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1. General Economic Situation in June 2010

and after 6 months

The general economic situation in June was better than in March. Development out-
looks for the next 6 months are still positive, largely thanks to favourable developments
in the world, but also growth in Estonia’s economic reliability. Economic climate index

rose to 5.0 points in June.

1.1. The economic situation in June better
than in March

Opinions expressed by the panel of analysts of
the Estonian Institute of Economic Research
(EKI) in June imply that the general economic
situation has improved somewhat compared to
the first quarter. This allows assuming that the
2.3% economic decline in the first quarter has
been replaced by a small rise. Domestic de-
mand, however, is still weak and economic
activity has increased above all in the export
sector. Owing to the growing exports, sales of
manufactured goods increased sharply and
manufacturing is growing to be the main en-
gine to bring the economy out of the crisis.
Unemployment has started to decrease in re-
cent months.

The April issue of the Munich Institute of
Economic Research (IFO), World Economic
Survey No 2 (2010), shows that economic ac-
tivity in the world on the whole continues to
recover. The World Economic Climate Index
rose to 104.1 points in April, hence higher than
in January (99.5 p) and the long-term average.

Average judgement of the current situation in
110 countries which participated in the survey
(in a 9 point system) was 4.3 points in April
(in January 3.6 p). The following indices char-
acterised the economic situation of important
trading partners for Estonia (export destination
countries) in April: Finland — 3.4 p (in January
2.5), Sweden — 4.4 p (3.7), Germany — 4.1 p
(3.4), Latvia — 1.6 p (2.0), Lithuania — 2.3 p
(2.7) and Russia — 4.3 (3.7) (in greater detail
see chapter 11).

Experts of the Estonian Institute of Economic
Research' in June estimated the general eco-
nomic situation in Estonia at 2.8 pointsz,
which is 1.0 point less than in the previous
survey in March. Experts’ judgements divided
as follows (in brackets results in March):

The situation is good 0% ( 0)
The situation is satisfactory 44% (21)
The situation is bad 56% (79)

Arithmetic mean 2.8 points

Hence, more experts than in March value the
economic situation in Estonia as satisfactory
now. However, still dominant is the opinion
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" The list of experts and aggregate results of the economic test are given at the end of the chapter.
* The points have been derived from the assessments: good — 9 points, satisfactory — 5 points, bad — 1 point




Konjunktuur Ne 173 June 2010

General economic situation

(56% of the experts) that the general economic
situation is unsatisfactory. Reasons for this are
primarily the low level of GDP, which at best
only minimally exceeds the bottom of the cri-
sis level (second quarter 2009), and high rate
of unemployment.

At the same time, the situation has changed a
lot in a year: many enterprises have adapted to
the changed circumstances and found new op-
portunities to enliven their activity. The gen-
eral opinion of the panel of EKI experts is that
the general economic situation is considera-
bly better than a year ago. Opinions in this
issue divided as follows:

The situation is better now 59%

The situation is about same 29%

The situation is worse now 12%
Arithmetic mean 6.9 points

Vivid indications of positive changes in the
economy are also the conjuncture surveys
made on the basis of enterprise managers’ and
consumers’ opinions. Compared to March, in-
dustry, construction, trade and service surveys
have all moved upwards. The economic con-
fidence index,’ generalising the business cli-
mate in these sectors and consumer confidence
was 103.3 points in June (in March 97.2 p),
see Figure (in greater detail see chapter 2).

Economic Sentiment Indicator
(long-term average = 100, seasonally adjusted data)
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The investment situation in June was assessed
by EKI experts 1 point worse than the general
economic situation, but 0.4 points better than
in March. This allows concluding that the in-
vestment activity is in general low still, al-
though recovered since the first quarter. Crea-
tion of new jobs is limited by the under-

utilisation of existing production capacities
(due to demand decline caused by the eco-
nomic crisis) and low demand for loans caused
by severe security requirements by commer-
cial banks.
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? Economic confidence index is an aggregate indicator calculated as a weighted average of the industry (40%), con-
struction (5%), trade (5%), service (30%) and consumer (20%) confidence indices
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The investment situation in June was assessed
at 1.8 points and the experts’ estimates divided
as follows (in brackets results in March):

The situation is good 0% ( 0)
The situation is satisfactory 19% (11)
The situation is bad 81% (89)
Arithmetic mean 1.8 points

The private consumption situation in June
was assessed by experts also as moderately
better than in March (rise 0.5 points), but still
as unsatisfactory. Improvement of private con-
sumption is still limited by high rate of unem-
ployment and continuing decline of average
wages. However, trade turnover across months
has been growing moderately and consumers’
confidence has also risen. This allows assum-
ing that the moderate recovery of private con-
sumption (from low level) is sustainable.

Opinions about private consumption divided
as follows (in brackets results in March):

The situation is good 0% ( 0)
The situation is satisfactory 31% (21)
The situation is bad 69% (79)

Arithmetic mean 2.3 points

1.2. Economic situation will be better
after the next 6 months

The so far available statistics on 2010 (for the
most until April) show that the general eco-

nomic situation in Estonia is growing better
from month to month. Merchandise exports,
and hence also sales of manufactured goods
have increased significantly and also new jobs
have been created. In addition to enterprises
adaptation to changed conditions, growth has
been accelerated by a general rise in Estonia’s
reliability, largely thanks to the anticipated
accession to the euro zone and OECD. Esto-
nia’s development in 2010 so far has been in
line with the positive expectations expressed
by the group of EKI experts in December 2009
and in March 2010.

The June survey indicated that the group of
EKI economic analysts as a whole has stayed
optimistic. Like in two previous surveys, the
balance value of the expectations is higher
than 7 points. More specifically, experts in
June estimated the general economic situa-
tion after the next 6 months as follows (divi-
sion of answers in %, in brackets results in
March):

The situation will be better then 56% (58)

The situation will be about same 44% (42)

The situation will be worse then 0% ( 0)
Balance value of expectations 7.3

points

The economic climate index” calculated using
the Munich IFO methods, indicates in June 5.0
points, which is 0.4 points higher than in
March and corresponds to the satisfactory
level (5 points).
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* Economic climate index has been calculated as an arithmetic mean of the opinions of experts about the current and

future (at the end of the next 6 months) economic situation
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Experts’ expectations of investment and pri-
vate consumption developments are also
positive and for investment even more opti-
mistic than in March. The estimates of the
situation after the next 6 months were as fol-
lows (%):

Invest-  Private

ment  consumption
The situation will be better then 69 29
The situation will be about same 25 71
The situation will be worse then 6 0

Balance value of expectations 7.5 p 6.1p

It should be mentioned that in March experts’
expectations of further development of in-
vestment were 6.7 points and for private con-
sumption 6.3 points. High rate of unemploy-
ment is a strong limit to private consumption
recovery, although consumers’ faith in the fu-
ture and monetary savings have considerably
increased over the past half a year.

1.3. Positive expectations for export devel-
opment still strong

As given above, the world economy expecta-
tions of rapidly defeating the financial crisis
have grown remarkably stronger. Estonia’s
main trading partners (Finland, Sweden, Ger-
many, Russia) are positive that the second half
of the year will be more favourable for their
economy. Estonia’s outlooks to restore the
pre-crisis export volumes are growing increas-
ingly more realistic and in the second quarter
this year, these were definitely confirmed
(growth of merchandise exports in April in
annual comparison 37%).

EKI experts’ estimates of export and import
volumes after the next 6 months were as fol-
lows in June (% division of estimates):

export import
The volume will be bigger then 82 71
The volume will be about same 18 23
The volume will be smaller then 0 6
Balance value of expectations 8.3 p 76p

For comparison, expectations of export and
import developments expressed by the group
of experts in March were 8.0 and 6.9 points,
respectively, showing that the even so positive
expectations have grown even more unani-
mous.

The trade balance throughout 2009 and also
in the first months of 2010 was moving clearly
toward equilibrium and in February turned
positive.  The  situation changed in
March—April when imports exceeded exports
again, although the latter increased also. The
June survey showed that in a majority is the
opinion that the trade balance might continue
worsening also in the coming half-year.

Estimates of the foreign trade balance after the
next 6 months were as follows (in brackets ex-
pectations in March):

The balance will be better then 18% (32)
The balance will be about same 47% (42)
The balance will be worse then 35% (26)

Balance value of expectations 4.3 points

Faster growth of merchandise imports com-
pared to exports will presumably be caused by
rise in demand for semi-manufactured goods
and materials, and capital goods, as well as
potential recovery of private consumption.

1.4. Annual expected inflation 2.2%,
loan interests will rise moderately

Inflation accelerated significantly in the sec-
ond quarter and the annual average will most
likely be higher than prognosticated earlier.
According to experts’ estimates expressed in
June, the rate of inflation after the next 6
months will be higher than at the same time a
year ago. More precisely, expectations in June
of the rate of inflation after the next 6 months
were as follows (compared to the same period
a year ago, %):
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The rate of inflation will be higher then  41%
The rate of inflation will be about same  41%
The rate of inflation will be lower then ~ 18%

Balance value of expectations 59p

The rate of inflation in 2010 was prognosti-
cated by experts at 2.2% (arithmetic mean of
estimates).

Regarding further development of loan in-
terests, predominant is the opinion that after
the next 6 months interests will be on ap-
proximately the same level as now. Estimates
were as follows (in %):

Short-term long-term

loans loans

Interests will be higher then 35 24
Interests will be about same 53 52
Interests will be lower then 12 24
Balance value of expectations 5.9 p 50p

Share prices in the first half-year have been
moving steadily upwards and according to the
aggregate opinion of experts, will be some-
what higher after the next 6 months. Estimates
in June were as follows (in brackets results in
March):

Share prices will be higher then 47% (47)

Share prices will be about same 35% (47)

Share prices will be lower then 18% ( 6)
Balance value of expectations 6.2 p

1.5. The main limits to economic growth
are still insufficient demand and
high rate of unemployment

Experts’ judgements expressed in June show
that economic growth is still limited most by
insufficient demand and high unemployment.
Compared to March, the problems related to
imperfect economic policy of the government
had grown less acute by June, but the limiting
effect of inflation on economic growth had
increased. Compared to Finland, Estonia’s
problems are somewhat different.

Importance of the

Problem problem (max=9)
Estonia | Finland
Imperfect economic pol-
icy of the government 30 1.8
Insufficient demand 7.4 7.2
Unemployment 8.1 6.6
Inflation 3.6 1.3
e et 53y
Export barriers 24 1.8
E(I)llcl);tage of skilled la- 41 16
Budget deficit 2.4 5.5
Foreign debts 2.6 24
Shortage of capital 5.5 1.7
Total 443 343

Hence, the (total) degree of acuteness of the
limits to economic growth in Estonia is much
higher than in Finland. The biggest differences
(to the detriment of Estonia) are in: shortage of
capital, shortage of skilled labour, inflation,
imperfect economic policy of the government
and unemployment.
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Current economic situation and outlook for the next 6 month
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EKI ECONOMIC SURVEY
June 2010
(Summarised results of assessments of 19 experts, % and points)

1. Estimate of the present economic situation 7. Expected interest rates by the end of the next 6 months
Qod 9 B Ris* -
tay Hdtee Sne lone  Rirs

short-termrates 35 53 12 59
long-term rates 24 52 24 5,0

8. The level of domestic share prices by the end
of the next 6 month

overall economy 0 44 56 2,8
investments 0 19 81 1,8
consumption 0 31 69 2,3

2. Present economic situation compared to that

of 2 yoar ago Hie Anite low  Rirs

B Sme W= Ris a % 1 6,2
overall economy 59 29 12 6,9 9. The importance of the problems causing economic
investments 35 41 24 Ot difficulties today
consumption 18 47 35 43 Mdim Inp- Nt Rins
3. Economic situation in 6 months potat  tat - inpotat

Bite Sme W Rirts lack of confidence in

government's economic 6 38 56 3,0
overall economy 56 44 0 73 policy

investments 69 25 6 7,5 insufficient demand 59 41 0 74
consumption 29 71 0 6,1 unemployment 76 24 0 8,1
4. Expected foreign trade volume in 6 months inflation 0 65 35 3.6
B Sme  Sule  Rirs lack of international 25 56 19 53

export 82 18 0 8,3 competitiveness ’
import 71 23 6 7,6 trade barriers to exports 0 35 65 2,4
5. Expected trade balance in 6 months shortage of skilled ) g3 a5 4

labour
budget deficit 0 35 65 2,4

foreign debts 0 41 59 2,6
capital shortage 23 65 12 515

Bite Sme Wre Rins
18 47 35 43

6. Expected rate of inflation (%) in 6 months
Hdie Se lona  Rins
41 41 18 59
229 | *Points have been derived from estimates:
9 points = good (better, bigger, most important)
5 points = satisfactory (same, important)
1 points = bad (worse, smaller, not so important)

List of experts:

M. Ivask L. Kuum A. Purju A. Saalik
A. Jarvan M. Lauri A. Rehe H. Vitsur
J. Jarve H. Meerits J. Reiljan

A. Kokk M. Milder |. Rétov

K. Kukk H. Pajula A. Saarniit

10
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EKI ECONOMIC SURVEY 1997 — 2" quarter 2010
(summarised results, expressed in points)

1997|1998 1999|2000/ 2001|2002| 2003|2004 | 2005| 2006| 2007 2008 2009 2010
e A A .

