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EESTI PANK’S ASSESSMENT OF THE RISKS 
TO FINANCIAL STABILITY 

Russia’s war against Ukraine and the subse-
quent economic sanctions have increased 
the risks to financial stability in Estonia. 
Before Russia invaded, the Estonian economy was 
expected to grow strongly this year and the finan-
cial position of companies and households was 
considered to be good. The financial position of 
companies and households was already under 
pressure in the second half of last year though as 
inflation increased. As business by Estonian com-
panies in Russia, Belarus and Ukraine has steadily 
decreased over the years, the direct impact of the 
war and the subsequent sanctions on the Estonian 
economy is quite small. However the opportuni-
ties for exporting have been reduced, supply dif-
ficulties for production inputs are notably larger 
than they were, and inflation has risen even fur-
ther. Companies falling into difficulties could leave 
some households without work and incomes. This 
means the danger has increased of businesses 
and households falling into difficulties and having 
problems repaying their loans.

The direct impact of the Russian sanctions 
and recession on the Estonian financial sec-
tor has been small. Only a few individual invest-
ment funds and investment firms are directly con-
nected to a meaningful degree with investment in 
Russian companies or investment in Estonia by 
Russian residents, and the share of those funds and 
firms in the total financial sector is very small. It is 
estimated that around 1% of the loans of the banks 
have been issued to companies whose business 
is directly connected with Russian businesses. If 
the slowdown in economic growth follows the path 
projected in the March forecast by Eesti Pank, the 
overdue loans of the banks increase to around 
1.5% of the loan portfolio. The strong profitability 
and capitalisation mean the banks will be able to 
cope with the possible loan losses. At the same 
time, securities markets have lost value around the 
world and are notably more volatile than before. 
This affects the asset positions of investment 
funds and insurers, and could make funding more 
complicated for the banks. The risk of cyber attack 
has become more pronounced than before, and 
any attack of this kind could cause serious disrup-
tions in the functioning of the infrastructure that is 
needed for the financial sector to operate.

The risks to financial stability from real 
estate prices and rapid loan growth, which 
increased when the economy was recovering 

strongly after the pandemic, have temporarily 
declined because of the war and sanctions. 
Confidence and demand for loans fell right after 
the Russian invasion of Ukraine, and the transac-
tion activity in the real estate market stopped grow-
ing. There are already signs though of a recovery in 
demand for loans, and given that labour shortages 
will remain and inflation is expected to ease, mean-
ing that real wages will still rise in the years ahead, 
the demand for credit could again increase sub-
stantially and growth in loans could be quite fast. 
The rise in real estate prices will not necessarily 
slow markedly either, as the supply difficulties for 
building materials and rising prices may squeeze 
the supply of residential property even further. The 
indebtedness of households could start to grow 
in consequence, increasing the danger of people 
facing difficulties in repaying their loans if the econ-
omy were to deteriorate or interest rates to rise.

The war and the sanctions have also deliv-
ered setbacks to developments in neighbour-
ing countries that are important for banking 
in Estonia. The Latvian and Lithuanian econ-
omies, like the Estonian one, are affected by the 
break in commercial relations with Russia, Belarus 
and Ukraine, and so loan losses could increase at 
the branches of Estonian banks operating in those 
countries. At the same time there is no indication 
of a reduction in the risks from the rapid growth in 
lending that started earlier in the Lithuanian econ-
omy, as both credit and real estate prices have 
continued to rise very fast. The Swedish econ-
omy is affected by the war and sanctions primar-
ily because the economy is export oriented. The 
war and sanctions could reduce demand in export 
markets for Swedish goods. The main risk to the 
Swedish economy remains though the high and 
rising levels of real estate prices and indebtedness, 
which make the economy less resistant to shocks.

Eesti Pank estimates that the measures 
taken to ensure stability in the financial sec-
tor are sufficient in the current environment. 
The capital requirements set by Eesti Pank help 
ensure that the banks hold sufficient capital to 
cover their risks. In the current environment where 
there is much more uncertainty than before about 
economic developments in the short term, and 
where the risk of rapid credit growth has temporar-
ily abated, Eesti Pank does not consider it neces-
sary to raise the rate of the countercyclical capital 
buffer further. If the risks from credit growth should 



5

FI
N

A
N

C
IA

L 
S

TA
B

IL
IT

Y
 R

E
V

IE
W

 2
0

2
2

/1

increase though, and indebtedness should start to 
grow, it may prove necessary to tighten the counter- 
cyclical capital requirements in the near term. The 

requirements set by Eesti Pank for issuing housing 
loans help to guard against an increase in the risks 
from rapid growth in lending. 

Macroprudential measures of Eesti Pank

Measure Requirement

Countercyclical capital buffer 0% 
(1% from 07.12.2022)

Other systemically important  
institutions buffer

Swedbank AS 2%

AS SEB Pank 2%

Luminor Bank AS 2%

AS LHV Pank 1.5%

Risk weight floor for mortgage loans* 15%

Requirements for issuing housing 
loans**

Loan-to-value (LTV) limit 85%***

Debt service-to-income  (DSTI) limit 50%

Maximum maturity 30 years

* The floor is set for the average risk weight of the mortgage loan portfolio of credit institutions that use the IRB approach
** The limits may be breached by 15% of the volume of mortgages issued each quarter
*** The limit is 90% for loans guaranteed by KredEx

Eesti Pank’s assessment of the main risks to financial stability

DETERIORATION IN THE SOLVENCY 
OF COMPANIES AND HOUSEHOLDS

Russia’s invasion of Ukraine and the consequent sanctions 
together with inflation cause the solvency of companies and 
households to deteriorate and the loan losses of the banks to 
increase.



IMBALANCES IN THE HOUSING 
MARKET

The number of transactions in the real estate market starts to 
increase and prices continue to rise fast. Growth in housing 
loans turns out very fast, and so household indebtedness 
increases, increasing the danger of households falling into 
difficulties in repaying loans.



DETERIORATION IN THE SOLVENCY 
OF COMPANIES AND HOUSEHOLDS 
IN THE BALTIC STATES AND 
IMBALANCES IN THE REAL ESTATE 
MARKETS IN THE REGION

The war and sanctions cause the solvency of companies and 
households in neighbouring countries to deteriorate and the 
loan losses of the Estonian banks operating there to increase. 
Rapid growth in real estate prices and housing loans in 
Lithuania and Sweden could threaten financial stability in those 
countries, and through that the financial position of the banks 
operating in Estonia.



INCREASED RISKS TO THE 
FINANCING OF BANKS

The war and sanctions increase uncertainty in international 
securities markets and this makes it more difficult for banks to 
issue bonds, putting pressure on their liquidity. 

Scale: 1 = minor risk and 6 = major risk. The arrow indicates changes in the risk level from the assessment of November 2021

1 2 3 4 5 6
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THE IMPACT OF RUSSIA’S INVASION OF UKRAINE 
AND OF SANCTIONS ON THE ABILITY OF  
COMPANIES AND HOUSEHOLDS TO PAY 
The Estonian economy was performing well last year and at the start of this, and the financial position of 
businesses and households was good. There were consequently relatively few businesses and house-
holds facing difficulties repaying loans. Growth in the economy would have slowed anyway, but the mili-
tary aggression by Russia made conditions substantially more complicated for many companies, adding 
a lot of uncertainty, and it is possible that there will be a downturn in the economy. Although the eco-
nomic links between Estonian businesses and Russia, Belarus and Ukraine are not that tight, the war and 
the consequent sanctions are limiting the export opportunities for several companies, making commod-
ities harder to access, and raising the prices of inputs. Some people working at companies that fall into 
difficulties may lose their jobs, while rising inflation will put pressure on family budgets. Overall this will 
reduce the ability of companies and households to pay their loans, and the level of overdue loans and 
loan losses at the banks may rise. 

THE IMPACT OF THE 
WAR ON THE ECONOMY 
AND THE SOLVENCY OF 
BUSINESSES
The Estonian economy and the majority of 
companies were performing well before 
Russia launched its war. Corporate sales and 
profits grew in the second half of 2021 by around 
30% (see Figure 1). Operating volumes in most 
branches of the economy measured at constant 
prices were above their levels from before the pan-
demic1. Corporate liquidity buffers were at histori-
cally high levels, and despite slowing a little at the 
start of this year, the growth in corporate depos-
its was still 12% at the end of February. The very 
good solvency of companies is shown by the share 
of loans overdue more than 60 days falling to only 
0.23% by the end of February (see Figure 2). The 
volume of overdue loans has fallen in the past half 
year for corporate loans in all of the largest sec-
tors. The share of loans with a payment holiday is 
also small and has steadily fallen further. The com-
mercial banks find that the war did not cause any 
major changes in the quality of loans during the 
first month.

