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The trends that have persisted in the global economy in 2019 are
clearly not the ones that the export-dependent Baltic countries were
hoping for. Trade tensions and the rise of protectionist rhetoric have
significantly reduced the investment appetite across the world, taken
a toll on business confidence and pushed global trade to a decline.
Yet during the first half of 2019, the Baltic countries seem to have
largely escape the gloom, as GDP expanded by 4.2% in Estonia, 4.0%
in Lithuania and 2.4% in Latvia. However, it is unlikely that the Baltic
countries can continue to defy the slowdown of the global economy
forever. Economic forecasts for the next year lay out much more
modest growth figures than we have witnessed during the past years.
Yet, it would be a mistake to describe the future in too bleak colours.
Strong labour markets continue to drive domestic demand, the interest
environment remains extremely accommodating and there are good
reasons to expect that many political disputes that have depressed
the global business sentiment will find a solution in the near term.
Therefore, the business environment in the Baltic countries will also
offer plenty of opportunities in the coming years.
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Clouds that have emerged over the Baltic economies are also visible in the results of SEB’s CFO
Survey. Compared to the previous year, CFOs’
assessment of the overall business conditions has
become less positive in all three Baltic countries. In
Lithuania, the change was nevertheless marginal.
In this year’s survey, 51% of Lithuanian companies believed that the business conditions for their
business were favourable or even very favourable
during the next 12 months. In 2018 that figure
was only 1% higher. In Estonia, the difference was
slightly larger. While in 2018 the future business

conditions were seen in a favourable light by 51%
of Estonian companies, in 2019 it was reduced to
48%. The drop in business confidence was largest
in Latvia, as the share of companies deeming the
business conditions to be favourable shrunk from
52% in 2018 to only 39% this year. Estonia again
stands out with the highest share of pessimists, as
almost a fifth (19%) of the respondents deemed
the business conditions to become unfavourable in
the near future. In Latvia and Lithuania the respective share stayed at around 10%.

Q1. Business conditions for your company
in the next 12 months are seen as:
21%

49% 55%

52%

42% 43% 40%
45%
48% 46%

33%

36%
48% 48%

42% 40%

46% 44%

59%

32%
35%

11%
8%
Sep -14

35% 35% 37% 40%

10% 10% 11%
9%
Sep -16

Sep -18

45%

51%

40%

38%
33%

32%

40% 40%

11%

16% 13%

Sep -14

Not so favourable

7%

Sep -16

Lithuania
Very unfavourable

46%

38% 42%

3%

7%
Sep -18

13% 15%

Sep -14

Latvia
Average

Favourable

16%

17%

Sep -16

16%

18%

Sep -18

Estonia
Very favourable
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Despite there being the most optimism about the
future business conditions, Lithuanian CFOs were
not that confident when assessing the current financial position of their company. In Lithuania 65%
of the respondents deemed the overall financial
position of their company to be favourable, while
in Latvia 74% and in Estonia 76% of the CFOs
believed their books to be solid. This is also a signif-

icant drop from the previous year for Lithuanian
companies, while in Estonia the CFOs have become
even more upbeat about of the strength of their
finances. Although the share of CFOs who stated
their company’s financial position to be not that
favourable was marginal in all countries, in Estonia
a significant proportion of respondents still admitted this (6%).