Estimate of the present economic situation [good(9) <—> bad(1)]
overall economy 61 60 43 65 69 72 77 76 85 89 77 58 38 28 22 19 14 19 23 18 28
investments 55 55 41 54 60 75 78 79 86 87 73 44 24 20 13 12 12 12 15 14 18
consumption 60 61 44 54 66 73 82 72 80 88 81 63 44 43 45 29 17 26 20 18 23

Present economic situation compared to that of a year ago [good(9) <—> bad(1)]
overall economy 7,3 50 43 83 62 65 64 78 83 80 48 12 14 1515 10 1,0 1,0 25 52 6,9
investments 62 45 39 74 62 73 67 73 82 76 48 10 14 13 15 10 10 10 20 44 55
consumption 73 60 38 71 70 74 73 67 81 80 58 27 24 25 29 15 14 12 18 33 43

Economic situation in 6 months [better(9) <—> worse(1)]
overall economy 54 44 70 70 45 62 55 63 57 52 40 42 40 38 19 26 4162 78 73 73
investments 52 48 64 70 46 56 57 60 56 52 37 37 38 33 17 26 41 52 65 67 75
consumption 49 45 61 67 45 56 55 49 55 54 42 46 36 38 26 29 34 48 60 63 61

Expected foreign trade volume in 6 months [bigger(9) <—> smaller(1)]
export 86 77 68 81 65 79 82 87 82 82 71 58 68 53 38 31 43 74 80 79 83
import 80 73 58 81 65 74 77 80 81 80 66 44 44 35 17 15 37 57 70 69 76

Expected trade balance in 6 months [better(9) <—> worse(1)]
43 50 57 36 48 57 54 64 63 58 62 79 84 78 74 85 74 59 50 52 43
Expected rate of inflation (%) in 6 months [higher(8) <—> lower(1)]

37 36 53 71 42 52 71 61 37 42 6132 20 13 13 10 14 60 53 7,7 59
Expected inflation rate by the end of the next 6 months (%)
13 10 5 5 5 4 5 4 4 41 57 7189 98 99 13-07-01-02 1% 22

Expected short term interest rate by the end of the next 6 months [higher(8) <—> lower(1)]
42 49 37 59 45 64 54 63 64 87 83 67 78 55 55 45 59 52 63 57 59

Expected level of domestic share prices by the end of the next 6 month [higher(8) <—> lower(1)]
7 7 59 49 50 40 40 35 40 61 60 61 6,7 62

The importance of the problems causing economic difficulties today [most important(3) <—> not so important(1)]

lack of confidence ngovern- 541 47 49 34 27 30 33 25 30 35 39 48 48 48 48 57 57 38 37 30
ment's economic policy

insufficient demand 3,3 2,7 51 40 42 52 47 42 31 15 24 52 60 70 76 83 79 76 85 73 74

unemployment 21 28 41 46 55 45 38 38 28 14 11 14 16 18 31 66 68 66 65 7.9 8/

inflaion 31 32 14 19 27 17 15 15 26 40 56 68 72 70 43 22 14 15 13 12 36

lack ofinternational ;6. 79 70 59 63 66 71 61 57 65 65 64 68 64 64 66 59 55 58 53
competitiveness

trade barriers toexports 60 6,6 51 52 42 48 40 30 25 21 22 17 16 18 15 29 28 24 28 21 24

shortage of skiled labour 54 61 55 69 70 72 70 73 80 86 77 63 58 45 38 41 32 36 35 33 4/

budgetdefict 16 10 40 27 13 13 14 12 14 13 11 16 20 23 38 55 61 66 48 27 24

foreigndebts 15 10 11 12 11 12 19 17 21 24 24 31 26 23 29 29 32 38 28 23 26

capital shotage 34 52 50 29 27 27 24 28 21 14 15 23 36 40 59 64 57 59 53 48 55

Economic climate [good(9) <—> bad(1)]
57 53 57 68 57 67 66 69 71 71 58 50 39 33 21 23 28 41 50 46 50

11
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ESTONIA> ECONOMIC CLOCK
(starting 1% Q 2001)

improvement
UPSWING - . BOOM
‘5 IVDQS

bad

RECESSION | ’ . DOWNSWING

deterioration

Compiled on the basis of the Munich IFO methods. Indicates the national economic cli-
mate and changes in it four times a year. Economic climate index (points on the clock)
is based on experts’ opinions on the current situation (horizontal axis) and the situation
after 6 months (vertical axis), both in a 9 point system (9 = max).
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2. Business tendency surveys: June 2010

2.1. Industry survey5

Manufacturing industry situation in the second quarter improved and production output
moved upwards. According to expectations, the positive trend will continue also in the
short term, although the production growth rate will slow down.

Domestic and external demand in the second 9% of the enterprises, in January 5%) and fi-
quarter were both lower than normally, how- nancial problems (in April 8% of the enter-
ever considerably less so than before (balance®  prises, in January 4%). Utilisation of produc-
in June -21, previous 12 months average bal- tion capacities amounted to 67%, which is 7%
ance —48). Orders increased and provide pro- points higher than in the first quarter.

duction for 4.3 months (in the first quarter for
3.2 months). Production output moved up-
wards during the past 3 months (balance in
June +37, in March -18); for the first time
since 2008, also export volume increased
(balance +11). Enterprises’ competitiveness
improved. The limits to production growth
that were mentioned more than so far were
shortage of materials and equipment (in April

Expectations for the coming 3 months are
positive, but less so than previously. Produc-
tion growth will continue (balance in June
+19, previous 3 months balances’ average
+33). Also export orders are expected to in-
crease. Selling prices of finished products will
rise moderately (balance +8). One fifth of the
manufacturers intend to increase personnel.

Volume of production (balance, %)
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-60 \Vy Forecast \‘/
DEGREASED

-90 | | | |
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Orders book (balance %)
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v
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-100
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> The industry survey has been prepared by the Estonian Institute of Economic Research by order of the European
Commission, Ministry of Economic Affairs and Communications and Statistics Estonia. The June survey was pre-
pared on the basis of assessments of 196 manufacturing enterprises.

® Balance values show the differences of the percentages of the positive and negative responses
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Stock of finished products (balance %)
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Prognoses are more optimistic than elsewhere
in the manufacture of radio, television and
communication equipment, and in the manu-
facture of electrical machinery and apparatus,
which are orientated to export.

Improved expectations lifted the confidence
indicator’ to 0 (in March —4).

" The manufacturing confidence indicator aggregates
enterprises’ prognoses of output, estimates of overall
demand and of stocks of finished products.

The situation of industries in June and progno-
sis for the short term:

Manufacture of food and beverages

Demand in June was higher than usually (bal-
ance +4). However, the export orders portfolio
was smaller than usually (balance in June —4).
Existing contracts provide production for the
next 6.4 months (in the first quarter for 5.5
months). Production output decreased over the
past 3 months (balance in June +29, in March

14
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—24). Enterprises’ competitiveness improved.
Insufficient demand was mentioned less fre-
quently than before as a limit to production (in
April 66% of the enterprises, in January 72%);
there are now new enterprises which have fi-
nancial difficulties (in April 7%, in January
0%). Utilisation of production capacities was
good (in the second quarter 65%, in the first
quarter 67%).

For the coming 3 months, nearly one third of
the enterprises prognosticate production grow-
th; 46% hope to produce as much as previ-
ously, 21% will produce a smaller output.
There are now more enterprises which expect
higher external demand (in April 46%, in
January 18%). They are planning to increase
personnel (balance +11). Selling prices of
products will rise somewhat (balance +4).

Enterprises’ confidence in the second quarter
did no change much. The confidence indicator
in June was +7, in March +6.

Manufacture of textiles

Demand for production in June was bigger
than in March, both domestic and external
(balance in June —36, in March —50). Existing
contracts provide production for more than 5
months (the same as in the first quarter). Pro-
duction increased over the past 3 months (bal-
ance +36). New limits to growth are shortage
of workforce, and shortage of materials and
equipment (each was mentioned by 9% of the
enterprises). Utilisation of production capaci-
ties amounted to 69%, which is 5%-points
higher than in the first quarter.

Expectations for the next 3 months are nega-
tive, since more than one third of the enter-
prises informed of an anticipated decline in
production and only 14% expect to increase
production (the others won’t change). Selling
prices of products will rise moderately (bal-
ance +7). Nearly one fifth of the producers in-
tend to increase personnel.

Negative prognoses are the reason why the
confidence indicator in June was lower than
in March (in June —17, in March —11).

Manufacture of wearing apparel and furs

Orders are smaller than normally, but still
more than in March and a year ago (balance in
June 23, in March -30; in June 2009 -71).
Existing orders provide production for the next
3.6 months (in January for 2.7 months). Pro-
duction volume has not changed much over
the past 3 months, whereas the volume of ex-
ports decreased (balance —17). Production
growth was continuingly limited by insuffi-
cient demand (mentioned by 67% of the enter-
prises) and financial problems (mentioned
17% of the enterprises). Utilisation of produc-
tion capacities amounted to 88%, which is 5%-
points higher than in the first quarter.

In the course of the next 3 months, produc-
tion will decline (balance —8). Selling prices of
products won’t change (informed 100% of the
producers). Most of the producers (92%) will
have the same number of personnel; the other
8% intend to increase personnel.

Worsened prognoses were the reason why the
confidence indicator fell to —16 (in March —10;
in June 2009 —46).

Tanning and dressing of leather

Demand for production has improved (balance
in June =0, in March —80), although every fifth
enterprise informed of a smaller export orders
portfolio than normally (in March 80%). Or-
ders increased for half of the producers and
provide work for an average of 3.3 months (in
January for 1.8 months). Production output
increased over the past 3 months (balance in
June +40, in March -20). Insufficient demand
was the only limit to further development — it
was mentioned by 50% of the enterprises (in
January 83%); the others did not have any
problems. Utilisation of production capacities
rose from 64% in January to 80% in April.

According to the survey, production growth
will continue in the next 3 months (balance
+40). Export orders won’t change notably.
Also selling prices of finished products will
remain the same. One fifth of the producers
intend to increase personnel.
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Positive development in the branch is also re-
vealed in the confidence indicator, which
rose to +13 (in March —18; in June 2009 -28).

Wood processing and
manufacture of wood products

According to the survey, wood processing and
manufacture of wood products was continually
successful in June. Both domestic and external
demand exceed the normal level (balance +8).
Orders increased over the past 3 months and
provide production for another 3.2 months (in
the first quarter for 2.4 months). 77% of the
enterprises reported production growth over
the past 3 months, 8% produced less than be-
fore (the others as much as before). Utilisation
of production capacities rose from 67% in the
first quarter to 80% in the second quarter. Pro-
duction enlargement is limited in addition to
insufficient demand also by shortage of mate-
rials and equipment (each was mentioned by
one third of the enterprises). Stocks of finished
products are insufficient (balance —8).

For the coming 3 months enterprises prog-
nosticate further growth; 46% of the producers
intend to increase production, 46% anticipate
production at the present level and 8% will pro-
duce less than now. Selling prices of finished
products will rise (balance +38). The number of
personnel will increase (balance +15).

New orders and improved expectations raised
the confidence indicator to +18 (in March
+13; in June 2009 -5).

Manufacture of furniture and
not elsewhere classified production

The orders portfolio in June was smaller than
usually (balance —60). Orders decreased over
the past 3 months and work is provided for an
average of 2.1 months (at the beginning of the
year for 2.5 months). Notwithstanding insuffi-
cient demand, production increased moder-
ately (balance +10). Utilisation of production
capacities also rose from 58% at the beginning
of the year to 62% by April. Insufficient de-
mand was still the main limit to growth (men-

tioned 82% of the enterprises), 9% of the en-
terprises informed of shortage of workforce.

Prognoses for the next 3 months are positive,
although less so than in March. Production
will increase, although at a slower rate (bal-
ance in June +10, in March +22). More than
half of the producers (55%) expect larger ex-
port orders (in the first quarter 29%). Selling
prices of products will rise (balance +10). 30%
of the enterprises informed of the intention to
increase personnel.

Demand decline and worsened prognoses low-
ered the confidence indicator to —17 (in
March -5; in June 2009 —43).

Manufacture of chemical products

Orders portfolio in June was smaller than usu-
ally, but export orders were normal. One third
of the enterprises informed of a production
growth over the past 3 months, 58% produced
as much as previously and the others less than
previously. Nearly one fourth of the producers
could increase exports. Utilisation of produc-
tion capacities stayed at 61%. Insufficient de-
mand was the main limit to growth (mentioned
88% of the enterprises); additionally, growth
in 13% of the enterprises was limited by finan-
cial problems.

Expectations for the next 3 months are posi-
tive; enterprises expect to produce more (bal-
ance +8). More than half of the manufacturers
prognosticate higher external demand. Selling
prices of products will rise (balance +17). The
number of personnel won’t change in the short
term.

Increased orders turned the confidence indica-
tor positive and it was +3 (in March -3; in
June 2009 -17).

Manufacture of rubber plastic products

The situation in the branch in June was better
than 3 months ago. Both domestic and external
demand are lower than usually, although much
less so than in March (balance in June —33, in
March —71). 56% of the enterprises reported
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growth of production over the past 3 months,
22% reported a decline. Utilisation of produc-
tion capacities was 2%-points higher than in
the first quarter (51%). The share of enter-
prises with excessive stock reserves dimin-
ished (in June 22%, in March 29%).