Following from the good financial results, 
corporate debt also grew. It was driven by 
demand picking up well and boosted further by 
the increased supply of credit from the banks. 
The growth in the corporate loan portfolio of the 
banks operating in Estonia reached some 8% by 
the end of February (see Figure 2). The growth has 
been led for a couple of years by companies in real 
estate and construction, and in the primary sec-
tor. The non-bank financial sector has also seen a 
strong upswing in lending, but the role of funding 
from abroad has declined a little in the past couple 

1  Value added was only lower in accommodation and food service, retail and agriculture.

of years. The stock of loans from abroad grew by 
only 1% last year. As nominal economic growth 
has been very fast, corporate indebtedness has 
not increased though.

Figure 1. Annual growth of corporate sales 
turnover, deposits and profit

Source: Statistics Estonia
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Figure 2. Growth of corporate bank loans and 
leases and non-performing loans

Source: Eesti Pank
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Growth in the economy will slow in future. It 
is possible the economy will decline, which 
could hurt the solvency of companies. Growth 
will slow for three reasons, as the available labour 
that has allowed rapid growth has been used up, 
inflation will restrict consumption, and the war 
launched by Russia against Ukraine will also hin-
der growth. Very fast growth over the past year 
has allowed the deployment of resources that were 
left idle during the pandemic, but growth will start 
to slow once those resources have been used. 
Increasing labour shortages were one reason 
alongside higher import prices, especially energy 
prices, for why inflation was already very high in 
Estonia before Russia invaded Ukraine. High infla-
tion restricts the purchasing power of consumers 
and so limits growth in the economy.

Russia’s war and the economic sanctions 
will affect businesses in Estonia negatively in 
several ways. The first is that companies and their 
ability to repay their loans will be affected by the 
disappearance of export markets, or a substantial 
reduction in purchasing power in those markets. 
However, Russia has been in steady decline as a 
target market for Estonian exports (see Figure 3). 
The balance of payments shows that exports of 
goods and services in 2021 to Russia, Belarus and 
Ukraine totalled 3.2% of all Estonian exports, or 
some 2.6% of GDP2. The loss of export revenues 
will make it necessary to find new markets, which 
may not necessarily be easy to do very quickly. 
The consequent loss of revenues could hurt the 
ability of companies to service their loans, and 
cause them to reduce their staff.

The ability of some sectors and consumers 
to repay their loans may be harmed by diffi-
culties in importing raw materials, especially 
fuels and oils, metals, fertilisers, wood prod-
ucts and grain, and by inflation more than by 
difficulties in exporting. This will worsen further 
the supply-side problems that have been holding 
growth in the economy back and will push infla-
tion up, especially in sectors such as agriculture, 
production of construction materials, construc-
tion, and metal and wood processing. Difficulties 
in importing will make production processes and 
construction of buildings take longer and cost 
more, and could make it harder to meet agreed 
deadlines and to keep to the terms of contracts, 
including loan contracts. If companies succeed 
in passing price rises on to end consumers it will 
increase costs for households, and the consequent 

2  The sectors that were affected most were transport, and production of electronics and pharmaceuticals.

pressures on family budgets could cause difficul-
ties in servicing loan liabilities.

Direct investments by Estonian companies 
in Russia, Belarus and Ukraine are small. If 
those investments had to be abandoned or with-
drawals from those countries cause large losses, 
certain companies could receive a very serious 
financial blow. The direct investment position of 
Estonian companies in the three countries at the 
end of 2021 totalled 456 million euros, or 1.5% 
of GDP (see Figure 3). Around half of that invest-
ment was in Russia. The biggest investments were 
made in companies in manufacturing, real estate 
and retail.

Russia’s attack could cause greater uncer-
tainty, making households and companies 
more cautious, and so will probably reduce 
economic activity further (see Figure 4). There 

Figure 3. Direct investment in Russia, Belarus 
and Ukraine and trade with those countries

Sources: Eesti Pank, Statistics Estonia
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Figure 4. Confidence index for businesses and 
consumers

Source: Estonian Institute of Economic Research
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will be a particular loss of confidence around 
investments as it becomes harder to make long-
term decisions. The Eesti Pank economic forecast 
considers that increased uncertainty and reduced 
investment activity will reduce the demand from 
companies for credit this year to some extent, 
though debt is expected to grow by 5-7% in sub-
sequent years.

THE IMPACT OF THE WAR 
ON THE SOLVENCY OF 
HOUSEHOLDS
The financial position of households was gen-
erally good in the second half of 2021. In the 
fourth quarter of the year, the average gross wage 
was 7.3% higher than it was a year previously (see 
Figure 5). Wages also rose fast in the sectors that 
the pandemic had hit hardest. The labour market 
was moving towards exiting its crisis, and by the 
end of the year the number of people receiving a 
declared wage was similar to where it was before 
the virus crisis. The share of households with finan-
cial savings3 had increased by September 2021 to 
around 80%4. Withdrawals from the second pen-
sion pillar of 1.2 billion euros in September 2021 
and 77 million euros in January 2022 were added 
to the accounts of households, and around half of 
the money paid out in September remains on the 
accounts of households as deposits. Household 
deposits exceeded 11 billion euros for the first 
time in January, and were up more than 17% over  
the year.

The rise in consumer prices picked up pace 
in the second half of last year and started to 
reduce the purchasing power of households, 
and so earlier savings started to be used for 
spending. Survey data from the Estonian Institute 
of Economic Research show that families on low 
incomes have been showing signs since October 
of a sharp deterioration in their financial position. 
Despite the rapid rise in average gross monthly 
wages, high inflation in the fourth quarter left 
households with substantially less money for buy-
ing services and consumption goods. The share 
of households spending their earlier savings on 
everyday expenses has increased gradually each 
month since the autumn, from 4.1% in August 
to 10.3% in February. Even so, more than half of 

3  Cash, bank deposits, third pillar pension fund units, exchange tradable securities, fund units, investments in crowdfunding 
platforms, or crypto assets.
4  Financing of the Economy 2022.
5  See The rapid growth in housing loans may continue.
6  This covers loans from banks and other lenders.

households considered in February that they were 
able to save money. Households have been aided 
in coping with high inflation by compensation for 
energy costs and a price ceiling for energy.

Demand from households for loans remained 
strong in the second half of 2021 and the 
first months of 2022. By the start of this year 
the amount issued by banks in housing loans 
to households had increased substantially (see 
Figure 6)5. The issuing of new consumer loans6 
also continued at a similar rate to that from before 
the pandemic. As the money withdrawn from the 
second pension pillar was also used for repaying 
consumer loans though, the growth in the volume 

Figure 5. Annual growth in wages and house-
hold deposits and unemployment

Sources: Statistics Estonia, Eesti Pank
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Figure 6. New housing loans and other loans

Other loans are issued by both banks and other creditors
Sources: Eesti Pank, Finantsinspektsioon
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of such loans was slower than it was a year previ-
ously (see Figure 7).

Demand from households for loans will prob-
ably continue to be fairly strong in the near 
term. Further demand for credit will be restrained 
to some extent by the uncertainty arising from the 
economic policy environment, but it will equally 
continue to be supported by continuing growth 
in gross monthly wages and high employment. 
Further withdrawals from the second pension pil-
lar are expected in May, and the level of household 
savings remains high. Russia’s military aggression 
has caused great uncertainty, and this could make 
the risks from household indebtedness increase in 
the coming years7.

Some people working in the corporate sector 
may see their incomes reduced as a conse-
quence of Russia’s war, or may lose their jobs, 
causing them difficulties in paying their loans. 
Eesti Pank’s forecast published in March expects 
that unemployment will rise to around 7% this year. 
The biggest blow may fall on companies in manu- 
facturing, and in transport and logistics, and on 
people working there. Employment in accommoda-
tion and food service, and in leisure and entertain-
ment, which were hit hardest by the pandemic, will 
be buoyed by the loosening of the pandemic restric-
tions. In the broad sweep, there will remain labour 
shortages in the labour market, and these will con-
tinue to exert upwards pressure on wages.

