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COMMENTS ON ESTONIA’S PRELIMINARY BALANCE
OF PAYMENTS FOR THE SECOND QUARTER OF 2007

¢ In the second quarter of 2007, the current account deficit of the balance of payments
decreased to 16.6% based on the GDP of the last four quarters, compared to the
17% of the first quarter (see Table 1 and Figure 1)'.

e Based on the same quarter, the current account deficit stood at 14% of GDP in the
second quarter.

¢ In absolute value, the deficit amounted to 8.5 billion kroons.

e Year-on-year, the surplus on services increased by a fifth and the surplus on current
transfers by a fourth.

e The deficit in the goods account remained virtually unchanged.

¢ Foreign capital inflow mainly occurred through other investment capital.

e The balance of payments reserves remained at the previous year’s level.

The second-quarter slowdown in the growth of domestic demand was accompanied by slightly improving
external balance. The deficit in the goods account — the largest component in the current account deficit
— amounted to 9.7 billion kroons. In terms of volume, it was similar to the deficit recorded in the previous
quarter as well as in the second quarter of 2006, reaching 16% of the GDP of the second quarter of 2007.
The growth of goods exports outpaced imports both quarter-on-quarter and year-on-year. Exports totalled
32.9 hillion and imports 42.6 billion kroons, increasing by 6% and 5%, respectively, year-on-year.

The main groups of export goods included machinery and equipment (mostly electronic products), mineral
products, timber and timber products, and metal products. Electronic products were also the largest import
articles, followed by transport vehicles, mineral and chemical products. Machinery and equipment, chemical
products and transport vehicles posted the largest deficits on the goods account. Timber and timber
products posted a surplus.

The share of Estonia’s main trading partner — the European Union — grew slightly, comprising 68% of the
exports and 76% of the imports of goods. Finland, Sweden, Latvia, Russia and the United States were the
largest export partners, and Finland, Germany, Russia, Sweden and Latvia the major import partners.

The surplus on the services account increased by a fifth year-on-year and amounted to 4.4 billion kroons.
Both the exports and imports of services grew more or less at a similar pace, year-on-year (18-19%). The
surplus on the services account was mainly boosted by transport services — the largest type of services
— whose surplus increased by 40%. The surplus on transport services was caused by marine, rail as well as
road transport. Year-on-year, the services surplus was also boosted by construction services, whose deficit
turned into a 0.4 billion surplus, and to a lesser extent by computer, information and financial services. The
surplus on travel services and other business services, on the other hand, declined. The surplus on travel
services diminished because their exports decreased slightly and imports increased.

The April riots in Tallinn brought along a decline in the exports of freight and passenger transport by rail
and road. Nevertheless, the exports of other supporting and auxiliary transport services by rail and road
increased. As a result, the surplus on these services remained virtually at the level of the previous quarter.

"The current account deficit without reinvested earnings, which involve no actual movement of funds, constituted 10.4% of the GDP of the
last four quarters and 5.8% of the second-quarter GDP.



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

Item 2003 2004 2005 2006 2007
Total Total Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total Q1 Q2

Current account -15420.4| -18310.2| -4,115.0| -5191.2| -3,4009| -4,637.6| -17,353.7| -7,355.8| -7,847.9| -7,429.0| -9,462.4| -32,0950| -12,027.8| -8,548.7
Goods and services 10,0468 -11,937.6| 22116| -27103| -2,395.1| 37600| -11,0771| -5,180.2 57579| 5939.2| 7,1481| -24025.4| 7,177.3| 52157
Goods 21,522.3| -25499.0| -4,447.9| -6,3343| -6,300.3| -6,962.3| -24,0448| -7,113.8 9,4715| -10,007.2| -10,130.9| -36,723.3| -9,530.5| -9,662.3
credit (f.0..) 63443.7| 751995| 21,341.0| 23531.0| 252782| 27,821.3| 97.971.4| 284962| 30976.3| 29,7748| 30,919.2| 120,166.4| 29,556.5| 32,914.3
debit (f.0.b.) -84,966.0| -100,698.5| -25788.9| -29,865.3| -31,578.4| -34,783.6| -122,016.3| -35610.0| -40,447.8| -39,782.0| -41,050.1| -156,889.8| -39,087.0| -42,576.6
Services 11,4755  13,561.4 2,236.3 3,624.0 3,905.2 32023| 12,967.8 1,033.6 37136 4,068.0 2082.8| 12,697.9 2,353.2 4,446.6
credit 30,674.0| 35,703.4 7892.4| 10,336.4| 10875.6| 11,0962| 40,200.7 8,2958| 11,063.0| 12,726.8| 11,306.1| 43,391.8| 10,129.7| 13,143.6
debit 19,1985| -22,142.0| -56562| -6,712.4| -69705| -7,8039| -27.2330| -6,362.3 7,349.4| -86588| -83233| -30,693.9| -7,7765| -8,697.0
Income 7.2520| -7,.8200| -1,865.1| -2,7983| -1,4133| -1,0006| -7,077.3| -2,159.5 26153| -1,977.9| 26722| -94249| 46188 39850
credit 3,524.6 5,489.0 1,592.1 1,833.1 2,753.1 2,279.1 8,457.4 2,656.9 3,457.2 3,755.8 3,613.5| 134834 3,394.4 3,950.7
debit 10,776.6| -13317.9| 3457.2| -4631.3| -4,166.4| 3279.7| -155347| -4,816.4 6,0725| 57337| 62857| -22,9083| -8013.2| -7,9447
Current transfers 1,860.4 1,456.3 -38.2 3174 3985 123.0 800.6 16.1 525.3 488.1 357.9 1,355.3 231.8 652.0
credit 3,380.8 5,252.0 1,200.9 1,440.7 1,596.2 1,645.3 5,892.2 1,483.5 1,8725 1,843.9 1,062.3 7,162.2 1,463.3 1,762.6
debit 1,5115| -37956| -1,2482| -1,1233| -1,197.8| -1,522.3| -5091.6| -1,499.7 1,3472| -1,3557| -1,6044| -58069| -1,605.1| -1,110.7
mflifl"f:‘edsz:‘;“:isas';:;’°”"t 18,552.9 | 21,454.4 6,135.3 3,077.2 3,445.7 8,799.7| 21,457.9 5,591.1 7,801.1| 10,290.9| 15462.6| 39,235.7| 11,538.9 7,435.1
Capital account 977.8 1,149.8 136.8 1421 240.7 720.7 1,240.3 1,251.6 724.3 1,236.1 1,470.7 4,682.6 421.9 690.4
Financial account 17,5751 |  20,304.6 5,998.5 2,935.1 3,205.0 8,079.0| 20217.6 4,339.5 7,166.9 9,0549| 13,991.9| 34553.1| 11,117.0 6,744.8
Direct investment 10,716.0 8,739.5| 13,1036| 14,514.7 2,0406| -32324| 27,3355 5,737.3 607.7 510.9 1,634.2 7,274.7 5,290.8 874.9
Abroad 2,149.2| -373886| -1,0285| -25583| -1671.2] -2,681.5| -7,9396| -2,050.9 39821 -53235| -2,3507| -13,707.1| -3,4886| -6,776.0
In Estonia 12,8653| 12,128.1| 14,1322 17,0729 4,620.8 550.8|  35,275.1 7,788.2 3,374.4 5,834.4 3,0848| 209818 8,779.4 7,650.9
Portfolio investment 2,431.6 9027.1| -58039| -204623| -5690.0 4396.9| -275502| -12,620.4 1,2087| -6,784.7 3784.1| -16,8207| -1,1412| -2,880.1
Assets 53516 -4851.0| -36755| -2,449.3| -4,600.4 50.3| -10,675.0| -5,766.4 1,8355| -7,623.6 344.4| 15569.9| -3,6423| -2,069.6
Equity securities 1,0289| -2,8035| -1,3735| -1,2431| -1,467.8 7645| -48489| 12316 1,059.8 6851| -1607.6| 45840 -21971| -2,742.2
Debt securities 43227| 1,9576| 23020| -12082] 31416 8238| 58261 | -4,534.9 7757|  -6,938.6 12631| -10,986.0| -1,445.2 672.6
Liabilities 77832| 138782| 2,1284| -180130| -1,080.6 43377| -16,8843| -6,854.0 626.7 839.0 41285| -1,250.8 2,501.1 -810.6
Equity securities 1,527.0 22052| 9,9461| -9,640.0 483.6 2,750.3| -16,352.3 4984 499.6 839.2 2,897.7 3,738.1 3,209.7 2745
Debt securities 6,256.2| 11,673.0 7817.8| -83729| -1,564.2 1,587.3 5320| -6,355.5 127.2 0.3 1,2307|  -4,997.9 7086|  -1,085.0
Financial derivatives 19.3 83 45.4 628 749 53 976 104.2 43.1 420 269 785 1489 190.6
Assets -139.2 -35.1 61.9 429 247 19.3 135 96.8 73 67.5 202.9 -180.9 -300.4 1211
Liabilities 120.0 26.8 16.5 19.8 502 045 1114 7.4 50.4 25,5 176.0 259.4 1515 69.6
Other investment 4,446.8 2546.4|  -1,346.6 8,045.5 6,020.3 6,919.7| 20539.0| 11,1184 8,040.2| 153706 8,600.5| 44,029.7 7,116.3 8,559.3
Assets 22846| -11,168.8| -11,914.9 55058| -2,1025| -1,861.8| -10373.4| -5046.5 1,127.2 8,664.1| -4,410.3 3346| -49672| -9,362.7
Long-term 565.7| -6052.6| -1,8287| -3,650.3 3,125.4 7,990.1 5,636.5 -804.9 1,519.3 197.0 532.8|  -3,054.0 757.2 -486.4
Short-term 1,7189|  -5116.1| -10,086.2 9,156.1| -5207.9| -9,851.9| -16,000.9| -4.241.6 2,646.5 8861.1| -3,877.5 33886| -42100| -8876.3
Liabilities 6,731.4| 137151| 10,568.3 3,439.8 8,122.8 8,781.6| 30912.4| 16,1649 7,812.9 6,706.5| 13,010.8| 43,695.1| 12,083.5| 17,9221
Long-term 4,309.1 3,740.5 2,712.1 1,897.2 5,309.1 5478.3| 15,396.8 4,667.5| 12,787.7|  -5,419.1 5955.4| 17,9915 5588.3| 12,739.6
Short-term 2,422.3 9,974.7 7,856.2 1,542.5 2,813.7 3,3033| 155156| 11,497.4 49747| 12,1256 7,055.4| 257036 6,495.3 5,182.5
Errors and omissions -811.4 281.2 671.1 620.7 8.0 -520.1 779.7 490.4 1,762.1 346.7| -2,215.9 383.2 244.4 1,169.0
Overall balance 2,312.1 3,425.4 2601.4| -1,493.3 43.8 3,641.9 48839 -1,274.3 1,805.4 3,208.6 3,784.3 7,523.9 -733.3 55.4
Reserve assets 2,3121| -34254| -2,601.4 1,493.3 -438| -3641.9| -4,883.9 1,2743| -1,8054| -3,2086| -3,784.3| -7,523.9 733.3 -55.4




