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⚫ The housing affordability index (HAI) shows high affordability in the Baltic capitals; 

however, the data do not depict the current situation in the market due to the time lag 

between real-time events and statistics.  

⚫ The war in Ukraine poses challenges to the supply side and confidence levels. Demand is 

expected to soften, while supply bottlenecks will continue to support prices.   

The underlying conditions for housing affordability were different in each of the Baltics in the final 

quarter of 2021. The affordability index decreased in Estonia, as the average price level exceeded wage 

growth. In Latvia, wage growth more than doubled the average price growth, leading to a surge in the 

affordability index. In Lithuania, affordability increased in annual terms even though prices grew faster 

than wages – thanks to lower interest rates, the decrease of which supported affordability in all the 

Baltics. 

The war in Ukraine and sanctions imposed on Russia and Belarus could lead to tamed market activity in 

the beginning of 2022. Supply-chain disruptions are likely to be exacerbated. The shortage of materials 

imported from Russia, Belarus, or Ukraine could pose problems for developers and slow the 

construction of apartments, limiting the supply available for reservations in the near future. Consumer 

confidence to build or purchase a home was high the last quarter of 2021 in the Baltics. However, a drop 

is expected in the beginning of 2022 amidst high uncertainty. The already-high construction costs are 

expected to increase even more, putting upward pressure on the average price level in all Baltic capitals.  

Uncertainty is high, and with the currently available information it is difficult to predict the extent and the 

near- and long-term effects of the war and sanctions on the real estate market and housing affordability. 

The upcoming months should bring more clarity. 

Analysts:  

Laura Orleāne, laura.orleane@swedbank.lv, +371 6744 42 13 

Marianna Rõbinskaja, marianna.robinskaja@swedbank.ee, +372 888 79 25 

Vytenis Šimkus, vytenis.simkus@swedbank.lt, +370 5258 51 63 

 

 

Example: Housing affordability index value of 145.3 means that the average net wages of a household 

are 45.3% higher than minimally required to afford an apartment.   
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Last year ended with strong activity on the housing market, driven by high confidence to purchase or 

build a home. Households’ purchasing power was supported by excess savings, the money withdrawn 

from the previously mandatory pension fund, and the compensation for high energy bills. 

Apartment price growth accelerated at the end of the year, reaching over 15% annually. At the same 

time, labour shortages have speeded up net wage growth to 7% over the year in Tallinn. Although 

mortgage interest rates declined from a year ago, apartment price growth outpaced wage growth and 

made apartments less affordable. However, as new flat reservations do not appear fully in the statistics 

yet, the secondary market presents a more timely picture. Apartment prices in the secondary market 

increased by 22% in the fourth quarter and, according to preliminary data, reached 21% in January and 

26% in February over the year. 

 

Supply has been struggling to keep up with strong demand. Last year, there were over 20% more 

transactions made than in 2020 and 10% more than in 2019. Meanwhile, the stock of new apartments in 

Tallinn and neighbouring municipalities decreased throughout the year, reaching levels last seen seven 

years ago. 

The year has started dramatically, and in the new, unfortunate reality some construction companies 

might have difficulties launching new projects, due to the supply-chain disruptions of some construction 

materials previously imported from Russia, Belarus, or Ukraine. Thus, the expected increase in the 

supply of new flats might not happen in the amount and timing previously expected. At the same time, 

construction companies are struggling to find workers, and the labour shortages will persist this year. 

Altogether, this should keep construction prices high in 2022. 