High inflation will continue to affect the pur-
chasing power of households for a longer 
time than was earlier expected. This will put 
pressure on the capacity of some households to 
service their loans. Although the average gross 
monthly wage is expected to continue to rise in 
nominal terms, the impact on purchasing power 
will be deeper and longer lasting than was ear-
lier estimated. Households on lower incomes are 
particularly vulnerable to general inflation like this, 
as a larger part of their income goes on essen-
tial spending, and households that spend a larger 
part of their income on their liabilities will also be 
exposed. Surveys in 2020 showed that a fifth of 
those households that have some loan liabilities 
do not have any money left over in a month after 
essential spending and their monthly loan repay-
ments. The Eesti Pank forecast published in March 
expects wage growth to overtake inflation next 
year, which should help strengthen the financial 
position of households.

7  See Box 1.

Inflation reducing the ability to pay could 
increase the share of loans not repaid by the 
deadline in the consumer loans segment. 
Loans not repaid by the deadline as a share of all 
the loans issued to households was small at the 
start of this year (see Figure 8). It can be assumed 
that any delay in loan repayments is more likely to 
appear for consumer loans, and so overdue loans 
will increase more in this segment.

POSSIBLE INCREASES IN 
OVERDUE LOANS AND LOAN 
LOSSES
To estimate the possible share of problem 
loans in the loan portfolios of banks, the Eesti 
Pank economic forecast has been compared with 
what happened in the global financial crisis that 
started in 2008. Eesti Pank’s forecast published 

Figure 7. Annual growth in the portfolio of 
household loans

Other loans are issued by both banks and other creditors
Sources: Eesti Pank, Finantsinspektsioon
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Figure 8. Share of loans overdue for more than 
60 days

Sources: Eesti Pank, Finantsinspektsioon
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in March expects the economy to shrink by 0.4% 
this year, and unemployment to rise to around 7%. 
A linear relation is assumed for the housing and 
consumption loans of households, so a rise of one 
percentage point in unemployment during the cur-
rent crisis sees overdue loans added by the same 
amount as last time. For corporate loans, a devia-
tion in economic growth of one percentage point 
from potential will lead to the same increase in 
overdue loans as during the financial crisis of 2008. 
It is assumed that write-downs of loans will cover 
60% of the volume of non-performing loans, which 
is also a comparable proportion to that seen in the 
previous financial crisis. Banks are divided for the 
calculation into two groups of systemically import-
ant banks and small banks. Given that the lending 
standards of the banks are probably tighter than 
they were before the financial crisis and the finan-
cial buffers of the non-financial sector are larger, 
these assumptions represent quite a conservative 
assessment.

With the current economic forecast and the 
assumptions given here, the share of over-
due loans at the banks operating in Estonia 
could increase to around 1.5%. The share of 

non-performing loans at systemically import-
ant banks would be a little smaller at 1.3%, but it 
would be notably larger at 2.7% at the small banks. 
The difference arises because consumer loans are 
a larger part of the loan portfolio at small banks. 
Overdue loans would be 2.8% of consumer loans, 
1.7% of corporate loans, and 1% of housing loans. 
It should be remembered in interpreting these 
results that the impact of the crisis caused by the 
war in Ukraine is hard to predict and that there is 
very large uncertainty around possible overdue 
loans.

The profitability of the banks operating in 
Estonia is high and their capitalisation is 
good, and so they are able to cope with pos-
sible loan losses. The possible loan losses of 
the banks could reach up to 200 million euros in 
Estonia. This is about half of the profit that the 
banks made in 2021. Possible loan losses would 
reach around 1.3% of risk assets, though this 
would again be larger at small banks at 3.5% (see 
Figure 9). If necessary, banks can cover the losses 
not only from profit but also from their voluntary 
buffers and the buffers required by supervisory 
authorities. 

Figure 9. The capitalisation of the banking sector and potential loan losses

Source: Eesti Pank
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Box 1: Assessment of the countercyclical capital buffer rate
Eesti Pank decided in November 2021 to set the countercyclical capital buffer requirement for the 
banks at 1%, which starts to apply from 7 December 2022. This is the base requirement in the Eesti 
Pank framework that does not change under normal circumstances, and that can be extended with 
a cyclical requirement following estimates of the credit cycle. Eesti Pank assesses the need for the 
cyclical requirement once a quarter.

At the end of last year and the start of this, an increase in the risk from rapid credit growth was 
clearly suggested by most of the indicators for economic activity, including increased corporate 
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sales turnover, rapid wage growth, busy trans-
action activity and rising prices in the real estate 
market, increased loan supply from the banks, 
and looser lending conditions because of com-
petition, but the invasion of Ukraine by Russia 
has substantially changed the economic and 
financial environment. Greater uncertainty and 
higher inflation may make companies more cau-
tious about new investment, and growth in con-
sumption could also prove slower than was ear-
lier forecast. These factors will reduce demand 
for credit in 2022 and ease the rapid growth in 
the credit cycle.

Growth in credit will still remain relatively fast 
though. The Eesti Pank March forecast expects 
the total debt of companies and households 
to grow by around 7% this year, which is a lit-
tle faster than in 2021. This forecast is some two 
percentage points lower than the growth forecast in December though (see Figure B1.1).

Credit volumes will primarily be increased by rapid rises in various prices, and by the continued 
financing of residential property. Although the shock caused by the war could reduce transaction 
activity in the market for residential property, this impact is likely to be short lived. Household debt 
is forecast to grow by more than 9% this year and next, indicating a strong credit cycle. Inflation 
will mean that corporate debt grows this year by a more moderate 5%, and that growth will pick up 
next year as investment increases.

Although the rate of growth in total debt will accelerate, the indebtedness of the non-financial sec-
tor as a ratio to GDP will fall from 116% in 2021 to 111% (see Figure B1.2). The ratio will fall because 
inflation will lead nominal GDP to grow rapidly. Indebtedness will probably still increase in future, as 
the Eesti Pank March forecast expects debt to grow faster in the coming years than both GDP for 
the current year and long-term nominal GDP (see Figure B1.3), meaning that the risks from rapid 
credit growth will increase. 

The deterioration in the economic climate caused by the war in Ukraine will overall reduce the risks 
from excessively fast growth in credit this year, but the risk will remain looking forwards. This makes 

Figure B1.1. Forecasts for annual growth of 
non-financial sector debt and nominal GDP

Sources: Eesti Pank, Statistics Estonia
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Figure B1.2. Non-financial sector 
indebtedness

Sources: Statistics Estonia, Eesti Pank
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Figure B1.3. Forecast for annual growth of 
non-financial sector debt and nominal GDP
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Sources: Eesti Pank, Statistics Estonia
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it highly probable that the banks will need to hold a countercyclical capital buffer of more than the 
1% base requirement in the years ahead. However, the increased uncertainty in spring 2022 and 
the more cautious attitude of businesses to borrowing could cause any rise in the countercyclical 
capital buffer to be postponed. 

Box 2: The risks for Estonian financial stability from Latvia 
and Lithuania
Like in Estonia, the economic outlook in Latvia and Lithuania has been affected very much by 
Russia’s invasion of Ukraine and the consequent economic sanctions. The Latvian and Lithuanian 
economies are affected not only by the uncertainty caused by the war, but also by shortages of 
labour and high inflation, which threaten to restrict consumption and slow economic growth. Like 
those of Estonia, the economic connections of the other Baltic states to Russia and Belarus have 
been reduced. It is important from the point of view of Estonian financial stability to monitor events 
in the Baltic neighbours, as branches of several banks from Estonia operate in those markets. 
Increasing loan losses in Latvia or Lithuania would harm the financial positions of banks operating 
in Estonia, and also harm Estonian financial stability.

The Baltic state most affected by the war in Ukraine because of economic exposure is Lithuania. 
Russia, Belarus and Ukraine took 11% of Lithuania’s exports of goods in 2021. The Lithuanian cen-
tral bank notes though that some three quarters of that was transit trade with Russia and Belarus, 
meaning that the interruption to exports to Russia and Belarus has affected the transport and logis-
tics sector above all, but not the industrial sector to the same extent. The Lithuanian central bank 
estimates that a total stop in exports to Russia, Belarus and Ukraine in 2022-2024 would cause the 
Lithuanian economy to shrink by 3%.

