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Beginning of transition process in CEE was not mark ed by fall 
of Berlin wall, but by jump over ditch which separa ted two plots
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Organization of transition process – what is the righ t 
strategy?
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Key steps of transition process (I)

1. Creating the enabling environment

• Establishment of appropriate legal and regulatory framework (but also 
ensure compliance with “acquis communautaire” for New Member 
States)

• Considerable government intervention 

2. Initiating primary market

• It took “Early Risers” about 10 – 15 years to establish sustainable 
mortgage markets

• Some experiments with new mortgage products (DIM, PLAM)

• Commercial banks have been major lenders, specialized institutions 
have not been capable of winning important market share 
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Key steps of transition process (II)

3. Funding instruments and mechanisms 

• Deposits 
• Bauspar system in some countries
• Term/sight deposits – limited use

• Reliance on credit lines from head office
• Cheap funding source before GFC of 2008/9

• Issuance of covered mortgage bonds
• Predominantly in Hungary, Czech Republic

• Securitization
• Popular in Russia (via SPVs located in third countries) 
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Source: Institute for Markets Economics, 2005

Did increased availability of credit lead to increa sed 
access of housing?
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Bank credit lines in foreign currency became domina nt 
funding instrument – with disastrous consequences

Sources: Central Banks (data for Bulgaria and Romania, January 2007
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• Mortgage markets experienced rapid growth before 2008, but were hit 
hard after 2009 with significant deterioration of loan quality

• High number of non-performing loans (NPL) has been due to practice of 
lending in foreign currency (e.g. CHF, EUR)

• Key markets have mostly recovered (Poland, Russia, Czech Republic, 
Slovakia)

• NPLs and EU sovereign debt crisis are likely to jeopardize stability and 
market development

• Banks remain most important providers of mortgage loans

• Overall outstanding debt still small in comparison with EU:

• Mortgage loans/GDP in CEE: 9.45%

• Mortgage loan/GDP in EU: 47.5%

Developments of mortgage markets after GFC of 2008/ 09
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Challenges for mortgage market development

• Demographics coupled with ageing housing 
stock. Declining population = decreasing 
demand for housing

• Surplus of housing stock – what type of housing 
is needed in future?

• Legal framework: condominium law – how to 
deal with common areas (Russia, Ukraine)

• Impact of continued recession in Western 
Europe on lenders’ capabilities of expanding 
mortgage lending operations in CEE
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Lessons learnt for mortgage market development in o ther 
emerging markets (I)

• No magic cure that creates effective housing finance systems overnight

• Establishment of sustainable and viable housing finance systems 
require work on enabling environment i.e. development of housing 
finance markets are dependent on status of macro-economy, legal 
system and institutional framework

• Prospect of EU Membership has been important “pull factor” for 
these reforms

• It is a myth that injection of liquidity will solve housing problem in a 
given country
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Lessons learnt for mortgage market development in o ther 
emerging markets (II)

• The economic impact of housing is often underestimated – “bricks and 
slaughter”

• What is the ideal funding mix to finance mortgage loan portfolios?

• Borrower needs to understand mechanics and risks of mortgage loan 
products 
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