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Estonia
Recession over but far from rosy

‘The recession has officially ended but growth of 2.6% g-on-q in
2009094 was largely due to a one-off boost from stockbuilding.’

‘Real GDP will grow by 1.1% in 2010 but domestic demand will not
grow until the year after when the recovery will begin to kick in and
GDP will rise by 4%.’

‘Over the long term, the economy will grow at a robust but more
moderate pace than during the previous decade.’

Global Futures Q1 2010
Country Report



Global business outlook and risks Estonia

A corner turned

The world economy started expanding again in August 2009, according to surveys of purchasing managers in manufacturing
and services. This was backed up by national accounts data that showed most of the developed world returning to growth in
2009g3. Unprecedented monetary and fiscal stimulus across the globe has gone a long way to arresting the decline in output
and fomenting a recovery in business and consumer sentiment.

The eurozone as a whole exited recession in 2009q3, posting growth for the first time since 2008qg1. While PMIs show
eurozone manufacturing in expansionary territory, the recovery has lagged well behind its counterparts in the US and Asia.
Services are more of a mixed bag, and both sectors continue to shed jobs. With car scrappage schemes and other fiscal
measures coming to an end, eurozone growth slowed significantly in 2009g4, to just 0.1%

The US also started growing again in 200993, and activity accelerated strongly in 2009g4. The $800bn fiscal stimulus
package is starting to kick in, with the US economy now expected to expand by more than 2.5% in 2010.

While the US recovery bodes well for the world economy, emerging Asia played an important role in putting a floor under the
global downturn. China has led the way, with authorities there channelling massive amounts of bank lending into export-led
sectors while bringing forward large-scale infrastructure projects. This has helped to lift the fortunes of regional economies
and capital goods exporters in Europe and Japan.

Key risks

Much of the rise in global activity of late has been in response to inventory building in the wake of the massive destocking that
occurred in late 2008 and early 2009. With stimulus packages coming to an end, it remains to be seen whether the recovery
has legs of its own. The risk of stagnation in the short term is on the rise, as seen in recent eurozone data.

China has shown signs again of overheating, with asset bubbles building up in response to loose monetary and fiscal policy.
The authorities are reining in stimulus, raising the risk that a sharp slowdown in China could undermine growth everywhere.
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Outlook summary Estonia
Key business prospects
RECENT Real GDP grew by 2.6% in 20094, which was Estonia 09 10 11 12 13-17
TRENDS still down 9.4% on a year earlier. )
National accounts (% change, real terms) Avg
BUSINESS Monetary policy is dictated by a currency board. cop
PLANNING Eurozone entry is one of the government’s key 140 Ll 40 4.4 45
ASSUMPTIONS aims but the date of accession is uncertain. Consumer spending -16.0 2.1 1.7 3.2 4.1
2-YEAR Worst looks to be past. Recovery from deep nvestment 885 20 45 83 o4
OUTLOOK downturn led by trade and later, investment. Government -0.5 0.1 0.7 0.8 1.3
Key risk: Consumers squeezed while investors Exports 2140 0.4 55 8.3 6.4
stay away. Imports -250 2.2 4.3 8.7 6.0

LONGER-TERM Economic growth around 4.5% per annum.

Other indicators

OUTLOOK Key risk: Eurozone accession delayed, with
negative impact on foreign direct investment. Employment (% change) 80 20 28 390 15
I ] Unemployment (% workforce 15.0 155 11.0 8.0 5.6
CONSUMER Consumption picks up from 2012 but does not roy . G )
reach the same pace as the previous decade. Consumer prices (% change) 01 19 25 25 24
Key risk: Unemployment remains high and Fiscal balance (% GDP) -2.6 2.2 -2.0 0.4 15
credit unavailable while inflation rises. Current account balance (% GDP) 5.0 1.8 1.2 25  -18
TRADE Current account surplus in short term and small 3m Talibor (% p.a.) 5.9 35 4.0 6.5 7.2
and sgstalnablt_e deficit in the long run. N 10 yr bond yield (% p.a.) 7.4 55 6.5 7.4 7.4
Key risk: Inflation undermines competitiveness. Exchange rate (EEK per €) 1565 1565 1565 1565 1565
INFLATION Moderate wage-inflation spiral in the long-term. © Experian plc 2010
Key risk: Rising energy costs.
LABOUR Unemployment continues to rise in short term Forecast closing date: March 2" 2010
MARKETS but population dynamics ensure long-term
prospects are good.
Key risk: Emigration keeps labour market tight,
driving wages up and competitiveness down.
GOVERNMENT Relatively good position after decisive

government action. Small deficit turns to surplus.
Key risk: Low receipts sees debt build up.




Key assumptions Estonia

Business planning assumptions

Interest rates Forecasts

The Bank of Estonia has committed to a currency

board arrangement, pegging the kroon to the euro. Dec 09 Dec10 Dec1l Dec 14
As such monetary policy is dedicated to
preserving the value of the kroon and in effect is
determined by market forces. With the threat of
devaluation all but gone, rates in Estonia have
fallen from nearly 7.9% to 3% at the end of 2009.