According to expectations, production will go
upwards also in the next 3 months, although
the growth rate will slow down (balance +11).
At the same time, export orders will decrease —
this was reported by 57% of the enterprises.
Selling prices of products will rise (balance
+44). The number of personnel will decrease.

Increased orders lifted the confidence indica-
tor from —33 in March to —15 in June (a year
ago —42).

Manufacture of metal products

Conjuncture in the branch grew better in the
second quarter. Demand for production, both
domestic and external, increased (balance in
June -9, in March —64), while export orders
were normal. Concluded contracts provide
production for 2.3 months (in the first quarter
for 2.5 months). Production was moving up-
wards during the past 3 months — this was re-
ported by 65% of the enterprises; 4% reported
a decline. In addition to insufficient demand
(mentioned 84% of the producers), production
growth was limited by financial problems
(mentioned 11% of the producers). Enter-
prises’ competitiveness in the Estonian and
European Union markets improved and in
other markets did not change. Utilisation of
production capacities rose from 56% in the
first quarter to 68% by April.

According to the prognoses for the coming 3
months, production growth should continue
(balance +39). One fourth of the enterprises (in
the first quarter 16%) expects also bigger ex-
port orders. Selling prices of finished products
will rise slightly and the number of personnel
will increase (balance of each +4).

The improved situation in the branch is re-
vealed also in the positive confidence indica-
tor (+12), which is 17 points higher than in

March and 49 points higher than in the same
period last year.

Manufacture of machinery and equipment

The share of enterprises with demand for pro-
duction lower than usually decreased (in June
38%, in March 57%). The same applies to export
orders (balance in June —13, in March —43). Or-
ders increased for one third of the enterprises.
Half of the enterprises informed of a growth of
production over the past 3 months, 38% re-
ported the same production volume as in pre-
vious months. Production is provided by or-
ders for 2.8 months (at the beginning of the
year for 2.5 months). In addition to insufficient
demand, production was limited also by finan-
cial problems (mentioned by 17% of the enter-
prises). One fourth of the enterprises reported
insufficient stocks of finished products.

Prognoses for the short term (3 months) are
positive and according to them, production
growth should continue (balance +29). Every
fifth producer expects higher external demand.

Increased orders lifted the confidence indica-
tor to +6, which is higher than in March and a
year ago (in March =0; in June 2009 -37).

Manufacture of electrical machinery and
apparatus

Conjuncture in the branch in the second quar-
ter got better and both domestic and external
orders are normal. Concluded contracts guar-
antee production for 3.6 months (in the first
quarter for 1.8 months). 2/3 of the enterprises
reported production growth over the past 3
months, 1/3 produced as much as in previous
months. Utilisation of production capacities
rose from 38% in January to 55% in April.
Every fifth producer measured their stocks of
finished products to be insufficient.

Prognoses for the coming 3 months grew bet-
ter; enterprises expect growing production and
at a faster rate than previously (balance in June
+50, average balance of past 3 months +14).
Selling prices of products won’t change. More
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enterprises than in other branches (50%) re-
ported the intention to increase personnel.

The good situation in the branch is revealed
also in the confidence indicator, which is
highest in the period of crisis (in June +23, in
March -7; in June 2009 —47).

Manufacture of radio, television and
communication equipment

The share of enterprises with demand for pro-
duction lower than normally, decreased (in
June 38%, in March 50%). Orders increased
and guarantee production for 7.5 months (in
January for 3.7 months). Production continued
the upward trend (balance in June +38, aver-
age balance of the past 3 months +40). Enter-
prises’ competitiveness improved in Estonia
and outside the European Union market. Utili-
sation of production capacities rose from 62%
in the first quarter to 84% in April. Shortage of
materials and equipment was mentioned much
more frequently than before as a limit to de-
velopment (in June 43% of the enterprises, in
January 17%).

According to enterprises’ prognoses, produc-
tion output should grow faster still over the
next 3 months (balance in June +63, average
balance of the past 3 months +13). Half of the
producers expect bigger export orders. One
fourth of the enterprises intend to hire more
employees.

More optimistic expectations than in other
branches lifted the confidence indicator to
+18, which is 7 points higher than in March
and 40 points higher than a year ago.

Manufacture of building materials

The share of enterprises with both domestic
and external demand for production lower than
normally decreased (balance in June —54, in
March —63). Orders increased over the past 3
months (balance +22). Existing orders guaran-
tee production for another half a year (in the
first quarter for 2.8 months). More than half of
the enterprises informed of a production
growth over the past 3 months (54%), 42%
produced on previous months’ level, and only
4% reduced production. Utilisation of produc-
tion capacities was 50% (in the first quarter
42%). Enterprises’ competitiveness improved.
Financial problems have grown more acute
among limits to production growth (in April
mentioned 14%, in January 0%).

According to expectations, production growth
should continue in the coming summer
months (3 months) (balance +42). Export or-
ders are also expected to increase (balance
+35). Selling prices of products will rise mod-
erately (balance +8). Every fifth producer in-
tends to increase personnel.

Bigger orders and improved expectations lifted
the confidence indicator to —5 (in March —11;
in June 2009 -35).
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INDUSTRY SURVEY
(% of enterprises)
Indicator 2009 2010
06 07 08 09 10 11 12 01 02 03 04 05 06
Production over the increased 20,0 236 238 214 268 290 294 249 208 189 349 399 490
past 3 months remained unchanged] 37,8 41,2 398 376 378 369 400 390 404 438 418 459 392
decreased 422 352 365 410 354 34,1 306 362 388 373 233 142 11,9
balance -22 -12 -13 -20 -9 -5 -1 -11 -18 -18 12 26 37
Current overall more than sufficient 5,6 7,2 8,8 7,9 7.9 51 8,3 6,8 5,0 8,2 14,5 14,8 13,9
order books sufficient 21,1 254 304 309 303 379 396 424 401 37,7 441 48,6 51,0
not sufficient 733 674 608 612 618 571 521 509 550 54,1 414 366 351
balance -68 -60 -52 -53  -54 -52 -44 -44 -50 -46 -27 -22 -21
Current export more than sufficient 6,0 10,1 8,4 55 9,2 6,7 7.6 7,3 7,7 10,5 16,4 19,3 18,1
order books sufficient 27,7 31,4 31,7 352 333 457 408 46,1 426 456 46,9 491 51,7
not sufficient 66,3 586 59,9 594 575 476 516 46,7 497 439 36,7 316 30,2
balance -60 -49 -52 -54  -48 -41 -44 -39 -42 -33 -20 -12 -12
Current stock of too large 15,7 9,8 104 12,9 126 95 104 11,9 11,4 89 10,6 9,1 9,7
finished products adequate 733 77,0 804 724 736 775 785 750 749 782 777 773 774
too small 11,1 13,2 93 14,7 138 13,0 11,0 13,1 13,7 129 11,7 136 129
balance 5 -3 1 -2 -1 -4 -1 -1 -2 -4 -1 -5 -3
Production will over the increase 19,0 186 222 249 224 164 16,6 23,0 32,6 43,7 44,3 41,3 34,4
next 3 months remain unchanged 525 54,1 550 41,2 40,6 40,7 43,8 454 48,6 43,2 47,0 50,5 50,5
decrease 285 273 228 339 370 429 396 31,6 18,8 13,1 8,7 82 151
balance -10 -9 -1 -9  -15 -27 -23 -9 14 31 36 33 19
Selling prices increase 7,3 8,8 7.8 79 49 6,8 8,2 8,5 7,7 8,7 18,0 174 129
will over remain unchanged 69,3 73,1 783 757 749 757 759 768 791 784 72,0 76,1 82,0
the next 3 months decrease 235 18,1 139 164 203 175 159 147 13,2 13,0 10,1 6,5 5,2
balance -16 -9 -6 -8 -15 -11 -8 -6 -6 -4 8 11 8
Total employment increase 1,7 3,8 3,9 6,2 55 5,7 8,2 8,0 9,3 12,4 18,5 20,2 18,1
will over remain unchanged 65,7 62,3 663 584 624 602 606 676 732 697 704 71,0 741
the next 3 months decrease 32,6 339 298 354 321 341 312 244 17,5 17,8 11,1 8,7 7,8
balance -31 -30 -26 -29 27 -28 -23 -16 -8 -5 7 11 10
Factors what are currently limiting production
none X 3,5 X X 4,3 X X 8,6 X X 13,2 X X
insufficient demand x 83,6 X x 84,0 X x 81,5 X X 69,0 X X
shortage of labour force X 1,2 X X 0,6 X X 0,6 X X 1,7 X X
shortage of material/equipment X 2,9 X X 4,3 X X 4,9 X X 8,6 X X
financial constraints X 8,8 X X 4.9 X X 4,3 X X 7,5 X X
others X 0,0 X X 1,9 X X 0,0 X X 0,0 X X
Current production more than sufficient x 42,1 X x 43,2 X x 39,2 X X 32,0 X X
capacity sufficient X 44,4 X X 46,3 X x 51,8 X X 57,3 X X
not sufficient x 13,5 X x 10,5 X X 9,0 X X 10,7 X X
balance X 29 X X 33 X X 30 X X 21 X X
Production is assured
by current overall order months X 3,1 X X 3,2 X X 3,2 X X 4,3 X X
books
Orders over increased x 22,0 X x 25,0 X x 21,7 X x 36,7 X X
the past 3 months remained unchanged x 38,2 X x 34,8 X X 41,6 X X 41,8 X X
decreased x 39,9 X x 40,2 X x 36,8 X X 21,5 X X
balance X -18 X X -15 X X -15 X X 15 X X
Export orders increase x 18,8 X x 227 X x 19,4 X X 40,1 X X
will over remained unchanged x 57,5 X x 455 X x 60,7 X X 50,3 X X
the next 3 months decrease x 23,8 X x 318 X x 20,0 X X 9,6 X X
balance X -5 X X -9 X X -1 X X 31 X X
Current operating % x 587  x  x 603 x  x 599 X x 66,7 x x
capacity
Competitive position on improved x 13,5 X x 17,6 X x 124 X x 137 X X
Estonian market over remained unchanged x 74,7 X X 68,6 X x 77,0 X x 80,6 X X
the past 3 months deteriorated x 11,8 X x 13,8 X x 10,6 X X 5,7 X X
balance X 2 X X 4 X X 2 X X 8 X X
Competitive position on improved x 10,9 X x 13,9 X x 16,1 X x 12,3 X X
foreign markets inside  remained unchanged X 75,0 X x 73,5 X x 72,3 X x 804 X X
the EU over the past 3 deteriorated x 141 X x 12,6 X x 11,6 X X 7,4 X X
months balance X -3 X X 1 X X 5 X X 5 X X
Competitive position on improved x 10,5 X x 10,5 X x 10,8 X x 12,3 X X
foreign markets remained unchanged x 77,8 X x 79,0 X x 79,1 X X 82,2 X X
outside the EU over  deteriorated x 11,8 X x 10,5 X x 10,1 X X 5,5 X X
the past 3 months balance X -1 X X 0 X X 1 X X 7 X X
Export over increased x 18,9 X x 257 X X 24,8 X X 29,2 X X
the past 3 months remained unchanged x 47,8 X x 454 X X 46,5 X X 53,0 X X
decreased x 33,3 X x 29,0 X x 28,7 X X 17,9 X X
balance X -14 X X -3 X X -4 X X 11 X X
Share of export in % X 54,0 X X 565 X X 556 X X 58,4 X X
production
CONFIDENCE indicator -28 -22 -18 20 -23 -25 -22 -17 -11 -4 3 5 0
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INDUSTRY SURVEY
(balance, %)
. 1993 - 2010 | 2009 2010
Indicator min average max | 06 07 08 09 10 11 12 01 02 03 04 05 06
Production over balance | -67 9 47| 22 12 13 20 -9 5 -1 -11 -18 -18 12 26 37
the past 3 months
Current overall balance | -78 -4 31| 68 -60 -52 -53 54 52 -44 -44 -50 -46 27 -22 -21
order books
Current export balance | 71 -7 26| -60 -49 -52 -54 -48 -41 -44 -39 -42 33 20 -12 -12
order books
Current stock balance | 20 0 35| 5 -3 1 2 4 4 4 4 2 4 1 5 -3
of finished products
Production wil balance | 56 17 63| -10 -9 -1 -9 -15 -27 -23 -9 14 31 36 33 19
over the next 3 months
Selling prices will balance | 35 12 53| 16 9 6 -8 15 -11 -8 -6 -6 -4 8 11 8
over the next 3 months
Total employment will balance | -47 5 21| -31 -30 26 -29 -27 28 23 -16 -8 5 7 11 10
over the next 3 months
Factors what are currently limiting production
nonef 0 8 221 x 4 x x 4 x x 9 x x 13 x «x
insufficient demand| 16 56 85 x 84 x x 84 x x 8 x x 69 x X
shortage of labour force 1 16 44 x 1 x x 1 x x 1 x x 2 x X
shortage of material/equipmentf 0 13 29) x 3 x x 4 x x 5 x x 9 x X
financial constraints 1 15 42 X 9 x x 5 x x 4 x x 7 X X
otherssy, 0 6 18 x 0 x x 2 x x 0 x x 0 x x
Currer.1tproduct|on balance | -22 13 47 x 29 x x 33 x x 30 x x 21 X X
capacity
Production is assured by months 3,1 47 8,0 x 3,1 X X 32 x x 32 x x 43 x X
current overall order books
Orders over balance | 51 11 48] x -18 x x 15 x x -15 x x 15 x «x
the past 3 months
Export orders will balance | -71 -7 26 x 5 x x -9 x x - x x 3 X X
over the next 3 months
Current operating % 50 67 80 x 59 x x 60 x x 60 x x 67 x X
capacity
Competitive position on
Estonian market over the past balance 2 15 29 x 2 x x 4 x x 2 x x 8 x X
3 months
Competitive position on
foreign markets inside the EU balance | -10 7 25| x -3 x x 1 x x 5 x x 5 x X
over the past 3 months
Competitive position on
foreign markets outside the  balance | -13 5 33 x -1 x x 0 x x 1 x x 7 x X
EU over the past 3 months
Export over balance | -37 10 33 x-14 x x -3 x x -4 x x M X X
the past 3 months
Share of export % 44 54 58 x 54 x x 56 x x 56 x x 58 x x
in production
CONFIDENCE indicator 40 5 27| -28 -22 18 -20 -23 25 -22 -17 11 -4 3 5 0
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2.2. Manufacturing industry investment in 2009

and prognosis for 2010

Investments decreased in 2009, but to a smaller extent than expected. Prognoses for
this year have not changed and enterprises still plan to increase investment.

