
 
 

  

1 

-2%

0%

2%

4%

6%

8%

10%

2011 2012 2013 2014 2015 2016

GDP growth, % y-o-y 

EU-28 Estonia

Latvia Lithuania

Source: Eurostat, CSB, Lithuania statistics 

Latvian Macro Monitor 

October 2016 

2A, Republikas Square, Riga LV-1010, Latvia                  
Tel. +371 67010827, Fax +371 67010191;  
 
www.citadele.lv                                                           

 

Martins Abolins 
Economist 
Treasury 
Martins.Abolins@citadele.lv 

 

Summary 

 Economic growth in Latvia has dropped to lowest level in the post crisis period as according to 
preliminary data annual GDP growth in Q3 slowed to 0.8% while compared to previous quarter 
GDP expanded by modest 0.5%.  

 Weak growth in Q3 was mainly caused by further decline in construction, slow consumption 
growth, declining transit volumes, weaker grain harvest as well as slower growth in industrial 
production compared to Q2. 

 Despite slowing growth in Q3 economic confidence in the Baltic countries and euro area 
continued to improve in September and October as impact from Brexit so far has been 
negligible.  

 Manufacturing growth rebounded strongly in September as output expanded by 5.6% y-o-y 
following rather weak growth in August. However as a result of a decline in energy production 
overall industrial production grew by only 2.4%. 

 Weakness in retail trade continued also in September as annual retail trade growth slowed 
+0.4%, down from 1.3% in August, which is the slowest pace of expansion in retail trade since 
2011. 

 In September consumer prices in Latvia increased by 0.5% compared to previous month as 
annual inflation climbed to a 15 month high of 0.6% up from 0.0% in August.  

 Export of goods in August increased unexpectedly strongly by 9.7% y-o-y as faster than usual 
harvest led to eightfold surge in grain exports. 

GDP 

Economic growth in Latvia has 
dropped to lowest level in the post 
crisis period as according to 
preliminary data annual GDP 
growth in Q3 slowed to 0.8% while 
compared to previous quarter GDP 
expanded by modest 0.5%. Even 
though economic growth in the 
first half of 2016 was already 
relatively slow (+2.1 y-o-y) such a 
slowdown in Q3 was unexpected 
and below analyst expectations. 

Weak growth in Q3 was mainly 
caused by further decline in 
construction, slow consumption 
growth, declining transit volumes, weaker grain harvest as well as slower growth in industrial 
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production compared to Q2. In addition growth in the first half of 2016 was boosted by higher number 
of working days compared to 2015. Similar factors have also affected Lithuania where GDP growth in 
Q3 slowed to 1.7%. 

Although none of these factors can be considered as a surprise, 24% y-o-y decline in construction in 
Q3 and only 1% growth in services was somewhat unexpected. Improving business confidence and 
slower decline in public investment in Q3 suggested that situation in construction could be better than 
in H1 of 2016 when construction output declined by 19%. At the same time in service sectors slow 
growth was most likely due weak performance of transport, financial and public services since export 
orientated IT and business services in the first half of 2016 grew by 10-20%.  

In addition public sector has also contributed to slow GDP growth as in the first 9 months of this 
budget expenditure has decline by 1% y-o-y and as a result economic growth is mainly based on 
private sector. However in 2017 public sector expenditure is expected to grow by 7-8% which will 
provide substantial boost to overall GDP growth.  

Economic sentiment 

Despite slowing growth in Q3 
economic confidence in the Baltic 
countries and euro area continued 
to improve in September and 
October as impact from Brexit so 
far has been negligible and even in 
United Kingdom economic 
sentiment has recovered to pre-
referendum level 

In September and October 
economic confidence in the Baltics 
reached highest level in more than 
two years led by improvements in 
construction sector confidence 
which could be a sign of expected 
acceleration in public investment as EU spending from new EU budget finally reaches real economy. In 
Estonia construction confidence currently is at the highest level since 2012 while in Lithuania and 
Latvia construction confidence seems to be rebounding from a multi-year lows while confidence in 
service sector remains high in all three countries. Improving confidence levels could be pointing to a 
faster economic growth in the coming quarters. 