Q2. The overall financial position of your company
is seen as:
10% 12%
16%

22%

11%
15% 13%

52%

65%

58%
56%

75%

9%

7%

21%

55% 57%
64%

11% 11%

12%

24%

33%

60%

Sep -18

27% 30%

29% 25% 21%
23% 15% 23%
7%

Sep -14

10%
Sep -16

Lithuania
Very unfavourable

14%

53% 60% 58%

8%

4%
Sep -16

11%

56% 38% 58%

65%

55%

11%
Sep -14

9%

62%

23% 19%
21%

23%

6%

7%

4%
Sep -18

6%

Sep -14

Latvia
Not so favourable

Average

Favourable

28% 40% 29%

5%
Sep -16

18%
6%

Sep -18

Estonia
Very favourable
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A traditional question in the CFO Survey has been
about the problems companies are expecting
to face during the next 12 months. This year for
the first time, the labour costs have become the
most important concern for companies in all Baltic
countries. Increasing the cost of staff seems to be
the severest problem in Lithuania, where 64% of
the companies brought it out. This sits well with
the economic data, as in 2018 Lithuanian salaries
grew by more than 10% on average, clearly ahead
of the wage growth in Estonia and Latvia. While the
labour costs have been an important issue for Estonian companies in previous years as well, this time
it came top on the concern list as it was mentioned
by 60% of the respondents. The share of respondents to complain about labour costs was lowest in
Latvia – 47%. Big differences between Latvia and
other Baltic countries also emerge when looking at
the second most important problem for Estonian
and Lithuanian companies: the increasing pressure
on margins and prices. In Estonia this problem was
equally important as the surging labour costs, as it
was named by 60% of the respondents. Lithuania
was not far behind with 51% of companies believing it to be a great concern for the business within
the next 12 months. However, in Latvia, only 29%
of respondents were worried about it, indicating a
perhaps somewhat better competitive position of
the Latvian companies.
Growing stories of the next global recession lurking
in the shadows has made many companies uneasy
about the future, not only in the Baltic countries.
A significant number of respondents to the CFO
Survey also saw this as a threat for their business.
The share of companies stating the economic
outlook to be a major concern for them was the
highest in Estonia (54%), but Lithuania (52%) and
Latvia (46%) were not far behind.
In addition to the price of labour, the availability of
skilled employees is also of great importance. The
share of companies stating the shortage of skilled
employees as a great concern for their company
was highest in Estonia (49%), which comes as no
surprise given the fact that the Estonian employment rate has continued to be one of the highest in
the EU for a couple of years already. However, as a
curious side note, the national statistics in Estonia

show that the lack of skilled employees tends to be
a larger concern in sectors with the lowest productivity, indicating that the actual problem may be
the lack of cheap labour rather than highly qualified professionals. The scarcity of labour is also a
big concern for the Lithuanian companies, of which
43% reported it as a great concern. The problem
seems to be somewhat less severe in Latvia where
34% of respondents gave such an answer. Again,
this fits the labour statistics, as Latvia currently
has the lowest employment rate and the highest
unemployment rate of the Baltic countries.

Q3. What are the greatest
concerns for your company
in the next 12 months?
(multiple choice)
Monetary policy/
interest rates

7%

15%
11%

10%

Foreign
competition

19%

11%

Pressure
on margins
and prices

29%

Cyber risk
Decreasing of
domestic demand
Decreasing of
foreign demand
Shortage
of capital
Shortage
of skilled
professionals

47%
3%

60%

11%
8%
9%

Lithuania

4%
3%

Latvia
Estonia

7%

24%

10%
9%
13%
15%
13%
14%
7%
34%

43%
49%
52%
46%
54%

Economic
Outlook/growth
Geopolitical
risks

60%
64%

Increasing
cost of staff
Currency
fluctuations

51%

24%
27%
22%
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In assessing the financial strength of the business
partners, most of the Baltic companies expect the
situation to remain relatively unchanged. Answering the question of how counterparts’ likelihood to

default in the next 12 months will change, Estonian
(28%) and Latvian (27%) companies took a more
negative view, while only 18% of the Lithuanian
companies expected it to increase.

Q4. The probability of counterparts defaulting in the next
12 months is expected to:
4%

4%

6%

No answer
69%
78%

65%

Decrease

Remain the same

Increase

27%

28%

Latvia

Estonia

18%

Lithuania
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Another traditional topic in the CFO Survey has
been the plans of the companies in spending their
available cash. Assuming the current cash surplus
position, most of the companies prefer to use the
money in the next 12 months for making investments in their domicile country. This time it was
true for 49% of Estonian, 44% of Latvian and
39% of Lithuanian companies. However compared
to the previous years, companies have become

much more risk averse as the share of CFOs that
stated they will use the money to pay back debt
has increased in all three countries. In Lithuania as
much as 31% of the companies had such plans,
while the same was true for 23% of Latvian and
17% of Estonian companies. At the same time the
share of companies planning to pay out dividends
has declined compared to last year’s survey.