by quarters — by last 4 quarters
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Figure 1. Current account balance (% of GDP)

As regards the structure of services exports, the share of construction services increased robustly (from 2%
to 5% of total exports), whereas that of travel services decreased. In services imports, the share of transport,
travel and construction services declined, whereas that of business services grew (largely on account of
operational lease). The total share of transport, travel and other business services accounted for 85% of both
the exports and imports of services.

The share of EU countries reached 72% in the exports and 78% in the imports of services. Estonia had the
biggest surplus with Finland (2.6 billion kroons) and the biggest deficit with Cyprus (0.5 billion kroons).

Total exports of goods and services, which are the direct components of GDP, grew slightly faster than
imports. Consequently, the deficit decreased by approximately 10% year-on-year and accounted for 8.6% of
the second-quarter GDP (11.1% in the second quarter of 2006).

The income account deficit increased by a half, amounting to 4 billion kroons. The income earned by Esto-
nian investors abroad grew by 15% and the income earned by non-residents in Estonia increased by nearly a
third, reaching 4 and 7.9 billion kroons, respectively. Labour income comprised slightly less than a third of the
income earned by residents abroad (i.€. less also year-on-year), the rest being investment income. Half of the
investment income was direct investment income. In the second quarter, mostly credit institutions but also
companies in other sectors received dividends — altogether 3 billion kroons. Residents’ investment income
on portfolio and direct investment abroad increased considerably as well and doubled in volume, year-on-
year. As regards the income earned by non-residents in Estonia, 97% was investment income, whereas 71%
of that was earned on direct investment in Estonia. Reinvested earnings accounted for 60% of non-residents’
direct investment income. Non-residents’ income on portfolio investment in Estonia increased by 2.6 times
and accounted for 14% of the investment income. The share of income on other investment stood at 15%.

