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Baltics: Property prices have peaked

Property prices have been highly dynamic in the Baltic States since the start of the millennium. This has
been the main driver of growth in all three countries over the last couple of years, and the construction sec-
tor has gradually crowded out other sectors - especially the export-oriented manufacturing sector. How-
ever, there are now fairly clear signs that the property market boom has come to an end and that property
prices are now beginning to fall in all three Baltic States.

Property price statistics are fairly unreliable and hard to compare from country to country in the Baltics,
but most sources now point to fairly heavy declines in property prices - at least in the three capital cities.
Property prices have dropped most in Estonia’s capital, Tallinn, where official statistics and anecdotal evi-
dence indicate that property prices have dropped around 10% this year. Latvia’s capital, Riga, is also ex-
periencing falling property prices - down 5-8% over the last couple of months and most indicators suggest-
ing an acceleration in the rate of decline. There are also signs of slowing property prices in Lithuania’s capi-
tal, Vilnius, but it is still too early say that property prices are actually declining. There are a number of rea-
sons why property prices are now declining in the Baltic States. In our view the primary reason is simple -
prices have simply risen far too much relative to fundamentals. Furthermore, a number of negative shocks
have hit the Baltic property markets. Most importantly, interest rates have gone up in line with European
rates over the last year. Furthermore, the banks have tightened credit standards on the back of rising con-
cerns about the large imbalances in all three countries.

Hence, it looks like the boom in the Baltic property market is coming to an end. It is very difficult to assess
how far property prices in the Baltics could potentially fall, but given the large imbalances in the Baltic
economies we think the downturn could be quite severe and long-lasting. It is debatable whether there has
been a Baltic property bubble, but there is no doubt in our view that property price growth has been exces-
sive, and therefore property prices should be expected to slide further going forward. The dynamics of the
expected drop in property prices will to a large extent depend on a combination of the macroeconomic cli-
mate and investor expectations and sensitivities. Anecdotal evidence clearly indicates that a lot of the
property investments in the Baltics have been highly speculative, which is of course a worry. Property price
statistics throughout central and eastern Europe are notoriously unreliable - mostly due to a lack of quality
adjustments. We are therefore reluctant to use, in particular, price comparisons across different countries.
On the other hand, we think the various sentiment surveys in the construction sector provide some useful
insight. The EU Commission compiles monthly statistics for confidence and expectations in the construc-
tion sector in the EU. The Commission’s survey shows that sentiment is turning decisively more negative in
all Baltic three countries.

The EU surveys are in line with the local data. Hence, Estonia is leading the property market slowdown, and
here the slowdown is clearly visible, followed by Latvia, where the softening in the property market is begin-
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ning to show but is still not very strong. And finally Lithuania, where activity and prices are slowing but not
yet declining.

Concluding, a slowdown is now underway in the Baltic property and construction markets. This will un-

doubtedly contribute to slowing down economic growth - potentially a lot - in all three Baltic countries. The
guestion still remains, however, how severe the decline in the property markets will be.

Price expectations have eased
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