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Estonia

e On the following pages we present an updated outlook on the Estonian economy
taking into account the latest economic releases for May and June. The Estonian
economy was one of the most affected within the Euro area by the global credit
crunch but is now recovering quite rapidly, particularly in the export area.

e The good performance of Estonian industrial production was largely the result of a
positive base effect. However, it is clear that other positive factors such as rising
external demand have also contributed to growth in manufacturing activities.

e GDP growth improved to -2% y/y in Q1 10 from -9.5% y/y in Q4 09 and we expect
the Estonian recovery to continue in the coming quarters. We expect average GDP
growth of 0.3% y/y in 2010 and 2.0% y/y in 2011. Return to the trend growth rate is
expected in 2011.

o Inflation has accelerated significantly in recent months partly due to one-off effects
related to rise in mobile communication prices and partly due to upside in energy
prices. We now expect inflation to rise to close to 2.5% by the end of the year.

e The current account is expected to turn to less positive during H2 10 as growth picks
up speed during H2 10 and in 2011, we look for increasing trade and current account
balance deficits.

Macro forecasts

a0 Private. a0 a a

Year Gdp 1 Fixed Inv Export Import
cons

2009 -14.1 -18.8 -34.4 -11.3 -26.7
2010 0.3 2.9 2.6 20.8 15.0
2011 2.0 09 5.7 135 128
2012 3.6 3.2 6.1 8.9 9.9

1) Average % y/y 2) % of GDP 3) % of total work force 4) Export and import prices, EUR

Source: Reuters Ecowin and Danske Markets

Macro forecasts
Trade Current | Industrial [ Unemploy i i
Year 24 24 1 3 \Wages Inflation
Balance acc. prod. ment

2009 4.1 46 -26.2 155 -4.6 0.1

2010 54 1.6 154 20.6 -1.5 2.5

2011 9.1 -1.3 20.5 179 -1.1 5.5

2012 -12.6 5.2 123 16.5 1.7 2.7 Senior Analyst
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National account

Gross domestic product

15- - 15 .
%vy/y %y/y e The Estonian economy contracted
10- - 10 sharply in 2009, but a recovery
c 5 has been under way since Q4 0S.
We expect positive growth over
0 0 the second half of this year, which
5. 5 should bring year-on-year average
growth rates back into positive
-10- --10 territory.
-15- --15 e \We expect average GDP growth
20, .20 of 0.3% y/y in 2010 and 2.0% v/y
03 04 05 06 07 08 09 10 11 12 in2011.
e It should be noted that Estonia
can only return to higher growth
rates in the longer term if a
significant improvement in
productivity growth is seen.
Source: Reuters Ecowin and Danske Markets
Private consumption
15- - 15 e The decline in private consumption
% 9 . .
10- bvry BV 10 slowed in Q1 10, but this was
= = mostly due to a positive base effect.
0 0 o \We expect private spending to
- c remain sluggish this year and not to
contribute to the positive economic
-10- --10 trend.
-15- --15 ) . .
e The fiscal tightening plan and a
-20- --20 conservative banks’ lending policy
-25- : o5 should lead to a relatively slow
03 04 05 06 07 08 09 10 11 12 recovery in domestic demand trend.

e« On average we expect private
consumption to decline by 2.9% y/y
in 2010 and advance by 0.9% y/y in

2011.

Source: Reuters Ecowin and Danske Markets
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Investments
30- - 30 .
%y/y %y/y e Certain factors may lead to both
20- - 20 more optimistic and pessimistic
investment development.
10- - 10
a a e In particular, greater confidence in
the Estonian economy on future
-10- --10 membership of the eurozone
20. .20 could encourage capital inflows
into the country and higher public
Y — investment (based on EU structural
-40 . . .40 assistance) could contribute to a
03 04 05 06 07 08 (o]] 10 11 12 more positive investment outlook.
e On the other hand, the banking
sector remains weak and this
factor may remain a key obstacle
for investment recovery.
e In general we believe that the
deleveraging process could take a
long time and investment growth
therefore will be well below pre-
crisis levels for a considerable
period. Investments are expected
to drop 2.6% y/y in 2010 and
grow 5.7%vy/yin 2011.
Source: Reuters Ecowin and Danske Markets
Net exports
30- - 30
%y/y . . %y/y e External demand growth has
20- ’ ¢ N - 20 positively contributed to the
9% 477y
\% N . export outlook. Export growth has
10- /4 - 10 _ _
7 been accelerating in recent
0- - 0 months, which gives hope for
a5 Exports, Estonia s positive GDP growth this year.
20. .20 e There are a couple of risks
associated with the deterioration
50 -30 in the external environment, as
-40, : . .40 well as a number of uncertainties
03 04 05 06 07 08 09 10 11 12 concerning foreign competitiveness.

