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No bubble on Slovak

or Czech residential
real estate market

The good economic performance of the Slovak and Czech economy
is stimulating demand for residential real estate and prices are rising.
In Slovakia, this trend is seen across the country, but in the Czech
Repubilic, it is mainly concentrated in Prague. We currently cannot
speak of a bubble in any of these countries as incomes are, in the
main, rising in line with prices.

The Slovak economy is booming.
The latest GDP growth figures
confirmed the solid economic
performance. Tight conditions on
the labor market have franslated
into the lowest unemployment
rate in Slovak history, which is
pushing wages up faster. Positive
economic results have fed into
positive consumer confidence,
which supports consumer
spending.

Consequently, Slovak residential
real estate prices have been
growing in yoy (year over year)
terms confinuously since 2014.
However, growth has only been
gradual and only certain real
estate segments have occasion-
ally seen double digit growth.
This is in contrast fo the Czech
Republic, where the economic
performance indicators are simi-
lar fo those in Slovakia, at least as
regards household consumption.
But the real estate dynamics in
the two countries are very differ-
ent. A striking difference is due
to the position of the capital city
with regard to real estate price
dynamics. Prague is the price
driver in the Czech countrywide
statistics, but the picture is dif-
ferent in Slovakia. Brafislava has
similar price dynamics to the
other Slovak regions.

There are several explanations for
the differences in price dynam-
ics between the countries. The
different supply situations in the
metropoles is the first difference.
Demographic pressure and
higher general purchasing power
is supporting price growth in
Prague compared to Bratislava.
Lastly, Prague is a more attractive
destination for global real estate
investment than Bratislava, which
stimulates price development.

The main question is, whether
some evidence suggesting a
rising bubble on the real estate
market can be found. This ques-
fion is hotly debated during times
of economic expansion. As | out-
lined above, both economies are
doing well in terms of consum-
ers’ income. Another fact often
mentioned in these debates is
the loose monetary policy in the
Czech economy and in the euro
area. Also, the rising income of
Czech and Slovak households
and the high rates of home own-
ership which stimulate demand.

In order to examine whether or
not there is a bubble, | will con-
sider OECD statistics.

Firstly, OECD data compares

real estate prices with other
consumer prices. If includes
nominal real estate prices as well
as real prices, which means the
prices of real estate are deflated
(adjusted) by the price level of
consumer goods. We see that
for both countries, current real
estate prices are higher than
consumer goods in the long term,
which is due to higher real estate
dynamics in 2011-2012. A similar
frend is also currently observ-
able. The growth of nominal real
estate prices is keeping pace
with consumer goods inflation

in Slovakia and outperforming it
in the Czech Republic. Hence,
real estate investment is relatively
costlier for households.

Second, since households are
benefiting significantly from the
current economic situation, the
price increase of real estate is
not significant compared with
theirincome. We used OECD
data to compare the real estate
prices among various countries.

The rent-to-income ratio shows
that the increase in the Czech
Republic is significant even in
relative terms and is similar to the
situation in Slovakia and Hun-
gary. However, rent-to-income
rafios in Germany and Austria
rose steadily despite the finan-
cial crisis. The development of
price-to-income ratios is more
varied. Price-to-income ratios in
Germany and Austria have been
increasing steadily. The develop-
ment in the Czech Republic was
different compared with other
CEE peer countries. Their rent-to-
income levels are similar to those
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in Slovakia and Hungary. Never-
theless, the price-to-income ratio
is still lagging behind the level
recorded before the financial
crisis. The same goes for the rent-
fo-income ratio, which is higher.
However, increases of rent and
price-to-income ratios do not
indicate a bubble. A comparison
with the two countries hit hardest
by the bursting of a real estate
bubble, Spain and Ireland (not in
picture due to scale), shows that
rent and price-to-income ratios
recorded bigger differences
before and after the crisis.

Identifying a bubble is difficult
and generally can only be done
after the fact. But even so, our
comparison did not find any
evidence of areal estate price
bubble. Prices in Slovakia and the
Czech Repubilic are rising, but not
significantly faster than house-
hold income. The affordability of
housing sfill remains below the
level from before the financial
crisis of 2008.
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