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Estonia: GPD fell for the fifth quarter in a row

GDP contraction met our expectations

® |In Q1 2023, GDP contracted 3.2% y/y (non-adjusted) and 0.6% g/q (swda) in real terms.

® |n nominal terms, Estonian economy expanded 9.3%, above the long-term average.

GDP growth °
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Estonian economy has contracted five quarters in a row in g/q and
four quarters in y/y comparison. However, labour market is strong
and wage growth is robust.

15.0 ® GDP contraction in Q1 met our expectations. We forecast that GDP
125 A will continue to fall in Q2 y/y. Although, the economy is expected to
) show modest expansion in 2H, it will decline 0.8% in 2023.
10.0 - ® \Weaker foreign demand has reduced export of goods from Estonia.
7.5 According to our estimate, cost competitiveness of Estonian
exporters has deteriorated. This can slow down the recovery of
9.0 exports when the demand will improve.
2.5 ® Although we expect that real wage will return to growth soon, the
0.0 mammEl_ _Ea recovery of consumption growth will have a delay time.
: N I -
25 -0.6% ® Estonian new government is preparing tax hikes as of next year to
' / reduce budget deficit. This will prevent inflation from slowing down
-5.0 u 39% as we previously estimated. This in turn, will cut some growth from
75 the private consumption, as well as from the GDP in 2024.
2018 2019 2020 2021 2022 2023 ® Minimum wage has been agreed to raise gradually from the current
39.5% of average wage to 50% in 2027. This intensive increase can
=q/q y/y be challenging for the business sector.
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Mixed picture by economic activities

GDP by production approach, 2023 Q1 Contributions to the GDP growth
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Value added of roughly half of economic activities declined in Q1, while the largest Exports and imports declined 7% both. Weaker foreign demand has deteriorated
negative contribution came from ICT, energy production and transportation sectors.  Estonian export of goods, that decreased 12% y/y in Q1. This, in turn, has dealt a blow
Value added growth in agriculture and forestry and professional, administrative and  to the manufacturing sector. At the same time, export of services expanded 2,5%
support services contributed the most positively. In addition, value added of mining, ~ primarily due the increase in maritime transport, computer services and advertising
accommodation and food service and arts and entertainment expanded more robustly. services. Contraction of private consumption intensified in Q1, while it fell 1.9% y/y in
Thus, economic activities that suffered the most during the pandemics have benefited real terms. However, in nominal terms, it increased 14%, well above the long-term
from the larger demand, despite the overall contraction of purchasing power. Value average. Investments dropped 3%, primarily due to the one-off decline in nonfinancial
added of construction increased despite its output decreased 11%, as the drop of its  corporations’ investments in transport equipment. Investments of other institutional
production inputs exceeded the drop of its output. The share of total operating surplus sectors increased. Inventories were still large, but they contributed negatively to the
in GDP declined only a bit and remained highest since 2015. GDP change due to the higher base a year ago.
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IMPORTANT INFORMATION

This report (the “Report”) has been compiled by analyst(s) at Swedbank Macro Research, a unit within
Swedbank Research that is part of Corporates & Institutions (“Swedbank Macro Research”). Swedbank
Macro Research is responsible for preparing reports on economic developments in the global and
domestic markets. Swedbank Macro Research consists of research departments in Sweden, Norway,
Estonia, Latvia, and Lithuania.

What our research is based on

Swedbank Macro Research bases its research on a variety of aspects and analysis, for example, a
fundamental assessment of the cyclical and structural economic, current or expected market
sentiment.

Distribution & recipients

This Report is distributed by Swedbank Macro Research within Swedbank AB (publ) (“Swedbank”).
Swedbank is under the supervision of the Swedish Financial Supervisory Authority (Finansinspektionen).
In no instance is this Report altered by the distributor before distribution.

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

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).

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

In Latvia this Report is distributed by Swedbank AS, which is under the supervision of The Financial and
Capital Market Commission (Finansu un kapitala tirgus komisija).

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).

This Report is not intended for physical or legal persons who are not clients of Swedbank or any savings
bank in cooperation with Swedbank, or who are citizens of, or have domicile in, a country in which
dissemination is not permitted according to applicable legislation or other decisions.

This Report or any information in it is not for release, publication, or distribution, directly or indirectly, in
or into the United States or any other jurisdiction in which such distribution would be unlawful or would
require registration or other measures.

In the United Kingdom this Report is addressed to and directed only at, and should only be relied upon
by, persons who have professional experience in matters relating to investments falling within Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended
(the “Order”), persons who are high net worth entities falling within Article 49(2)(a) to (d) of the Order or
are persons to whom it may otherwise be lawful to communicate the Report to (all such persons being
referred to as (Relevant Persons”). No other person should act or rely on this Report and persons
distributing this Report must satisfy themselves that it is lawful.
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Limitation of liability

All information, including statements of fact, contained in this 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 content, and this
Report is not to be relied upon as authoritative and should not be taken in substitution for the exercise
of a reasoned, independent judgment by you.

Be aware that statements regarding future assessments comprise an element of uncertainty. You are
responsible for such risks alone and Swedbank recommend that you supplement your decision-
making with material, which is assessed to be necessary.

Opinions contained in this 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 Swedbank Macro Research’s coverage, Swedbank will endeavour (but does
not undertake) to disseminate any such change, within the constraints of any regulations, applicable
laws, internal procedures within Swedbank or other circumstances.

Swedbank is not advising or soliciting any action based upon this report.

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.
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independence of the research analysts. All research reports are independent and based solely on
publicly available information.

This material may not be reproduced without permission from Swedbank Research.
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