Source: Reuters Ecowin and Danske Markets
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External balances

Current account
50- %ofGDP- 50 :
% of GDP ol e The current account has improved
2.5- - 25 .
over recent years as domestic

o) I I ' - 00 demand has dropped significantly.

25- - 25

-50- - -50 o Going forward however the current

-7.5- - 75 account is likely to deteriorate on
-10.0- --10.0 the back of a gradual recovery in
-12.5- - <ll25 domestic demand. We expect a

-15.0 --15.0 current account surplus of 1.6%
-17.5 --17.5 of GDP in 2010 to turn to deficit
-20.0; ‘ ‘ --20.0 of -1.3% of GDPin 201 1.
06 07 08 09 10 11 12 13

Source: Reuters Ecowin and Danske Markets
Trade balance

50- - 50

. % of GDP %OfGDP o e QOverall the trade balance has

improved compared with 2007-

00 I - 00 08, and this can largely be
25 | I - @3 attributed to the sharp drop in
=0 - =0 domestic demand.

75- . 75

-10.0- ..100 e We do not expect the trade
.125- ..125 balance to improve much further

-15.0 --15.0 in the coming quarters and it
-17.5 175 should stay at level of -5% of GDP

-20.0 . .200 this year.

06 07 08 09 10 11 12 13

Source: Reuters Ecowin and Danske Markets
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Production and labour market

Industrial production

30- - 30 . . . .
%y/y %y Estonian industrial production (IP)
20- - 20 growth slowed to 17% y/y in May,
0 10 but still it posted the highest
growth among EU economies.
0- 0 , .
Domestic sales continue to be
-10- --10 weak while export sales rise at a
-20- .20 record pace.
30. 20 We expect industrial production
to grow by 15.4% vy/yin 2010 and
40, ; --40 by 20.5%y/yin 2011.
03 04 05 06 07 08 0s 10 11 12 13
Source: Reuters Ecowin and Danske Markets
Unemployment
22.5- - 225 .
% o% The Estonian unemployment rate
20.0- -20.0 rose to 19.8% in Q1 10. Over
175- - 175 one-third of the unemployed have
150 . 150 been unemployed for a year or
more.
125- - 125
The structural nature of Estonian
10.0- - 10.0 o _
unemployment indicates there is
7.5 7.5 a high risk that the high level of
5.0- 5.0 unemployment could persist for a
o5, o5 couple of years.
06 07 08 0S8 10 11 12

Unemployment rates might not
significantly until GDP
growth has returned to its potential

decline

level.

On the other hand it should be
noted that the overall mobility of
the Estonian labour force is
generally high and this can lead to
a much more rapid pace of decline
in unemployment than our model
assumes.

Source: Reuters Ecowin and Danske Markets
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Wages and prices

Wages
25- - 25 . L
%y/y %y/y e The high flexibility of real wages
20 - - 20 also indicates that the overall
15 15 ability of the Estonian labour
market to absorb shocks remains
10- - 10 high.
5- 5 o Going forward we expect to see a
0. 0 continuation of wage correction.
5- -5
Sl pa— . --10
03 04 05 06 07 08 09 10 11 12 13
Source: Reuters Ecowin and Danske Markets
Inflation
12.5- - 125 . .
%y/y %y/y o Pesplte th.e contmued. s]owdown
10.0- 100 in domestic demand, inflation in
Estonia has accelerated.
75- 7.5 . . . .
e The risk to Estonian inflation could
50- 5.0 come from both the external
outlook as well as inefficiencies in
2.5- 2.5 the domestic market.
0.0- 0.0 e We expect Estonian inflation to
remain at a relatively high level for
-2.5- - 25

03 04 05 06 07

08 09 10 11 12 13

of 2010 and even
accelerate for 2011 averaging
3.3 % y/y.

the rest

Source: Reuters Ecowin and Danske Markets
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Disclosure

This research report has been prepared by Danske Research, which is part of Danske Markets, a division of
Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory Authority. The author of
thisresearch report is Violeta Klyviene, Senior Analyst.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or debt capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals
Ethical rules and the Recommendations of the Danish Securities Dealers Association.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodol ogy
as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity anaysis
of relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report for the first date of publication. Price-related data is calculated
using the closing price from the day before publication.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financia
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff may perform services for, solicit business from, hold long or
short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and is subject to provisions of relevant regulators in al other jurisdictions where Danske Bank A/S
conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the Financial Services
Authority (UK). Details on the extent of our regulation by the Financial Services Authority are available from us
on request. Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and
may not be reproduced in whole or in part without permission.

This publication has been prepared by the correspondent of Auerbach Grayson & Company Incorporated
(“AGC") named above on the date listed above.

We are distributing this publication in the U.S. and any U.S. person receiving this report and wishing to effect
transactions in any security discussed herein, should do so only with a representative of Auerbach Grayson &
Company Incorporated. Additional information on recommended securities is available on request.
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