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Productivity of investment was matter of concern
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6 . The global credit crunch
20 has hit Lithuania hard
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Competitiveness — need to be restore

Over the previous years, wages grew

much faster than labour productivity. 20'%y/y Lithuania %yly 20
It should be pointed, that the widening of 15  peajwages>> - 15
the gap between wages and productivity 10 10
was mostly associated with the non
tradable sector (construction, retail trade, > mmmm ‘ >
transportation, electricity, etc). 0- ||| |‘ I. 0
But manufacturing also experienced this 5. << Labour productivity
pressure.

-10- , , , - =10

Thus, distortions created in earlier periods
and the misallocation of resources towards 0z 04 06 08 10
th e con Stru Ct| on SeCtor have bee n Sources: Reuters EcoWin

corrected.

Sharp correction in labour market helped
to restore external competiveness.
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Rapid adjustment of external imbalances, regained

competitiveness
[ ] 0 I I
The almost 20% increase N 155 january1,2004 =100 155
REER over 2004-2008 19 145 . Real Eff ective Exchange Rate Index - 145
Lithuanian was mostly driven by =~ Peland>>  <<Estona /\ 1as
rising wages and prices and has ~ __ Hthuania >> e
been partially reversed since
115- - 115
then.
105 - - 105
95 - | , | | | - 95
- Currently development of REER 04 05 06 07 08 09

in Lithuania looks more stable
than in its  neighbouring
countries.

Sources: Reuters EcoWin
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Current stance of the Lithuanian economy

40 o 40 L|thuan|_as economy appears to be
%Yyly % Yly recovering relatively rapidly after
30- - 30 .
the crisis.
20-‘ 20 . . .
According to preliminary estimates,
10- - - 10 industrial and service enterprises
0" 0 increased their outcome while
e 6 construction, agricultural and retail
0 industrial production o sectors declined further in Q3 10.
' GDP
-30- 30

We expected relatively strong
40, . . . . . . , 0 agricultural results, but it looks like

03 04 05 06 07 08 09 10 bad weather conditions, which
impacted globally, have significantly
affected Lithuanian  agricultural
performance

Sources: Reuters EcoWin
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Lithuanian industrial production is recovering

Growth of industrial production, YoY +16.9%

+10.9%
+8.1%
+5.5%

+4.8% +4.7%
+3.2%
‘- W l l
] I Mar pr  May Sep Oct
-4.8%
-6.8%

12/3/10 Slide 6




Export oriented industries indicated a significant upside

Manufacture industries underwent rapid Industrial Production

recovery and this trend have continued 40- vyy %yly - 40
further. The most rapid recovery in Q3 10 30- - 30
have been observed in wood, paper, 20- - 20
chemical and plastics industries. 10- - 10
External conditions improved significantly: _1(())' <<W ood pmdu/*(\ _1?)
Russia (more than 10% of Lithuanian . .20
export); 30 | Plastics>> Total P \ 30
Germany (up to 9% export) 03 04 09 10

Nordic economies (up to 11% export);
Poland (up to 6% export).

Germany, Poland, Nordic economies
and Russia are very important for the
Lithuanian export market, which s
growing faster than the euro zone on
average. It gives hope for the relatively
high export growth rates.

Sources: Reuters EcoWin
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Domestic demand remain weak

65-%Yyly %vyly- 65

- Domestic demand is still showinga 4. _ . 40

weak signs of recovery. s Retallsales > o

10. -10

- However, this area is more 35 .35

problematic, the unemployment rate -eo- . 60

remains high and fiscal consolidation -ss, <<Newpassengercarregistration g5
need will has a negative impact on e A I

disposable income dynamics.

Sources: Reuters EcoWin
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Unemployment
. Over the Q3 10 unemployment = s
decline only marginally to 17.8% .. >
down from 18.3% in Q2 10. 100

- Unemployment is expected to decline >, . s 06 07 05 00 10 11 12 15
mainly in export-oriented sectors.

Sources: Reuters EcoWin

- However, the normal feature of
economic cycles IS that
unemployment continues to rise even
after the economy has begun to
recover.
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Fiscal policy

The rapid deterioration of public
finances in 2009 has been got under 375- ’ %,GDP. 0.5
control by implementing restrictive 3> 05

32.5-

measures totalling of around 8% of 3q0. o LS
) Defi cit>> - =25
GDP. 275 - ————— - 35
: : 25.0 - <<Debt 45
Fiscal policy measures taken by the .. e
Lithuanian government seem to have 200- .65
been well received by financial 7> - 75
15.0 I III I .85
markets. 1255 - 11 11 o5
The general government deficit is 04 05 06 07 08 09
expected to narrow to 8.4% of GDP in
2010.

Official euro data have been postpone
to 2014.

Sources: Reuters EcoWin
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Tension in the financial market eased due to fiscal

consolidation

Greece >>

<< Lithuania
Latvia >>
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In 2009-2010 Lithuania issued
one 5-year euro and three dollar
denominated bonds 5; 7 and10-
year maturities with great
success.

Interest rate declined
significantly from 9.375%
(interest rate for which Lithuania
distributed first Eurobonds in the
international markets) to 6.75%
for USD bonds in 2009, 7.375%
for USD bonds in 2010 and
finally to 5.125% for USD bonds
in September 2010.



