.  

 

The increase in energy prices and prevailing supply shortages have quickly led to a rise in 

construction costs for the real estate sector. For example, while the construction cost index 

was 108.8 in the European Union in the first quarter of 2020, it was 111.6 in the first quarter 

of 2021 and 120 in the last quarter.  
 

Figure: construction output price & inflation index, EU vs UK 

Source: European Central Bank Statistical Data Warehouse 

 

At the same time, we see that inflation has increased too in these periods. In 2020, the 
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inflation rate was 0.5% in the European Union, increasing to 2.6% in 2021 and reached 8.9% 

in July 2022 increasing the fear of rental price adjustments especially in residential markets. 

Overall construction prices have increased more sharply than consumer prices, making 

property development significantly more expensive. This is partially explained by the direct 

relationship between construction output prices and brent oil prices, which show a 

correlation of 79% with EU construction output prices. On the hand oil prices are negatively 

correlated with rental growth.  

 
In addition to construction cost increases, central banks have increased base interest rates. 

The Bank of England started increasing rates following the US FED in December 2021 by 15 

basis points (from 0.10% to 0.25%). Followed by further increases 5 more times in the whole 

year of 2022 reaching 1.75% in August. Also, the European Central Bank has increased the 

interest rate, for the first time in 11 years, by 50 basis points in July 2022. The bank's decision 

to raise it by 50 basis points confirmed the concerns about the increase in inflation. This 

meant that in Germany, the loan interest rate for home purchases in the range of 5-10 years 

was 1.16% at the beginning of 2020, while it was 2.46% in June 2022. From 0.93% to 1.05% in 

France, from 1.60% to 1.90% in Belgium, and from 1.50% to 2.38% in Italy.  

 
With a 95% correlation between the consumer prices index and the rental price index, there 

was a fear that rental prices will be adjusted with inflation. However, economic worries 

initially had a dampening effect on rental growth in 2022. Especially in markets like the UK, 

where rents have been growing since 2017 with a small downward adjustment in 2020. 

 
Figure: 10yr residential rental price indices (base 2015) 

Source: European Central Bank Statistical Data Warehouse 
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CONCLUSION 
 

The increase in energy prices and prevailing supply shortages have quickly led to a rise in 

construction costs for the real estate sector. Together with increasing inflation and food 

prices, residential rental markets are amongst the most threatened sectors. The EU 

commission raised its inflation forecasts for the European Union from 3.9% to 6.8% for 2022, 

and from 1.9% to 3.2% for 2023. In a future with rising inflation, we expect the prices of rentals 

for housing to increase, but we might not see the full effect of this due to higher cost burdens 

for private households for basic goods (negative relationship between rental prices and 

energy prices). 

 

We believe these current effects will be short-term and governments will avoid a possible 

deeper recession by: 

 

1. Keeping private household debt moderate. 

2. Keep cost of living at a moderate level (potentially more control for rental markets). 

3. Increase spending for alternative energy sources, increasing incentives for households 

and corporate sector for green spending. 

4. Keep interest rates in line with inflation and economic growth level of 2-3%. 
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