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Baltic Housing Affordability: 2024 Q3

The road to recovery continues

Swedbank@

® \With interest rates falling faster than expected and wage growth remaining strong, housing affordability gradually improves.
® Both factors will continue boosting affordability and demand in Latvia and Lithuania next year, while Estonia will rely solely on lower rates.

Baltic Housing Affordability*
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* Last quarter's value is preliminary and subject to change.
The line at 55m? indicates the average size of apartament typically bought in the Baltic capitals.
Sources: Swedbank Research & Macrobond

56.3
51.1

Example: 56.3 m?represents the apartment size that an average household in Tallinn can afford, given 1.5 times the
average net monthly wage, the quarterly average apartment price, and the interest rate for new loans.
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Favourable inflation readings and a weak economy have already led to
three rate cuts by the ECB. Paired with strong wage growth, this has
improved housing affordability in the third quarter in the capitals of the
Baltic states. Affordability in Riga was supported also by a slight decline
in average market price. An average-sized apartment in the primary
market, however, remains out of reach for the average household across
the Baltics.

Market activity is picking up, while the number of transactions per capita
is nearly identical across the cities. Consumer confidence in Lithuania
and Latvia continued to improve, yet it waned in Estonia after a promising
start to the summer.

We expect another 25-basis-point rate cut by the ECB in December. The
deposit rate, which is closely followed by the EURIBOR, will gradually
decline to 1.75% by next September — the expected low point in this
cutting cycle. Therefore, lower rates are likely to continue to boost activity
and housing affordability in the Baltic countries. Tax changes in 2025,
however, will differentiate the pace of recovery. Higher taxes will result in
comparatively negligible net wage growth in Estonia. Conversely, in
Latvia, the shift from a differentiated to a fixed non-taxable minimum will
push net wage growth up. In both Latvia and Lithuania, net wage growth
is expected to exceed 8% — lower than before, yet still a rapid tempo.
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Tallinn - falling interest rates will be the main tailwind for demand in 2025
Tax increases will dampen the growth of net wages next year

Tallinn market activity Purchasing power of a monthly wage in the housing market
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® Market activity showed some signs of improvement in the third quarter, as ® Annual price growth in the secondary market slowed to 2.6%. Online listings of
housing affordability was supported by falling interest rates. Sales in the developers showed a deceleration of annual price growth to 3.7% in the primary
secondary market increased over the year and were stronger than in the first two market. However, official registry data reflected some negotiated price discounts,
quarters of this year. Meanwhile, reservations in the primary market were still as prices of new developments were down by 1.6% over the year.
muted, although higher than last year. ® |n 2025, we expect interest rates to continue to decline and support housing
® Sales of relatively new and more expensive apartments in the secondary market affordability and demand. However, the improvement of demand is likely to be
were larger than in previous years, as households were looking for alternatives to gradual, as tax changes have hurt households’ confidence and will slow the
the out-of-reach primary market. The share of new developments in total growth of net wages next year. While overall supply in the housing market has
transactions remains at the lowest level in 10 years. risen in the last couple of years and peaked recently, improving demand means

that homebuyers’ negotiating power over the price will gradually start to diminish.
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Riga - interest rates lower, activity slightly higher
With interest rate burden easing and wage growth outpacing that of prices, affordability increases

Prices of residential apartments in Riga
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® The stars are seemingly starting to align in favour of new homebuyers. In the third
quarter, the average apartment price fell both in respect to the previous quarter
and the third quarter of last year. Wage growth, although decelerating, remained
strong. Lastly, interest rates finally fell more pronouncedly, although the interest
rate Latvian households pay is still higher than in Estonia and Lithuania.

® The housing market is warming up, although the primary market is still in dire
straits. Reservations for new apartments are down and the stock of unsold
apartments increased even further. Some new projects, however, have managed
to balance the price-quality ratio and attract notable interest (for example, via soft
reservations). This implies that interest in the primary market has not disappeared.
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Housing affordability in Riga
Size of an apartment that an average household can afford to purchase with a
mortgage, m?
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25

Nevertheless, affordability has not improved much yet, and new apartments are
still too pricey for the average household.

Those who are not satisfied with the quality of comparatively three times cheaper
block house apartments have to wait and shop around as the stock of well-priced,
good-quality secondary market apartments is still low.