The Lithuanian financial sector has limited connections to Russia. The direct risk positions held by 
the banks in Russia, Belarus and Ukraine are modest, as they account for less than 0.5% of the 
total volume of loans and deposits. Payment institutions are exposed to slightly larger, though still 
low, risks, as one is fully owned by a Russian citizen and several are partially under Russian control.

Russia, Belarus and Ukraine accounted for some 7% in total of Latvian goods exports last year. 
The Latvian central bank noted in its February monthly statement that the sectors most dependent 
on the Russian market are production of food, especially alcohol, electronic equipment, and phar-
maceuticals and textiles. Although Russia takes 20-30% of exports from individual sectors, goods 
exported from Latvia to Russia are some 6% of total exports.

The risks to the Latvian financial sector from exposure to Russia, Belarus and Ukraine are also lim-
ited, and are largely concentrated in individual small banks. Loans to residents of Russia, Belarus 
and Ukraine account for some 1% of the portfolio of banks operating in Latvia, and their deposits 
are around 2% of the total.

It follows from this that the Latvian and Lithuanian economies should not face difficulties in over-
coming the initial shock, but the indirect or second-round impacts of the war, which include higher 
prices for oil, energy and food products, are harder to assess. It may also prove harder than 
expected to find replacement markets, and problems could be caused by cyber attacks or inter-
ruptions to international payment systems.

The condition of the banks operating in the Baltic states before the war gives grounds for greater con-
fidence. The Common Equity Tier 1 (CET1) funds of the Latvian and Lithuanian banks under direct 
supervision by the European Central Bank were substantially more than the European Union aggre-
gate level of 15% in the third quarter of 2021, at 24% in Latvia and 22% in Lithuania. The share of bad 
loans in Latvia and Lithuania is lower than the European Union aggregate average of 2.17%, as it is 
in Estonia, at 1.6% in Latvia and 0.8% in Lithuania. A further reason for optimism is that the central 
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banks in both countries forecast moderate growth 
in the economy in 2022 despite the war, with 
growth of 1.8% in Latvia and of 2.7% in Lithuania.

Growth in the economies of all three Baltic states 
has remained strong, like it was in the autumn, 
and inflation has been held high mainly by rising 
energy prices. As geopolitical risk has been real-
ised, so cyclical risks have also increased. The 
borrowing activity of the non-financial sectors in 
Estonia and Lithuania was particularly eye-catch-
ing in comparison of the three countries last year, 
as the growth in the volume of loans issued to the 
non-financial sector was around 9% in Estonia 
and 14% in Lithuania. Credit growth in Latvia 
remained moderate at 1.8%, but even so the vol-
ume of new housing loans reached its highest 
level since the crisis of 2008 (see Figure B2.1). 
Uncertainty about the economic environment 
has caused the corporate loan portfolio to shrink 
for several years in a row, and the volume of cor-
porate loans in Latvia declined by 4% in 2021 
(see Figure B2.2).

The volume of loans to the Lithuanian non-finan-
cial sector increased substantially. The volume 
of lending to households increased in total by 
around 11% over the year, with housing loans up 
by a  little more than 11%, and the portfolio of con-
sumption loans up by 9%. Competition and the 
favourable economic environment brought down 
average interest margins on new housing loans 
and consumption loans. The active credit mar-
ket was encouraged by deposits that had been 
built up and by rapid growth in wages. Incomes in 
Lithuania were around 10% higher in December 
2021 than they were a year earlier, which con-
tributed to the growth at the same time of 18% 
over the year in deposits. The rate of growth in 
deposits slowed as the year ended though, and 
in January 2022 the volume of deposits fell for the 
first time since the start of the pandemic, and that 
trend continued in February.

The impact of rising incomes and strong demand 
has pushed real estate prices up considerably, 
leading the Lithuanian central bank to identify 
increasing signs of overheating in the market. The 
bank considered that real estate in Lithuania was 
overvalued by around 9% in the third quarter of 
20218, but given that prices for residential space 

8  Credit and real estate market review by the Lithuanian central bank, March 2022. https://www.lb.lt/uploads/publica-
tions/docs/36171_4b7c0a735997b61fff0b74127f2771c8.pdf.

Figure B2.1. Trade in goods with Russia, 
Belarus and Ukraine and direct invest-
ments in those countries

Data as at the fourth quarter of 2021
Sources: Eurostat, central banks and national statistics 
offices of Estonia, Latvia and Lithuania
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Figure B2.2. Annual change in the stock 
of housing loans

Source: European Central Bank
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Figure B2.3. Annual change in the stock 
of corporate loans

Source: European Central Bank
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were some 23% up over the year in January 2022, it may be concluded that Lithuanian real estate 
is now even more overvalued.

Lithuanian companies took advantage of the favourable economic climate for making investments. 
The interest margins on corporate loans fell notably, like those on loans to households did, drop-
ping from 3% to 2.7%. The corporate loan portfolio increased by 18% over the year, but the volume 
of deposits was largely at the same level as in 2020. The volume of bank loans to real estate and 
construction companies that are linked to the overheating real estate sector grew by 12% over the 
year.

The Lithuanian central bank started to apply various macroprudential measures last autumn to 
minimise the risks. The first of these was a maximum 70% LTV limit on second and subsequent 
housing loans, which started to apply on 1 February 2022. The second was a 2% sector-based 
systemic risk buffer for housing loan providers that have a housing loan portfolio worth at least 50 
million euros, which starts to apply from 1 July. 
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THE RAPID GROWTH IN HOUSING 
LOANS MAY CONTINUE 
Demand in the housing market increased last year because of the sharp rise in confidence and the strong 
growth in incomes and savings. This caused rapid growth in housing prices and housing loans last year 
and in the first months of this year. Russia’s invasion of Ukraine and the consequent increasing uncer-
tainty have applied the brakes to the growth in transaction activity in the housing market. As incomes 
are forecast to continue to grow in the years ahead, activity could start to increase again in the housing 
market, and rapid growth in prices and housing loans may continue. This will increase the indebtedness 
of households, which will make them more vulnerable than before to any fall in incomes or rise in interest 
rates. The requirements set by Eesti Pank help to reduce the increased risks from housing loans. 

RAPIDLY RISING WAGES 
SUPPORT DEMAND IN THE 
HOUSING MARKET
Demand in the housing market increased last 
year because of the sharp rise in confidence 
and the strong growth in incomes and sav-
ings. This was amplified by the money withdrawn 
from second pillar pension funds. Rising wage 
income was temporarily complemented as a driver 
of transaction activity by some 1.2 billion euros 
that were withdrawn from second pillar pensions 
into people’s bank accounts. Although the banks 
estimate that around half of that money remains 
on deposit accounts, part of it still entered the real 
estate market.

Activity is particularly evident in the second-
ary market for apartments, which is where 
the money withdrawn from pension assets 
mainly went. The number of transactions in the 
apartment market as a whole rose by a fifth, but in 
the secondary market there were over a third more 
sales and purchases of apartments than in the pre-
vious year (see Figures 10 and 11). Purchases of 
new apartments are limited by the speed at which 
they arrive on the market, which was a little slower 
last year than it was a year earlier. There were 
some 7% fewer purchases and sales of new apart-
ments than in 2020.

Increasing demand pushed prices for resi-
dential property up fast. The residential prop-
erty price index from Statistics Estonia was on 
average 15.1% higher in 2021 than a year earlier. 
Apartments were some 15% more expensive than 
a year earlier, and houses were up 16% (see Figure 
12). Prices rose fastest in the secondary market for 
apartments in Tallinn.

Transaction activity in the first months of 
this year remained at the same level as it was 
last year. Demand may have been affected in the 
first months of the year by rapidly rising energy 
prices reducing confidence. The number of offers 
for residential property has started to rise again. 

Uncertainty was increased further at the end of 
February by the outbreak of war in Ukraine, but 
prices still continued to rise fast.

The Eesti Pank model suggests that the hous-
ing market is a little overvalued (see Figure 13). 
The market is more overvalued than it was a year 
earlier, but not by much because incomes and 
employment have risen rapidly at the same time.

Figure 10. Number of transactions with real 
estate for housing purposes

Source: Estonian Land Board
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Figure 11. Apartments sold, new and on the 
secondary market

Source: Estonian Land Board
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The purchasing power of households will con-
tinue to be supported by rapid wage growth 
moving forwards, and by relatively low unem-
ployment, though the impact of rising wages may 
be reduced by the rising cost of living. Higher liv-
ing costs may in some places make households 
less keen to increase their debt levels, but the Eesti 
Pank forecast expects that wages will rise faster 
than consumer prices in the longer term. High 
inflation may though make some of the households 
with larger savings prefer to invest their savings in 
real estate. New withdrawals from the second pen-
sion pillar will not seriously affect the real estate 
market any more, as the amount withdrawn will be 
substantially less than that in 2021. The impact of 
the funds that have already been withdrawn may 
continue to be felt though.