87% of residents’ investment income came from the European Union: mostly from Latvia, Lithuania and
Cyprus. 75% of residents’ investment income belonged to the investors in financial intermediation. The
majority (89%) of non-residents who earned income on investment in Estonia were mostly from the EU,
particularly from Sweden, Finland and the United Kingdom. Much of their investment income came from
financial intermediation (42%) and also from manufacturing, wholesale and retail trade, and real estate,
renting and business activities.

The volume of current transfers received exceeded the volume of transfers paid by approximately
0.7 billion kroons. Both incoming and outgoing current transfers decreased slightly.

The surplus on the capital and financial account totalled 7.4 billion kroons in the second quarter of 2007.
Capital inflow occurred mainly through other investment and to some extent also through direct investment.

The surplus on the capital account was 0.7 billion kroons and was mostly comprised of transfers received by
the general government. Last year’s large receipts from the sale of intangible fixed assets declined to zero.



The surplus on the financial account reached 6.7 billion kroons.

Direct investment inflow was 0.9 billion kroons bigger than outflow. Both foreign direct investment in Estonia
as well as Estonia’s direct investment abroad were relatively large in volume, totalling 7.7 and 6.8 billion
kroons, respectively.

In the second quarter of 2006 reinvested earnings formed 84% of the direct investment in Estonia, whereas
in the second quarter of 2007 the structure of direct investment changed significantly. Equity capital
investment accounted for a third, reinvested earnings for 41% and other direct investment capital for 25%
of the direct investment. 92% of direct investment in Estonia originated from EU countries, with 40% coming
from Sweden, a third from Finland and a fifth from Denmark. 63% of direct investment was made in financial
intermediation, 19% in manufacturing and 11% in wholesale and retail trade.

The structure of residents’ direct investment abroad experienced major changes as well. Equity capital
investment reached 6.7 billion kroons, which is over three times more than in the second quarter of 2006.
Owing to the distribution of dividends, the retained profits of foreign subsidiaries and affiliated companies
decreased considerably. 87% of residents’ direct investment went to EU countries: mainly to Latvia (54%)
and Lithuania (15%) and also to Russia, Finland and the United Kingdom. The most active foreign direct
investors were those of financial intermediation (48%), real estate, renting and business activities (23%), and
transport, storage and communications (12%).

The net outflow of portfolio investment amounted to 2.9 billion kroons. Assets grew by 2.1 billion kroons,
whereas liabilities declined by 0.8 billion kroons. The growth in assets was largely driven by the 2.7 billion
kroon increase in assets invested by investment funds in equity securities. Liabilities decreased primarily due
to a decline in general government’s debt security liabilities.

The net inflow of other investment remained at the level seen in the previous quarters, totalling 8.6 billion
kroons. Assets (mostly short-term) increased by 9.4 billion and liabilities (mostly long-term) by 17.9 billion
kroons. The growth of assets mainly stemmed from the increased volume of loans issued to non-residents
by credit institutions and the higher volume of deposits with foreign banks. The growth of liabilities was also
driven by credit institutions whose loan liabilities increased by 14.5 billion kroons.

* % * % %

According to revised data, the current account deficit of the first quarter of 2007 was 12 billion
kroons, i.e. 17% of the GDP of the last four quarters?.

The preliminary balance of payments for the third quarter of 2007 will be published on the web site
of Eesti Pank (http://www.bankofestonia.info) on 27 December 2007 at noon.

Please acknowledge the source when publishing or citing.

International and Public Relations Department of Eesti Pank

2 The revision was due to the adjustments introduced during the specification of some large-scale transactions which were primarily related
to the income account and mainly to the recognition of capitalization issues by companies in portfolio investments. According to interna-
tional standards, the balance of payments shall recognise capitalization issue to non-residents on disposable owner’s equity both under
the income of the current account and under equity capital in the financial account. Different from direct investments, in the case of which
foreign direct investors’ share of income on disposable owner’s equity is recognised on accrual basis as reinvested earnings, no such
current calculations are kept for portfolio investments — the share of income belonging to portfolio investors is recorded under the income
account upon paying out dividends.
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