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STRUCTURED FINANCE

Structured Finance — Europe

Higher house price growth in non-
metropolitan areas is credit positive for
Dutch RMBS

On 21 August, the Dutch national statistics bureau (Centraal Bureau voor de Statistiek, or
CBS) published updated house price data for the Netherlands for the second quarter of 2019.
The data show continued growth of house prices at slightly decreasing rates compared with
previous quarters across the Netherlands. However, for the first time since 2015, house prices
in provinces with higher proportions of underwater mortgages increased at a faster pace than
in provinces with lower proportions of underwater mortgages. Relatively higher house price
growth in regions with more underwater borrowers is credit positive for Dutch RMBS.

Borrowers with underwater mortgages (mortgages with indexed loan-to-value ratios in
excess of 100%) have no equity stake in their properties, and therefore tend to have higher
default frequencies. In addition, defaults on underwater mortgages have higher loss severities
because the foreclosure proceeds are insufficient to repay the loan amount, resulting in a loss
for Dutch RMBS transactions.

The proportion of underwater mortgages differs substantially between provinces, as shown
by our analysis of loan-level data for 65 currently outstanding Dutch RMBS transactions
(Exhibit 7). We classify a province as “highly leveraged” if the proportion of underwater
mortgages exceeds 3% (green columns in Exhibit 1). We consider provinces “less leveraged” if
the proportion of underwater mortgages is below 3% (blue columns in Exhibit 1).

Exhibit 1
Proportion of underwater mortgages per province
Green columns = highly leveraged provinces; blue columns = less leveraged provinces
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Sources: European Data Warehouse and Moody's Investors Service

The CBS updated house price data shows that between second-quarter 2015 and first-
quarter 2019, house price growth in less leveraged provinces consistently outpaced the house
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https://www.cbs.nl/nl-nl/nieuws/2019/34/koopwoningen-7-procent-duurder-in-juli
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price growth in more leveraged provinces. The difference between the growth rates started to narrow in the fourth quarter of 2018, and
reversed in the second quarter of 2019 (Exhibit 2).

Exhibit 2
Average quarter-on-quarter % change in house prices for highly leveraged and less leveraged provinces
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We expect Dutch house prices to continue to increase nationwide, although at lower rates than in the past several years. Non-
metropolitan areas have more growth potential, supporting the credit-positive trend for Dutch mortgage pools. As shown in Exhibit 3,
the house price growth trajectory is more stable in non-metropolitan provinces such as Friesland and Drenthe, whereas the sharp price
increase in major metropolitan provinces Noord-Holland and Zuid-Holland is tapering off.

Exhibit 3
Average year-over-year % change in house prices
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This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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