In October 2009 and in April this year, EKI
conducted a survey on investment. In autumn,
a prognosis was made how investments would
change in 2009 in comparison with 2008 and
investments expected in 2010 were estimated.
This spring, enterprises evaluated the actual
situation in 2009 and made a new prognosis
for 2010. The survey indicated that the actual
situation in 2009 was better than expected
since although the amount of investment de-
creased it happened at a slower rate than prog-
nosticated (balance in 2010 —19; balance in
2009 -38).

Enterprises’ estimates of the changes in in-
vestment in 2009 (compared to 2008) were as
follows (% of the enterprises):

Estimates made in

April 2010 October 2009
increase 19% 14%
no change 29% 18%
decrease 38% 52%
missing 14% 16%

Regarding individual branches of manufactur-
ing, it can be added that investment decreased
in all branches of manufacturing with the ex-
ception of manufacture of radio, television and

communication equipment where the volume
of investment has not changed over the year.
The biggest decline was in tanning and dress-
ing of leather (balance -50), followed by
chemical industry (balance —44). In a better
situation than others were manufacture of
metal products and manufacture of food prod-
ucts, where nearly one third of enterprises in-
creased investment.

Investment prognoses made in spring for 2010
are similar to those made in autumn and enter-
prises still plan to increase investment (balance
in April and in October 2009 +15). 32% of the
enterprises prognosticate a growth of invest-
ment (compared to 2009), 34% hope to pro-
duce as much as last year, 18% of the manu-
facturers predict a decline in investment and
16% of the producers don’t plan any invest-
ment. Enterprises which are planning to in-
crease investment are more numerous in the
manufacture of rubber and plastic products
(57%), in the manufacture of metal products
(53%) and in the manufacture of food and
beverages (50%). The biggest decline in in-
vestment, which was reported by half of the
enterprises, will occur in tanning and dressing
of leather.

100%

Investment of manufacturing enterprises (% of asked enterprises)

L]

80% -

60%

40%

20% A

0% -

1996 1997 1998 1999 2000 2001

2002 2003 2004 2005 2006 2007 2008 2009 2010

m failed

B diminished

1 about
same

W increased

¥ The manufacturing investment survey was conducted by the Estonian Institute of Economic Research (EKI) by
order of the European Commission and the Ministry of Economic Affairs and Communications in October 2010.

181 manufacturing enterprises were interviewed.
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2.3. Construction survey’

The situation in the construction market in June was better than in March. In the coming
months the seasonal growth will continue although construction activities won't yet sur-

pass the last year’s same period level.

Decline in the construction market continued
over the past 3 months (in annual comparison),
but the situation in June was better than in
March because of the seasonal recovery. Early
in the quarter, enterprises had orders for an
average of 2.7 months, i.e. for a shorter period
than a year ago (in April 2009 for 3 months).
In recent months, the orders situation im-
proved and in June 47% of the enterprises had
orders in a normal amount, 9% more than usu-
ally and 44% fewer than usually (balance'® —
36, in March —63). The share of enterprises
with increasing construction production in-
creased to 40% over the past 3 months, the
share of enterprises with diminishing produc-
tion fell to 10% (balance +30). Insufficient
demand was still the main limit to develop-

ment (in June for 69% of the enterprises); fi-
nancial problems were the main limit for 13%
of the enterprises.

In the next 3 months, a seasonal growth of
construction production will continue (balance
+44), but in annual comparison, construction
production won’t turn to growth yet. More than
so far, they hope to raise the price level; price
rise is prognosticated by one third of the enter-
prises. The prognosis of the number of employ-
ees is for the first time after 2007 positive —
nearly one third of the enterprises need more
workers. The construction confidence indica-
tor'! rose over the past 3 months 35 points:
from —39 to —4. Hence, the construction market
is pushing toward the exit from the depression.

Ovwerall order book (balance, %)
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? prepared by EKI by order of the European Commission and the Ministry of Economic Affairs and Communica-
tions on the basis of opinions of 70 construction enterprises this month.

!9 Balance values show the differences of the percentages of the positive and negative responses

! aggregate indicator calculated on the basis of orders portfolio and employment growth prognosis.
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In the European Union as a whole, the con-
struction confidence indicator has been nega-
tive since 2008 (in June 2010 -32, in June

2009 -37).

In residential and non-residential construc-
tion, orders increased (balance in March —69,
in June —38); the share of enterprises with a
normal or bigger than normal orders portfolio
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increased over the past 3 months from 30% to
51%; the others had still smaller orders than
normally. The share of enterprises with a
growing work volume rose to 36%. At the be-
ginning of the quarter, contracts guaranteed
work for 2.4 months (in April 2009 for 2.8
months).

During the next 3 months, growth of construc-
tion production compared to previous months
will continue (balance +40). 30% of the enter-
prises reported of a possible increase in per-
sonnel. The confidence indicator has risen rap-
idly over the past 3 months (in March —48, in
June -6).

The situation in civil engineering continued to
improve over the past 3 months and more than
half of the firms had more work in recent
months. The orders situation was better than in
residential and non-residential construction:
70% of the enterprises had a normal amount of
orders in June, 30% fewer than normally. Con-
tracts guaranteed work for an average of 3.5
months like a year ago.

In the next 3 months, construction production
in civil engineering will grow (balance +59)
and 35% of the enterprises plan to create new
jobs. The civil engineering confidence indica-
tor has risen above zero (+3).

CONSTRUCTION SURVEY
(answers of enterprises, %)

Indicator Answer 2009 2010
06 07 08 09 10 11 12 01 02 03 04 05 06
Building activity over  increased 14,7 22,7 30,7 256 22,5 10,3 56 39 39 81 129 329 40,0
the past 3 months remained unchanged 44,0 44,0 34,7 43,6 450 59,0 45,1 34,6 34,6 28,4 47,1 457 50,0
decreased 41,3 33,3 34,7 30,8 32,5 30,8 49,3 615 61,5 63,5 40,0 21,4 10,0
balance 27 -1 5 10 -21 -44 -58 -58 -55 -27 11 30
Factors limiting building activity
none 13 67 93 51 50 26 28 13 13 00 43 71 114
insufficent demand 81,3 78,7 82,7 82,1 825 84,6 84,7 769 782 73,0 757 77,1 68,6
weather conditions 00 00 13 00 13 51 42 90 154 189 10,0 0,0 0,0
shortage of labour force 2,7 00 00 00 00 00 00 00 00 00 00 14 14
shortage of materialann 1,3 0,0 00 13 00 00 00 00 00 00 00 00 0,0
financial constraints 80 93 40 38 75 64 42 64 26 68 57 71 129
other 53 53 27 64 38 13 42 64 26 14 43 86 57
Order books above normal 40 13 27 51 25 39 14 26 26 14 58 43 8,6
normal for the season 17,3 20,0 24,0 19,2 28,8 29,5 30,6 26,0 26,0 34,3 30,4 41,4 47,1
below normal 78,7 78,7 73,3 75,6 68,8 66,7 68,1 71,4 714 644 63,8 543 443
balance 75 77 -71 -711 66 -63 -67 -69 -69 -63 -58 -50 -36
Employment over up 27 53 13 64 25 00 14 26 9,0 16,2 232 26,5 31,4
the next 3 months remain unchanged 48,0 44,0 48,0 38,5 47,5 423 38,9 54,0 60,3 52,7 63,8 60,3 65,7
down 49,3 50,7 50,7 55,1 50,0 57,7 59,7 434 30,8 31,1 13,0 132 29
balance 47 -45 49 -49 -48 -58 58 -41 -22 -15 10 13 29
Prices over increase 27 41 27 13 25 13 14 26 78 82 17,1 27,5 30,9
the next 3 months remain unchanged 676 73,0 824 83,3 81,3 833 84,7 79,2 77,9 80,8 80,0 69,6 67,7
decrease 29,7 23,0 149 154 16,3 154 13,9 182 143 110 29 29 15
balance 27 -19 12 -14 14 -14 13 -16 -7 -3 14 25 29
Building activity increase 18,7 13,3 6,7 9,0 50 39 85 104 244 40,5 457 657 471
in the next 3 months  remain unchanged 48,0 40,0 40,0 37,2 41,3 28,2 31,0 442 449 405 48,6 25,7 50,0
decrease 33,3 46,7 53,3 539 53,8 68,0 60,6 455 30,8 189 57 86 29
balance 15 -33 47 -45 -49 -64 52 -35 -6 22 40 57 44
Duration of work in hand and work
already contracted in months X 23 X x 25 X X 23 X X 27 X X
Current level of capacity utilization (%) X 67,0 X X 69,0 X X 56,0 X x 58,0 X X
Confidence indicator 61 61 60 -60 -57 -60 -63 -55 -45 -39 -24 -18 -4
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CONSTRUCTION SURVEY, June 2010
(answers of enterprises, %)

TOTAL including
Indicator Answer Building including Public works
| Residental | Non-residental
Building activity over increased 40,0 35,9 455 33,3 52,9
the past 3 months  remained unchanged 50,0 52,8 455 54,8 41,2
decreased 10,0 1,3 9,1 11,9 59
balance 30 25 36 21 47
Factors limiting building activity
none 11,4 75 27,3 24 23,5
insufficent demand 68,6 73,6 455 81,0 52,9
weather conditions 0,0 0,0 0,0 0,0 0,0
shortage of labour forc 1,4 19 9,1 0,0 0,0
shortage of material ai 0,0 0,0 0,0 0,0 0,0
financial constraints 12,9 13,2 18,2 11,9 11,8
other 5,7 3,8 0,0 4.8 118
Order books above normal 8,6 1,3 18,2 9,5 0,0
normal for the season 471 39,6 54,6 35,7 70,6
below normal 44,3 491 27,3 54,8 294
balance -36 -38 -9 -45 -29
Employmentover  up 34 30,2 36,4 28,6 35,3
the next 3 months  remain unchanged 65,7 66,0 54,6 69,1 64,7
down 29 3,8 9,1 24 0,0
balance 29 26 27 26 35
Prices over increase 30,9 30,2 36,4 28,6 33,3
the next 3 months  remain unchanged 67,7 67,9 63,6 69,1 66,7
decrease 1,5 1,9 0,0 24 0,0
balance 29 28 36 26 33
Building activity increase 471 434 54,6 40,5 58,8
in the next 3 months remain unchanged 50,0 52,8 455 54,8 41,2
decrease 29 3,8 0,0 48 0,0
balance 44 40 55 36 59
Confidence indicator -4 -6 9 -10 3
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CONSTRUCTION SURVEY
(balance, %)

1994 - 2010 | 2009 2010
min average max | 06 07 08 09 10 11 12 01 02 03 04 05 06

balance| 69 12 76/ -27 11 -4 -5 -10 -21 -44 58 -58 -55 -27 11 30

Building activity
over the past 3 months

Factors limiting
building activity

none % [ 0 12 3 1+ 7 9 5 5 3 3 1 1 0 4 7
insufficent demand % 1 4 89 81 79 8 8 8 8 8 77 78 73 76 77 69

weathercondions % | 0 15 65 0 0 1 0 1 5 4 9 15 19 10 0 0
shortage of labour force % 0 3 8 3 0 0 0 0 0 O o 0 0 0 1 1
shortageofmaterialland/or " 0 2 14 1 0 0 1 0 0 0 0 0 0 0 0 0

equipment
financial constraints % 0 3 13 8 9 4 4 8 6 4 6 3 7 6 7 13
oher % | 0 5 23 5 5 3 6 4 1 4 6 3 1 4 9 6

Order books balance| -83 -4 59 75 77 71 71 66 63 67 69 -69 -63 58 50 -36

Employment over balance| 68 5 65 -47 -45 -49 -49 -48 58 58 -41 22 15 10 13 29

the next 3 months

Prices over balance| 68 21 82| 27 19 -12 14 14 44 43 16 7 3 14 25 29

the next 3 months

Building activity

in the next 3 months
Duration of work in hand
and work already mnths] 2 3 6 x 2 x x 3 x x 2 x x 3 x X
contracted in months
Current level

of capacity utilization

balance| -77 16 86| -15 -33 -47 45 -49 64 -52 35 -6 22 40 57 44

% | 54 77 95 x 67 x x 69 x x 56 x x 58 x x

CONFIDENCE INDICATOR -3 1 58 -61 -61 -60 -60 -57 -60 -63 -55 -45 -39 -24 -18 -4
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2.4. Trade survey12

Conjuncture is still in depression, although the confidence indicator has risen and the
seasonal growth of sales that started in recent months will continue also in the next 3
months. At the end of the quarter, sales in annual comparison may start turning to
growth.

Business conjuncture on the whole is still un- increase orders for new goods (balance +18).
favourable (balance’® —22), although im- Turnover will be increased also by price rise
provement of the conjuncture accelerated (balance +25). The number of personnel,
compared to the previous quarter. The share of  which increased in the summer season, will
shops with a satisfactory conjuncture increased start gradually decreasing again (balance —6).
over the past 3 months to 70%, 30% had still The trade confidence indicator™ in June rose
bad conjuncture. The share of shops which re- to +10 (in March —15, in June 2009 —34).

ported a sales growth rose to nearly 40%; sales
continued to decline in 31%. The share of

il;)yps with excessive stocks in trade fell to over a year (in June 2009 —17, in June 2010 -
o 5). In several countries such as Italy, Finland,
During the next 3 months, seasonal growth Denmark, Latvia, Czech, Slovenia etc. the in-

of sales should continue (balance +31); growth  dicator has risen above zero.
is prognosticated by 45% of the shops. They

In the European Union as a whole, also the
trade confidence indicator rose significantly

Present and expected business situation in 6 months ahead (balance, %)
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50 | BETTER
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Sales (balance, %)
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WORSE — Sales over thr next 3 month
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2 Prepared by EKI by order of the European Commission and the Ministry of Economic Affairs and Communica-
tions on the basis of opinions of 136 shops and trade firms this month.

' Balance values show the differences of the percentages of the positive and negative responses

' Calculated on the basis of the last three months* sales and stocks in trade, and sales prognosis for the next 3
months
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The situation in different groups of shops varies:

The situation for food shops was satisfactory:
conjuncture was estimated to be positive again
over a long time (balance +3) and 90% of the
shops had a satisfactory or good conjuncture.
53% of the shops informed of a sales growth,
in 30% sales continued to decline.

The situation will continue growing better dur-
ing the next 3 months — nearly 70% of the
shops prognosticate a sales growth (balance
+55). The price level in most of the shops will
rise moderately. Extra workforce will be used
in the summer season. Food shops’ confidence
indicator rose in June to +25 (in March —13).

Wardrobe goods shops report that their con-
juncture is growing better. In June it was satis-
factory for 60% of the shops, and still bad for
the others. Sales increased in more than one
third of the shops, and continued to decrease in
one third (balance +4).

Sales will rather decrease over the next 3
months (balance —9). Also the number of per-
sonnel might be reduced slightly. The confi-
dence indicator rose from —13 to -5, staying
still negative.

In household goods shops, slow-down of
sales decline continued (balance =0, in March
—63). While shops selling electronic goods and
other household appliances had mostly a satis-
factory conjuncture, then shops selling con-
struction goods, furniture etc still had a bad
conjuncture (balance —43). One fifth of the
shops had excessive stocks in trade.

Sales expectations for the next 3 months are
positive (balance +33), but rise in purchasing
activity may be seasonal. Prices will rise
slightly (balance +13). The number of person-
nel will not be reduced any more. The confi-
dence indicator rose over the past 3 months
from -21 to +9.

Car sales turned to slow growth. 40% of the
shops in June reported growth of sales over the
recent months. Supply was somewhat limited
by too small stocks in trade. Movement out of
depression is slow and estimate of the con-
juncture in June on the whole remained nega-
tive (balance —10).

Sales growth is expected to continue during
the next 3 months — over 30% of the firms
prognosticate a growth. Some shops plan to
raise prices (balance +20). The confidence in-
dicator was positive for fifth month (+23).

In the group of department stores and
hypermarkets, conjuncture was satisfactory
for most of the shops (balance =0). The share
of shops with a growing turnover increased
over the past 3 months from 5% to 33%; turn-
over continued to decrease in 17% of the
shops.

According to prognoses, sales growth should
continue in the next 3 months (balance +56);
growth is prognosticated by 2/3 of the shops.
Prices will continue rising (balance +50). The
number of personnel will decrease rather than
increase. The confidence indicator rose over
the last 3 months from —15 to +22.

In other shops,"” sales continued to decline
over the past months (balance —17). Conjunc-
ture did not grow much better and was bad for
half of the shops.

For the next 3 months, 30% of the shops prog-
nosticate a growth of sales, 58% presume sales
won’t change and for 12% may decrease. The
confidence indicator is still negative (-6),
however, higher than 3 months ago (-13).

' incl. stationery, books, sports, recreational goods etc.
shops, kiosks
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RETAIL TRADE SURVEY
(% of enterprises)

Indicator Answer 2009 2010
06 07 08 09 10 11 12 01 02 03 04 05 06
Sales over increased 17,7 23,7 31,0 239 129 116 85 244 16,0 10,0 194 331 385
the past 3 months  remained unchanged 21,8 26,7 21,4 30,0 31,1 30,2 339 274 29,0 285 372 323 304
decreased 60,5 496 476 462 56,1 58,1 57,7 482 550 61,5 43,4 346 31,1
balance 43 26 17 22 43 47 49 24 -39 52 24 -2 7
Stocks too large 36,3 282 27,0 16,9 16,7 18,6 192 194 177 16,9 146 154 12,6
adequate 629 70,4 730 823 81,1 799 769 776 785 80,0 81,5 80,8 822
too small 08 15 00 08 23 16 39 30 39 31 39 39 52
balance 3 27 27 16 14 17 15 16 14 14 11 12 7
Orders placed with increase 13,6 11,2 135 10,0 115 172 92 11,1 223 30,0 369 385 333
suppliers over remain unchanged 37,6 44,0 37,3 423 43,1 40,6 32,3 378 46,9 492 492 439 511
the next 3 months  decrease 488 448 492 477 454 422 585 51,1 30,8 20,8 139 17,7 156
balance 35 -34 36 -38 34 25 49 40 -9 9 28 21 18
Sales over increase 210 134 119 131 168 205 10,1 6,7 22,1 37,7 53,9 488 448
the next 3 months  remain unchanged 347 38,8 445 40,0 42,0 38,6 31,0 356 489 446 346 34,9 41,0
decrease 444 478 437 46,9 412 409 589 578 29,0 17,7 115 163 142
balance 23 -34 32 34 24 21 49 B -7 20 42 33 3
Employment increase 48 15 08 16 08 08 31 22 31 39 94 141 105
over the remain unchanged 56,5 62,2 624 558 70,5 628 61,2 704 80,2 850 828 742 731
next 3 months decrease 38,7 36,3 368 426 28,8 364 357 274 168 110 7.8 11,7 164
balance 34 35 36 -41 28 36 33 25 14 -7 2 2 B
Prices over increase 57 40,0 127 154 53 70 132 188 20,0 240 264 315 363
the next 3 months ~ remain unchanged 66,1 47,4 754 685 796 729 63,6 73,7 739 705 698 63,1 52,6
decrease 282 126 119 162 152 202 233 75 62 54 39 54 111
balance 23 27 1 1 -0 13 10 11 14 19 28 26 25
Present business  good 48 30 32 47 30 24 31 37 62 62 47 54 82
situation satisfactory 46,0 51,1 56,4 50,4 52,3 536 46,5 593 46,9 50,4 558 59,7 619
bad 492 459 405 450 44,7 441 504 37,0 46,9 434 395 349 299
balance 44 43 37 40 42 42 47 33 41 37 35 -30 -22
Expected business  better 72 6,7 96 140 152 135 21,1 224 33,6 30,8 339 339 244
situation 6 months ~ same 63,2 60,7 696 62,8 70,5 651 66,4 672 588 63,9 61,5 62,3 704
ahead worse 296 326 208 233 144 214 125 105 76 54 46 39 52
balance 22 26 -1 9 1 -8 9 12 26 25 29 30 19
Confidence indicator 34 29 -25 -24 27 -28 -38 -30 20 -15 2 6 10
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RETAIL TRADE SURVEY, June 2010
(% of enterprises)

Indicator TOTAL by branches
Food | Ward-|Household goods Motor | Large |Remai-
robe including vehic- | multiple| ning
goods | Electrical | Other | les | shops
Sales over increased 385 533 348 333 222 381 40,0 333 333
the past 3 months  remained unchanged 30,4 16,7 34,8 33,3 333 333 50,0 50,0 16,7
decreased 31,1 300 304 333 444 286 10,0 16,7 50,0
balance 7 23 4 0 -22 10 30 17 -17
Stocks too large 126 100 8,7 133 00 191 100 11,1 208
adequate 82,2 833 91,3 833 1000 762 70,0 833 750
too small 52 67 00 33 00 48 20,0 56 42
balance 7 3 9 10 0 14 -10 6 17
Orders placed with increase 333 60,0 174 267 222 286 30,0 444 167
suppliers over remain unchanged 51,1 26,7 478 66,7 66,7 66,7 60,0 445 66,7
the next 3 months  decrease 15,6 13,3 348 6,7 11,1 48 100 11,1 16,7
balance 18 47 17 20 1 24 20 33 0
Sales over increase 448 69,0 21,7 433 55,6 381 30,0 66,7 292
the next 3 months  remain unchanged 41,0 172 478 46,7 333 524 700 222 583
decrease 142 138 304 10,0 11,1 95 00 11,1 125
balance 31 55 9 33 45 29 30 56 17
Employment increase 10,5 20,7 00 133 22,2 95 00 56 125
over the remain unchanged 731 621 913 733 556 81,0 90,0 66,7 66,7
next 3 months decrease 164 172 87 133 22,2 95 10,0 278 20,8
balance -6 4 -9 0 0 0 -10 -22 -8
Prices over increase 36 600 174 267 222 286 20,0 50,0 333
the next 3 months  remain unchanged 53 36,7 522 60,0 556 61,9 80,0 50,0 542
decrease 1 33 304 133 22,2 95 0,0 00 125
balance 25 57 13 13 0 19 20 50 21
Present business  good 8 133 00 35 0,0 48 10,0 16,7 8,3
situation satisfactory 62 76,7 609 586 875 476 70,0 66,7 417
bad 30 10,0 39,1 1379 125 476 200 16,7 50,0
balance -22 3 -39 -3 -13 43  -10 0 -42
Expected business better 24 300 174 300 77,8 95 300 222 167
situation 6 months  same 70 60,0 826 633 222 810 700 778 750
ahead worse 5 100 00 67 0,0 95 00 0,0 8,3
balance 19 20 17 28 78 0 30 22 8
Confidence indicator 10 25 -5 8 7 8 23 22 -6
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RETAIL TRADE SURVEY
(balance, %)

Indicator 1993 - 2010 | 2009 2010
min average max| 06 07 08 09 10 11 12 01 02 03 04 05 06

Sales over the past 3months | -73 24 76| -43 -26 -17 -22 43 -47 -49 -24 -39 52 -24 -2 7

Stocks -7 12 38 36 27 27 16 14 17 15 16 14 14 11 12 7
Orders placed with suppliers
during the next 3 months 62 11 57| -35-34-36-38 -34-25-49 -40 -9 9 23 21 18

Sales over the next 3 months | -67 18 77| -23 -34 -32 -34 -24 -21 -49 -51 -7 20 42 33 31
Employment over
the next 3 months 50 -2 34| -34 -35-36 41 -28 -36 -33 -25 -14 -7 2 2 -6

Prices over the next 3 months - - - 2327 1 -1 -10-13-10 11 14 19 23 26 25

Present business situation -53 8 63| -44 43 -37 40 -42 42 47 -33 41 -37 -35 -30 -22
Expected business situation
6 months ahead 41 16 48| -22 -26 -11 -9 1 -8 9 12 26 25 29 30 19

Confidence indicator 49 8 43| -34 -29 -25 -24 -27 -28 -38 -30 -20 -15 2 6 10
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. 16
2.5. Service survey

In the second quarter, service sector conjuncture improved further. Demand growth will

slow down in the short term.

The service sector confidence indicator'’ rose
from -2 in March to +30 in June, thanks to
increased sales over the past 3 months (bal-
ance +36). The confidence indicator was last
so high four years ago, in June 2006. The
situation in the sector compared to that a year
ago (confidence indicator —14) is now re-
markably better.

Every second service enterprise reported in-
crease in sales of services and higher demand
in the second quarter 2010. Every tenth enter-
prise had smaller sales. Hotels were the best
off. The market situation for restaurants, trans-
portation and car rental firms, and for real es-
tate firms improved moderately. In a worse
situation were tourist and information techno-
logy firms.

The following can be added about individual
branches of services:

Information technology

The market situation is better now, the confi-
dence indicator rose from —6 in March to +5 in
June. Compared to June 2009 (confidence in-
dicator —33), conjuncture is now much better.
In the second quarter, the number of firms
which reported increase in sales of services
increased (1/4 of the enterprises) (balance in
June +7, in March —-18). However, sales de-
creased in every fifth enterprise.

25% of the enterprises inform that demand
will decline in the next 3 months (balance —6).
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'® The service survey was prepared on the basis of opinions of 289 service enterprises.
' The confidence indicator is the arithmetic mean of sales, demand and prognosis of demand balances.
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Hotels +4, in May +35, in June +47). Sales increased

The market situation for the hotels improved
from month to month in the second quarter.
The confidence indicator rose from -7 in
March to +60 in June and is much better than
in June 2009 (confidence indicator +25). 34 of
the accommodation enterprises in June re-
ported increase in sales of services over the
past 3 months, both to domestic and foreign
tourists (balance +69). Every fifth hotel in-
creased personnel.

More than half of the hotels estimate that de-
mand will increase in the next 3 months (bal-
ance +42). One third of the hotels will raise
prices (balance +30).

Restaurants

The restaurants market conjuncture is favour-
able now. The confidence indicator has been
positive throughout the second quarter and has
been moving upwards (in March -21, in April

in nearly 60% of the restaurants (balance in
June +44, in March -48).

63% of the restaurants informed of a demand
growth during the next 3 months (balance in
June +51, in March +33). One fourth of the
restaurants will hire new workforce and plan a
price rise in the short term (balance +20).

Tourism

In the second quarter, the situation in tourism
turned somewhat better, but is still bad. The
confidence indicator in June rose to +4 from
—26 in March. One third of the tourist firms
reported increased sales and one fourth in-
formed of a decrease in sales over the past
3 months (balance +7).

Nearly one third of the enterprises will have
lower demand during the next 3 months (bal-
ance —3).
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Transport

The situation in the transport sector improved
significantly over the past 3 months. The con-
fidence indicator in June was +32 (in March
—11). 53% of the enterprises enjoyed increased
sales over the past 3 months (balance in June
+45, in March -28).

Enterprises estimate that demand will decrease
slightly over the next 3 months (balance in

June —3).

Car rent

Conjuncture improved in the second quarter.
The confidence indicator in June rose to +42
from —7 in March. Sales increased in 53% of
the enterprises, decreased in 20% over the past
3 months (balance +33).

During the next 3 months, demand will in-
crease for 2/3 of the rental firms (balance
+60). Nearly half of the enterprises will raise
prices (balance +47).

Real estate

Enterprises’ confidence is above zero for tenth
month in succession. The confidence indicator
rose from +26 in March to +37 in June. Com-
pared to June 2009 (confidence indicator —20),
the market situation is much better now. 46%
of the enterprises in June informed of a growth
of sales of services over the past 3 months
(balance +42). Every fourth enterprise hired
new workforce.

Demand growth in the real estate market will
continue in the short term (balance of demand
in June +24).

Advertising

Advertising market conjuncture improved in
the second quarter. The confidence indicator in
June was +18 (in March —16). Sales increased
in half of the advertising enterprises over the
past 3 months (balance in June +40).

43% of the enterprises informed that demand
for advertising services will decrease in the
short term (balance in June —30).

Waste treatment

The market situation for waste treatment en-
terprises has improved. The confidence indica-
tor rose from —25 in March to +24 in June.
Nearly half of the waste treatment firms in-
formed of an increase in sales of services over
the past 3 months (balance in June +27, in
March -50).

Every fifth enterprise estimates that demand
for waste treatment services will grow during
the next 3 months (balance +13).
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SERVICE SURVEY
(% of enterprises)

2009 2010
6 07 08 09 10 11 12 01 02 03 04 05 06
Evolution of sales  increased 234 209 264 306 259 261 306 281 202 199 239 377 474
of services over remained unchanged 379 393 343 334 372 413 315 380 395 389 467 457 416
the past 3 months ecreased 388 398 393 36 369 326 379 339 403 413 293 167 110
balance 45 49 43 5 1 7 7 6 20 2 5 21 3
Evolution of demand  increased 223 223 276 301 281 284 291 222 207 219 289 404 483
over the past 3 remained unchanged 39 328 306 345 359 370 344 426 448 419 450 464 429
months decreased 387 449 418 355 361 346 366 352 346 362 261 132 88
balance 46 23 14 5 8 6 8 3 4 4 3 21 39
Evolution of demand  increase 205 129 168 227 23 115 119 151 335 411 472 403 30,2
expected overthe  remain unchanged 487 46 401 419 452 571 479 504 502 482 442 496 54,8
next 3 months decrease 308 4,1 432 354 318 314 402 345 163 107 86 10,1 15,1
balance 40 28 26 13 -9 20 28 19 17 30 39 30 15
Evolution of increased 17 136 101 946 879 89 79 71 103 64 76 130 202

employment over remained unchanged 56,7 60,2 656 662 636 675 687 740 733 784 804 784 684
the past 3 months

decreased 263 262 243 243 276 236 233 189 164 152 120 86 114

balance 9 43 4 45 9 45 5 2 6 9 4 4 9

Evolution of increase 116 4,65 5 798 89 66 88 75 108 151 205 219 187

employment expected remain unchanged 741 736 743 682 713 802 790 833 831 768 729 738 757

;V;;t:]h:nem decrease 144 218 207 238 198 133 122 92 61 81 66 43 57

balance 3 47 46 6 M1 7 3 2 5 7 14 18 13

Evolution of prices  increase 446 631 375 28 312 4 4 5 7 8 16 17 14

of services expected  remain unchanged 73 73 725 T4 75 73 8 8 8 8 75 80 83

overt:]he next3 decrease 225 24 238 257 254 923 15 14 11 8 9 3 3

o balance 48 16 20 23 -2 419 42 9 5 0 8 13 1
Factors currently limiting business

none X 4 x X 4 x x 4 x x 6 x X

insufficientdemand X 78 x x 75 x x 76 x x 65 X X

shortage of labourforce X 1 x x 1y x 1 x x 1 x X

shortage of space andlorequipment X 0 x x 1Ty x 1 x x 0 x X

financial constraints X 10 x x 16y x 14 x x 2 x

oher X T X X 4 x x 4 x x 5 x X

Business situation ~ improve x 137  x  x 27 x x 37 x x 40 x x

expected after 6 remain unchanged x 63 x x 54 x x 46 x x 5 x x

monifis deteriorate X 50 X X 233 X x 17 X X 7 X X

balance x % x x 1 x x 19 x x 33 x x

Confidence indicator 14 23 188 8§ 9 11 44 13 6 2 12 26 3N
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SERVICE SURVEY, June 2010
(% of enterprises)

Information | Hotels | Restau- | Tourism [ Trans- | Car | Real | Adver- | Waste | TOTAL
technology rants port rent | estate | ftising | treatment
increased 250 756 561 333 525 533 458 500 467 474
Evoluonof sales of rorainedunchenged 57,0 174 31,9 407 395 267 502 400 333 416
services over the past ————
3 months decreased 18,0 70 120 260 80 200 40 100 20,0 11,0
balance 7 69 44 7 45 33 42 40 27 36
increased 250 732 561 333 625 533 440 533 533 483
EV°'”t‘h‘°” °ff§ma"d emanedunchanged 620 21,8 339 407 295 267 560 367 267 429
over the pas —_—
months decreased 13,0 50 10,0 260 80 200 00 100 20,0 8,8
balance 12 68 46 7 55 33 44 43 33 39
increase 175 537 634 282 225 667 240 133 200 30,2
Evolufonofdemand - omain unchanged 595 343 246 408 525 263 760 437 730 548
expectedoverte ——
next 3 months decrease 230 120 120 310 250 70 00 430 70 15,1
balance -6 42 51 -3 -3 60 24 30 13 15
increased 250 195 317 103 125 67 240 133 267 20,2
Evolution of femanedunchenged 620 785 61,3 747 695 863 640 797 603 684
employment over the ———
balance 12 18 25 -5 -6 0 12 6 14 9
, increase 250 317 268 26 175 200 200 100 133 187
Evolution of _
emp|oymem expected remain UnCthgEd 75,0 68,3 71,2 94,4 72,5 80,0 72,0 80,0 73,7 75,7
overthenedtd  gecrease 00 00 20 30 100 00 80 100 130 57
months
balance 25 32 25 0 8 20 12 0 0 13
, , increase 2,5 %6 195 103 375 467 40 00 0,0 13,7
Evolution of prices of ————————————
senvices expected  remain unchanged 945 564 805 797 625 533 960 970 870 834
over Lhe nextd  docrease 30 70 00 100 00 00 00 30 130 30
months
balance -1 30 20 0 38 47 4 -3 -13 1
Confidence indicator 5 60 47 4 32 42 37 18 24 30
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SERVICE SURVEY
(balance, %)

2002-2010 {2009 2010
min‘average‘ max| 06 07 08 09 10 11 12 01 02 03 04 05 06

Indicator

Evolution of sales of services

-68 "M 5 45 49 43 5 11 7 7 6 20 21 5 21 36
over the past 3 months

Evolution of demand

-13 9 5 -6 23 14 5 § -6 8§ 13 14 14 3 271 39
over the past 3 months

Evolution of demand expected

-60 10 60 -10 -28 26 13 -9 -20 -28 -19 17 30 39 30 15
over the next 3 months

Evolution of employment 35 3 N 9 A3 4 45 49 45 45 42 6 9 4 4 9
over the past 3 months

Evolution of employment

expected over the next 3 -21 " ¥ 3 17 -6 16 -1 7 3 -2 5 7 14 18 13
months

Evolution of prices of services
expected over the next 3 -31 9 33 18 16 20 23 22 19 12 9 5 0 8§ 13 1
months

Factors currently limiting
business

none 4 18 3% x 4 x x 4 x x 4 x x 6 X X
insufficient demand 21 4 82 x 718 x x 75 x x 76 x x 65 X X
shortage of labour force 1 % % x 1 x x 1 x x 1 x x 1 x X

shortage of space and/or

equipment

financial constraints 2 9 2 x 10 x x 16 x x 14 x x 2 Xx X

oher 3 8 17 x 7 x x 4 x x 4 x x 5 x X

Business situation expected
after 6 months

Confidence indicator -60 0 4 14 -2 18 8 9 -1 14 3 6 -2 12 26 30
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18
2.5. Consumer survey

Consumer confidence growth in the second quarter continued and for the first time after two years
confidence rose over the historic mean (1992-2010). Consumers’ estimates of the labour market
have improved rapidly and optimism for the national economic outlooks has become greater.

Households’ expectations of the economic situation of their household improved

In a majority in June were consumers whose improved in June (balance in March —4, in
household’s economic situation deteriorated June -1). In June, 23% of the interviewees (in
over the past 12 months (48%); the situation March 22%) prognosticated worsening of the
for 46% of the consumers remained the same economic situation of their household, 44% (in
and for 6% improved (balance in April =32, in  March 40%) that it would stay the same and
May -31, in June -29). 23% hoped an improvement (in March 19%).

Expectations of the economic situation of
one’s household during the next 12 months

Household's economic situation for next 12 month

(people's opinions, balance in %)
20
GET éETTER ‘

10 |

AVERAGE 1992 2010

A 3

YN
REVASGA SV B

-20

93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

Expectations of the national economic situation improved

Consumers’ estimate of the national economic and in June optimists were already more nu-
situation during the last 12 months is still merous than pessimists (balance +7). The June
negative, although it has moved toward im- estimate was 8 points better than the estimate
provement in recent months. In June, 62% of given in March and 28 points better than a
the interviewees (in March 78%) were of the year ago. 42% of the interviewees hoped that
opinion that Estonia’s economic situation is the national economic situation will be better

worse than 12 months ago. after the next 12 months, 28% hope the same
. . . situation would last and 23% are afraid of
Expectations for the national economic de- worsenin
velopment in the next 12 months improved &
18 Estonian economic situation for next 12 month
0 (people's opinions, balance in %)
GET BETTER 1 1 1 1 1 1 1 1
20 | | | A‘\/ERAGE*1992-2010 | | | |
0 7 | | | | | ; ; F
2 o o | | | i
GET WORSE w w w w w w w w
40 | | | | | | | | |
93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

' The interviews are conducted by phone. The June survey was conducted between 1 and 8 June, and 800 people
across Estonia were interviewed
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Unemployment growth is slowing down

In recent months, opinions expressed by inter- age 18). The assessment in June was the most
viewees about the labour market situation have  optimistic over 2 years. Consumers’ expecta-
turned much more positive. People believe the tions are supported also by entrepreneurs’
unemployment growth is slowing down (bal- plans to create new jobs.

ance in March 20, in June -7, long-term aver-

ENTREPRE- Consumers’ unemployment rise expectations (next 12 month) and CONSU-
NEURS  entrepreneur' plans to change number of employees (next 3 month, balances) MERS
80 : -80
60 - | . 60
40 - 1 L 40
2 - | L 20
0 : L0
20 20
-40 1 —o— Construction —x— Retail trade ‘ - 40
60 ——Industry Consumer : - 60
-80 : : : : 80

2003 2004 2005 2006 2007 2008 2009 2010

No big changes happened in the financial status of households

Households’ financial status has been relatively The consumer survey indicates that consum-
stable at the cost of essentially curbing expendi- ers’ plans to buy durable goods are still mod-
ture throughout the period of crisis. In June, est, however a little more optimistic than typi-
36% of the households said they could save, cal of the last two years.

51% managed somehow and 13% lived on pre-

vious savings or were in debt (balance 12).

Saving prognosis over next 12 month
(people's opinions, balance in %)

-10 4

-20 4

=30 4

40

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

Consumers’ expectations of inflation growing again

Consumers estimate that retail prices will rise in  viously; in June 2010, however, only 1% predict
the short term and they prognosticate a price rise  a price fall and 29% of the consumers estimate
of 7% for the next 12 months. A year ago in that price rise will accelerate. Also enterprises’
June, 15% of the interviewees prognosticated estimates in the conjuncture survey imply an ac-
fall of prices and 6% a faster price rise than pre- celeration of inflation in the short term.
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Consumers’ price rise expectations (next 12 month) and
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A factor that enhances consumers’ expectations of inflation is Estonia joining the euro area.
In June, we asked from consumers an extra question about that.

What do you think, will the introduction of euro in Estonia bring a change in retail prices (% re-

sponses)?

Total | Females | 1699 3049 5060 65
Prices will fall substantially 0 0 1 1 0 0 0
Prices will fall slightly 1 1 1 1 2 1
Prices will remain the same 9 11 7 11 9 8 9
Prices will rise slightly 56 59 52 57 55 54 56
Prices will rise significantly | 29 22 34 28 32 31 21
Cannot say 5 6 5 2 2 6 13

Most of the respondents were of the opinion
that the adoption of euro will bring a smaller
or bigger price rise. The opinions were quite
similar across different income groups, among
people with different education and of differ-
ent age. Women looked at the coming price

Consumer confidence aggregate indicator

Consumer confidence indicator in June was —3
and this is 8 points better than the long-term av-
erage (1992—-2010). Compared to the bottom of
the economic crisis in March 2009, consumer
confidence has improved by 34 points. A faster

rise in somewhat darker colours. So, 59% of
the males believed that prices will rise a little
and 22% that they would rise significantly.
However, a moderate price rise was forecasted
by 52% of women and a big price rise by 34%
of the respondents.

improvement has been in expectations of the na-
tional economic situation and expectations of the
labour market. Expectations of the economic
situation of one’s household and households’
saving prognosis have improved less.
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Consumers’ confidence indicator (by components of confidence indicator)

Confidence Household’s own

National economic Unemployment Saving in the

indicator financial situation  situation in the in the next next
in the next 12 next 12 months 12 months 12 months
months (balance) (balance) (balance) (balance)
June 2005 -5 7 6 4 -25
June 2006 10 12 22 -16 -9
June 2007 7 13 12 -11 -6
June 2008 -16 -2 -13 28 -16
March 2009 -37 -16 -35 66 -30
June 2009 -28 -11 -21 45 -36
March 2010 -14 -4 -1 20 -29
June 2010 -3 -1 7 -7 -24
Consumers’ confidence indicator across different social groups
2006 June 2007 June 2008 June 2009 June 2010 June

KOKKU 13 7 -16 -28 -3
Income

Ist quartile -2 -1 -21 -33 -15

2nd quartile 6 5 -20 -34 -12

3rd quartile 13 12 -11 -19 5

4th quartile 21 14 -11 -25 8
Gender

Males 16 8 -13 -25 2

Females 5 6 -18 -31 -7
Age

16-29 16 19 -6 -19 14

30-49 12 4 -18 -28 -6

50-64 7 1 -21 -31 -11

over 64 2 2 -9 -32 -10
Occupation

Self-employed 23 8 -17 -24 1

White-collar 10 9 -17 =27 4

Skilled worker 10 9 -17 =27 -4

Unskilled worker 10 5 -17 -29 -11

Consumer confidence in the European Union
as a whole did not change much in the second
quarter; however, different directional trends
have started to appear in different countries.

Consumer confidence rose in June in impor-
tant export destination countries for Estonia: in
Finland, Sweden, Latvia and Lithuania. In
many South-European countries where gov-
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ernments are facing the need to cut budgets, . — _
consumer confidence fell (Greece, France, Consumer confidence indicator difference
Rumania, United Kingdom) from longterm (1990-2010) average
’ ’ June 2010
Qn the basis of the adjusted Firr}e series pub- Sweden | 18
lished by the European Commission, consumer Estonia 116
confidence has recovered most rapidly in Hungary ] 11
Sweden, Estonia, Hungary, Denmark, Finland, Dar_lmark 18
Slovakia. The recovery has been slow in Ro- Slovak RFmI%rI]'d %g
: : . . ovak Republic
gjlmz;i;}reece, Lithuania, Portugal, Spain and Gzech Republic 05
garia. Austria 04
Poland 13
Germany |1
Luxembourg 0
United Kingdom 2]
Slovenia 2]
Belgium 2]
Latvia -3(]
France 4[]
Cyprus -4 ]
Euro area 4[]
Europa -4[]
Malta 6]
Netherlands 6]
ltaly -7
Bulgaria 9[]
Spain -12[]
Portugal -17 ]
Lithuania -21 |
Greece 85|
Romania -37 |
-45 0 45

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
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CONSUMER SURVEY
(balance, %)

Question 2010 Question 2010
APR | MAY | JUN APR | MAY | JUN
1. How has the financial situation of your household changed 6.By comparison with the past 12 months, how do you expect
over the last 12 months? that consumer prices will develop in the next 12 month?
got a lot better ++ 0,6 0,1 0,6 More rapid increase in prices + 14,4 15,4 29,0
got a little better + 44 48 5,0 Increase in the same rate + 26,4 31,5 30,5
stayed the same = 446 459 459 Increase in the slower rate = 17,4 19,8 19,3
got a little worse - 27,6 30,3 32,1 Will stay about the same - 23,6 20,5 11,1
got a lot worse - 214 179 16,1 Prices will fall slightly -- 25 1,6 05
don't know 14 1,1 03 Don't know 15,8 1,3 9,6
blae 32 -31 29 tlae 13 19 38
2. How do you expect the financial position of your household 7. How do you expect the unemployment in Estonia to change
to change over the next 12 months? over the next 12 months?
get a lot better + 11 13 1.1 increase sharply ++ 7,3 4,0 4.6
get a litlle better + 199 181 214 increase slightly ¥ 06 253 195
stayed the same - 431 445 44.0 remain the same = 32,3 31,0 30,3
get a little worse - 121 130 179 fall slightly - 24 20 73
get a lot worse - 7.8 6.4 3,6 fall sharply - 19 21 29
don't know 180 168 120 don't know 66 56 55
e -3 3 A Hae 10 -2 -7
3. How do you think the general economic situation in Estonia 8. In view of the general economic situation, do you think now it is
has changed over the past 12 months? the right moment for people to make major purchases as furniture,
electrical/electronic devices, etc.?
got a lot better + 0,3 0,4 0,3 i .
) yes, now is the right time + 440 35,3 394
got a little better + 6,0 138 13,8 s neither the right
stayed the same = 165 183 199 itis neither the right time = N3 296 285
: nor the wrong time
got a little worse - 37,0 34,6 42,9 the wrong time B 241 253 238
got a lot worse -- 30,5 26,9 18,6 don't know 106 99 84
don't know o 9,8 6,1 46 kdae 20 10 16
46 37 33 9. Compare the past 12 months, do you expext to spend more
4. How do you expect the general economic situation in Estonia or less money on major purchases (furniture, electricallelectronic
to develop over the next 12 months? devices, etc.) over the next 12 months?
get a lot better ++ 0,6 1,1 1,8 much more ++ 1,0 19 23
get a little better + 35,3 39,8 39,4 a little more + 6,1 73 9,6
stayed the same = 29,8 28,3 27,8 about the same = 47,8 37,9 441
get a little worse - 131 114 16,8 a little less - 12,5 16,9 15,1
get a lot worse -— 10,3 8,5 6,5 much less - 245 29,5 26,1
don't know 11,0 11,0 79 don't know 8,1 6,6 2,8
Hae 1 7 7 Hae 27 -32 27
5.How do you think that consumer prices have developed 10. In view of the general economic situation,
over the last 12 months? do you think that now is ... ?
Risen a lot ++ 17,3 15,8 17,0 a very good time to save + 73 55 75
Risen moderately + 224 26,0 334 quite a good time to save + 22,1 26,3 249
Risen slightly = 196 250 318 rather an unfavourable - ;8 373 384
time to save ' ' '
Stayed about the same - 214 211 13,4 a very unfavourable 200 234 236
Fallen -- 113 74 1,6 time to save o ’ ’ ’
Don't know 8,1 48 29 don't know 7,0 7,6 59
ko 7 11 25 kdae  -28 -23 -23
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Question 2010 Question 2010
APR T MAY T JUN APR [ mAY | JUN
11. Over the next 12 months, how likely is it 13. How likely are you to buy a car within the next 12 months?
that you save any money? very likely ** 38
Very ||ke|y ++ 6,3 6,4 6,4 falrIy Ilkely + 5,0
fairyliely +o%0 80 289 [ ””:Lkel'y - 8‘;‘;
, i very unlikely -- :
fairly un!|ke|y - 214 34,5 34,1 on't know 14
very unlikely - 68 293 281 Hae 81
don't know 36 19 25 14. Are you planning to buy or build a home
e -31 -26 -24 over the next 12 months?
12. Which of these statements best describes very likely i 23
the current financial situation of your household? fairly likely + 2,5
we are saving a ot #3021 28 fairly unlikely -4l
we are saving a little + 39 U5 3P ;erytuknllkely o 82§
: . on't know
we are just managing to make ’
! 53,1 514 50,6 -
ends meet on our income e 87
we are having to draw on 15. How likely are you to spend any large sums of money
our savings - 56 Al 94 on home improvements or renovations over the next 12 months?
likel 123
we are running into debt -- 34 39 3,1 Ve.ry I, &Y ’
. fairly likely + 17,3
don' know w108 faily unlikely - 63
tae 14 12 12 very unlikely -- 62,9
don't know 14
bdae 45
CONSUMER SURVEY
(balance, %)
Question 1992 - 2010 |2009 2010
minaveragemax | 6 7 8 9 10 11 12 1 2 3 4 5 6
HOUSEHOLD ECONOMY
Last 12 months 53 -7 18 -29 -33 -30 -30 -31 -31 -32 -31 -33 -36 -32 -31 -29
Next 12 months % 1 171114 9 S5 S5 4 9 3 3 4 3 -3 41
ESTONIAN ECONOMY
Last 12 months 65 -5 38 60 61 -55 -55 -54 -54 -61 -58 -52 -55 -46 -37 -33
Next 12 months -37 4 27 -9 -23 .16 5 1 112 3 2 4 1 7 7
PRICE TRENDS
Last 12 months (balance) 29 31 8 -18 6 -9 12 -26 29 13 21 -7 3 7 11 25
Next 12 months (balance) 33 41 8 -20 11 -1 13 1521 9 -2 0 8 13 19 38
(%) 4 11 21 1 6 5 5 5 4 6 6 7 7 17 1 17
UNEMPLOYMENT TREND 22 18 76 45 45 40 33 28 34 34 34 30 2 10 -2 -7
MAJOR PURCHASES
Present -7 25 47 12 15 16 14 18 23 18 17 21 13 20 10 16
Next 12 months 60 -16 -2 -39 -35 -34 -36 -39 -36 -35 -36 -3b -33 -27 -32 -27
SAVINGS
Present -5 26 -2 27 15 22 19 15 14 12 -20 -16 -25 -28 -23 -23
Next 12 months 47 29 -6 -36 -29 -32 -32 -24 17 -26 -20 -26 -29 -31 -26 -24
FINANCIAL SITUATION OF HOUSEHOLD 22 11 20 1 11 9 9 11 12 12 13 10 12 14 12 12
PURCHASE OF A CAR 89 69 55 x 86 x x -89 x x -84 x x -8 x «x
PURCHASE OR BUILD A HOME 93 82 64 x 93 x x93 x x 90 x x -8 x «x
HOME IMPROVEMENTS 66 -33 14 x 64 x x 61 x x 56 x x 45 x X
CONSUMER CONFIDENCE INDICATOR 37 11 13 -28 -28 -24 19 14 14 -20 15 15 14 11 -5 -3
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3. A short overview of Estonia’s economic

development in 1993-2010

Gross domestic product (GDP). In the proc-
ess of reforms and economic restructuring
(1992-1994), gross domestic product (at con-
stant prices) diminished by nearly one quarter.
A rise began in the second half of 1994 and
has lasted till 2007. Average annual real
growth of the economy was 8.7% during the
boom years (2000—-2007). GDP at nominal
prices increased approximately 10 times over
the period of 1994-2007. The growth rate ac-
celerated after Estonia’s accession to the
European Union. Therefore, the year 2004 can
be called a year of acceleration and 2005 a
year of high conjuncture. The real estate boom
started in this year and culminated in 2006,
which is therefore called the year of overheat-
ing. The post-real estate boom year was char-
acterised by economic growth slowing down,
owing to what the keyword for the year 2007
is cooling down. The situation changed in
2008 when a financial crisis broke out in the
world, which turned the Estonian economy to
decline. GDP per capita in 2008 was 67% of
the European Union 27 countries average
(considering the price difference). The eco-
nomic decline accelerated in 2009 (decline
14.1%) and only in 2010 a small rise is ex-
pected (EKI forecast 2%).

Consumer price index (CPI). Prices of con-
sumer goods and fee-charging services have
risen on average 10.42 times since the intro-
duction of the kroon (from June 1992 till May
2010). The rise of consumer prices slowed
down from year to year, reaching 1.3% in
2003. In the period 2004-2006, CPI stayed be-
tween 3.0...4.4%. The price rise has been in-
duced by the price consolidation process typi-
cal of the transition economies. In recent
years, the administratively regulated prices
have risen faster than free market prices, and
prices of services faster than prices of goods
(in 2004, CPI was 3.0%, in 2005 4.1% and in
2006 4.4%). In 2007, as a co-effect of demand
and supply side factors, inflation started to
grow faster again: CPI in 2007 was 6.6% and
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in 2008 even 10.4%. The situation changed
drastically in 2009 when the economic reces-
sion and other factors lowered inflation to
0.1%. EKI prognosticates that prices in 2010
will rise 2%.