Demand will also be increased by people who 
have relocated because of the crisis. The rise 
in the number of residents will first be felt mainly in 
the rental market, where increasing demand has 
already pushed prices up. However the gap in the 
rental market caused by the drop in demand from 
short-term tenants because of the pandemic and 
new visa restrictions remains to be filled. It may 
be expected in the longer term though that as the 
number of residents rises, so will the number of 
people wanting to buy real estate.

The rise in Euribor will make borrowing more 
expensive. The possible move of Euribor into pos-
itive territory in the coming years could increase 
the costs of loan servicing. Higher interest costs 
could make households less willing and able to 
increase their debt levels, and make investment in 
real estate for rent less attractive.

The supply of new residential property could 
be even more limited than before, pushing 
prices upwards. A small fall in the number of 
construction permits issued indicates the decline 
in the addition of new developments (see Figure 
14). Supply difficulties for construction materials 
and large rises in prices will probably mean that 
construction projects that have already started will 
be completed later than planned. There are also 
some developers that have temporarily postponed 
the start of new projects because of the increased 
uncertainty.

ACTIVITY IN THE HOUSING 
MARKET LED TO GROWTH 
IN HOUSING LOANS
The yearly growth in the portfolio of hous-
ing loans of the banks accelerated to around 
10% by the end of February. Some 40% more 

Figure 12. Annual growth in housing prices 
and average gross wages

Source: Statistics Estonia

-5%

0%

5%

10%

15%

20%

25%

2019 2020 2021

increase in the average gross wage 
housing price index 
price index for apartments 
price index for houses 

Figure 13. Over or undervaluation of the housing 
market in the baseline model of Eesti Pank

A value of 0.1 denotes overvaluation of 10%
Sources: Statistics Estonia, Eesti Pank

-0.4

-0.3

-0.2

-0.1

0.0

0.1

0.2

0.3

0.4

0.5

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

upper 95% confidence bound 
difference between actual and estimated long-term value 
lower 95% confidence bound 

Figure 14. Four-quarter moving average of 
building and use permits for dwellings

Source: Statistics Estonia
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new housing loans were issued last year than in 
the previous year. The value of new loan contracts 
signed in the final months of the year was less than 
the volume of loans issued though, indicating a 
shortage of newly developed real estate (see Figure 
15). The number of loans issued last year was still 
over 20% higher than in 2020, but substantially 
below the number issued during the lending boom 
in 2006, when three times as many loan contracts 
were issued during the year as in 2021. The port-
folio of housing loans in Estonia grew around twice 
as fast as the average in the euro area last year 
(see Figure 16). The growth came partly from the 
strong growth in the Estonian economy.

Competition between banks in the housing 
loan market has become tighter, and inter-
est margins have come down. In 2019, just two 
banks issued more than three quarters of all hous-
ing loans between them, but by the end of last year, 
the market share of those banks had decreased 
notably as smaller banks expanded their activities. 
The average interest margin on new loans held at 
2.5% for several years, but by the middle of 2020 it 
had started to fall, reaching 2% by March this year 
(see Figure 17). The Bank Lending Survey from last 
year indicates that lending conditions have eased 
in places. This means the set of possible borrow-
ers increased and loans became more accessible, 
increasing the risks from credit growth.

The share of borrowers with high loan service 
costs relative to their incomes has increased. 
The debt service-to-income (DSTI) requirement 
states that the ratio of the total liabilities of the bor-
rower to their net income may not exceed 50% at 
the time of the loan decision. The share of loans 
where the DSTI of the borrower is close to the limit 
at 45-50% is increasing. Around a quarter of all the 
new loans issued in the final quarter of 2021 had 
a DSTI in this range. The imputed average DSTI of 
the new loans issued by the smaller banks, which 
are LHV, COOP and Bigbank, and by the banks 
under direct supervision of the European Central 
Bank, which are SEB, Swedbank and Luminor, 
is 39%. The housing loan portfolios of the small 
banks have a larger share of loans that are close to 
the DSTI limit than the portfolios of the large banks. 
The loans that have an exception that exceeds the 
limit are mainly found in the portfolios of the large 
banks though, and by the end of the year the vol-
ume of such loans had increased to 8% of the 
new housing loans issued by the large banks (see 
Figure 18). The size of the monthly loan liabilities 

Figure 15. Number and turnover of new 
housing loans

Source: Eesti Pank
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Figure 16. Annual growth in the portfolio of 
housing loans in Estonia and the euro area

Sources: European Central Bank, Eesti Pank

-2%

0%

2%

4%

6%

8%

10%

2014 2015 2016 2017 2018 2019 2020 2021

Estonia 
euro area average 

Figure 17. Average annual interest rate on new 
housing loans

Sources: Eesti Pank, European Central Bank
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at the moment the loan contract is signed is also 
affected by the maturity of the loan, which was on 
average half a year longer in 2021 than previously.

There was also a small rise in the share of 
loans with a high loan-to-value (LTV) ratio (see 
Figures 19 and 20). The rise in the average LTV can 
be explained by the sharp rise in real estate prices, 
which made it harder for borrowers to save money 
for the down payment on a housing loan.

The share of loans issued with a KredEx guarantee 
increased during the pandemic, but it fell back in 
the second half of 2021 to where it was before the 
pandemic at 25% (see Figure 21). People wanting 
to reduce the obligation of the initial down payment 
can use guarantees from the KredEx foundation 
when applying for a housing loan. It is important 
with state-backed support measures that the state 
aid be well-targeted and appropriate, as defining 
the target groups too broadly can cause a gen-
eral rise in real estate prices. This would then make 
real estate less accessible for people and so the 
measure would work against the initial aim of the 
guarantees.

Changes to the conditions for KredEx hous-
ing loan guarantees started to apply from  
1 March 2022. An age limit relating to the number 
of children was set for young families, which is the 
most common type of application for guarantees. 
The requirements for energy efficiency classes 
for guarantees given for purchasing or renovat-
ing energy-efficient housing were also tightened. 
KredEx guarantees will in future be available only 
if the borrower is not the sole owner of any other 
residence at the time of application for the loan or if 
any such property is disposed of within 12 months. 

Figure 18. Distribution of loans near and 
above the DSTI limit

An annual interest rate of at least 6% is used in calculating the DSTI ratio
Source: Eesti Pank
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Figure 19. Weighted average LTV and DSTI 
ratios and loan maturity

Sources: Finantsinspektsioon, Eesti Pank
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Figure 20. Distribution of loans by the LTV ratio

For loans issued with a KredEx guarantee the limit is 90%
Sources: Finantsinspektsioon, Eesti Pank
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Figure 21. Share of housing loans granted with 
a KredEx guarantee

Sources: Finantsinspektsioon, Eesti Pank
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It will also be possible in future to get guarantees 
for up to 80% of the value of real estate in rural 
regions where values are lower. A new guarantee 
product was introduced for families with three or 
more children, allowing loans to be offered with 
down payments of 5%.

Eesti Pank considers that the changes to 
the conditions of KredEx guarantees make 
it more certain than before that they will be 
accurately targeted and appropriate. It is hard 
to estimate the total impact of the changes in the 
guarantee conditions on lending volumes, as the 
conditions have been tightened, limiting the group 
of possible beneficiaries, but at the same time new 
target groups of families with a lot of children and 
families in rural districts have been added, which 
then increases the number of possible beneficia-
ries and potentially also the volume of lending. The 
changes in the guarantee conditions will proba-
bly leave the group of beneficiaries smaller, as the 
conditions that were tightened were those on the 
more commonly used guarantees.

Eesti Pank has set requirements for issu-
ing housing loans to reduce risks and guide 
lending behaviour. The requirements set a limit of 
85% on the loan-to-value (LTV) ratio, a limit of 50% 
on the debt service-to-income (DSTI) ratio9, and a 
limit of 30 years as the maximum maturity for hous-
ing loans. On top of the loan-based restrictions, a 
risk weight floor for mortgages has been applied to 

9  A loan interest rate of at least 6% is used in the calculation of the DSTI limit.
10 Swedbank and SEB.

the capital adequacy calculations of the banks. An 
additional measure was set in 2019 for the banks 
that use internal ratings10, requiring them to use an 
average risk weight of 15% for housing loans when 
calculating their capital requirements. The require-
ments set by Eesti Pank are currently sufficient, but 
they could be tightened if needed to restrain a credit 
boom and stabilise the loan market.