Q5. Assuming a current cash surplus position, how would
you prefer to use the money in the next 12 months?
8% 11%
15%

14%

4%
17%

18%

21%

8%
16% 8%

9% 12% 11% 11% 11%
11% 9% 10%
10%
15%
17%
18%

10%
15%

10%

11%
18%

43%

25% 23%

13%

39%

39%

9%

10%

30%

42%

44% 44% 54%

44%

Sep -14

31%

29%

Sep -18

19% 19%
Sep -14

Lithuania
Pay down debt

49%

51%

34% 31%

19% 19%
Sep -16

45%

39%
35%

20%

13%
15%

31%

46% 43%

30%

17% 13%

14% 16%

25%

42%
38%

7%

Investment in your domicile country

Sep -16

13%

23% 20%

Sep -18

Latvia
Dividend to shareholders

15% 16%
6%

Sep -14

Sep -16

15% 17%
Sep -18

Estonia
Investment abroad

Do nothing
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When looking at the corporate priorities of the
companies, at least in Estonia and Latvia, the main
goal seems to be to focus on digitalisation, automation and innovation. Such answer was given by
28% of Estonian and 24% of Latvian respondents,
while in Lithuania it was the top corporate priority of 21% of companies. In Lithuania, the most
popular answer was rather making operational investments to increase capacity, stated by 24% of
respondents, while in Estonia the respective share
was 13% and in Latvia only 9%. A priority high
on many companies’ agendas is increasing cash
flow: in Latvia and Lithuania it was the top priority
of 21% of companies, while in Estonia that share
was somewhat smaller at 17%. While in SEB’s CFO

Survey Latvian companies have often appeared
slightly more conservative than their Baltic peers,
on 2019 survey’s corporate priority agenda at
least, they seem to be the most ambitious ones. As
many as 20% of them say they wish to introduce
new products/services during the next year and
14% of them plan to expand to new geographies.
On the contrary, the Lithuanians take a conservative stance this time, as only 13% of companies
plan to introduce new products/services and as
little as 6% expect to broaden their geographical
presence. Estonian companies are more similar to
Lithuanian enterprises in this area, as 14% of them
want to develop the product range and 10% seek
geographical expansion.

Q6. What are your corporate priorities for the next year?
15%
29%

21%

13%

24%
6%
7%

20%

18%

17%

15%

8%
16%

4%

16%
2017

2018

21%

19%

22%

19%
28%

4%
9%

6%

15%

3%

16%
13%
8%

15%

21%

16%

9%

14%

4%
17%

13%
15%

10%

20%

22%

19%

14%
14%

13%
6%

10%

2019

2017

Lithuania
Expanding into new geographies
M&A activity

24%

30%

19%
20%

18%

12%

20%
4%

25%

10%
2018

14%

13%

2019

2017

Latvia

2018

10%
2019

Estonia

Introducing new products/services

Operational investments to increase capacity

16%

Reducing cost

Increasing cash flow

Focusing to digitalization/automatization/innovation
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We tried to assess the risk weariness of companies
by asking them whether it is a good time to be taking greater risk onto their balance sheets. Here the
picture looked surprisingly different across Baltic
countries. In this regard Estonian companies stood
out for having the lowest risk appetite as 46%
of the respondents said that due to the negative
tendencies in the economy it would be a bad time
to increase the risk level. In Latvia and Lithuania
only a third of the companies stated the same. In

risk taking there were slight differences between
Latvian and Lithuanian companies. Lithuanian companies had the most positive long-term outlook as
24% of the surveyed CFOs said it was a good time
to take on both short-term as well as long-term
risks. In Latvia, the respective share was 19%, but
there were more companies in Latvia who were
willing to take on short-term risks (47%), than in
Lithuania (43%) or Estonia (35%).