Geopolitical instability and uncertainty in the economic outlook might dampen consumer confidence in 

the near term. Labour shortages, unfilled job vacancies, and the rise in the minimum wage will keep 

wage growth rapid this year. However, consumer price inflation will outpace wage growth, thereby 

decreasing the overall purchasing power. Meanwhile, increased deposits and the withdrawal of pension 

savings are supporting the households’ financial position. Despite the temporary drop in confidence, we 

expect that supply-and-demand imbalances will continue in the near term. Together with higher 

construction costs, this will be driving apartment price growth, which is likely to outpace wage growth 

and reduce housing affordability. Mortgage interest rates will continue to be low this year.  
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The final quarter of 2021 marked favourable developments in the housing market – booming demand 

and strong confidence, with many new buildings in construction or in the pipeline. Nevertheless, total 

market activity in the fourth quarter remained almost unchanged in annual terms. Some construction 

delays on the back of pandemic-induced supply-chain disruptions, soaring construction costs, and 

unfavourable weather conditions limited the number of completed deals in the new-project apartments. 

The number of apartment reservations in the new projects was very encouraging though, and, as they 

turn into completed deals, they should boost activity in the near term.  

A minimum wage hike, higher public sector wages, structural shifts in the labour market, and some 

other one-offs, coupled with increasing labour shortages, resulted in an average wage surge of 13.6% 

over the year in Riga. Wage growth exceeded the apartment price growth, improving housing 

affordability. The average transaction price of apartments increased by 6.3% in the fourth quarter. 

Meanwhile the price of Soviet-era apartments registered double-digit growth, supported by limited 

supply. Lower interest rates also supported housing affordability. Prices of the recently made 

reservations are higher than the prices of the completed deals in the primary market. Since only 

completed deals show up in the price statistics, the data do not fully reflect the current market prices 

and the extent of the price increase. Hence, the improvement in real-time affordability might be slightly 

overestimated. Nevertheless, affordability was still high in the fourth quarter. 

The fallout from the war in Ukraine has brought uncertainty and potential disruptions to the real estate 

market and is likely to dampen housing demand and supply, at least in the short term. The overall 

demand reflected also in the number of new reservations in new-project apartments is likely to weaken, 

as high uncertainty and concerns about future income is expected to dent confidence. High inflation will 

likely take away the wage gains in 2022, thereby reducing purchasing power. Renewed supply-chain 

disruptions, the shortage of construction materials, especially those imported from Russia, Belarus, and 

Ukraine, and even-higher construction costs pose risks to the construction pace and supply in the 

market. With Ukrainian construction workers leaving Latvia, labour shortages in the sector could 

possibly be amplified. Increasing construction costs and persistent labour shortages will put additional 

pressure on the price level. While low mortgage rates will continue to support affordability, it is possible 

that price growth will surpass average wage growth, reducing housing affordability from a high level in 

Riga this year.  

It is expected that the demand and supply will strengthen when the uncertainty decreases, and 

alternative sources of construction materials are found. 
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The housing market spent the entirety of last year trying to adjust to the pandemic-induced supply-and-

demand shocks. There are signs that the excess demand is retreating, but housing inventory in Vilnius 

remains very low and prices are still rising rapidly. The war in Ukraine might cool consumer confidence 

and tame demand in the near term. Some moderation in demand could help rebalance the housing 

market this year.  

Looking at the registered sales of new apartments, one could mistakenly conclude that the housing 

market is cooling. Sales of new apartments are below the pre-pandemic trend; price growth in the 

primary market is stuck at zero. Sadly, these numbers are almost useless for judging the situation. 

Housing prices in the secondary market increased by 26%, and they reflect the market dynamics much 

more accurately. Net wages grew in Vilnius at a double-digit pace—yet, despite this, it did not become 

easier to afford a house. Apartments are not only expensive, but they are also difficult to find. According 

to EIKA– the housing inventory levels in Vilnius are down to a mere 2,350 flats, of which only 12% are 

finished apartments. Usually, inventories cover sales for twelve months; now they are enough only for 

five.  

Rebuilding supply will take a considerable amount of time. Permits and housing starts show that 

developers are reacting, but rising construction costs, supply-chain problems, and labour shortages limit 

the speed of construction. The fundamentals for housing demand remain solid in the near term – the 

increasing population and incomes will support apartment sales. Due to the tight supply, apartment 

prices are likely to increase quite rapidly this year. We expect housing affordability to decrease, at least 

in the first six months of 2022.  