® Consumer confidence reached a three-year high. Wages are expected to grow

even more, with the labour tax reform lifting average net wages. Rates are
declining faster than expected. The future does look brighter for the housing
market.
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Vilnius — market activity strengthens, yet affordability creeps up slowly
A boost of optimism driven by lower interest rates and strong wage growth

Apartment reservations, Primary market, Vilnius
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Repeat sales house price index and wage growth, Vilnius
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® According to the official registry, secondary market sales edged higher, while new ® Affordability has improved only modestly so far. Buyers on average could afford to

apartment sales also recorded a modest increase. The share of new apartments in

total sales rose slightly to 31.5%, yet remained at its lowest level since 2021.
Meanwhile, reservations in the primary market have increased and are now
approaching the long-term average.

® Official registry data also indicate a gradual increase in prices. Apartment prices
rose by nearly 8%, though this figure is somewhat inflated by delayed registrations
of new apartments. Alternative data suggest that prices are remaining at roughly

the same level as last year.
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buy a 51.1 m%sized apartment in Vilnius, 1.1 m? larger than in the previous quarter.
Wage growth continued to outpace price increases, while interest rates
maintained their gradual decline. Affordability should improve going forward.

The stock of unsold apartments has dropped somewhat but still remains at the
highest level in five years. Although the number of construction permits issued fell,
for now the number of completed apartments is still relatively high — supply
should remain quite abundant. This improves the odds that a reduction of interest
rates would bring back housing demand without excess price growth.
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Appendix

Wages still noticeably outpacing yearly housing price growth

Average apartment price Average monthly net wage*
EUR/m2 EUR

nNy, 4209 1800 A 1773
1
4000 : //
! 1600
i 1531
3500 o . /j f
Al 1400
1 AN 2987 ,\/\/JJ\//
3000 ! -N\w
l., 1
n /J\;_f/ 1200
2500 o y/ 2836 ﬂj/ /
g 1000
:l\

s
WA s o SRl

400
v/

500
200
2006 2_008 2010_ 2012_ 2014 2916 201? 202.0 2022 2.02.4 2006 2008 2070 2012 2014 2016 2018 2020 2022 2024
—T§II|hn - -.Tallmn, primary Riga Riga, primary — Vilnius — Tallinn Riga — Vilnius
= = Vilnius, primary * An estimate for the last quarter
Sources: Swedbank Research & Macrobond Sources: Swedbank Research & Macrobond

Completed: 2024-11-21. 09:00 Disseminated: 2024-11-21. 09:00 Please see important disclosures at the end of this document 5



Macro Research

Appendix (continued)

21 November 2024

Rates are falling; the rate in Latvia still higher than in Estonia and Lithuania

Annual % rate of charge for new mortgages to households
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ECB rate market expectations and forecasts
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Appendix (continued)
Activity slightly higher; consumer confidence in Estonia deteriorating

Apartment transactions Consumer confidence
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1500 Nl
101 Y
1250
100 ] M —
1000 i (
99 — A |
| |
750 [/
98 -
500 -~ | A
97
250
0 96
2010 2012 2014 2016 2018 2020 2022 2024 2010 2012 2014 2076 2018 2020 2022 2024
— Tallinn Riga — Vilnius — Estonia Latvia =— Lithuania
Sources: Swedbank Research & Macrobond Sources: Swedbank Research & Macrobond
Completed: 2024-11-21. 09:00 Disseminated: 2024-11-21. 09:00

Please see important disclosures at the end of this document 7



Macro Research

Baltic Housing Affordability: Methodology

Objective

The Baltic housing affordability (henceforth, HA) measures the size of an apartment
that an average household can afford to buy with a mortgage in the Baltic capitals.

Norm (the main assumption)

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

® Average apartment price per mZ three-month average apartment transaction
price per m2in 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.

Other assumptions

® Average apartment size: 55 m2 (our benchmark).

® Down payment: 15% of total apartment price.

® Term: 30 years.

® Saving rate for down payment: 30% of household income.
Calculation of HA

The HA shows how many square meters of an apartment a household can afford,
given it uses 30% of its income to service mortgage payments.

HA = AveragelNC here NING = PMT
T ane Ve NI =309
where AveragelINC — household income,

NINC — household income that satisfies the norm,
PMT — monthly mortgage payment.
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Limitations

The HA 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 HA 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 HA 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 m? across the Baltic capitals.