Q7. Is this a good time to be taking greater risk onto your
balance sheet, i.e., taking more debt for financing new
significant CAPEX; boosting working capital by extending
deferred payments to debtors and/or stocking up
warehouses; starting M&A activities, etc.?
24%

31%

19%

18%

47%

48%

34%

34%

2019

2018

18%

38%

43%
45%

35%

42%

33%

24%
2018

2019

46%

20%
2018

Lithuania

Latvia

2019
Estonia

Yes, both short term and long term risks may be increased because of good outlook
Yes, but only with short term risk
No, due to some signs of overheating economy
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As the labour markets of all three Baltic countries
have become extremely tight, many companies
have been forced to look across the border to hire
new employees. Therefore, for the second year
we asked the respondents of the CFO Survey to
shed light onto their plans about hiring people
from abroad. According to the results, there were
no large differences between countries. Approximately 60% of the Baltic companies have not
hired foreign labour and do not have any intention
of doing so in the foreseeable future. The share of
companies who already have foreigners working
for them and also plan to increase their number
was highest in Estonia where 28% of the respondents had such intentions. The situation was not that

different in Latvia and Lithuania where respectively 24% and 25% of the companies were planning
to increase the ranks of foreign employees. The
share of companies that do not yet have experience with hiring employees from abroad, but are
now planning to do so was highest in Latvia, where
13% of the respondents gave such an answer. In
Lithuania 10% of the companies were thinking of
experimenting with hiring from abroad, while the
same was true for 11% of the Estonian companies.
Compared to last year’s survey however it seems
that while Latvian optimism about foreign labour
has increased, Estonian companies have taken a
more conservative view.

Q8. What is your company’s strategy with regard to hiring
people from abroad?
21%

25%

24%

24%

4%

18%

28%
31%

13%

10%

11%
10%

69%

2018

2019
Lithuania

No answer

61%

60%

58%

We plan to reduce

2018

2019

60%

54%

2018

Latvia

2019
Estonia

We plan to increase the number of employees from abroad

We do not have, but plan to have the employees from abroad

We do not have and do not plan to have
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A similar trend has been taking root in the Baltic
countries: the share of income of labour in GDP
has been constantly increasing, while the share of
business sector profits has been in decline. In Latvia and Estonia, the share of national income going
to employees now exceeds the EU28’s average,
while the share of operating surplus remains below
the average level in the European Union. Deteriorating profitability has put profitability high on
companies’ agendas, which is also reflected in our
CFO Survey. However, there are visible differences
between the countries. In Latvia, concern about

profitability is high on the strategic agenda of 71%
of companies. In Lithuania, where the proportion
of national income going to companies has been
higher than in other Baltic countries, only 61% of
the respondents stated productivity to be high on
the company’s agenda. In Estonia the respective
figure was 64%. While in Latvia almost none of the
respondents admitted that productivity was a low
priority subject, in Lithuania 4% and in Estonia 6%
of the companies are not too worried about productivity.

Q9. How high is Productivity on your company’s strategic
agenda?

No answer

61%
71%

64%
High on the agenda

Medium on the agenda

Low on the agenda
34%

29%
27%
6%

4%
Lithuania

Latvia

Estonia
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Significant differences also emerge when looking
at the strategies that companies are undertaking
to tackle concerns about productivity. 44% of Estonian and 43% of Latvian companies are focusing
on digitalisation and automation, while in Lithuania
it was the main strategy for only 31% of companies. However, Lithuania sticks out due to the fact
that 22% of the companies plan to raise productivity by making investments into physical equipment
to increase capacity. In Estonia only 10% of businesses held such plans while Latvia with 17% was
somewhere in the middle. Latvia stands out due
to the fact that not many companies tie productivity to the introduction of new higher value added

products and services. Only 6% of Latvian companies are taking this strategy to improve their productivity while 13% and 14% of Lithuanian and
Estonian companies see this as a way to become
more productive. Another popular way to increase
a company’s productivity is considered to be the
improvement of sales and marketing activities that
was mentioned by 13-15% of respondents. Other
noteworthy examples to tackle the productivity
issue were improving labour skill, which 10% of
Latvian respondents agreed on, while only 3% of
Latvian and Estonian companies considered it to be
of key importance.