3m TALIBOR 3.10 3.75 5.00 4.25

KEY RISK: Risk premium rises if EU finance
ministers reject Estonia for euro-entry on June
8th,

Exchange rates Forecasts

The Estonian kroon is pegged against the euro at 2009 2010 2011 2014
a rate of 15.6466 as part of a currency board. This
is also the rate at which the kroon entered into
ERM 2, the EU’s exchange rate mechanism.

EEK per € (y/e) 15.65 1565 1565  15.65
EEK per US$ (y/e) 11.23 1126 1142  11.68

KEY RISK: Inflation soars during recovery and
the peg means the kroon becomes over-valued
and pressurised by speculators in the run-up to
euro-entry.
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Signs of recovery, but still along ways to go yet

Surveys

@

Consumer

>

\

RECENT DEVELOPMENTS

The latest official data show that the Estonian economy grew by
2.6% in the final three months of 2009 following seven
consecutive quarters of decline. Overall, the economy shrank by
14% in 2009. The strength of the bounce-back in g4 is slightly
misleading as it was heavily influenced by a one-off surge in
stockbuilding ahead of the January rise in excise duty rise on
tobacco, alcohol and motor fuels.

The latest monthly surveys suggest that underlying demand has
been more sluggish. Retail sales were still down 10% year-on-
year in January while industrial production was up just 0.3%.

The consumer is still suffering. LFS unemployment rose to
15.5% in the 200994, slightly up on the previous quarter, while
the number of employed fell to 581,000. Deflation was a
necessary consequence of maintaining the exchange rate peg
while achieving an internal devaluation. However prices only fell

GDNSUMER The consumer has endured a difficult two years. A rapid rise in\
unemployment and taxes and a drop in earnings, as well as a
e massive depreciation in housing wealth, led to a collapse in
spending. With unemployment staying high and prices
beginning to rise we forecast consumer spending to pickup only
gradually in 2010. It will be key how quickly the export markets
recover, as well as the rise in credit worthiness, increasing the
chances of finding employment and securing personal loans. It

will be around 2015 before spending reaches its post recession

levels. /

Prices rose by 6.7% and 10.6% in 2007 and 2008. Even before\
the credit bubble burst, the consensus was that inflation was too
high, threatening its’ competitiveness, euro-entry and the
credibility of monetary policy. With domestic demand unable to
lead a recovery, the export market is vital and a premature
return to inflation could cause significant damage to
competitiveness and therefore the recovery and euro-entry.

o

@FLATION

@

by an average of just 0.1% a month in 2009 and have risen in

@EAR
OUTLOOK

CHANGES

-

the first two months of this year, taking the price level to just
0.2% lower than in February 2009.

Our baseline forecast for 2010 is for GDP to grow by 1.1%.\
Consumer spending will be undermined by long-term
unemployment and rising prices while domestic investors will
struggle to find credit. Indeed, we expect domestic demand to
contract by 0.4%. The main source of growth will be net exports,
although the initial boost will be more from the lack of imports.

In 2011 we expect growth of around 4% and a positive
contribution from all components.

The forecast has been revised up slightly but it is the impact of
the 2.6% rise in 200994 which has had a larger effect on the
2010 headline number. In our view the there is a slightly more
positive outlook for investment with the government proving

other Baltic states. Eurozone entry approval this year is an

itself capable of fiscal restraint and differentiating itself from the
increasing possibility. /

Worryingly, prices rose by 0.6% over January and February. j

\_

LABOUR

O

The unemployment rate reached 15.5% in 200994 while real

wages were down 4.6%. The number of long-term unemployed

now accounts for nearly a third of the total. This means that the
RISKS

unemployment rate could stay high for some time after the
rehiring has begun.
FINANCIAL Standard & Poor’s upgraded Estonia’s outlook rating from
negative to stable in February, citing an increasing likelihood
@ of meeting the euro-criteria. However, the investment grade
is still the fourth-lowest, A-
FORECAST Deflation has not gone far enough and structural distortions
allow the EU to reject Estonia on the basis that the country

does not have credible medium-term budget plans and
sustainable price performance.

/
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Slower but more sustainable over the long term

-
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LONG-TERM GROWTH TRENDS

Over time, confidence will begin to rise and credit markets will loosen.
Estonia will regain its attractiveness to investors looking to take
advantage of a productive workforce with wages that are still well below
western levels. However, with tighter credit rules and a less rapid wage-
price spiral, we do not expect a return to double-digit growth. More
moderate domestic demand will result in sustainable real GDP growth,
averaging around 4.4% per annum over the period 2012-16. Once the
government has weathered the current storm, the fiscal balance should
move back into surplus. However, if it fails to meet the criteria for euro
entry, a bounce in inflation as the recovery takes off could delay entry
until around 2015-16.

N

LABOUR MARKET

With cuts in income tax and employer contributions encouraging more
people into work and a shrinking population reducing the workforce,
unemployment will edge down and stay low over the long run despite
unimpressive job creation.