The picture is further muddled by the geopolitical risks. There are reasons to believe that consumer 

confidence could take a hit, and households could refrain from big purchases for a couple of months. 

This certainly is a negative risk for the housing market. However, a temporary drop in demand could be 

helpful to rebalance the market, given that developers do not pull construction back as well.  

Currently, there are very few hard data available to gauge the potential effects of war in Ukraine on the 

housing market. It is possible that the negative impact on confidence will be short-lived, the same as at 

the start of the pandemic, but declining housing affordability could start weighing on demand. 
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 Tallinn, Estonia Riga, Latvia 

Riga, new-project 
and renovated 

apartments, 
Latvia 

Vilnius, Lithuania 

Average apartment transaction price, EUR/m2, % 15.3 6.3 -2.8 12.4 

Annual percentage rate of charge for new 
mortgages to households, basis points 

34 24  22 

Average monthly net wage, EUR, % 6.1 13.6  10.3 

Months to save for a down payment, months 31.6 21.7 27.6 32 

Sources: Swedbank Research and Macrobond 
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The Baltic housing affordability index (HAI) measures the degree to which households can afford buying an 

apartment with a mortgage loan in the Baltic capitals.  

Household monthly mortgage payments do not exceed 30% of household income. 

⚫ Average apartment price per m2: three-month average apartment transaction price per m2 in Baltic capitals. 

⚫ Household income: 1.5 of average monthly net wages in Baltic capitals. 

⚫ Mortgage interest rate: three-month average annual percentage rate of charge (including interest rate and other 

related charges) for new housing loans to households, issued in euros, in the Baltics. 

⚫ Average apartment size: 55 m2. 

⚫ Down payment: 15% of total apartment price. 

⚫ Term: 30 years. 

⚫ Saving rate for down payment: 30% of household income. 

The HAI shows actual household income in relation to the income that meets the norm. Thus, if the HAI equals 100, 

a household uses 30% of its income to service mortgage payments. If the HAI exceeds 100, the household has 

higher income than required to satisfy the norm. And if the HAI is below 100, the household does not have sufficient 

income to fulfil the norm. 

HAI=
AverageINC

NINC
×100 ,  where NINC=

PMT

30%
 

where AverageINC – household income;  

NINC – household income that satisfies the norm; and  

PMT – monthly mortgage payment. 
 

The calculation of HAI of new-project and renovated apartments for Riga is intended to improve the comparability 

of affordability levels across the three capitals because it considers new-project and renovated apartments – types 

of apartments more commonly purchased in Tallinn and Vilnius. It takes into account housing affordability in newly 

built and renovated apartments (i.e., those done after 2000 outside the city centre).  

All variables and assumptions, except for the average apartment transaction price, remain the same. That is, for the 

calculation of HAI for new-project and renovated apartments, the average apartment transaction price of newly built 

and renovated apartments (i.e., those done after 2000) outside the city centre is used.  

The new index and associated apartment price variable are represented by a yellow dashed line in the graphs of the 

report. 

The HAI provides an indication of the average household situation, not that of a particular household. Household 

income and mortgage interest rates faced by a particular household may differ from those presented in the report. 

The HAI accounts for mortgage costs but excludes taxes and subsidies, including property tax and interest 

deductions. It also does not consider other household expenses that could affect the household’s ability to service 

mortgage payments, such as rent, lifestyle, or existing liabilities. The HAI does not provide any direct guidance for 

business decisions, including lending and interest rate decisions.  

The average apartment price per m2 reflects past transactions and does not necessarily indicate the potential 

affordability or price of apartments in the future. Differences in apartment segment structure and the physical 

condition of newly built apartments at the time of purchase might affect the comparability of the average 

apartment price per m2 across the Baltic capitals. 

The HAI is of an informative nature and reflects macroeconomic developments, rather than banks’ decisions and 

lending policies or the potential behaviour of individual households. 

A data revision was made in the fourth quarter of 2019 for Riga. The history of wages, prices, and transaction 

counts was changed in 2011. 

Quarterly. 
 