Q10. What is your company’s strategy for higher
productivity?
3%
6%

3%
17%

22%

6%
7%

13%

10%

7%
3%

13%

4%
10%
14%
8%
3%
15%

Other
Investment into R&D/innovation
Investment into equipment to increase
capacity
Introducing higher value products/services
Increase employee engagement

13%

Improving labour skills
43%

44%
Improve sales and marketing

31%

Focusing to digitalization/automatization
Lithuania

Latvia

Estonia
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The outlook for the global economy has become
more uncertain with the ongoing trade war, Brexit
talks, inverted yield curves in the US and much
more. In the CFO Survey we tried to learn more
about how a possible recession would affect the
business of companies. Therefore we posed a
question of how a 3% drop in the country’s GDP
would change the company’s EBITDA if the company were to react immediately to the change in
economic environment. Surprisingly many companies think that the effect of a 3% recession would
be very small or even non-existent. In Lithuania
almost half (49%) of the respondents claimed
that a 3% drop in the country’s GDP would result
in very little or no change in EBITDA. The share
of companies that think they will not be greatly
affected by the recession was also high in Latvia

and Estonia, where 39% and 31% of respondents
gave such an answer. In Estonia and Latvia around
25% of the respondents believed that the drop in
the company’s EBITDA would be equal to the drop
in GDP. Many companies in the Baltics are concentrated on exports instead of the domestic market.
This was also reflected in our survey, where 24%
of Estonian companies claimed that the share of
export outside the Baltics generates the majority
of EBITDA and therefore they are entirely dependent on how GDP changes in export markets.
In Latvia and Lithuania that share was somewhat
lower, 17% and 15% respectively. Around 20%
of the Baltic companies believed their business to
be highly cyclical, claiming that the drop in EBITDA
would be greater than the drop in GDP.

Q11. In the case of GDP of the country dropping by 3%
and your company reacting immediately, what would be
the change in your company‘s EBITDA?
Lithuania

19%

Latvia

20%

Estonia

21%

15%

16%

24%

49%

17%

25%

24%

39%

31%

Decrease in EBITDA would be greater than the decrease in GDP
Decrease in EBITDA would equal to the decrease in GDP
Export outside Baltics generate majority of EBITDA, therefore we are entirely dependent on how GDP
changes in export markets
Very little or no change in EBITDA
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In a multiple choice question we asked the respondents to also highlight what the major risks
are currently to the global economy to trigger a
recession. In the very export-dependent Estonia
and Lithuania, the most popular answer was the
threat of increased protectionism and trade wars
that was mentioned by 58% of the Lithuanian and
56% of the Estonian respondents. Protectionism
and trade wars were also high on the list of risks in
Latvia, where 49% of the respondents highlighted
it, but clearly the main risk for Latvian companies
seemed to be the possibility of a new crisis in the
Eurozone which was mentioned by 64% of respondents. Significant differences between Baltic
countries emerged in assessing the risk of a hard
Brexit as a threat to the global economy. Namely

more than half (51%) of Lithuanian companies
brought hard Brexit up as a major risk, while in Estonia the respective figure was only 24%. In Latvia
37% of the respondents considered it to be a major threat to the global economy. Estonian companies were again relatively more concerned about a
broader political crisis in the Western economies,
which was mentioned by 29% of Estonian respondents. In Latvia and Lithuania that share was
lower at approximately 20%. Estonian companies
were also more anxious about the ECB monetary
policy, as almost a fifth (19%) of the respondents
stated the central bank’s possible policy mistake
to be a major threat. In Latvia and Lithuania about
10% of the companies were of the same opinion.