HOUSEHOLDS

With low unemployment and a slower wage-price spiral we expect
spending to grow at around 3.6% a year. House-prices will regain their
value, boosting property wealth and a developing international integration
will lead to higher skilled and higher-income profile to consumers,
particularly in the capital Tallinn.

GDP more modest in the long-term
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Unemployment remains low due to small labour force

18 ILO unemployment
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Chart book: History

Estonia

Strong rebound skewed by one-off stockbuilding
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Retail Sales yet to show any improvement
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Unemployment still rising. Deflation eases
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Chart book: Forecast

Estonia
Recovery gathers pace only in 2011 Positive net exports thanks to weak imports
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One year of deflation after years of rapid inflation
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Government restraint to keep deficit below 3% of GDP
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@
3

N
o

=
3

Budget surplus/deficit as a % of GDP
<)
(9]

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Sources: Statistics Estaonia, Eurostat, Experian

© Experian plc 2010

Experian




Chart book: Eurozone comparison Estonia
Unemployment vs eurozone Inflation vs eurozone
Estonia ILO Unemployment, seasonally adjusted 12 Estonia = = 'Eurozone Inflation (HICP)
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Productivity gains attract investors

@ Estonia O Eurozone Productivity

% change, year-on-year
o N B ()]
o o o o

F
—
| g
‘F
1

F

=

=

-
=
-
-

-6.0

-8.0
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Sources: Statistics Estaonia, Eurostat, Experian

Demographics remain highly unfavourable
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Estonia

Economics from Experian
Our economic forecasting expertise

Experian's team of 35 economists and analysts provide an unequalled analytical and forecasting capability for over 40 of the world's largest
economies. National and regional forecasts are combined with scenario analysis to provide practical insights that help policy-makers in
businesses and government agencies to make decisions for the future.

Our division provides an understanding of consumers, markets and economies in the UK and around the world, past, present and future. Its
focus is consumer profiling and market segmentation, retail property analysis, economic forecasting and public policy research, supporting
businesses, policy makers and investors in making tactical and strategic decisions. As part of the Experian group, it has access to a wealth of
research data and innovative software solutions. The division’s economic research team is devoted to analysing national, regional and local
economies for a range of public and private sector clients. Its statisticians, econometricians, sociologists, geographers, market researchers
and economists carry out extensive research into the underlying drivers of social, economic and market change.

For more information, visit www.business-strategies.co.uk

About Experian

Experian is a global leader in providing information, analytical and marketing services to organisations and consumers to help manage the risk
and reward of commercial and financial decisions. Combining its unique information tools and deep understanding of individuals, markets and
economies, Experian partners with organisations around the world to establish and strengthen customer relationships and provide their
businesses with competitive advantage. For consumers, Experian delivers critical information that enables them to make financial and
purchasing decisions with greater control and confidence. Clients include organisations from financial services, retail and catalogue,
telecommunications, utilities, media, insurance, automotive, leisure, e-commerce, manufacturing, property and government sectors.

Experian plc is listed on the London Stock Exchange (EXPN) and is a constituent of the FTSE 100 index. It has corporate headquarters in
Dublin, Ireland, and operational headquarters in Costa Mesa, California and Nottingham, UK. The group employs approximately 15,500 people
in 38 countries worldwide, supporting clients in more than 65 countries. Revenue for the year ended March 31, 2008 was $4 billion.

For more information, visit www.experianplc.com. The word 'Experian’ is a registered trademark in the EU and other countries and is owned by
Experian plc and/or its associated companies.
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A world of insight

Contact:
Stephen Adams
Senior Economist

E: stephen.adams@uk.experian.com
T. +44 (0) 207 746 8219
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Apart from fair dealing for the purpose of research or private study,

or criticism or review, and only as permitted under the Copyright Designs
and Patents Act 1998, this publication may only be reproduced, stored
or transmitted, in any form or by any means, with the prior permission

in writing of the Publishers or in the case of reprographic reproduction

in accordance with the terms of the licenses issued by the Copyright
Licensing Agency in the UK. US copyright law is applicable in the USA.

Disclaimer

This document is issued by Experian plc. While all reasonable care has been taken in preparing this document, no responsibility or liability is accepted for errors of fact or for any opinion expressed herein. Opinions, projections and
estimates are subject to change without notice. This document is for information purposes only. It does not constitute any offer, recommendation or solicitation to any person to enter into any transaction or adopt any hedging, trading or
investment strategy, nor does it constitute any prediction of likely future movements in rates or prices or any representation that any such future movements will not exceed those shown in any illustration. The contents of this document are
not made with regard to the specific investment objectives, financial situation or the particular needs of any particular person. Any investments discussed may not be suitable for all investors. Past performance is not necessarily indicative of
future performance; the value, price or income from investments may fall as well as rise. Experian plc, and/or a connected company, may have a position in any of the instruments or currencies mentioned in this document. You are advised
to make your own independent judgment with respect to any matter contained herein.

www.experian.co.uk/economics
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