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1. Credit Market and Households
 Increase in Household Credit, especially Housing Loans
 Accumulation of Household Debt

2. Macroeconomic Risks
 Foreign Exchange (Exchange Rate Depreciation)
 Interest Rate Hike

3. Stress Testing Households
 Increase in Vulnerable Households due to the 

Economic Shocks

4. Conclusions
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Household Credit and Debt
EU10
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Composition of Household 
Lending, 2004-2008

5Source: ECB.
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Growth in Mortgage Debt
2005-2008
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More Homeowners Use 
Mortgages, though Still Limited

7Sources: Life in Transition Surveys (LiTS), 2006 and 2010.
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2. MACROECONOMIC
RISKS

Credit Market Shocks,
Systemic Risk,

Household Stress Testing

8



Mortgages Denominated to € 
and CHF (and US$) in Europe

9

0

20

40

60

80

EU10 EU
Accession

Eastern
Partnership

BG
R

CZE ES
T

HUN LTU LV
A

POL
ROM SV

K
SV

N

ALB BIH HRV
KSV
MKDMNE

SR
B

TU
R

BL
R

MDA
UKR

(% of Current Mortgage Holders) €
Swiss Fr.
US$
¥

Source: LiTS, 2010.



Adjustable Interest Rates 
Widely Available in Europe
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Foreign Currency-Denominated 
Loans, end-2008

11Sources: Central Banks.
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Sharp Depreciation of Local 
Currency in 2009

12Source: IMF International Financial Statistics.
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Rising in Interest Rate in Years 
Leading the Crisis

13Sources: Central Banks.
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Methodology (1)
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 Debt service-income threshold approach
• Households are considered as “vulnerable” if their debt 

service-income ratios exceed 30% or they service debt with 
negative household income.

 Economic shocks
• Exchange rate shock

 Depreciation of local currency vis-à-vis a foreign currency 
in which most of household loans are denominated.

• Interest rate shock (domestic and foreign)
 Increases in interest rates of household loans in domestic 

and foreign currencies.

• Sizes of the shocks are defined as the largest depreciation / 
highest increase in interest rates over the maximum two-year 
period between 2007.1 and 2009.12.



Methodology (2)
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 Two shocks are imposed simultaneously—the 2-by-2 
matrix structure:

Interest Rate (IR) Shock
Fixed rateVariable rateLoans:

XR onlyXR + Foreign IRForeign currencyExchange
Rate (XR)
Shock No shockDomestic IR onlyLocal currency

 Results of stress testing are shown as increases in 
vulnerable households and debt service-income ratios 
at the country level, as well as by income quintile.



Results (1):
EU10 + Croatia
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Results (2):
Other CESEE Countries
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Increase in Vulnerable 
Households due to the Crisis

19Sources: HBS of respective countries.
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4. Conclusions
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 The crisis has increased the share of vulnerable households from 7% 
to 16% of indebted households (median of the five survey data).

 It is shown that the impacts of the shocks are rather marginal from 
the perspective of the whole economy. In Estonia, 30% of all 
households are indebted and then the simulation has increased the 
vulnerability from 4% to 8% of all households.

 Proportionately, middle to upper income families are the most 
affected by shocks (e.g., rising interest rates and falling currencies).

 Because the number of households affected and the concentration 
of debt among wealthier households, the social considerations for 
government interventions are not particularly strong.

 Stress Testing is a useful tool to assess the risks households are 
exposed, but incorporating more country-specific information and 
possible countermeasures (e.g., selling durables) would be 
beneficial in the analysis.
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Household Share
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Foreign Currency 
(%)

Variable Interest 
Rate (%)

Year 
(HBS)CountryCode

77.795.02007EstoniaEST

71.957.52007HungaryHUN

32.526.52008PolandPOL

2.678.02007Slovak RepublicSVK

74.041.82007Bosnia & HerzegovinaBIH

69.185.02004CroatiaHRV

38.170.02006Macedonia, FYRMKD

76.180.02008SerbiaSRB

7.824.52007MoldovaMDA

65.80.02007UkraineUKR


