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INTRODUCTION

The global economy has cooled after its 
rapid improvement in the first half of the year. 
Involuntary savings and state aid packages have 
allowed consumption to grow, while the success 
of vaccination, mainly in the richest countries, 
has allowed the tight coronavirus restrictions to 
be eased. As demand has increased, so inter- 
national  trade has revived, though further growth 
in it is increasingly limited by supply and logis-
tics problems and the availability of raw materi-
als. This is one reason why the global aggregate 
index of economic activity has weakened in early 
autumn in both the industrial and service sec-
tors. The mismatch between demand and supply 
and higher prices for raw materials have caused 
inflation to rise, and looking forwards, prices 
appear set to rise faster than usual.

The Estonian economy has recovered very 
rapidly from the crisis. Ireland is the only 
country in the European Union to have seen 
faster growth than Estonia, and that is largely 
because of large multinational corporations. 
Estonian GDP was 12.9% more in the second 
quarter than it was a year earlier, and the econ-
omy is now clearly larger than it was before the 
crisis. Although the general outlines of the econ-
omy are the same as they were before the pan-
demic, with companies restricted by labour short-
ages and upward pressure on wages increasing, 
the picture varies widely across sectors. Output 
levels in around half of sectors are higher than they 
were before the pandemic, but those in the other 
half have not yet reached that level.

The labour market is recovering with a small 
lag. Unemployment fell in the first half of the year, 
but the improvement has not been of the same 
scale as the increase in production volumes. 
Output volumes have so far been able to grow 
largely because the number of hours worked 
has increased, and this will be followed in the 
second half of the year by growth in employ-
ment and a further fall in unemployment. Labour 
shortages are increasingly restricting the activity 

of businesses though, and so it is not foreseen 
that wage growth will slow in the coming years. 
As branches of the economy recover at differ-
ent speeds and while there is uncertainty about 
the outlook, the structure of employment across 
different sectors may be expected to differ from 
what it was before the pandemic.

The economy will remain in a better position 
than usual. It has grown at extraordinarily fast 
rates because of the low point it hit during the 
pandemic, and it is to be expected that growth 
will slow in future. Production capacity is already 
being used very intensively, and there are obsta-
cles to any rapid addition of further capacity. The 
buffer of available labour will be exhausted in the 
coming years, and this will start to limit additional 
growth in value added more and more. Demand 
will remain strong in the nearer term though 
because of the involuntary savings built up dur-
ing the pandemic and the money withdrawn from 
the second pension pillar. The ability and desire 
to consume will temporarily be greater than 
usual, and this will keep the size of the economy 
above its long-term trend in the short term. The 
state finances will in consequence benefit from 
higher tax revenues than usual, which should 
allow the budget deficit to be eliminated faster 
than planned.

Having risen in the summer, inflation will stay 
high into the coming year. The high energy 
prices that boosted inflation to 5% in the mid-
dle of the year will keep consumer price inflation 
high until the start of next year. Overall inflation 
is also being kept high as the prices of various 
services recover after the pandemic, the sup-
ply of industrial goods proves unable to keep up 
with demand, and prices rise for food commodi-
ties. These factors will ease during the next year 
and inflation will slow to 3.6% for the year over-
all. This is still higher than the expected average 
rate of inflation estimated for Estonia. A key role 
in this is played by domestic demand and the 
strong growth in wages caused by it. 
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THE GLOBAL ECONOMY

The global economy grew strongly in the first 
half of the year, but growth has slowed in 
recent months. A substantial share of the popu-
lation has already been vaccinated in advanced 
economies, where vaccines are available, and 
this has allowed the harshest restrictions on 
activity to be removed (see Figure 1). This has 
been accompanied by rapid economic growth 
supported by strong domestic demand. It has 
also encouraged growth in global trade, which 
continues at a strong rate (see Figure 2). The dif-
ferences between countries and regions caused 
by vaccination widened during the summer and 
an additional risk comes from the strong spread 
of the delta variant of Covid-19. The aggregate 
index of global activity1 has started to weaken 
in consequence. Activity weakened in August 
in both industry and services, and especially in 
Asia. There are not enough vaccines available in 
emerging economies and so strict limits on activ-
ity have been applied there again to stop the 
spread of Covid-19. This is hindering economic 
recovery and it is also causing obstacles in sup-
ply chains that are acting together with higher 
commodities prices to raise inflation around the 
world. Rises in transport prices, which started at 
the end of last year, have also continued rapidly, 
especially prices for using seaborne contain-
ers. Strong demand from advanced economies 
for imports have led goods volumes in ports to 
increase substantially, but labour shortages and 
the pandemic restrictions mean that ports are 
not able to serve ships fast enough. This is caus-
ing bottlenecks in ports and a global shortage of 
containers, which in turn is raising prices.

