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Latvia: Worst-case scenario is reality
B GDP dropped by 18% y/y in Q1 09 — much more than the consensus forecast of a drop of

16.4 % y/y and our forecast of 16.8% y/y.
B The latest Lithuanian GDP numbers indicate very weak Q1 GDP numbers and increased

risk that Latvian GDP might suffer to a much higher extent than in the previous quarter.

However, the decline by 18% y/y was somewhat unexpected even taking into account

continuously deteriorating industrial production and retail trade performance. Worsening economic outlook
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The Latvia statistical office released its flash estimate on GDP growth in Q1 09 today. GDP
dropped by 18% y/y compared with a decline of 10% y/y in Q4 08. The developments clearly

Lithuania

indicated that a “worst case” scenario for the medium term outlook with regard to Latvia have 5 5
become a reality. 10 10
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The downturn in Latvia has steepened, but an even more negative outcome is expected during 20, ‘ ‘ ‘ ‘ L‘WS ‘ 20
the coming quarters. Especially taking into account further tightening on the fiscal front, which oo e
should be implemented as soon as possible — otherwise Latvia would not qualify for the Senraz Easi

international aid package. Probably only at the end of this year we might see a change to this
worsening trend.

Assessment and outlook

This afternoon we saw really shocking GDP numbers for Latvia for Q1. GDP dropped by 18% Retail trade is in free-fall

y/y — much more than consensus forecast and our expectation of a drop of 16.8% y/y — and a Retal sales, constant prices

very significant deterioration from Q4 08, in which GDP dropped by 10% y/y. Zz %y M %y ZZ
The details for GDP have not been published yet, but it is almost clear that the drop in GDP is o i o
broad based — with both domestic and external demand. 10 enve BN\ 10
We already expected that the Latvian economy might decline by 15% y/y in 2009, but today’s = \ 30
GDP numbers mean that we would have to adjust our GDP forecast in a significantly more e s e o e 0
negative direction and it is now likely that GDP will drop by more than 20% as an average for

2009. Source: EcoWin

The very weak GDP numbers are also a clear indication that the Latvian government budget
situation will have further deteriorated. It looks like the IMF agreed fiscal deficit target of
around 7% of GDP will be very difficult to achieve. We believe that uncertainties with regard
to the budget situation have increased significantly.
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quality research based on research objectivity and independence. These procedures are documented in the
Danske Bank Research Policy. Employees within the Danske Bank Research Departments have been
instructed that any request that might impair the objectivity and independence of research shall be referred
to Research Management and to the Compliance Officer. Danske Bank Research departments are organised
independently from and do not report to other Danske Bank business areas. Research analysts are
remunerated in part based on the over-all profitability of Danske Bank, which includes investment banking
revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or dept
capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment
Professionals’ Ethical rules and the Recommendations of the Danish Securities Dealers Associations.
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Risk warning
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relevant assumptions, are stated throughout the text.
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