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COMMENTS ON ESTONIA’S PRELIMINARY BALANCE
OF PAYMENTS FOR THE FIRST QUARTER OF 2006

o Estonia’s fast economic growth accompanied by increased consumption and investment
needs kept the current account deficit of Estonia’s balance of payments high in the first
quarter of 2006. The deficit accounted for 12% of the expected GDP of the last four quarters
(see Table 1 and Figure 1)'. In absolute value, it was the highest quarterly deficit (6.9 billion
kroons) outpacing by more than a half the first quarter 2005 deficit.

o The external balance was mainly affected by the foreign trade balance - exports increased
fast yet imports outpaced that.

e Foreign capital inflow occurred mainly in the form of direct investment capital.

e The balance of payments reserves decreased by 1.3 billion kroons.

The goods account had a deficit comparable to the current account deficit, namely 6.7 billion kroons, increasing
minimally quarter-on-quarter and by 2.3 billion kroons year-on-year. The exports of goods amounted to 27.1
billion kroons and imports to 33.8 billion kroons, having grown 27% and 31%, respectively, year-on-year.

The main groups of export goods included electronic and timber products as well as fuel. Electronic products
dominated also in imports, followed by fuel, chemical products, and transport vehicles. Machinery and equipment,
chemical and mineral products, and transport vehicles mainly contributed to the deficit of the goods account;
timber and timber products posted a surplus.

Estonia’s main trading partner was the European Union, whose share amounted to nearly 70% of both the exports
and imports of goods. Finland, Sweden, Latvia, Russia, the United States and Germany were the largest export
partners, and Finland, Russia, Germany, Sweden and Lithuania the major import partners.

The surplus of the services account was 1.9 billion kroons, having decreased by nearly 0.3 billion kroons, year-
on-year. The exports of services grew 5% and the imports 12%. The surplus in services declined mainly owing to
transport and travel services with their exports increasing and imports decreasing. As regards transport services,
the surplus decreased mostly in sea and rail transport. The exports of trade services have been significantly
increasing over the last quarters and so has the surplus in merchanting and other trade-related services. Transport
services constituted 44%, travel services 22%, and other business services 20% of the total services turnover.

In the services sector, Estonia’s major trading partners were the EU Member States, which accounted for 67%
of the exports and 72% of the imports. Estonia had the biggest surplus with Finland (1.1 billion kroons) and the
biggest deficit with Egypt (0.2 billion kroons).

Total exports of goods and services, which are the direct components of GDP, grew slower than imports. As
a result, the deficit of the goods and services account increased from 5.9% in the first quarter of 2005 to 11.1%
of the GDP of the last four quarters in the first quarter of 2006.

"The current account deficit without reinvested earnings, which involve no actual movement of funds, constituted 7.5% of the expected GDP
of the last four quarters.



Table 1. Estonia’s balance of payments (EEK m)

2002 2003 2004 2005 2006
Total Total Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total Q1