The spurt of growth in the Chinese economy is 
fading. The economy grew by 7.9% over the year 

1   The J.P.Morgan Global Composite PMI™, produced by IHS Markit.

in the second quarter (see Table 1). Economic 
indicators have been weaker in the industrial 
sector because of supply difficulties and higher 
commodities prices, and in the services sector 

Figure 1. Stringency index

Last observation 10.09.2021
Sources: OxCGRT, Our World in Data
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Figure 2. Yearly growth in global and euro 
area trade, three-month moving average

Sources: Bloomberg, Eurostat
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THE EXTERNAL ENVIRONMENT

Table 1. GDP growth in different regions in 2016-2021 (change, %)*

2016 2017 2018 2019 2020 2021 Q1 2021 Q2 2021

World 3.2 3.8 3.6 2.9 -3.3 6.0

Advanced economies 1.7 2.5 2.2 1.7 -4.7 5.6

Emerging markets and developing 
economies

4.4 4.8 4.5 3.7 -2.2 6.3

Euro area 1.9 2.7 1.9 1.3 -6.6 -1.3 (-0.3) 14.3 (2.2) 4.6

United States 1.7 2.3 3.0 2.2 -3.5 0.5 (1.5) 12.2 (1.6) 7.0

China 6.7 6.8 6.6 6.1 2.3 18.3 (0.4) 7.9 (1.3) 8.1

Japan 0.5 2.2 0.3 0.7 -4.8 -1.3 (-0.9) 7.6 (0.3) 2.8

United Kingdom 1.9 1.9 1.3 1.5 -9.9 -6.1 (-1.6) 22.2 (4.8) 7.0

* GDP at constant prices, quarterly growth over the previous quarter is in brackets
Sources: IMF World Economic Outlook Update (July 2021), OECD, Eurostat, National Statistics; 2021 is IMF forecast
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because of new restrictions imposed because of 
the coronavirus. Ports and factories were closed 
in China during the summer because of out-
breaks of Covid-19, and this interrupted produc-
tion and trade. The activity index for the indus-
trial sector2 fell to 49.2 points in August and that 
for the services sector3 was down to 46.7 points, 
meaning activity fell below 50 points4 for the first 
time since April 2020. Industrial output grew by 
6.2% in July, which is a much more modest rate 
than at the start of the year. Growth of 8.5% in 
retail trade in July was also the slowest of the 
year. The speed of growth in exports recovered 
in August though, rising from 19.3% in July to 
25.6%. The yearly growth in prices slowed in July 
to 1.0% because food prices, especially pork 
prices, were steeply down on a year earlier. The 
unemployment rate climbed to 5.1% in July, but 
employment has grown strongly and 8.2 million 
new jobs have been created in seven months.

The advanced economies in the USA and 
Japan grew strongly in the second quarter. 
Vigorous private consumption pulled yearly growth 
in the US economy up to 12.2%. The increasing 
spread of the delta variant, supply problems, and 
shortages of materials and labour have caused 
confidence to fall a little among businesses though. 
Activity weakened in August in manufacturing5 to 
61.2 points and the activity index for the services 
sector6 fell for its third consecutive month to its 
lowest level of the past eight months. The indi-
cators for consumer confidence7 and retail sales 
have also proved worse than analysts expected. 
This is probably because of high inflation and rel-
atively slow growth in wages coming on top of 
the Covid-19 pandemic. Although wages are ris-
ing, high inflation has caused real wages to fall. 
Growth in employment slowed in August, as the 
total nonfarm payroll employment report showed 
that the lowest number of jobs in seven months 
was created. Job creation was primarily limited 
by the increasing intensity of the virus outbreaks, 
which affected both companies and employees. 
Total employment remains 3.5% lower than it was 
in February 2020. The unemployment rate fell in 
August to 5.2%. Yearly growth in consumer prices 

