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Summary 

 Weak retail trade growth continued in August as sales grew by 1.1% on an annual basis while 
excluding volatile fuel sales retail trade growth reached 1.4% down from more than 4% in 
recent years. 

 Following very rapid growth in Q2 manufacturing growth has slowed down markedly in Q3. In 
August manufacturing output expanded by only 2.8% y-o-y while overall industrial production 
shrank by 0.5%. In July and August together industrial production has grown by only 1.1% 
compared to 6.6% increase in Q2. This coupled with similarly slow growth in retail points to a 
weak GDP growth in Q3. 

 As a result of seasonal factors consumer prices in Latvia in August declined by 0.7% compared 
to previous and annual inflation dropped to 0.0% in August from 0.1% in July.  

 In the first eight months of 2016 fiscal policy continued to weigh down overall GDP growth as 
both revenue and expenditure declined by 0.6% y-o-y.  

 Declining commodity prices as well as weak global trade continues to have an impact on 
Latvian exports and in July goods exports declined by 7.4% y-o-y while in the first seven months 
of 2016 exports dropped by 3.2%. 

 Credit cycle in Latvia is gradually approaching turning point and in Q2 credit to residential non-
financial companies has begun to grow again for the first time since 2009. In July this increase 
reached +2.4% y-o-y 

Retail trade 

Weak retail trade growth continued 
in August as sales grew by 1.1% on 
an annual basis while excluding 
volatile fuel sales retail trade 
growth reached 1.4% down from 
more than 4% in recent years. 
Compared to previous year retail 
trade growth has slowed in almost 
all areas except pharmacy (+9.0%) 
and clothing (+23.7%) where 
growth this year has accelerated. 
Meanwhile food sales declined in 
August by 2.5%. 

Besides food, sales of household 
appliances and IT devices also 
declined by in August 5.3% and 3.0% y-o-y respectively, while online shopping and sales of sports gear 
grew by 9.1% and 30.7% respectively. 
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Weak retail trade growth in recent months most likely reflects slowdown in wage growth and 
declining employment in construction which has also affected overall GDP growth. However in 
Lithuania and Estonia retail trade growth has remained unchanged at 4-6% despite even slow GDP 
than in Latvia. This difference can be partly explained by diverging trends in construction among the 
Baltic States.  

Although slowdown in the EU fund spending has affected also Lithuania and Estonia, private sector 
demand in construction sector in both countries seems to be stronger than in Latvia. As a result 
employment in construction sector has not changed significantly in Lithuania and Estonia while in 
Latvia employment in construction has declined by more than 6 thousand or 11% y-o-y and this has 
negatively affected household income especially in summer months due to seasonal nature of 
construction sector.  

Manufacturing  

Following very rapid growth in Q2 
manufacturing growth has slowed 
down markedly in Q3. In August 
manufacturing output expanded 
by only 2.8% y-o-y while overall 
industrial production shrank by 
0.5%. Although declining 
industrial output is due to sharp 
drop in energy and gas production 
(-15.7%) and mining (-6.1%). 
Overall in the first eight months of 
the year manufacturing output 
has expanded by 3.3% y-o-y but 
due to declining producer prices 
turnover in nominal terms has 
actually declined by 0.6% in the 
same period. 

But despite slower growth in August overall trends in industrial production remain positive as output 
energy and mining sectors is usually quite volatile and drop in August is likely to reverse in the next 
few months and that could help to lift overall industrial production growth. However, in July and 
August together industrial production has grown by only 1.1% compared to 6.6% increase in Q2. This 
coupled with similarly slow growth in retail points to a weak GDP growth in Q3. 

In August manufacturing growth was supported by strong growth in computers and optical devices 
(+37.6%) and building materials (+14.6%) as well as in electrical devices (+20%) and car parts (+11.3%). 
However in the last two sectors strong annual increase was mainly achieved due to low output in 
previous year as both industries have been stagnant for some time with no clear upward trend in 
either of them. In addition to this food production returned to positive growth territory in August as 
output grew by 2.5% y-o-y since annual growth figures are no longer affected by Russian sanctions. 

After almost two years of uninterrupted growth, wood production in August declined slightly by 0.8% 
compared to previous year. Also in August output also declined in manufacture of fabricated metal 
products by 2.0% y-o-y thus reversing very strong gains in recent month while manufacture of clothes 
and textiles continued to decline as output in August dropped by 14.9% and 3.8% respectively. 
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Inflation  

As a result of seasonal factors 
consumer prices in Latvia in 
August declined by 0.7% 
compared to previous and annual 
inflation dropped to 0.0% in 
August from 0.1% in July. Monthly 
decline in consumer prices is 
typical for August due to clothing 
sales and seasonal decline in food 
prices. In July prices of clothing 
and footwear dropped by 2.0% 
while food prices decreased by 
1.7%. 