Q12. What are the major risks to the global economy?
1%
Other

3%
1%
21%
20%

Political crisis in Western economies

29%
58%
49%

Increased protectionism / trade wars

56%
51%
37%

Hard Brexit
24%

A major cyber-attack on businesses
and / or governments

4%
Lithuania

6%

Latvia

7%

Estonia
9%
Central bank’s monetary policy mistake

10%
19%
42%
64%

New crisis in Eurozone
47%

Price drop on assets that
leads to a financial crisis

21%
20%
21%
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Macroeconomic outlook:

Estonia
Despite the headwinds in the global economy,
Estonia fared well in the first half of 2019, as
GDP expanded by 5.0% in Q1, slowing to a still
decent 3.6% in Q2. Somewhat surprisingly, the
largest contributor to GDP growth was surging
capital expenditures. Gross fixed capital formation
increased by a whopping 21% in the first half of
2019. Moreover, the growth was broad based
with investments into dwellings, non-residential
construction, transport equipment and other
machinery contributing a roughly equal share.
Another positive surprise, especially in Q1, was the
strong growth of exports. Estonian export of goods
& services increased by 6.7% in Q1, slowing to
2.2% in Q2. However, the situation changed during
the summer months and since June, at least,
the export of goods has been in a downturn. The
main cause of the decline has been a significant
reduction in the trade of energy products
such as oil and electricity, but growth has also
stagnated in other sectors. Business confidence
of the manufacturing sector has already been
in freefall since the beginning of the year and
has now reached a level as low as in 2010. The
negative sentiment mainly reflects the scarcity
of new orders that have gone missing due to low
global investment appetite and the downturn of
the Nordic real estate markets. Therefore it is
likely that the exports can even give a negative
contribution to the growth of GDP in the second

half of the year and without improvement of the
Eurozone economy, the year 2020 seems as bleak.
Growth of private consumption has been erratic
this year as the 5.4% growth in Q1 dropped to
only 1.2% in Q2. It seems very likely that those
figures will be corrected with further revisions
of the national accounts. Other data such as
retail sales show solid growth in consumption
expenditures. While both the investment and
export outlook for 2020 remain uncertain,
private consumption will continue to support
economic growth. Consumer confidence declined
in September, but remains much above its historic
average. The labour market remains extremely
tight, which means that companies will hold onto
their employees even in times of slower growth,
and wage growth also cannot ease too much. In
Q2 Estonia’s employment rate stood at 68.3%,
being one of the highest in the EU. Unemployment,
currently at 5.1%, will start to rise due to the
gloom in the manufacturing sector, but the
increase will be quite limited.
In conclusion, the business environment will
become more challenging in 2020, but at least at
the moment, we forecast GDP to grow by 2.0%
next year. This is a significant decrease from
the previous three years, when the economy
was growing far above its long-term potential,
but should still give many companies enough
opportunities to grow their business.
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Macroeconomic outlook:

Latvia
The Latvian economy has slowed in the first half of
the year more quickly than expected. Uncertainty
about world developments will continue to affect
sentiment and growth negatively in 2019 and
2020. Due to slower economic growth, the labour
market will cool off. We expect the rate of pay
increases to slow from 7 per cent in 2019 to 4.5
per cent in 2021.
The growth rate dropped from 3 per cent in the
first quarter of 2019 to 2.1 per cent in Q2. While
lower momentum was inevitable, the pace of this
change was unexpected. It was driven by a fall in
Finance, Transit and Energy production sectors
as well a sharp slow-down in manufacturing and
construction. Going forward, private consumption
will be a key driver, while external trade will
provide a neutral contribution to GDP at best. EU
structural fund inflows will serve as a stabiliser,
but increased uncertainty will constrain business
investment plans. The risk of recession has
increased; our main forecast is that the economy
will keep growing by 2.4 per cent in 2019 and 2.0
per cent in 2020.
Despite favourable obstacles for consumption,
retail growth is subdued after some spikes early
in the year. In September retail sales grew by 3.1
per cent. Household spending will remain modest
despite strong real wage growth and a tight labour
market. We forecast that private consumption will
climb by 2.8 per cent this year, and slow to 2.5 per
cent growth next year.