The HA is of an informative nature and reflects macroeconomic developments, rather
than banks’ decisions and lending policies or the potential behaviour of individual
households.

Change of methodology

Starting in 2024, instead of expressing HA as an index, the report was changed to
highlight the size of apartments afforded. Otherwise, the methodology is unchanged;
the switch is purely for ease of interpretation purposes.

Frequency
Quarterly.
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IMPORTANT INFORMATION

This report (the “Report”) has been compiled by analyst(s) at Swedbank Macro Research, a unit
within Swedbank Research that is part of Corporates & Institutions (“Swedbank Macro
Research”). Swedbank Macro Research is responsible for preparing reports on economic
developments in the global and domestic markets. Swedbank Macro Research consists of
research departments in Sweden, Norway, Estonia, Latvia, and Lithuania.

What our research is based on

Swedbank Macro Research bases its research on a variety of aspects and analysis, e.g., a
fundamental assessment of the cyclical and structural economic, current, or expected market
sentiment.

Distribution & recipients

This Report is distributed by Swedbank Macro Research within Swedbank AB (publ)
("Swedbank”). Swedbank is under the supervision of the Swedish Financial Supervisory Authority
(Finansinspektionen). In no instance is this Report altered by the distributor before distribution.

In Finland, this Report is distributed by Swedbank’s branch in Helsinki, which is under the
supervision of the Finnish Financial Supervisory Authority (Finanssivalvonta).

In Norway, this Report is distributed by Swedbank’s branch in Oslo, which is under the supervision
of the Financial Supervisory Authority of Norway (Finanstilsynet).

In Estonia, this Report is distributed by Swedbank AS, which is under the supervision of the
Estonian Financial Supervisory Authority (Finantsinspektsioon).

In Latvia, this Report is distributed by Swedbank AS, which is under the supervision of The
Financial and Capital Market Commission (Finansu un kapitala tirgus komisija).

In Lithuania, this Report is distributed by “Swedbank” AB, which is under the supervision of the
Central Bank of the Republic of Lithuania (Lietuvos bankas).

This Report is not intended for physical or legal persons who are not clients of Swedbank or any
savings bank in cooperation with Swedbank, or who are citizens of, or have domicile in, a country
in which dissemination is not permitted according to applicable legislation or other decisions.

This Report or any information in it is not for release, publication, or distribution, directly or
indirectly, in or into the United States or any other jurisdiction in which such distribution would be
unlawful or would require registration or other measures.

In the United Kingdom, this Report is addressed to and directed only at, and should only be relied
upon by, persons who have professional experience in matters relating to investments falling
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005, as amended (the “Order”), persons who are high-net-worth entities falling within Article
49(2)(a) to (d) of the Order, or are persons to whom it may otherwise be lawful to communicate
the Report to (all such persons being referred to as (Relevant Persons”). No other person should
act or rely on this Report and persons distributing this Report must satisfy themselves that it is
lawful.
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Limitation of liability

All information, including statements of fact, contained in this Report has been obtained and
compiled in good faith from sources believed to be reliable. However, no representation or
warranty, express or implied, is made by Swedbank with respect to the completeness or accuracy
of its content, and this Report is not to be relied upon as authoritative and should not be taken in
substitution for the exercise of a reasoned, independent judgment by you.

Be aware that statements regarding future assessments comprise an element of uncertainty. You
are responsible for such risks alone, and Swedbank recommend that you supplement your
decision-making with material that is assessed to be necessary.

Opinions contained in this Report represent the analyst's present opinion only and may be subject
to change. In the event that the analyst's opinion should change or a new analyst with a different
opinion becomes responsible for Swedbank Macro Research'’s coverage, Swedbank will
endeavour (but does not undertake) to disseminate any such change within the constraints of
any regulations, applicable laws, internal procedures within Swedbank or other circumstances.
Swedbank is not advising or soliciting any action based upon this report.

To the extent permitted by applicable law, no liability whatsoever is accepted by Swedbank for
any direct or consequential loss arising from the use of this report.

Conflicts of interest

In Swedbank Macro Research, internal guidelines are implemented in order to ensure the integrity
and independence of the research analysts. All research reports are independent and based
solely on publicly available information.

This material may not be reproduced without permission from Swedbank Research.
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