It can be expected in summary that activity 
will again increase in the housing market and 
this could cause household indebtedness to 
start to increase in the years ahead. Incomes 
are forecast to continue rising in the coming years 
and the supply of new housing will remain limited, 
and so housing prices will probably rise further. 
Access to housing loans remains good as several 
banks are looking to increase their market share. 
Growth in housing loans is expected to remain 
quite fast in consequence, and this could cause 
household indebtedness to start to grow, increas-
ing the risks to financial stability. Housing loans are 
a very large part of the assets of the banks, and 
this share has increased. They made up some 44% 
of the loan and lease portfolio of the banks to the 
non-financial sector last year. Any payment difficul-
ties that households might face or a possible fall in 
value of real estate would worsen the quality of the 
loan portfolio of the banks, and cause loan losses. 
The requirements set by Eesti Pank help to reduce 
the increased risks from housing loans. 

Box 3: The risks to the banks from loans for commercial 
real estate are becoming increasingly important
The number of transactions for commercial and 
production land with buildings rose in 2021, as 
did the average price per square metre. The 
number of transactions for commercial and pro-
duction land with buildings was a quarter higher 
last year than it was in 2020 or two years ago (see 
Figure B3.1). The total value of transactions was 
more than double what it was a year earlier, indi-
cating a strong rise in the price per square metre 
of commercial real estate.

Starts in the construction and expansion of com-
mercial real estate have jumped to a much higher 
level since the crisis stage of the pandemic (see 
Figure B3.2). The rate of construction of new 
commercial property is quite equal to demand in 
the market for commercial real estate. A stable 

Figure B3.1. Number and average value of 
transactions with real estate for 
commercial and industrial purpose

Source: Estonian Land Board
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250,000-300,000 square metres of construction 
has been started each quarter since the second 
half of 2020. The fastest growth from earlier years 
has been in the development of manufacturing 
and office buildings, while the amount of retail 
space built has declined.

The vacancy rate for commercial real estate 
changed little last year. Owners had to cope with 
a fall in demand for office and retail space during 
the pandemic. There still remains a little more 
vacant office space in Tallinn than usual, though 
the figure for vacancies fell by the end of last year 
to 8.9% (see Figure B3.3). Demand for commer-
cial space was supported by information technol-
ogy, health and other professional services, and 
the public sector. The vacancy rate for offices is 
higher in Riga at 11.5% than it is in Tallinn, while 
the level in Vilnius is similar at 8.6%. Rental prices for offices, which illustrate the dynamics of 
demand and supply, remained steady on average last year and even rose a little for higher qual-
ity commercial space. The average vacancy rate for retail space in Tallinn and the amount of retail 
space did not change over the year, but the share of retail space that was available was twice as 
large as in earlier years. The availability of space in shopping centres in Tallinn increased to 4.5%11. 
The ongoing crises and restrictions caused the numbers of visits to shops and accommodation 
providers to fall. The number of foreign tourists was well below what it was before the crisis, and 
this affected many tenants and owners of real estate for retail purposes. New storage and produc-
tion space also came to the market. The amount of unoccupied space in storage, logistics, produc-
tion and other manufacturing real estate fell from 4.4% in 2020 to 3.3% because of strong demand.

Loans to build or acquire commercial real estate have increased over time as a share of the port-
folios of the banks operating in Estonia, and they are now some 40% of the portfolio of corporate 
loans of the banks (see Figure B3.4). More than 70% of the volume of loans has been issued to com-
panies in real estate, and this means that the loan stock of real estate companies is around a third 

11  Vacancies increased primarily because of problems at the T1 shopping mall. Without T1, the vacancy rate in shopping 
centres in Tallinn would be 1.4%.

Figure B3.2. Starts for construction and 
enlargment of commercial real estate

Source: Statistics Estonia
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Figure B3.3. Average vacancy rates in 
Tallinn for commercial real estate

Prime industrial is only real estate in top locations 
and of top quality
Source: Colliers
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Figure B3.4. Stock of bank loans granted 
for financing commercial real estate and 
their share in total corporate loans

Source: Eesti Pank
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of the total stock of corporate loans. Bank loans 
to companies in real estate as a share of the cor-
porate loan portfolio is above the European Union 
average in Estonia and in the Nordic countries. 
This means that the performance of real estate 
companies dictates the quality of the loan port-
folio of the banks operating in Estonia to a signif-
icant extent.

The banks issued a record amount of loans for 
commercial real estate last year, at around a bil-
lion euros. The fastest growth was in loans issued 
for development of retail space, while around a 
third less was issued in loans for office proper-
ties (see Figure B3.5). Loans for commercial real 
estate for companies in other sectors have also 
increased. It is mainly companies in construc-
tion, retail and manufacturing that are investing in 
commercial real estate.

Competition has increased in the market for commercial real estate loans, and the supply of loans 
has grown. The market for new loans for commercial property has shifted in recent years towards 
the smaller banks, though some 60% of the loan stock remains in the portfolios of Swedbank and 
SEB, the two largest banks. The average interest rate on loans taken to develop or finance new 
office space was about a percentage point higher than it was last year. Interest rates for other seg-
ments have mainly remained where they were before the pandemic. Equally, the increased com-
petition and the growth in the market share of smaller banks indicates that the other conditions 
on new loans for commercial real estate, including for example the loan-to-value ratios or the loan 
maturities, may have eased.

The loan quality of the sector is currently very good, as the share of loans that are overdue by more 
than 60 days was only 0.15% of the portfolio of loans to real estate and construction. Earlier crises 
have indicated that the performance of the real estate and construction sector is very sensitive to 
changes in the economic cycle, and overdue loans can quickly rise to a higher level if the economy 
turns down. The recession in 2010 caused the share of loans to the real estate and construction sec-
tor that were long-term overdue to rise to above 14% of the whole loan portfolio of the sector, and at 
their peak they accounted for almost 70% of all the long-term overdue loans of the banks at the time.

The further development of the economy is of key importance for the future of the commercial real 
estate market, and there is currently great uncertainty around it. A recession could reduce the demand 
to rent, causing difficulties to investors and developers in servicing their loans for commercial real 
estate. The outlook for existing commercial real estate, however, is improved by slower development 
of new commercial real estate because of supply difficulties and rising prices for production inputs 
in construction. As the outlook for the economy is currently less certain than previously, the possible 
expansion of companies is less likely to offset positively the vacancies of offices. Those letting space 
for rent in retail also have to consider the reduced impact of exports of tourism services. Equally 
though, growth in private consumption will support the retail sector in the years ahead. Demand for 
storage and logistics space will be supported because of the long-term trend towards e-commerce.

Given the relatively large share of loans for commercial real estate in the assets of the banks, banks 
must assess the increased credit risk thoroughly. The credit risk in the loan portfolio has increased 
because of greater uncertainty than before about the development of the economy, and partly also 
because of increased competition in the market. Although the market for commercial estate has 
improved since the pandemic crisis, uncertainty is greater than before because of the war in Ukraine, 
and changes in the market may be more sudden than previously, which could impact the banks more. 

Figure B3.5. New loans issued for 
financing commercial real estate

Loans with maturity of more than one year
Source: Eesti Pank
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THE IMPACT OF RUSSIA’S INVASION OF 
UKRAINE AND OF SANCTIONS ON THE 
ESTONIAN FINANCIAL SECTOR 

The direct connections between the Estonian financial sector and Russia are small, and so the immediate 
systemic risk from Russia’s military aggression and the economic sanctions remains limited. The extent 
of the indirect links of the Estonian financial sector to Russia are, however, hard to assess. The sanc-
tions applied to Russia affect the Estonian financial sector directly through two main channels, which are 
the direct positions of the Estonian financial sector in Russia, and the increased uncertainty in financial 
markets. The financial intermediaries primarily affected are the banking sector, pension and investment 
funds, the insurance sector, the stock market, and investment firms. Although uncertainty has by now 
abated to some degree in financial markets, unexpected turns in the progress of the war could still cause 
new concerns and increase risk aversion, so affecting the Estonian financial sector. The banking sector 
plays a major role in the Estonian financial sector, and the central bank is ready to provide liquidity loans 
against collateral to the banks if needed. 

Russia’s invasion of Ukraine caused increased 
uncertainty in securities markets, and so 
share prices fell for a time. Share prices started 
to fall on the Tallinn exchange as well after the war 
started. The fall has so far been relatively small 
though compared to that at the start of the pan-
demic (see Figure 22). The OMXT index in Tallinn 
fell by almost 13% in the seven days after Russia’s 
attacks started. Prices started to recover after that 
though, and by 24 March they had almost returned 
to where they were before the invasion. The share 
of foreign investors who usually rush to exit their 
investments when uncertainty increases is rela-
tively small, which helped reduce the impact on 
the Estonian exchange. The share of non-resident 
investors was below 15% at the end of January 
2022, and a vanishingly small percentage of shares 
is owned by investors who are residents of Russia. 
They accounted for less than 0.02% of the total 
capitalisation of the exchange at the end of January.

Russia’s invasion and the economic sanc-
tions have made the price of market-based 
financing for banks less favourable, though 
to a limited degree so far. The market inter-
est rates on covered bonds, which are the main 
instrument for market-based financing for the par-
ent groups of the banks operating in Estonia, have 
been rising since the middle of 2021 in response 
to inflation expectations. The spread of market 
interest rates over government bonds, which indi-
cates risk, rose for a time when the war started 
(see Figure 23), but it has started to narrow since 
the beginning of March. The general dynamics of 
the market interest rates for the covered bonds of 
the banks operating in Estonia have been similar 
to those of the bonds issued by the Swedish par-
ent groups (see Figure 24). The spread of the mar-
ket interest rates of covered bonds of the Estonian 

banks over government bonds also rose at the 
start of the war, but has since begun to narrow.

The sanctions on Russia have only a small 
direct impact on financing of the banking 

Figure 22. OMXT and other indexes, change 
from the beginning of 2019

Data as at 15/03/2022
Sources: Bloomberg, Eesti Pank calculations
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Figure 23. Yield to maturity of covered bonds 
in SEK of SEB and Swedbank

Bonds maturing in 2026
Data as at 23/03/2022 
Sources: Bloomberg, Eesti Pank calculations
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sector. The financing of the Estonian banking sec-
tor is based largely on deposits, and so the banks 
do not generally need to raise funds from other 
sources to finance their activities. The rapid growth 
in deposits has meant that the loan-to-deposit ratio 
of the banking sector has declined, and it fell to 81% 
by February (see Figure 25). The situation is differ-
ent for different banks though. Most of the banks 
have more deposits than loans, but some individ-
ual banks with total market share of a little less than 
12%, have a loan-to-deposit ratio that is well above 
100%, meaning that they need to get additional 
financing beyond deposits to finance their loan 
portfolios. The access of those banks to financing 
and the cost of it could be adversely affected by 
increased uncertainty in financial markets.

The majority of the bank deposits are held 
by residents of Estonia and other European 
Union countries, meaning that they are not 
particularly affected by the sanctions on 
Russia. Over 90% of the deposits of the non- 
financial sector are held by residents of Estonia, 
and residents of other European Union countries 
hold almost 90% of the non-resident deposits. The 
deposits of residents of Russia have always been 
very small, and they have declined further in the 
past five years so that they were less than 0.3% of 
all deposits at the end of 2021.

It is estimated that around 1% of the loans of 
Estonian banks have been granted to compa-
nies that transact directly with Russian busi-
nesses, and so the immediate effect of the 
sanctions on the loan portfolio of the banks 
is small. The majority of the loans issued by the 
banks to the non-financial sector are loans to 

residents of Estonia, which make up almost 99% 
of the loan portfolio. The share of loans granted to 
residents of Russia has never been large. At the 
end of February 2022, loans to residents of Russia 
accounted for only 0.2% of the whole loan portfolio 
of the non-financial sector.

The high level of liquid assets at the banks 
helps them to weather any possible adverse 
impacts of the sanctions. The liquid assets of 
the banking sector as a whole were 34% of total 
assets at the end of February 2022 (see Figure 26). 
This varies across banks, but the share of liquid 
assets is above 20% at a very large majority of the 
banks with total market share of over 80%, and it 
is only below 10% at some individual banks with 
market share of 2%. The high level of liquid assets 
makes the banks more resilient to short-term 
liquidity shocks. The good resilience is confirmed 

Figure 24. Yield to maturity of covered bonds 
in euros of LHV and Luminor

Bonds maturing in 2025
Data as at 23/03/2022  
Sources: Bloomberg, Eesti Pank calculations
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Figure 25. Loan-to-deposit ratios of the banks

Source: Eesti Pank
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Figure 26. Liquid assets of the banks as a 
share of total assets

Source: Eesti Pank
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by the liquidity coverage ratios of the banks, which 
show that their liquid assets were notably larger 
than the estimated net outflow of funds during a 
30-day stress period.

Sanctions and the consequent fall in secu-
rities prices have reduced the returns for 
funds, but the impact has so far been lim-
ited. Pension funds are much the largest part 
of the Estonian fund market with 77%, and they 
invest their assets largely in listed securities. 
Russia’s attacks and the consequent sanctions 
caused securities prices to fall, and this was then 
transmitted into the returns of pension funds. As 
the prices of securities started to recover in early 
March though, the impact was limited (see Figure 
27). The impact on the returns of pension funds 
was also less because investments in Russia 
are a very small share of the assets of the funds. 
Russian assets were only 0.03% of the assets of 
pension funds at the end of January 2022, while 
more than 80% was in investments in Estonia and 
other European Union countries. There are a cou-
ple of funds that have a main focus on investing 
in Russia, and the impact of Russia’s aggression 
and sanctions will be substantial for those funds. 
As the assets of those funds make up only 1% of 
the total assets of investment funds though, their 
impact on the fund market as a whole is not large.

The consequences of Russia’s military 
aggression for insurance companies and 
their clients are felt through the general fall in 
markets, direct investments, reduced sales 
volumes, and the realisation of investment 

risk. The impact on the Estonian insurance sector 
is generally small. Only a few insurance companies 
have made investments in securities from Russia, 
Belarus or Ukraine, and not in large amounts (see 
Figure 28), so the fall in the value of those invest-
ments does not meaningfully affect the financial 
position of the insurers. It is primarily clients of life 
insurers who have signed unit-linked life insurance 
contracts that are affected by falls in the value of 
investments. If a client with such a contract has 
contributed to investments in Russia, the value of 
those investments could fall substantially because 
of market conditions.

Insurance risk has not visibly increased, as 
the Estonian insurers have not particularly 
insured sites on the territory of Russia or 

Figure 27. Pension fund indexes, change from 
the beginning of 2019

Data as at 24/03/2022
Sources: Pensionikeskus, Eesti Pank calculations
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Figure 28. Insurance sector investments

Source: EIOPA
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Ukraine that could be damaged. Sales volumes 
of non-life insurance could fall a little, as insurance 
coverage of various products for travel to Ukraine, 
Russia and Belarus is being restricted.

The sanctions on Russia will adversely affect 
investment firms serving residents of Russia, 
but they are not a large share of financial 
intermediation in Estonia. The role of investment 
firms has always been small, and so their activ-
ities do not substantially affect financial stability 

even under normal circumstances. As some of the 

larger investment firms are in business with foreign 

investors, including those from Russia, the sanc-

tions on Russia could affect their activities, as the 

movement of assets and funds to Russia and from 

there could become very difficult, and the prices of 

assets in Russia have fallen a long way. The sanc-

tions could in consequence affect some invest-

ment firms directly, but the impact on the financial 

sector as a whole is small. 

Box 4. The impact of cyber risks on vital banking services 
is significant
Vital financial services in Estonia are payments, card payments and cash circulation. Ensuring that 
these services function in the event of a cyber attack is a priority for financial sector institutions. 
Vital services and the institutions that ensure their continuity are defined in the Emergency Act. 
The act makes Eesti Pank responsible for the continuity of two vital financial services12, which are 
payment services and cash circulation. As the organiser of the services, Eesti Pank has nominated 
banks13 that must be able to ensure that the vital financial services of payments, card payments and 
cash withdrawals are available even in an emergency.