2   The Caixin China General Manufacturing PMI.
3   The Caixin China General Services PMI.
4   An index below 50 points indicates a decline.
5   IHS Markit US Manufacturing PMI.
6   IHS Markit US Services PMI.
7   The University of Michigan’s consumer sentiment for the US.
8   The au Jibun Bank Japan Manufacturing PMI.
9   The au Jibun Bank Japan Services PMI.

reached 5.3% in August, reflecting the low ref-
erence base, the recovery in the economy, and 
continuing supply issues. Yearly growth in the 
Japanese economy was also extraordinarily good 
in the second quarter at 7.6%. The growth was 
mainly supported by strong domestic demand, 
but GDP was still 1.5% smaller than it was before 
the pandemic. The outlook for the economy has 
been overshadowed in recent times by the on- 
going pandemic restrictions. Disruptions to supply 
chains caused corporate confidence to weaken 
in the summer. The activity index for the industrial 
sector8 and export orders also fell in August for 
the first time in seven months. Growth in global 
demand meant though that growth in exports was 
strong in July at 37%. The purchasing managers 
index for the services sector9 was at its weakest 
in August since May 2020. Yearly inflation in con-
sumer prices in July was negative for the tenth 
consecutive month at -0.3%. The unemployment 
rate remained low in July though at 2.8%.

The economy in the United Kingdom grew 
by 22.2% over the year in the second quar-
ter of 2021, having shrunk for five quarters. 
The growth was supported by the low reference 
base and by strong private consumption follow-
ing the removal of the pandemic restrictions, while 
public sector spending also increased. However, 
GDP was still 4.4% smaller than it was before the 
pandemic. Even though more than 70% of people 
in the United Kingdom have by now received at 
least one shot of vaccination against the corona- 
virus infections started to rise again in August. 
Consumer confidence in consequence started to 
decrease gently, and yearly growth in retail sales 
slowed in July to 2.4%. The labour market is slowly 
improving after the reopening of the economy, and 
the unemployment rate fell to 4.6% in July. Yearly 
growth in consumer prices slowed to 2% in July. 
The foreign trade deficit was the largest of this year 
in July, as exports fell by 0.1% over the month and 
imports increased by 1.1%. Trade is being hindered 
for the United Kingdom not only by the Covid-19 
pandemic but also because of incomplete adjust-
ment to the new customs rules for trade with the 
European Union.
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Share prices remained high. After falling a lit-
tle in the middle of August, most of the major 
stock market indexes recovered and rose to new 
peaks. Share prices rose in summer in response 
to the financial results of companies for the sec-
ond quarter, which were very strong in both 
the USA and Europe. Stock market indexes in 
advanced economies mainly rose in conse-
quence (see Figure 3), but those in emerging 
economies did not do nearly as well. This was 
affected most by the Chinese stock market, as 
regulatory and political changes there hurt busi-
nesses in the local technology sector. The inter-
est rates on US Treasuries remained relatively 
stable in bond markets, and so there was no par-
ticular change in the yield curve. The yields on 
the bonds of euro area countries in July contin-
ued the steep drop that had started at the end 
of June, and they reached their lowest level of 
the past half year, but they recovered a little in 
August.

Prices were volatile in commodities mar-
kets. The fluctuations in the oil price in July were 
caused by speculation about the possible out-
comes of the protracted negotiations at OPEC+. 
An agreement was then reached on a gradual 
increase in production volumes to their pre-pan-
demic level by September 2022. The oil price 
was affected in August by uncertainty about the 
outlook for demand, especially in China and the 
USA, caused by the spread of the delta vari-
ant of Covid-19. The final result was a lower oil 
price despite the disruption of production in the 
USA caused by a hurricane (see Figure 4). The 
gold price fell sharply at the start of August in 
response to fears that the strengthening US 
economy and rising inflation would push the 
Federal Reserve to end its stimulatory monetary 
policy soon, but it recovered a little afterwards. 
The prices of several industrial commodities, 
such as aluminium, have been affected by politi-
cal problems in the countries with deposits of 
raw materials. