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GDP data magic


GDP growth has been faster than what was reported before



But growth is still unbalanced …



… and downside risks prevail

GDP growth has been faster than what was reported before
Economic growth in Estonia looks much stronger in the first half of this year after
the substantial data revisions by the Statistical Office this September. There was
no decline in economic activity in the first quarter as was reported earlier.
According to the revised data, GDP growth accelerated from 0.3% in the first
quarter to 2.4% in the second quarter. Higher GDP growth is more in line with
other economic indicators, i.e., the fast growth in wages, retail sales, and real
estate prices.

But growth is still unbalanced and therefore unsustainable ...
In the second quarter of this year, economic growth was still too dependent on
private consumption. Investments grew modestly. The growth of exports remained
small, affected by weak external demand and increased geopolitical tensions. In a
tiny, open economy like Estonia, consumption-based growth cannot continue for
long, if exports and investments do not pick up.

… and downside risks prevail
As the economic growth rate of Estonia for the first half of the year was lifted
considerably, analysts might consider revising their forecasts upwards later this
year. At the same time, negative external risks have clearly grown. The RussiaUkraine conflict and new round(s) of sanctions from both sides have increased the
instability in the region and will dampen trade and investment flows.
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GDP data magic
GDP growth in Estonia looks much stronger in 2013 and in first half of 2014 after
the data revision published this September. But economic growth is still
unbalanced and, therefore, unsustainable, depending too much on consumption
and retail trade. Exports, hampered by weak external demand and increased
geopolitical tensions, remain relatively weak. Russia and potential new round(s)
of sanctions are the biggest risk to the economy at the moment.

GDP data have been revised
GDP growth rates
revised up for 2013
and first half of 2014

On September 8, 2014, Statistics Estonia published revised GDP time series from 2000 until
the second quarter of 2014. Due to changes in GDP data, the growth rate of the economy in
the first half of this year looks much stronger than before; also there was no decline in
economic activity in the first quarter as had been reported earlier. According to the revised
data, GDP annual growth accelerated from 0.3% in the first quarter to 2.4% in the second
quarter. Higher GDP growth is more in line with other economic indicators, i.e., the fast
growth in wages, retail sales, and real estate prices.
A total of 44 revisions were made to GDP data this month. The main purpose of the revision
was to update the internationally used GDP methodology from the European System of
National and Regional Accounts of 1995 (also called ESA 1995) to that of 2010. But other
revisions were carried out as well – new data sets were introduced and, in some cases,
calculation methods were improved.
Some of the most important changes were as follows:


More detailed datasets were used that had become available, e.g., the supply-anduse tables of 2010 and the Structural Business Survey of 2012.



The main methodological rulebook for calculating GDP was changed from ESA
1995 to ESA 2010. The new methodology treats research and development (R&D)
and military expenditures as investment. Research that mostly universities and
enterprises undertake is now considered part of their investment activity in GDP,
even when they are not able to sell the results of their research on the market
directly. The inclusion of R&D expenditure changed GDP levels the most, not only
in Estonia but also in other countries that have already revised their GDP data.



The results of the 2011 Population and Housing Census were taken into account.

After the revisions, the annual GDP at current prices changed, on average, by 1% in
2000–2013 (between –0.2% and 2.3% per year). During the same period, the real
growth of annual GDP changed by –1.1 to 0.1 percentage points.
Impact of data revisions on Estonia's nominal GDP
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Most of the European countries will publish their revised GDP data series by the end of
September. The average impact of the data revision in the EU is expected to be in a range
of +2…+3% of GDP. Lithuania will publish its revisions on Oct 3 and Latvia later this month.
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The overall growth story has not changed, however
Consumption remains
the main driver

In the second quarter of this year, economic growth was still driven by domestic demand,
namely, higher inventories and private consumption. Investments grew modestly, supported
by investments of enterprises. Public investment volumes declined due to smaller EUrelated funding. Growth of exports remained low as the volume of exports of goods
decreased. The volume of both exports and imports of goods declined compared with the
second quarter of last year due to smaller volumes of production, subcontracting works, and
transit trade. Goods imports were also influenced by low investment activity. The exports of
services, especially transport services, seemed to be unaffected by weak external demand
and remained strong, as in the first quarter of this year.
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The economic growth picture by economic sectors showed the same story. Although the
growth rate of GDP accelerated in the second quarter, the economic situation remains
fragile and the only firm supporter of the economy is consumption and domestic trade.
Exports and the value added of the manufacturing sector remain relatively weak. GDP
growth is unbalanced and unsustainable in the current manner. Value added in the transport
sector declined due to smaller volumes of land transport, although the situation in water and
air transport was better (causing a surge in the exports of transport services).
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The diverging situation in different economic sectors in Estonia is well seen in the economic
sentiment survey results, in which Estonia’s retail traders seem to be unaffected by the
relatively gloomy picture in other areas, especially construction; this sector is waiting for the
new EU funding period’s infrastructure projects to start at the end of the year.
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Sentiment indicators, sa
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Economic growth forecasts that have been published during the past two weeks (but before
the GDP data revision) have forecast economic growth of between 0.5% and 0.8% for
Estonia for this year. As the economic growth rate of Estonia in the first half of the year has
been raised substantially, analysts might consider revising their forecasts upwards later this
year.