Current account -12,908.0| -154156| -3,6167| -6,7145| -2,659.1| -5361.3| -18,351.6| -4,4749| -52309| -4,0064| -4,4262| -18138.4| -6,937.6
Goods and services 8,564.6| -10199.6| -1,8748| -49887| -15720| 34832| -11,9187| =2,1495| =28232| -23382| -33569| -10667.8| -4,767.3
Goods 18,4553 | -21,666.7| -4,647.5| -87371| -5921.4| 61930 -254990| -43668| -62084| -6,166.0| -65547| -232958| -6,698.6
cedit (f.0.b.) 57,048.7| 634437| 169306| 18019.9| 19,1830| 21,0660| 75199.5| 21,409.6| 23606.6| 253207| 27,811.2| 981482] 27,0794
debit (f.0.b.) 76,4040 | -85110.4| -21,578.1| -26,756.9| -25104.4| -27,250.1| -100,698.5| -25776.4| -29.8150| -31,486.7| -34,366.0| -121,444.0| -33,778.0
Services 9,800.7| 11,467.1 2,772.7 3,748.4 4,349.4 2,700.8| 13,580.3 2,217.3 3,385.2 3,827.7 3197.9| 12,628.1 1,931.3
credit 28,164.3| 30,674.0 7,334.1 0,479.4 9,969.1 8,883.7| 35,666.4 78729 100085 10,7966| 11,0682| 39,836.2 8,265.0
debit 18,2736| -192069| -4,561.4| -5731.0| -56198| -6,173.9| -22086.1| -56556| -6,7133| -69689| -7,870.3| -272082| -6,333.7
Income 53911| 73752 19542 -17633| -1.1693| 30642| -7,9509| ~24949| 29764| -1,8399| -14182] 87203 21495
credit 3,371.3 3,449.5 647.7 1,238.8 1,912.0 1,686.0 5,484.4 1,579.8 1,837.0 2,773.0 2,273.2 8,463.0 2,323.8
debit 8762.4| -108248| 26018 -30021| 30812 -47502| -134353| -40746| 48134| -46129| -3691.4| -17,1923| -4,473.3
Current transfers 1,047.7 2,159.2 212.3 37.4 82.2 1,186.1 1,518.0 169.5 568.7 1716 348.8 1,058.7 209
oredit 2,065.6 3,670.7 687.3 1,028.8 972.0 2,588.6 5,276.7 1,398.1 1,670.3 1,350.4 1,848.6 6,267.4 1,430.1
debit 1,017.9|  -1,5115 -475.0 991.3 889.8| -14025| -37587| -12286| -1,1015| -1,1788| -14998| -50087| -1,451.0
m’::::;;ds::v?:i:s';:;”“"t 13,055.3| 18,260.3 3,307.6 7,116.2 3,616.6 7,492.4| 21,532.8 6,698.7 3,266.6 4,521.3 8,748.6| 23,235.2 6,456.7
Capital account 636.4 685.2 65.3 154.4 117.6 808.0 1,145.3 469.0 327.3 181.3 789.9 1,767.5 1,175.3
Financial account 12,4189| 17,5751 3,242.4 6,961.8 3,499.0 6,684.4| 20,387.5 6,229.7 2,939.3 4,340.0 7,058.7| 21,4676 5,281.4
Direct investment 2611.8| 10,716.0 2,058.8 1,840.0 835.3 4,012.7 8,746.9| 13,786.5| 15458.3 26545| -2,880.1| 29,019.2 6,085.2
Abroad 2,188.4| -21492| -1,007.9 -834.5 -988.9 557.3| -3.388.6 8o22| 25208 6421| 26632 77273] -1,667.5
In Estonia 48002| 12,8653 3,066.7 2,674.5 1,824.3 45700 12,1355| 14,6786| 17,988.1 4,296.6 2169| 36,746.4 7,752.7
Portfolio investment 2,442 .4 2431.6 681.0 5569.3| -2,234.9 6,449.2 9102.6| -5576.7| -209500| -5331.6 44547 27.4126| -12,028.2
Assets 3,1829| 53516 767.7 1837 24431| 13812 -47757| 36925| 25757 -4,609.4 50.3| -10,818.4| 56208
Equity securities 91| -1,0289 4416 -565.5 5446| -1,341.8| -2,8035| -1,3735| -1,2431| -1,467.8 7645| -48489| -1,215.9
Debt securities 31920| 43227 326.2 381.7| -1,898.4 39.4| 18822 23190 -13326] 31416 8238| 5969.5| -4,405.0
Liabilities 5,625.3 7,783.2 86.7 5,753.1 208.1 7830.4| 138783| -1,884.2| -18,383.2 7222 4,395.4| -16,504.2| -6,407.4
Equity securities 912.2 1,526.9 147.3 459.6 707.1 891.3 22053| -9,7038| -10,127.2 842.0 2,800.3| -16,179.6 64.5
Debt securities 4,713.1 6,256.2 60.5 5,293.4 -499.0 6,939.1| 11,6730 78195| -8256.0| -1,564.2 1,586.1 4146|  -6,342.9
Financial derivatives -63.7 -19.3 68.1 -42.6 -62.2 28.3 -8.3 454 -62.8 -74.9 -5.3 -97.7 101.5
Assets 432 139.2 56.5 55 187 67.4 351 61.9 429 247 19.3 135 96.8
Liabilities 205 120.0 1.7 371 435 95.7 26.8 165 19.8 502 246 4112 4.7
Other investment 7,428.4 4,446.8 1,796.4 -405.0 4,960.8| -3,805.8 2546.4| -2,025.4 8,502.7 7,092.0 6,380.5| 19,958.8| 11,122.9
Assets 695.1| -22846| -1,763.9| -4,918.3 21630 -6,649.6| -11,168.8| -12,047.9 5477.4| -2,127.6| -2,0089| -10,706.9| -4,9239
Long-term 1,083.0 565.7| 1,1546] -1,903.9 250.0| -32441| -60526| -1,961.8| -36786 3,096.5 7,975.9 5,432.1 8515
Short-term 1,7781|  -1,718.9 6093 -3,014.4 19130 -34055| -5116.1| -10,086.1 9,156.1| -52241| -99848| -16139.0| -4,072.3
Liabilities 6,733.3 6,731.4 3,560.3 4,513.3 2,797.8 2,8438| 137151 10,0225 3,025.3 9,219.6 8,398.3| 30,665.7| 16,0467
Long-term 1,829.0 4,309.1 692.3 998.8 512.4 2,561.8 3,740.5 2,690.0 1,886.7 6,055.0 5454.0| 16,085.6 4,610.2
Short-term 4,904.3 2,422.3 2,868.0 3,514.5 3,310.1 282.0 9,974.7 7.332.5 1,138.6 3,164.6 20443 145801| 11,4365
Errors and omissions 779.5 5327 159.3 323.4 1,060.2 -980.1 244.2 467.6 4711 4714 680.4 2128 793.4
Overall balance 926.8 2,312.1 -468.4 725.1 2,017.7 1,151.0 3,425.4 2601.4| -1,4933 438| 36419| 4,8839| -1,274.3
Reserve assets 9268| -2,312.1 468.4 7251|  -2017.7| -1,151.0| -3,4254| -2,691.4 1,493.3 -438| -3641.9| -4,8839 1,274.3
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Figure 1. Current account balance of GDP (%)