Manufacturing 

Manufacturing growth rebounded strongly in September as output expanded by 5.6% y-o-y following 
rather weak growth in August. However as a result of a decline in energy production overall industrial 
production grew by only 2.4%. In addition decline in produce prices also means that in euro terms 
turnover in manufacturing grew by only 3.4%. 
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Strong growth in manufacturing 
in September was supported by 
wood (+7.8% y-o-y), furniture 
(+15.4%), food (+4.0%) and 
fabricated metal product 
(+12.3%) sectors. In addition 
production of building materials 
also grew by 11.2% on the back of 
strong export growth as 
production for domestic market 
continues to decline. Meanwhile 
output in previously rapidly 
growing computer and optical 
device sector increased by only 
3.0% while manufacture of 
chemical products declined by 
12.5%. 

In energy and gas production output in September declined by 14.5%, however this most likely will be 
only temporary decline, due to unfavourable conditions for Latvian producers in Nordic electricity 
market. In general however output of energy and gas production has is very stable while sharp drops 
or increases tend to reverse in a few months and as a result industrial production growth should pick 
up in the coming months. 

Retail trade 

Weakness in retail trade continued 
also in September as annual retail 
trade growth slowed +0.4%, down 
from 1.3% in August, which is the 
slowest pace of expansion in retail 
trade since 2011. Main reason 
behind such a sharp slowdown in 
retail trade growth remains food 
and fuel sales which in September 
declined by 1.6% and 0.9% y-o-y 
respectively.  

However, even excluding fuel and 
food sales, retail trade remains 
relatively weak as sales of non-
food items grew by 3.1% while 
overall trends in retail trade remained unchanged with slower growth in most segments. In September 
fastest growing segments of retail trade remained online shopping (+14.1% y-o-y), sports gear 
(+12.4%) and clothing (+11.2%) while sales of household appliances declined by 16.4%. 

By comparison in Lithuania and Estonia retail trade growth remains strong and exceeds 6% in 
Lithuania and 3% in Estonia, although food sales have declined in both countries. Such divergence 
between Latvia and other Baltic countries is quite unusual as in previous few years trend rate of 
growth in all three countries has been around 4-5%.  
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Inflation  

In September consumer prices in 
Latvia increased by 0.5% 
compared to previous month as 
annual inflation climbed to a 15 
month high of 0.6% up from 0.0% 
in August. Increase in annual 
inflation was mainly driven by 
stabilization and slight increase in 
energy prices as well as food 
prices which rose by 2.0% y-o-y in 
September which is highest food 
price inflation since 2013.  

In the coming months inflation 
will continue to gradually increase 
as last years decline in oil prices 
drops out from headline inflation. This is mainly reflected in fuel prices wich in September declined by 
5.2% compared to 10.2% decline in August.  

Apart from food prices and energy prices inflation in September was also affected by seasonal 
fluctuation in clothing prices which increased by 5.4% compared to August. Meanwhile service prices 
declined by 0.2% compared to previous month but overall service price inflation remains relatively 
high at 2.8%. Overall inflation dynamics in Latvia continue to track inflation developments in euro area 
where consumer prices increased by 0.4% y-o-y. 

External trade 

Export of goods in August 
increased unexpectedly strongly 
by 9.7% y-o-y as faster than usual 
harvest led to eightfold surge in 
grain exports. However, this 
means that in the next few 
months exports are likely to 
decline as overall grain harvest 
this year is lower than in previous 
year and world grain prices have 
also declined somewhat. 

But even if export of grain is 
excluded exports still grew in 
August. In addition re-exports of 
electrical appliances, transport 
vehicles and oil products also continued to decline meaning that export of goods produced in Latvia 
increased compared to previous year. As usual this was mainly led by wood products and furniture 
export of which in August grew by 2.4% and 21.8% respectively. 
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In addition export growth in August was also supported by strong growth in fish (+77.4% y-o-y), glass 
(+34.1%) and metals (+93.4%) exports, although it is likely that at least part of this export growth is 
either due to re-exports or some one-off factors that could reverse in the next few months. 
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