Risks are clearly on the
downside

Domestic risks surrounding economic development of Estonia remain significant but have
decreased a little compared with the first quarter. Although economic growth is still too
dependent on consumption and the too-fast growth of wages (compared with productivity
gains), tensions on the labour market eased a little in the second quarter. The growth of
wages and unit labour costs (i.e., the average cost of labour per unit of output) has finally
started to decelerate. Also, productivity data look better after the GDP data revision. The
growth of real estate prices, albeit still one of the highest in the EU, also decelerated a bit in
the second quarter with the rising supply of new apartments in Tallinn.
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At the same time, external risks have clearly grown. The Russia-Ukraine conflict and new
round(s) of sanctions from both sides have increased the instability in the region and will
dampen trade and investment flows. According to the most recent data, after the first six
months of 2014, Estonia’s exports of goods and services to Russia were down by 28%
(goods -41%, and services +5%, compared with the same period last year). A large part of
this decline is, however, transit goods, which have limited impact on the value added in
Estonia.

Liis Elmik
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General disclaimer

issue or sale of any securities – may otherwise lawfully be
communicated or caused to be communicated.

This research report has been prepared by analysts of Swedbank Large
Corporates & Institutions’ Macro Research department. The Macro
Research department consists of research units in Estonia, Latvia,
Lithuania, Norway and Sweden, and is responsible for preparing reports
on global and home market economic developments.
Analyst’s certification
The analyst(s) responsible for the content of this report hereby confirm
that notwithstanding the existence of any such potential conflicts of
interest referred to herein, the views expressed in this report accurately
reflect their personal and professional views.
Research reports are independent and based solely on publicly available
information.
Issuer, distribution & recipients

Limitation of liability
All information, including statements of fact, contained in this research
report has been obtained and compiled in good faith from sources
believed to be reliable. However, no representation or warranty, express
or implied, is made by Swedbank with respect to the completeness or
accuracy of its contents, and it is not to be relied upon as authoritative
and should not be taken in substitution for the exercise of reasoned,
independent judgment by you.
Opinions contained in the report represent the analyst's present opinion
only and may be subject to change. In the event that the analyst's
opinion should change or a new analyst with a different opinion
becomes responsible for our coverage, we shall endeavour (but do not
undertake) to disseminate any such change, within the constraints of
any regulations, applicable laws, internal procedures within Swedbank,
or other circumstances.

This report by Swedbank Large Corporates & Institutions Macro
Research department is issued by the Swedbank Large Corporates &
Institutions business area within Swedbank AB (publ) (“Swedbank”).
Swedbank is under the supervision of the Swedish Financial
Supervisory Authority (Finansinspektionen).

Swedbank is not advising nor soliciting any action based upon this
report. This report is not, and should not be construed as, an offer to sell
or as a solicitation of an offer to buy any securities.

In no instance is this report altered by the distributor before distribution.

To the extent permitted by applicable law, no liability whatsoever is
accepted by Swedbank for any direct or consequential loss arising from
the use of this report.

In Finland this report is distributed by Swedbank’s branch in Helsinki,
which is under the supervision of the Finnish Financial Supervisory
Authority (Finanssivalvonta).

Reproduction & dissemination

In Norway this report is distributed by Swedbank’s branch in Oslo,
which is under the supervision of the Financial Supervisory Authority
of Norway (Finanstilsynet).

This material may not be reproduced without permission from
Swedbank Large Corporates & Institutions. This report is not intended
for physical or legal persons who are citizens of, or have domicile in, a
country in which dissemination is not permitted according to applicable
legislation or other decisions.

In Estonia this report is distributed by Swedbank AS, which is under the
supervision of the Estonian Financial Supervisory Authority
(Finantsinspektsioon).

Produced by Swedbank Large Corporates & Institutions.

In Lithuania this report is distributed by “Swedbank” AB, which is
under the supervision of the Central Bank of the Republic of Lithuania
(Lietuvos bankas).

Address
Swedbank LC&I, Swedbank AB (publ), SE-105 34 Stockholm.
Visiting address: Landsvägen 42, Sundbyberg.

In Latvia this report is distributed by Swedbank AS, which is under the
supervision of The Financial and Capital Market Commission (Finanšu
un kapitala tirgus komisija).
In the United States this report is distributed by Swedbank First
Securities LLC ('Swedbank First'), which accepts responsibility for its
contents. This report is for distribution only to institutional investors.
Any United States institutional investor receiving the report, who
wishes to effect a transaction in any security based on the view in this
document, should do so only through Swedbank First. Swedbank First
is a U.S. broker-dealer, registered with the Securities and Exchange
Commission, and is a member of the Financial Industry Regulatory
Authority. Swedbank First is part of Swedbank Group.
For
important
U.S.
disclosures,
please
http://www.swedbankfs.com/disclaimer/index.htm

reference:

In the United Kingdom this communication is for distribution only to
and directed only at "relevant persons". This communication must not
be acted on – or relied on – by persons who are not "relevant persons".
Any investment or investment activity to which this document relates is
available only to "relevant persons" and will be engaged in only with
"relevant persons". By "relevant persons" we mean persons who:
 Have professional experience in matters relating to investments
falling within Article 19(5) of the Financial Promotions Order.
 Are persons falling within Article 49(2)(a) to (d) of the Financial
Promotion Order ("high net worth companies, unincorporated
associations etc").
 Are persons to whom an invitation or inducement to engage in
investment activity (within the meaning of section 21 of the
Financial Services and Markets Act 2000) – in connection with the
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