Foreign trade. Estonian foreign trade has
been thriving during the past twelve years.
Foreign trade turnover of goods at current
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prices increased nearly 8 times over the years
1994-2008. However, the trade balance has
been negative in all these years and in recent
years the deficit has exceeded 30 billion
kroons. The fastest leap was made by exports
in 2005-2006, which is associated with Esto-
nia’s accession to the European Union.
Finland and Sweden have been the major ex-
port partners for Estonia over time. Import of
goods has increased in all years (with the ex-
ception of 1999 and 2009). Fast growth of im-
port demand has been induced by intensive
inflow of foreign direct investments and fast
growth of private consumption. The main im-
port partners have been also Finland and Swe-
den, from where come also the bulk of com-
ponents and intermediate products used for
subcontracting. In 2001-2002, foreign trade
development in Estonia slowed down as a re-
sult of worsening of the world economic cli-
mate, but started to grow faster again in 2003.
In 2008, exports amounted to 132.5 billion
kroons and imports 169.9 billion kroons.
Growth slowed down sharply in 2009. A rea-
son for this is a slow-down in demand growth
in foreign markets due to the global financial
crisis. A revival of foreign trade is expected in
2010.

Employment. As a result of negative natural
increase and emigration in the 90s, the number
of employed population in Estonia decreased
considerably. Since 2000, the number of em-
ployed population has been increasing and
reached from 572 thousand in 2000 to 657
thousand people in 2008. The rate of unem-
ployment increased until 2000 when it was
nearly 14%. After that the unemployment rate
was declining, amounting to about ~10% in
2003 and 2004, and 4.7% in 2007. Employ-
ment was increased by the real estate boom
during which the construction sector obtained
nearly 40 thousand new employees. Unem-
ployment started to increase again in 2008,
caused by the economic recession and espe-
cially by the decline in the construction sector.
Employment increased sharply in 2009. There
were 87,282 registered job seekers at the end
of the year. The situation has started to im-
prove slowly in the second quarter of 2010.
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Industrial output. The share of industrial out-
put in GDP has fallen in the process of eco-
nomic restructuring from 35.4% (1992) to
14.5% (2009). Manufacturing produces 5/6 of
the industrial output. The volume index of in-
dustrial production has been positive since
1995 with the exception of 1999 when a 3.4%
decline was caused by the Russian economic
crisis. The growth of industry was fast (on av-
erage 10%) in 2000-2006. Production output
depends largely on subcontracts and the latter
in turn on the world economy situation. Indus-
trial production is significantly influenced also
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by external demand, as industrial enterprises
sell more than half of their output on foreign
markets. In 2006, real growth of industrial
production was 9.9% and it slowed down in
2007 — to 6.7%. The situation changed essen-
tially in 2008 when the domestic and external
demand decline caused a decline by 6.5% in
production. Orders decreased further in 2009
when production decreased 25.5%. Forecast
for 2010 — growth 7%.

Wages and personal income. Average gross
wages have been increasing since the introduc-
tion of the kroon and reached more than 6000
kroons first in 2002 and 11,000 kroons in
2007. The growth of wages has outstripped the
rise of consumer prices, providing a rise of
real wages in all these years. Average annual
rise of real wages was 7% in 1996-2008.
Nominal wages are higher in financial inter-
mediation, government sector, real estate and
mining industry. In 2005, wages and salaries
started to rise faster (effect of shortage of
workforce) and in 2007, average monthly
wage was 11,336 kroons already and in 2008 —
12,912 kroons. Economic recession forced en-
terprises to observe more strictly the produc-
tivity-wage rise proportions. In 2009, average
wages dropped to 12,264 kroons and in 2010
expectedly to 12,000 kroons.
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ESTONIAN ECONOMIC INDICATORS

Indicator Unit 2009 | prog

no-—

sis
Gross Domestic bil. 1 998| 787! 838 964|109 1217|1364 | 1515 1750 2070|2445 2515 2148 | 219
Product kroons

Gross Domestic

Product compared || 1411067 997 110,0| 107,5| 107.9 107,6| 107.2| 1094 | 1100 1072| 94| 859 | 102
with same period of

previous year

Investment in fixed bl. | 54| 239| 206| 248| 289| 361 431| 468| 562| 723 844 738| 469 49
assets kroons

Consumer price index

% 899| 82| 33| 40| 58| 36, 13| 30 41| 44| 66| 104 01| 20
(annual average)

Producer price index

% 75 42| 12| 49| 45 04| 02, 29| 21| 45 83| 71| 05| 10
(annual average)

Exports krgghs 106| 352| 354| 539 578| 57,0 626| 746  97,8|120,8|1257(1325| 101,3| 115
Imports krgil).ns 11,8| 552| 504 | 722| 751 | 79,5| 89,4|104,9|1288 167,6|179,0  170,5| 1136 | 130
Trade balance kr(t))il)lns .|-20,0-154|-183|-17,2|-22,5|-26,8 | -30,3 | -31,7 | 46,6 | -53,3| -36,0| -122 | -15
Export of services krgg.ns 44| 208 220| 253| 281| 282 30,7| 359| 40,9| 443| 50,0| 550| 494 | 50
Import of services krgil).ns 34| 128| 136| 151| 168 183| 192 220| 27,7| 31,0| 351| 358| 284 | 30

Current account defi- | bil.

cit kroons

Current account 0

deficit (% of GDP) % 12| -86| 43| 54| -52(-106|-11,3|-11,3(-10,0(-155|-174| 9,8 4,6 0

Registered unem- "

ployed OUS- T 344| 319| 440| 462| 54,1| 482| 433| 322| 260 154 134| 197| 67| 85
people

(monthly average)

Average monthly
wage

kroons | 1066 | 4 021 | 4440|4907 | 5510|6144 | 6723 | 7287 | 8 073 | 9407 (11 336 12912 | 12 264 | 12 000

Growth of real wage
compared with % 22| 40| 69| 63| 61| 76, 80| 52| 64| 16| 1304 32| -52| 4.2
previous year

Volume indices

. . . 9 -18,7| 41| -34| 146, 89, 82| 10| 105 10| 99| 67| -65| -255| 7,0
of industrial production %

Volume indices

) % ..| 64| 36| 163| 150| 84| 109| 146| 105| 20,3| 146| 25 -156| 2,0
of retail sales
Loan stock krgghs 239| 26,7| 342| 40,7| 50,0| 69,2| 925/ 1254 | 177,7| 240|260,1| 244,7 | 240
Balance of payments krgil)hs 26, 01| 18] 23| -07| 09| 23| 34 49| 75| 14| 79 003
Construction activities krgll)hs 18| 95 84| 97| 108| 140| 156 184 | 23,7| 34,0| 431| 375 235| 24
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* prognosis compiled in June 2010
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4. Development prognosis for Estonian economy

2010-2013

The financial and economic crisis that hit the
world economy in 2008-2009 caused big
problems and confusion in the world, revealed
vulnerability of developed countries and new,
so far unused opportunities of developing
Asian countries. Many analysts have prognos-
ticated that development opportunities of the
European countries in the post-crisis years will
depend largely on the speed of adaptation to
changed conditions, more effective use of
workforce, macroeconomic equilibrium and
structural changes.

The short-term development of the Estonian
economy will be largely dependent on the suc-
cess of our main foreign trade partners and for-
eign investors’ interest in Estonia. However,
these factors involve risks and make the me-
dium-term economic prognoses complicated
and uncertain. To reduce the risks associated
with prognoses, we decided (again) in favour of
using the so-called consensus method and asked
analysts of the EKI panel of experts to partici-
pate in prognosticatingl9. Table 4.1 provides
arithmetic means of prognoses by 11 analysts
for 12 key economic indicators.

Table 4.1. Medium-term development prognosis for the Estonian economy, 2010-2013"

Unit of Factual Prognosis

Indicator mea-

sure | 2006 2007 2008 2009 | 2010 2011 2012 2013
Gross domestic product OIn g7 a4 251 215| 219 231 247 266
at current prices EEK
Gross domestic product, % | 100 72 36 -141| 11 36 39 41
real growth
Total capital investment into | bln
fixed assets at current prices | EEK 723 844 738 469 469 525 593  67.0
Consumer price index % 4.4 6.6 104 0.1 1.8 24 2.7 3.0
Merchandise exports oo\ 126 132 101 11 122 133 143
at current prices EEK
Merchandise imports n 67 179 170 114|120 132 144 157
at current prices EEK
Registered unemployment | o | 154 134 197 670| 868 767 682 565
(annual average)
Average monthly wage EEK | 9407 11336 12912 12225|11966 12276 12780 13420
Industrial production, % | 99 67 65 255 70 80 67 65
volume index
Retail sales, volume index % 20.3 14.6 2.5 -15.6 -0.5 3.5 4.3 5.5
Construction production On 344 431 375 235 226 255 293 331
at current prices EEK
Banks’ aggregate loans bln
portfolio EEK 178 240 260 245 237 245 256 268

' The consensus prognosis is based on prognoses made by Aare Jirvan, Kalev Kukk, Leev Kuum, Ahti Kuningas,
Maris Lauri, Heldur Meerits, Alari Purju, Janno Reiljan, Andres Saarniit, Andrus Sdilik and Heido Vitsur.
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The following can be added to the prognoses
provided in the table:

Gross domestic product (at current prices)
will grow every year and will surpass the pre-
crisis level in 2013. Real growth will acceler-
ate from 1.1% (2010) to 4.1% (2013) ap-
proaching the estimated sustainable level
(5%). According to the most pessimistic indi-
vidual prognosis, growth rate in the medium-
term period will be between 0 and 3%, and
according to the most optimistic prognosis, it
will be between 3 and 6%.

Capital investment into fixed assets will in-
crease, according to the consensus prognosis,
more than 10% a year during the next 3 years,
however, won’t catch the boom period record
(84.4 bln kroons in 2007). According to the
most optimistic prognosis, investments in 2013
will be 75 bln kroons and according to the
minimal prognosis — 60 bln kroons. In relation
to GDP, investments in 2010 will amount to
21.5% and by the end of the prognosticated
period will reach 24.8%.

Consumer price rise will be moderate in the
medium-term period, but according to the con-
sensus prognosis, will accelerate from year to
year, amounting to 3.0% in 2013. Maximum
estimates of CPI are even somewhat higher
amounting to 4.0% in 2011 and in 2013, which
might not fit in the Maastricht inflation criteria.

Merchandise export development in the me-
dium-term period will be good, according to
the consensus prognosis — on average 9% an-
nually. At the end of the period (2013), exports
should surpass the pre-crisis level by 11 bln
kroons (in 2008 132 bln EEK). According to
the minimum prognosis, export growth will be
more than 2%-points slower, but even in that
case exports will amount to 130 bln kroons at
the end of the period.

Merchandise imports will grow from year to
year during the period prognosticated and will
be bigger than exports in all the years. Imports
in 2013 will still remain smaller than in the
boom years. In money terms, imports will ex-

ceed exports in the first year (2010) by
9 bln kroons and in 2013 by 14 bln kroons (ac-
cording to the maximum scenario, the trade
deficit in 2013 will be 16 bln kroons).

Unemployment (annual average) in 2010 will
be nearly 20 thousand bigger than in the previ-
ous year, but then will start decreasing by ap-
proximately 10 thousand annually and by 2013
will fall to 56.5 thousand people (according to
the most optimistic prognosis, to 30 thousand).
Hence, the unemployment rate at the end of
the medium-term period will be relatively high
still (approximately 8%). It should be men-
tioned that the rate of unemployment can be
lowered by (administrative) measures applied
by the central and local governments.

Average wage, which according to the prog-
nosis remains in 2010 below the 2009 level (-
2%), will later on increase from year to year
reaching in 2013 13,420 kroons (the pre-crisis
peak was in 2008 — 12,912 kroons). In 2011,
the prognosticated growth of gross wages
would be 2.6%, in 2012 — 4.1% and in 2013 —
5.0%. Considering inflation, we get the real
wage growth in 2011 0.2%, in 2012 1.4% and
in 2013 2.0%.

Regarding industrial production growth, the
consensus prognosis is quite optimistic: it
might grow in the short term 7...8% annually.
At the same time, prognoses vary to a great
extent, amounting in 2011 from 2 to 5% and in
two last years from 2 to 10%, which testifies to
possible risks arising above all from exports.

Retail sales development in the medium term
caused more different opinions; the difference
between the marginal prognoses of the annual
volume index was as big as 8%-points. Ac-
cording to the consensus prognosis, the retail
turnover in 2010 will decrease (—1%), but in
the future will increase at accelerating rate and
in 2013 will reach 5.5%.

Construction production, according to the
consensus prognoses, will be going upwards in
2010-2013 and will reach from 23 bln kroons
(2010) to 33 bln kroons by the end of the period
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(pre-crisis peak level was in 2007 — 43.1 bln
EEK). It should be mentioned, however, that
experts’ prognoses vary to a great deal and ac-
cording to the most optimistic prognosis, con-
struction production in 2013 will be on the
boom level again (43 bln kroons).

Bank loans portfolio is gaining in weight
from year to year and at the end of the period
will surpass the pre-crisis peak level (260 and
268 bln kroons, respectively). According to the
maximum prognosis, the volume of loans in
2013 will be even 300 bln EEK.

In brief, it may be said that the medium-term
outlooks of the Estonian economy are moder-
ately positive.
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