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1. Highlights Latvijas Banka « Monthly Newsletter « February 2015

Qil price dynamics dominant over impact of electricity market liberalisation in January

f;;";ﬂ:::“’;‘i;fsse‘”“’d components to the year-on-year increase in - Even though the contribution of electricity prices to total
(in percent:ge points) @D inflation reached almost 0.9 pp due to electricity market

‘ liberalisation, total annual inflation remained very low in
January (-0.4%) under the impact of other factors. One of
such factors was the low oil prices. The combined effect
of falling fuel, gas and thermal energy prices on annual
inflation reached -1.3 pp. Food and agricultural product
prices also continued to decline in January and together with
energy prices limited the upward trend in both producer and

- I 55 consumer prices not only in Latvia but also in a number of its
1 nm 1m v v Vvl vl vill IX X XI XII 1

014 2015 trading partner countries. Thus, many industries in Latvia's
W Electricity mmm Fuel, gas and thermalenergy —— trading partner countries do not feel any upward pressure
8 Food mmm Other . . .
—— CPL(%) from the commodity prices and, consequently, the impact

Source: CSB. of import prices on consumer prices in Latvia is limited.

Whereas the rise in the prices of several products and services, which are not seen as prime necessities, gives us
no ground for ascribing overall price drops to the demand side.

GDP growth at 2.4% in 2014

Real GDP growth rate @ According to the flash estimate, annual GDP grew by 1.9%
(8/’: seasonally adjusted) 50 in the fourth quarter of 2014, while in 2014 overall GDP
70l ;o expanded by about 2.4% (calendar adjusted). However, the

6.0
5.0+
4.0+
3.0

60 growth took place primarily on account of the domestic
>0 activity. Export market accomplishments of the previous
I :2 years have facilitated progress in the labour market, bring-
201 s 5o 1ingdown unemployment and raising real wages, simultane-
10 - 10 ously leaving a positive impact on retail trade which posted

01 . " 0 growth in 2014, with the volume of annual sales increasing
-1.0 -1.0

Q2 Q3 04 QI Q2 Qb Qf QI Q2 Q3 o by 3.6%. This trend shows that retail trade has grown at

2012 2013 2014 . . . .
BN jeaonger —a— quirter-on-quarter a slower pace than wages, most likely indicating that the
Source: CSB. people in Latvia remain cautious and are building safety

* flash estimate

cushions. Despite the problems in external markets, manu-
facturing output volumes remained almost unchanged overall in 2014 (-0.1%) compared with 2013. Latvia re-
ported 2.2% growth in exports of goods in 2014. Latvian exporters have managed to expand their market shares
in world imports and succeed in entering new markets.

Attraction of deposits speeds up in December

Monthly growth of domestic deposits @ As corporate and household deposits increased, the total
(in millions of euro) . .
500 500 balance of deposits grew by 4.0% month-on-month in
400 1 a0 December 2014. This rapid rise in deposits is related to
300 | 300 both seasonal increase in income partly under the impact
200 |-+ 200 of the high budgetary expenditure and certain precautionary
100 I - 19 spending due to sustained uncertainty regarding external
o " ° developments.
:;22 | :;23 The total domestic loan portfolio contracted by 2.3%
0ol month-on-month in December. This drop was primarily
eyt X vl X X caused by the repayment of some large short-term loans
BN Enterprise deposits m=m Houschold deposits and writing off bad loans typical for the year's end. With
Source: Latvijas Banka. the domestic economic growth slowing and geopolitical

tension continuing, a notable recovery in lending cannot be
expected. Although banks are not planning to tighten their lending standards for businesses, the economic situation
does not encourage companies to increase the demand for loans. In the medium term, the lending activity in Latvia
could be positively affected by the monetary policy stimulus measures launched by the ECB.





Contribution of selected components to the year-on-year increase in
consumer prices
(in percentage points)
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Real GDP growth rate
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Monthly growth of domestic deposits
(in millions of euro)

500 500
400 i 400
300 300
200 J-- 200
100 I + 100
08 o -0
I
-100 | -100
200 -200
B0 - 500
11 VI IX XII 11 VI IX XII
2013 2014
B Enterprise deposits B Household deposits

Source: Latvijas Banka.
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2. Macroeconomic Data Latvijas Banka « Monthly Newsletter « February 2015

