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Real Estate | Is A Reckoning On The Doorstep?  

Probably not. Healthy economic growth and steady cash flow will 
support the recovery. That’s unless pockets of risk, like spillover from 
China, erupt and reduce investor risk tolerance. 

How this will shape 2022 

Economic recovery should drive growth. Absent an unexpected sharp increase in 
interest rates that would weaken values or a big shift in investor risk tolerances, 
global real estate will continue to recover, though carry some pockets of ongoing 
risk. Continued economic expansion, robust consumer demand, and healthy job 
growth should feed demand for real estate. Rent collection should stay at pre-
pandemic levels, while CMBS delinquencies continue to fall (chart 30). Across the 
global REIT sector, our negative rating bias fell to less than 20% from over 30% a 
year ago, while positive rating actions are outpacing negative ones in 2021 in the 
U.S. and EMEA.  

Demand for housing is set to remain firm. The dearth of supply and growing 
affordability issues in major U.S. and EMEA markets should buoy pricing and 
revenue for homebuilders and landlords. In the U.S., we don’t believe there’s a home 
price bubble at this point. Rising building costs could turn off residential real estate 
developers, limiting new supply, but protecting them against competition. 

The Chinese residential sector should slow, not spill over. Chinese government 
tightening measures are driving the downturn, which we expect will reduce 
residential property sales 10% in 2022 and 5%-10% in 2023. Compounding factors 
are inadequate liquidity management and concerns about off-balance-sheet or 
unreported debt. We expect defaults to increase over the next six-12 months, as 
indicated by our recent rating actions. That said, we are seeing more incremental 
easing lately, including more mortgage availability. We gather that policymakers 
believe this fine-tuning will stabilize the market, and that a few defaults won’t 
escalate systemic risk. 

Chart 30 

Delinquency Rate And Delinquency Balance 

 
Source: S&P Global Ratings 

What we think and why 

Residential property values remain strong and commercial property values have 
largely recovered. The landscape for commercial real estate is stabilizing, except in 
some segments. Lodging will take longer to recover given travel restrictions and an 
uncertain comeback for business and group travel. Societal changes will continue 
to depress demand for retail and office but lead to outperformance of industrial 
and residential assets. 
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We see only limited direct 
risk of a spillover from events 
in China. Local demand and 
supply drive the real estate 
market there, and U.S. and 
EMEA issuers have no direct 
exposure.  
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Office demand will decline only gradually. It’s uncertain when or if a big return to 
the workplace will take place soon. The pandemic will continue to weigh on vacancy 
and rent growth. However, rent collections should remain high because the tenant 
base is strong and diverse, and leases long, supporting cash flow. Therefore, 
declines will occur gradually as leases expire, allowing landlords time to adjust.  

Healthy fundamentals are fueling residential housing demand. In the U.S., the 
current price-to-income ratio is on average only about 5% higher than its long-term 
average (see chart 31). We are far away from the overvaluation leading up to the 
financial crisis. Record low mortgage rates, limited supply, and a growing share of 
the population in their homebuying years (mostly millennials) have firmed prices 
over the past several years. The bigger and noticeable jump In the past 15 months is 
not arising from speculation, but higher pandemic demand for housing as remote 
working and schooling became the norm and intensified the need for greater square 
footage. We see similar dynamics in other developed markets across the world.  

Chart 31 

U.S. Residential Real Estate Under- and Overvaluation By State 
Percent under- or overvalued 

 
Source: S&P Global Ratings 

What could go wrong 

Another round of lockdowns could delay recovery. Although not our base case, 
another round of pandemic-driven restrictions and property closures in 2022 could 
delay the recovery of a few asset classes, such as retail and hotel in some markets. 
A resurgence of COVID-19 infections in several European countries threatens the 
reintroduction of social-distancing measures.  

Persistent inflation leading to rate increases could weaken property values. 
Commercial real estate landlords, such as REITs, are somewhat protected from 
rising inflation because most leases have rent escalators tied to inflation indices. 
Assets with shorter-term leases without provisions to adjust rent could feel more 
impact. Longer-term leases are more insulated, providing stable cash flow.  

Spillovers from China’s property market could derail recovery. We see only limited 
direct risk because real estate is primarily driven by local demand and supply, and 
U.S. and EMEA issuers have no direct exposure to Chinese real estate. Still, that 
could change if conditions worsen in the debt capital markets in China, distress 
spreads to other developers or industries, and investors reduce their risk tolerance. 
That could spill over to the global capital markets, limiting access, widening risk 
premiums through higher capitalization rates.   
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