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⚫ Housing affordability increased due to lower interest rates, as well as still-solid wage growth. 

⚫ Improving economic conditions should fuel market activity in 2025 and thereafter. 

 

Example: 62.0 m2 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. 

The year 2024 ended, and 2025 has started on a positive note for the 

Baltic housing markets. Housing markets benefitted from four ECB rate 

cuts last year, plus one more in January, resulting in a 1.25 pp decline 

altogether. Furthermore, wage growth remained strong and outpaced 

housing price increases. These factors became the key drivers of 

improved housing affordability across all Baltic capitals. 

Increased affordability, and higher consumer confidence (in Latvia and 

Lithuania) boosted market activity. Swedbank forecasts suggest that all 

three Baltic economies will see strong wage growth and high 

employment this year, which should ensure that the housing market 

recovery continues. 

We forecast four more ECB rate cuts this year, which will further improve 

housing affordability in all Baltic capitals. Mortgage refinancing activity is 

very high in Lithuania and Latvia, which will put even more downward 

pressure on average interest rates. Furthermore, rising net wages will 

continue to support affordability in Latvia and Lithuania. Yet, storm 

clouds, in the form of Donald Trump, are forming over our heads. 

Heightened geopolitical tensions could raise uncertainty for households, 

motivating them to postpone home purchase.  

This time the appendix of the report also contains graphs offering an 

insight on data on Swedbank’s new mortgage-takers. 
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⚫ Activity continued to improve in the fourth quarter on the back of falling interest 
rates and pent-up demand. The increase in demand is more visible in the 
secondary market, due to the more affordable price level. Sales in the secondary 
market surged above the long-term average at the end of last year. Reservations 
in the primary market started to show signs of revival, albeit still modest. 
Developers attracted more buyers in the final quarter of the year by introducing 
new projects to the market. 

⚫ The purchasing power of wages in the housing market improved last year, as over 
7% net wage growth outpaced stagnant housing prices. Meanwhile, new 
developments were 44% more expensive than the secondary market. The price 

difference of primary and secondary market apartments remains elevated. This 
can partly be explained by the larger share of higher-end apartments in the stock, 
as the high-interest-rate environment put the primary market out of reach for 
many middle-class families. Increasing VAT tax and the new defence tax are 
incentives to hold prices up, even though demand is below the long-term average. 

⚫ Although, the personal income tax increase and elevated inflation will decrease 
real net wages this year, we expect that falling interest rates will continue to 
support housing affordability and demand. The demand for new developments is 
coming out of the slump more slowly due to the higher price level; however, falling 
interest rates should also bring more buyers to the primary market. 
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⚫ In the final quarter of 2024, winds were still blowing in favour of new homebuyers: 
the average apartment price was nearly the same as a year ago, interest rates 
were rapidly retreating, and wage growth remained high.  

⚫ Transaction volume in the fourth quarter soared to a level last seen in mid-2007. 
This might be a one-off or a result of pent-up demand paired with the improving 
financial conditions of households. Most of the demand was in the secondary 
market, though – the primary market was still struggling, with the stock of unsold 
flats increasing even further. 

⚫ Affordability increased both in the primary and the secondary market. However, 

the stark price difference between the two, results in a notable variation in the size 
of apartments that the average household can afford. In the fourth quarter 
Swedbank clients, on average, chose apartments measuring around 60 m². To 
afford an apartment in a primary market, the average household would need to 
settle for a flat that is about 13 m² smaller than that. 

⚫ Favourable conditions, such as the still-strong wage growth, falling interest rates, 
and negligible changes in the average apartment price, will continue to support 
housing market activity and the return of housing affordability. 



Completed: 2025-02-27. 09:00 Disseminated: 2025-02-27. 09:00 Please see important disclosures at the end of this document 4 

  

⚫ Lower interest rates and rapidly rising wages have awakened the housing market 

from a two-year slump. Apartment reservations in Vilnius's primary market have 

been booming since late last year and now exceed the long-term average.  

⚫ With borrowing costs declining and wage growth outpacing house prices, 

affordability has continued to improve. Buyers on average can afford to buy a 56.2 

m2-sized apartment in Vilnius, more than 5 m2 larger than in the previous quarter. 