Besides seasonal factors inflation 
in August was also affected by oil 
prices which have stabilized in the 40-50 USD/bbl. range. At the end of July and the beginning of 
August global oil prices again edged down towards 40 USD/bbl. and as a result fuel prices in August 
dropped by 3.5% but this should reverse in next few months as oil prices have again climbed back 
toward 50 USD/bbl. In addition to fuel prices inflation in August was also affected by heating tariffs, 
but unlike fuel prices these increased by 1.1% compared to previous month. In the next few months 
heating prices could remain unchanged since the latest forecast from gas supplier JSC “Latvijas Gāze” 
indicates stable natural gas prices in the coming months. 

At the same time prices of services continued to increase gradually by 0.2% in August compared to 
previous month even though service prices do not typically increase in August. As a result annual 
service price inflation reached 3.0% while in June it was only 1.1%. This increase is partly due to tax 
changes and application of VAT standard rate (21% instead of reduced rate of 12%) to residential 
maintenance services as well as due to increase in telecommunication prices. However, on the whole 
stronger service price inflation reflects also rapid wage growth. 

Fiscal sector  

In the first eight months of 2016 
fiscal policy continued to weigh 
down overall GDP growth as both 
revenue and expenditure declined 
by 0.6% y-o-y. This mainly reflects 
slow pickup in the EU funded 
investment spending due to 
delayed start of the 2014 – 2020 EU 
fund financing period. As a result 
general government capital 
expenditure declined by 35.3% 
while foreign financial assistance 
revenues (mainly EU funds) 
dropped by 36.4%. 
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However situation with government investment is gradually improving since rate of decline in capital 
expenditure has slowed from more than 40% in Q1 to 17.4% in August. This could also be positive 
signal for construction sector in Q3 since weak public sector demand was the main reason for 19% 
decline in construction in 1H of 2016. Besides capital spending, interest expenditure also declined by 
18.9% reflecting lower interest rates on recently issued government debt compared to maturing debt. 
At the same time expenditure on social benefits (+6.2%) has increased due to higher spending on 
unemployment benefits and sick leaves as decline in unemployment has slowed while average 
payment per benefit recipient has increased in line with strong wage growth. At the same time 
spending on public sector wages increased by only 2.9%.  

Despite slowdown in GDP growth and negative headline inflation government revenues excluding 
foreign financial assistance has continued to increase. Compared to previous year tax revenue in the 
first 8 months of 2016 increased by 5.1% while self-earned and non-tax revenue grew by 8% and 7% 
respectively. Strong tax revenue growth is mainly due to improvements in tax collection and declining 
shadow economy, strong wage growth despite slowdown in GDP as well as increase in excise tax rates 
at the start of 2016. 

External trade 

Declining commodity prices as 
well as weak global trade 
continues to have an impact on 
Latvian exports and in July goods 
exports declined by 7.4% y-o-y 
while in the first seven months of 
2016 exports dropped by 3.2%. 

This drop in exports is still mainly 
caused by decline in re-exports as 
well as due to lower world 
commodity prices which has 
affected both exports and 
imports. In July import of goods 
declined by 11.9% y-o-y while in 
the first seven months of 2016 
imports overall decreased by 5.8%. As a result trade balance in this period has improved by 233 MEUR 
which is almost 1% of full year GDP. 

For goods dominated mostly by re-exports in July sharpest decline was recorded in exports of oil 
products (-27.2%y-o-y) and electrical appliances (-18.1%), as well as iron and steel (-58.9%). 

However, unlike in previous months July also saw decline in wood (-7.7% y-o-y) and grain (-73.9%) 
exports. This decline is significant because in previous month’s growth in wood and grain exports kept 
overall exports close to zero. In the rest of the year decline in grain exports is likely to continue as this 
year’s harvest is more than 10% lower than previous year and grain prices have also declined. 

On a positive note export of ships in July increased by 40 MEUR or 3.5 times as a result of sale of 
luxury trimaran yacht built in Latvia. Although this is a one-off factors sale of a second such yacht is 
expected in the next few months. Besides this export of pharmaceuticals (+16.8%) and furniture 
(+13.4%) also grew in July. 
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Banking sector  

Credit cycle in Latvia is gradually 
approaching turning point and in 
Q2 credit to residential non-
financial companies has begun to 
grow again for the first time since 
2009. In July this increase reached 
+2.4% y-o-y. 

At the same time positive 
dynamics continue also in 
household lending where overall 
loan portfolio still continues to 
decline, but the first half of this 
year has seen significant increase 
in new lending. Compared to 
previous year in new lending to 
households grew by 114 MEUR or 52% in the first six months of 2016 and overall loan portfolio is 
beginning to stabilize. 

Besides households new lending to companies has also increased significantly. In first half of to 2016 
new lending to resident non-financial companies has increased by 58% or 942 MEUR compared to 
same period in the previous year.  

At the same time banking deposits also continue to grow. In Q2 resident household and non-financial 
company deposits increased by 7.3% and 9.0% respectively, and stock of household deposits (5.7 bln 
EUR) now exceed amount of loans issued to households (5.3 bln EUR). However, at the same time 
overall amount of deposits in Latvian commercial banks has decreased by 3.6% due to almost 12% 
decline in non-resident deposits. 
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