Cyber security is crucial for the functioning of vital services in the Estonian financial sector. The 
impact of cyber risks is significant, and cross-dependence on other services increases cyber risk. 
The provision of vital financial services depends above all on the operation and resilience of the 
information systems of the banks providing vital services, and their ability to prevent cyber inci-
dents, manage cyber risks sufficiently well, and minimise those dangers. The operation of vital 
financial sector services also depends on the functioning of payment systems, communications 
and energy supplies. Making payments needs the customer of the bank to identify themselves, 
and this needs the authentication services provided by the state14 to operate without interruption.

Ensuring the provision of vital services is made more difficult for the financial sector by the number 
of parties involved in providing services and their cross-dependencies. The dependencies increase 
the cyber risks, as a successful cyber attack on one institution needed by the provider of services 
could cause a domino effect that interrupts the functioning of all vital services, meaning that peo-
ple cannot make payments, pay by card in shops, or withdraw cash from ATMs. This then means 
financial losses and loss of faith in parts of the financial system. This makes cyber resilience cru-
cially important for the operation of everyday payment transactions and for a competitive economy.

Cyber attacks on institutions in the Estonian financial sector15 have become more frequent and 
intensive, but they have been successfully blocked and their impact on the continuity of services 
has not been major. The Information System Authority estimates that Russia’s attack on Ukraine 
has increased the risk of cyber attacks for Estonian businesses. Several participants in financial 
markets and related companies were subject to distributed denial of service (DDoS)16 attacks in 
2021. The damage caused by smaller attacks was that services were unavailable for a few minutes. 

12  A service is vital if it makes an outsized contribution to the functioning of society and if an interruption to it would 
cause an immediate threat to life or health, or the supply of some other essential or generally necessary services.
13  The second paragraph of the Eesti Pank decree Descriptions and requirements for continuous operation of payment 
services and cash circulation states that the providers of vital services are AS SEB Pank, Swedbank AS, Luminor Bank AS and 
AS LHV Pank.
14  The state ID services are provided by SK ID Solutions AS.
15  Eesti Pank receives information about incidents from the banks providing vital services and the operators of payment 
systems providing vital services.
16  A distributed denial of service attack works by overloading the target with queries. Any website or system that is over-
loaded may become inaccessible, and cyber criminals use multiple computers for a DDoS attack, sending a large amount 
of traffic to the target website and overloading it so that the site or the system operates poorly.
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The DDoS attacks that had more impact stopped bank customers from making bank transfers or 
card payments for a few hours, and also interrupted communication services. Defensive measures 
have helped avoid the worst cases, and the interruptions to services have not had any conse-
quences for financial stability.

Eesti Pank and the banks providing vital services together mapped the impact of cyber attacks 
on the vital banking services of bank transfers, card payments and ATM transactions. The impact 
of a cyber attack on vital services depends on the scale of the attack, the capacity to resist the 
attack, and the measures taken by the bank. The banks have instituted various levels of security 
and so their digital solutions and payment services can partially cope with a cyber attack. So while 
a large DDoS attack could interrupt card payments through internet or mobile banks or payment 
by bank cards in shops and e-commerce, the solutions running on private networks are immune to 
the DDoS attacks because they cannot be accessed over the public internet. As far as is currently 
known, bank branches and ATMs can consequently be used as alternative channels through which 
people and companies can make payments and withdraw cash.

The very worst case scenario would be a serious attack on a bank providing vital services in which 
the cyber criminals succeeded in entering the information systems of the bank and forcing that 
bank to close its systems to prevent false payments being made or other damage being caused, 
with those systems remaining completely down and in principle no services at all being provided 
until the criminals had been ejected from the system. The banks providing vital services have taken 
measures17 for the operation of card payments that are designed so that if the bank that has issued 
the card cannot process card payments because of a cyber attack, other processors of card trans-
actions will step in to do so. It is important to note though that this solution is a short-term one that 
would apply until the limit of the bank was reached, and it would not work if the cyber attack had 
taken down the bank providing services to the merchant. In this case cash would be the alterna-
tive, and people could withdraw cash from the ATMs of their own bank if the banks that issued their 
cards were not under attack.

Eesti Pank as provider of vital services coordinates the direction of additional measures to ensure 
the best availability of vital financial services in an emergency. It works with the banks that provide 
the services on three fronts to ensure that payments, card payments and cash withdrawals func-
tion.

Eesti Pank, Finantsinspektsioon and the Information System Authority are jointly responsible for 
ensuring that the information systems of financial institutions are cyber secure and that vital ser-
vices operate. The owners of the information systems that are critically important for the func-
tioning of vital services in the financial sector are responsible for ensuring their cyber resilience18. 
Alongside them are the Information System Authority, Finantsinspektsioon and Eesti Pank as the 
three state institutions that must help ensure the cyber security of institutions and financial sector.

The Information System Authority coordinates cyber security for the state, the prevention of inci-
dents, and the resolution of them19. It compiles warnings for preventing and resolving cyber inci-
dents, allowing the banks providing vital services to take measures to avoid and reduce the impact 
of incidents. On top of its preventative work, the Information System Authority supervises the com-
pliance of the banks providing vital services with the requirements of the Cybersecurity Act. 

Finantsinspektsioon supervises institutions in the financial sector to ensure stability and credi-
bility in the financial sector and reduce systemic risks so as to protect the interests of clients 
and investors. Reducing systemic risks, including cyber risks, is one goal of the supervision by 
Finantsinspektsioon. Finantsinspektsioon has set operational risk requirements for the banks pro-
viding vital services and supervises compliance with them.

17  Stand-in measures.
18  The banks providing vital services are responsible for applying security measures to prevent and resolve cyber inci-
dents and to prevent and alleviate the impact of cyber incidents on the continuity of services and on system security. 
19  Cybersecurity Act § 12 (1)
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Eesti Pank as the organiser of vital payment services and cash circulation has set minimum require-
ments for the services of the banks providing vital services, and as the central bank is responsible 
for ensuring that the vital services of the banks function in an emergency and that the banks are 
able to provide 70% of their usual services even in an emergency or in the event of a cyber attack.

In summary making vital services secure against cyber attack is a shared goal of the private sec-
tor and the state. Cyber risks can have a major impact on the functioning of vital services, and so 
it is important that the owners of the services and the state work closely together in this area. The 
service provider is responsible for the cyber security of their own information systems, while the 
state must have a clear view of the mutual dependencies of important systems and the capacity to 
coordinate the resolution of incidents that affect multiple institutions. 

Box 5: The assessment of Estonia by Moneyval
Estonia will be assessed in 2022 by Moneyval, the expert committee of the European Council fight-
ing against money laundering and terrorist financing. The assessment is a very important event for 
the financial sector, as the price of capital for banks and companies in Estonia will depend on its 
outcome, and so in the long term will the ability of Estonia to attract foreign investment.

An important part of the assessment is the state-level risk assessment of money laundering and 
terrorist financing. The risk assessment is needed for identifying, assessing and understanding the 
risks of money laundering and terrorist financing at the national level, and for planning measures to 
eliminate them. The risk-based approach is of central importance in the application of international 
standards for the fight against money laundering, and it is taken towards both financial institutions 
and non-financial institutions.

Estonia has previously carried out two national risk assessments in 2015 and 2020. The second 
covered the period from 2017 to 2019, and its results were published by the Ministry of Finance 
in May 202120. It found that the risks of money laundering and terrorist financing in Estonia were 
coloured yellow on the heat map, meaning medium. The risks to the financial sector were assessed 
as below average, and strength of the state was its good supervision over the issue of operating 
licences to market participants. A major risk, and the highest priority for supervision, was pro-
viders of virtual currencies. The risks identified were large enough that a special analysis of them 
was compiled for 2020-202121. The lack of transparency, regulation and supervision of companies 
operating in the sector remains a problem.

The Ministry of Finance produced two draft laws to eliminate these risks, one on crowdfunding 
and other investment instruments and virtual currencies, and one changing the law on preventing 
money laundering and terrorist financing and other laws as necessary. Eesti Pank supported the 
initiative in the draft laws to subject virtual currency companies to licensing and supervision by 
Finantsinspektsioon and to set sector-specific supervision fees and to raise capital requirements. 
The speedy adoption of changes to the law is essential for a successful assessment by Moneyval. 

20  https://www.rahandusministeerium.ee/en/objectivesactivities/financial-and-entrepreneurship-policy/anti-money-laundering
21  https://www.rahandusministeerium.ee/system/files_force/document_files/13._vv-de_teenuste_pakkujate_riskide_
analuus_2020-2021.pdf.
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