With affordability improving, market activity is expected to accelerate even further 

this year. 

⚫ The repeat sales house price index indicates a pickup in prices, especially outside 

the capital. Yet, annual price growth should not be out of control, as the surplus of 

unsold houses from the slowdown years is expected to limit price increases.  

⚫ The stock of unsold apartments in Vilnius remains at its highest level in seven 

years. Additionally, a recent uptick in housing starts will help to mitigate the 

cyclical risk of a supply shortage in the face of rapidly increasing demand. 
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⚫ Swedbank data for single-person mortgage contracts shows that wages of new 
mortgage takers have been consistently higher than the average net wage in the 
capitals. Currently, the wage of mortgage takers is around 1.4-1.5 times the 
average net wage in the capitals. The trends vary, though. In Riga, mortgage 
takers have historically been notably better-off than the average household, but 
over time the difference narrowed. In Tallinn, the trend seems to be the opposite. 
In 2018, mortgage takers’ wages were only 20% higher, while in 2024 they were 
close to 50% higher than the average wage in Tallinn. 

⚫ The graph shows the ratio of the average mortgage-service payment to the 
borrower’s net wage at the time of loan issuance (this is a slightly narrower 
approach than the debt service-to-income ratio). A lower value (preferably 30% or 
less) suggests that the household can manage its monthly mortgage payments 
more comfortably. Data indicate that the ratio increased significantly in recent 
years, especially in Tallinn and Vilnius, due to high interest rates. Nevertheless, 
even during this period, the initial mortgage payment remained below one-third of 
households' wage income. 
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⚫ With housing prices rising quickly, the average issued mortgage amount has been 
steadily increasing in Vilnius and Tallinn, surpassing EUR 110 000. In contrast, the 
issued amount remains almost twice as low in Riga due to the larger share of 
Soviet-era apartments in total transactions and, thus, significantly lower property 
prices. Furthermore, with housing affordability falling, there has been a switch to 
older (and less expensive) apartments over the last three years; this structural 
change has also kept a lid on the average issued mortgage amounts in Riga. 

⚫ The average down payment, as a percentage of total housing value, is the highest 
in Tallin and lowest in Riga, but all capitals have seen an increase in the past few 
years. A common finding for all capitals is that the first down payment is 
noticeably above the minimum payment of 15%. A multitude of factors explain the 
differences between the Baltics, such as the average age of applicants, income, 
savings rate. Riga's comparatively low down payment can be partially attributed to 
a sizeable share of mortgages with state guarantee. 
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⚫ The new contract length remains the shortest in Riga, averaging around 21 years; 
in Tallinn, it is about 2 years longer. Whereas in Vilnius, the average contract length 
is inching closer to the maximum contract length of 30 years. This may be 
because the average age of mortgage takers in Vilnius is also the lowest:  younger 
people often need to take out mortgages at the maximum term, as the income 
level at the beginning of their careers is lower in general. In Riga, where average 
prices and issued loan amounts are lower, the average contract length is also the 
lowest among the Baltic capitals. 

⚫ The share of single-person mortgage contracts has been trending upwards. In 
Riga and Tallinn, this is by far the most common approach in these cities. Vilnius 
stands out, with around half of mortgages taken by two borrowers. People in 
Vilnius tend to take out mortgages at a younger age. Moreover, married couples 
are generally required to take a mortgage together in Lithuania. 
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The Baltic housing affordability measure (henceforth, HA) measures the size of an 

apartment that an average household can afford to buy with a mortgage 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 (our benchmark). 

⚫ Down payment: 15% of total apartment price. 

⚫ Term: 30 years. 

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

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 = 
AverageINC

NINC
,  where NINC =

PMT

30%
 

 

where  AverageINC – household income, 

NINC – household income that satisfies the norm, 

and PMT – monthly mortgage payment. 
 

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 m2 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. 

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. 

Quarterly. 
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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.  

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.  

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 (Finanšu un kapitāla 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. 

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. 

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.  

Produced by Swedbank Macro Research. 

Swedbank C&I, Swedbank AB (publ), SE-105 34 Stockholm. 

Visiting address: Malmskillnadsgatan 23, 111 57 Stockholm. 

 