After surging by 22 per cent in 2018, construction
growth slowed to just 1 per cent in Q2. Completion
of large-scale private projects, capacity constraints
and peaking EU fund inflows suggest that growth
in the coming years will be very limited but volatile.
In August, exports of goods dropped by 2.1 per
cent. During the first eight months of the year,
export growth stayed just above zero, at 0.4 per
cent. Current export performance is indicating that
goods exports will continue to struggle. However,
service exports might keep expanding, especially
in the ICT sector. In the first half of this year,
service exports rose by 5.6 per cent and could
offset part of the negative contribution from goods
exports. Manufacturing growth is likely to remain
subdued, at around 3 per cent in the next two
years.
Because of weaker economic growth, unemployment will now level off somewhat above 6 per cent
after a long period of falling. We expect wage and
salary growth to decline from an average of 7.0
per cent this year to 4.5 per cent in 2021.
In September, inflation slowed to 2.6 per cent.
Due to weakening cost pressure and lower energy
prices, inflation will decelerate to 2 per cent this
autumn, although higher food prices and utility
tariff hikes will prevent it from heading even lower.
Slower wage and salary increases and falling
inflation expectations will relieve pressure on
service prices, helping to keep the annual average
inflation rate at only 2.2 per cent in 2020.
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Macroeconomic outlook:

Lithuania
The Lithuanian economy demonstrated a solid
performance in the first half of 2019 with GDP
expanding by 4.2% in Q1 and 3.8% in Q2. Despite
the slowdown of global trade, Lithuanian exports
were growing in two-digit numbers, increasing
by 10.6% on average in H1 2019. The largest
contributors to export growth were still a rapid
increase in the export of transport services and
export of various agricultural products, but exports
were also showing fast growth in many other
sectors such as chemical products, furniture etc.
However, during the summer months, growth of
exports came to a halt and weak manufacturing
data indicates that the second half of the year may
not be that successful.
The Lithuanian economy has not relied only on
foreign trade, but the expanding domestic demand
as well. Boosted by the solid performance of the
labour market, private consumption grew by
3.3% during the first half of the year. Its further
growth potential is limited by the already very
high employment rate as well as low savings rate
that cannot be sustained forever. The continuing
pressure on wages and very high consumer
confidence should still hold the growth of private
consumption above 3% next year.
Gross fixed capital formation increased in H1 by
more than 8%. While the business sector has
become somewhat more wary of making large-

scale investments into machinery and equipment,
investments into real estate have remained high.
Compared to 2018 the growth of construction
volumes has slightly eased, increasing by 12% in
H1 2019, but eclipses Latvia and Estonia, where
construction only grew by a meagre 3-4% during
the first 6 months. According to the consumer
surveys, the share of households planning to build
or purchase a new home has marginally decreased
in recent months, but in historic terms remains very
high, indicating that at least the residential real
estate market should also remain strong in 2020.
The Lithuanian labour market has become
extremely tight. In Q2 2019 the employment rate
stood at 65.8%, far above the EU average, while
the unemployment rate was confined to 6.2%.
Slowing economic growth will not have a large
effect on the labour market and unemployment
is expected to remain at around the current level.
Wage growth will only ease somewhat as we
forecast the average salary to grow by 6.5% in
2020. The growth of lower incomes will be higher
due to the increase of the minimum wage by 9.4%
next year, already agreed by the government.
Although big changes in the inflation rate are
unlikely, its growth rate at just slightly above 2%
will translate into a significant increase in real
incomes.
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