Reporting | Data (%)
period
Gross Domestic Product (GDP)
Real GDP (year-on-year growth) 2014 Q4 1.9
(flash estimate)
Real GDP (quarter-on-quarter growth; seasonally adjusted) 2014 Q4 —0.4
02.02.2015 The Latvian economy begins to feel the impact of the external (flash estimate)
environment @
Public Finances
General government budget expenditure (since the beginning of the year, year-on- 20151 12.6
year growth)
Tax revenue (since the beginning of the year; year-on-year growth) 20151 5.9
Consumer price changes
Consumer Price Index CPI (year-on-year growth) 20151 —0.4
Consumer Price Index HICP (year-on-year growth) 20151 -0.3
12-month average inflation (HICP) 20151 0.6
12.02.2015 In January, oil price dynamic overshadows the impact of opening the
electrical energy market @
Foreign trade
Exports (year-on-year growth) 2014 XII 0.0
Imports (year-on-year growth) 2014 XII 7.3
Balance of payments
Current account balance (ratio to GDP) 2014 Q3 —4.0
Foreign direct investment in Latvia (net flows; ratio to GDP) 2014 Q3 0.2
Industrial output
Working day-adjusted manufacturing output index (year-on-year growth) 2014 XII -2.8
04.02.2015 Latvian manufacturing output in 2014 on par with 2013 @
Retail trade turnover
Retail trade turnover at constant prices (year-on-year growth) 2014 XII 2.7
02.02.2015 Retail zigzags in 2014 ensured a course of growth @
Labour market
Registered unemployment (share in working age population) 20151 9.0
Job seekers rate (share in working age population) 2014 Q4 10.2
Monetary indicators
Resident deposits (year-on-year growth) 2014 XII 3.4

29.01.2015 The attraction of deposits speeds up &

Sources: Treasury, Central Statistical Bureau of the Republic of Latvia, and Latvijas Banka data.




http://www.macroeconomics.lv/latvian-economy-begins-feel-impact-external-environment
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The Baltic market — similarities and differences among the Baltic States

The Baltic States are brought together not only by a similar

history and common currency but also by cooperation in many
Ramune Rimgailaite spheres, including NATO, implementation of the Rail Baltica
Senior Economist of the Macro-  and energy interconnectivity projects as well as activities in
;;ZZZ:Z e ’;’;‘l’g Sl];f ’;’Z;’ Zl’” many other areas. Moreover, the Baltic States are closely
La m.ja;jjgan kay P ’ related in terms of FDI flows and foreign trade. The transfer

of experience and information also strengthens cooperation
amongst the nations and institutions. An example of this is the process of introducing the euro (Estonia —
Latvia — Lithuania): Lithuania's experience comes in very handy for Latvia at the time of its EU Presidency.
The Baltic countries achieved one of the strongest GDP per capita growth in purchasing power standards as a
percentage of the EU28 average since 2004. Therefore, the Baltic countries are now much closer to the EU28
average than in 2004. Possibly, one of the reasons for this rapid growth could be that relatively poorer countries
converge to higher living standards faster than relatively richer countries. However, this indicator illustrates
well a state's level of well-being, and its growth suggests an improvement in the economic situation (see Figure
below).

Figure. GDP per capita in PPS in 2013 (EU28=100) @ All three Baltic States are interested in working
300 300 together as a region, and all of them are taking an
250 250 active part in creating the future of the euro area. The
200 200 introduction of the euro has significantly contributed
150 150 to the economic integration of Estonia, Latvia and

100 Lithuania. The use of different currencies in these
so countries has apparently been an obstacle, and with
I I o the introduction of the euro in Lithuania the Baltic
States have irreversibly become a single economic

100

|
50 I
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T T T T L Q‘Q T T T T T T T L . . . .
R Do EN Y aD e G0 region in the eyes of investors. Moreover, the Baltic
DZE<nAnAE0RmERLI0Ban AnORTATEA . . .
countries will further strengthen their role and
B Value in 2004 B Change in comparison to 2013

influence in Europe's decision making about economic
questions. Since 1 January 2015, four Baltic States'
representatives — the governors of the national central banks and EC's Commissioner Valdis Dombrovskis — sit
at the ECB Governing Council's table.

With regard to differences among the Baltic States, each country has significant achievements which it can
be proud of. For example, Estonia can be proud that it has always pursued a far-sighted fiscal policy, with the
government having established a stabilisation fund already in 1997 to serve as a tool for accumulating funds
for hard times. Lithuania can be proud of building the first liquefied natural gas terminal in the Baltics that will
not only decrease energy dependence on Russia but also help ensure a large part of the Baltic energy needs. At
the same time, Latvia can be proud of having managed to carry out a quick and effective fiscal consolidation
in order to repay the loan to the International Monetary Fund on time, thus facilitating the return of Latvia's
economy to a sustainable growth path.

Undeniably, the changeover to the euro has not ruled out a healthy competition among the three nations. Fiscal
policy of each of them, an effective and favourable business environment as well as close international trade ties
with other countries will be important factors driving sustainable growth and healthy competition in the Baltic
States in the future.

Source: Eurostat.





Figure. GDP per capita in PPS in 2013 (EU28=100)
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