Interest rate differential against the EURIBOR decreased to

almost zero
3M interest spreadvs Eurolandin..
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Lithuanian banking sector

* 9 branches of foreign banks

s00 o . (Danske, Nordea,
450 - 18 Unicredit, Handelsbanken
40.0 - J . 16 and Other)
35.0 - 313 [ 14
30.0 - - 12
250 1 - 10 « 3 banks own by Nordic
o B shareholders  (SEB,
100 | ¢, I I - Swedbank, DnB Nord)
50 A -2
AN EEEREEENE

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Q3 ° 6 ba n kS Own by Othe r

— Assets —o—Number of credit institutions incl foreign branches sharehoders

TOTAL NUMBER OF
BANKS: 18 (14 banks are
actually operating)

Sources: Danske bankas
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| Danske|[EEEH

Banking sector dominated by Scandinavian
Ranks

Total assets,bnUSD
34

31 32 31
23
17 '
25
19
14
2005 2006 2007 2008 2009 2010Q3
Other = S candinavian banks » TOTAL ASSET

Sources: Danske bankas

 Banks with capital from Scandinavian countries represent 80% of Banking sector total
assets
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Lithuanian banking sector penetration

Lending/GDP
69%

S57% 61% 62%
(o]
47%
36%
27%
21%
12% 13% 13% I

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010Q3
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Lending and deposits of the banking sector

* During 2005-2008
Lithuanian banking sector
became highly leveraged,

bnUSD

30 26 that was unsustainable in

s w=Deposits el ending >3 the long-term

20 16 » Gap between lending and

15 14 — deposits was covered
mainly through loans of

1] foreign banks

s 12

] — » Since 2009deleveraging is

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 .2010Q3. taking place — the gap
decreased by almost 2

times

Sources: Danske bankas
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Profitability of Banking sector

Netprofi t
mUSD

445
334

20

2000 2001 2002 2003 2004 2005 2006 2007 2008
9 @
140

4,146

Sources: Danske bankas
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» Almost all profit earned by
sector in 2000-2008 was
reduced by last years’
losses

* Loan impairments
determined the losses in
2009-2010



Impairment shock

Credit impairment/lending

7.7%

"7 « Huge level of impairments
in 2009, however
stabilization is visible in
2010

9 o, o 1.2
2002 2003 2004 2005 2006 2007 2008 2009 2010 Q3

Sources: Danske bankas
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Current stance of the financial system

Liquidity risk is very low (parental interbank funding )
Banks capital base is solid

Provisions for bad loans would remain at relatively stable level in
2010 and will decline in 2011

Banking system has coped quite well with the losses brought about
by bad loans and the situation has definitely stabilized.

The main risks to the financial system
« Tensions in real estate market

Labour market conditions continuously deteriorating (increasing
unemployment level negatively affecting households’ ability to
service debt)

Current demand for investment remains low
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Forecasts
| L] o [
accl’
2009 14.7 15.6 15.6
2010 0.5 1.3 184 184 3.3
2011 3.6 2.3 174 174 43
2012 3.2 2.2 16.7 16.7 1.6

1) Average % y/y; 2) 7% of total work force;3 ) Export and mport prices, EUR



Conclusions

Growth is based on the recovery in export-related activities

The recovery in Germany, Poland and Russia will have a positive impact on
exports outlook. Exports have already begun moving up strongly and
industrial production should improve further as well

We expect private consumption to move up in next year, at the earliest.

Capacity utilisation in manufacturing has gradually increased toward the
level before the crisis. Capacity utilisation in manufacturing, based on EU
evaluation, already amounts to about 66% in Lithuania in Q2 10.

The increase in capacity utilisation is a good indicator for investment
demand and potential job creation in the future

Official target to joint euro zone is 2014

12/3/10 21






Disclosure

This report has been prepared by Danske Research, which is part of Danske Markets, a division of
Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory Authority. The
author of this report is Violeta Klyviene, Senior Baltic Analyst.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of
high 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 Association.

Risk warning

Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of
relevant assumptions, are stated throughout the text.

First date of publication

Please see the front page of this research report for the first date of publication. Price-related data is
calculated using the closing price from the day before publication.



Disclaimer

This publication has been prepared by Danske Markets for information purposes only and should be
viewed solely in conjunction with the oral presentation provided by Danske Markets. It is not an offer or
solicitation of any offer to purchase or sell any financial instrument. Whilst reasonable care has been
taken to ensure that its contents are not untrue or misleading, no representation is made as to its
accuracy or completeness and no liability is accepted for any loss arising from reliance on it. Danske
Bank, its affiliates or staff, may perform services for, solicit business from, hold long or short positions in,
or otherwise be interested in the investments (including derivatives), of any issuer mentioned herein. The
Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US.
Danske Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial
Supervisory Authority and is subject to provisions of relevant regulators in all other jurisdictions where
Danske Bank A/S conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the
Financial Services Authority (UK). Details on the extent of our regulation by the Financial Services
Authority are available from us on request. Copyright (C) Danske Bank A/S. All rights reserved. This
publication is protected by copyright and may not be reproduced in whole or in part without permission.