The deficit of the income account decreased 14%, amounting to 2.1 billion kroons. The income earned by
Estonian investors abroad (credit turnover) grew by a half and reached 2.3 billion kroons. Labour income comprised
45% of that and the rest was investment income, half of which were reinvested earnings. The income earned
by non-residents on the capital invested in Estonia and on compensations of employees (debit turnover) stood
at 4.5 billion kroons. 96% of non-residents’ income came from investment income, which largely consisted of
reinvested earnings (70% of the total investment income). Excluding from the income account reinvested earnings,
which involve no actual movement of funds, the income account had a surplus of 0.1 billion kroons.

Accession to the EU and the free movement of workers contributed significantly to the labour income earned by
residents abroad and by non-residents in Estonia: the former grew 56% and the latter 36%. 46% of residents’
labour income was earned in Finland, 21% in the United Kingdom, 8% in Sweden, 7% in Ireland, and 5% in the
United States. In Estonia, mainly Finnish (45%), Swedish (21%), Polish (9%), Ukrainian (9%), and Russian (9%)
residents earned on labour income.

90% of residents’ and non-residents’ investment income came from the European Union: 32% of residents’
investment income came from Latvia, 19% from Cyprus, and 16% from Lithuania; 33% of non-residents’
investment income from Sweden and 25% from Finland. Investors of financial intermediation earned 66% of
residents’ investment income, the share of transport, storage and communications investors was 15% and the
investors of real estate, renting and business activities accounted for 11%. 42% of non-residents’ investment
income was earned on financial intermediation, 14% on real estate, renting and business activities, 13% on
manufacturing, and 10% on wholesale and retail trade.

The surplus of the current transfers and capital accounts nearly doubled year-on-year, amounting to 1.2
billion kroons. The growth can mainly be attributed to the capital account (sales of emission quotas), as the
incoming and the outgoing current transfers were almost balanced.

The surplus of the FINANCIAL ACCOUNT decreased by a third compared with the fourth quarter of 2005,
constituting 5.3 billion kroons. Foreign capital inflow occurred mainly in the form of direct investment. The net

outflow of portfolio investment and the net inflow of other investment were almost equal.

The positive balance of direct investment was 6.1 billion kroons. Foreign direct investment in Estonia increased
by 7.8 billion and direct investment of Estonian residents abroad by 1.7 billion kroons.

Other direct investment capital accounted for 44%, reinvested earnings for 38%, and equity capital investment
for 18% of the direct investment inflow. Direct investment mainly came from Sweden (62%) and Finland (15%);
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the share of the European Union reached 93%. 67% of direct investment was made in financial intermediation,
14% in real estate, renting and business activities, and 12% in wholesale and retail trade.

Like in the structure of non-residents’ direct investment, reinvested earnings accounted for 38%, other direct
investment capital for 54%, and equity capital investment only for 8% of residents’ foreign direct investment. Most
of the investment went to Cyprus (35%), Latvia (31%), and Lithuania (17%). The share of the European Union was
92%. The investors in transport, storage and communications (33%), financial intermediation (27%), real estate,
renting and business activities (19%), and wholesale and retail trade (16%) made the largest investments.

The negative balance of portfolio investment was 12 billion kroons. Portfolio investment claims increased by
5.6 billion and liabilities decreased by 6.4 billion kroons, quarter-on-quarter. Claims increased mainly due to the
general government’s investments in debt securities and money market instruments, other sectors’ investments in
equity securities, and credit institutions’ investments in money market instruments. Liabilities decreased primarily
due to a decline in credit institutions’ liabilities related to debt securities and money market instruments.

The net inflow of other investment amounted to 11.1 billion kroons. Claims increased by 4.9 billion kroons,
quarter-on-quarter, mainly owing to the increase in the short-term claims of credit institutions (loans, currency

and deposits). Other investment liabilities grew by 16 billion kroons mostly as a result of the increase in long-term
and short-term debt liabilities, currency and deposits, and other liabilities of credit institutions.

* % * % *

According to revised data, the current account deficit for 2005 was 18.1 billion kroons, i.e. 11%
of GDP.

The preliminary balance of payments for the second quarter of 2006 will be published on the web site
of Eesti Pank (http://www.bankofestonia.info) at noon on 25 September 2006.

Please acknowledge the source when publishing or citing.
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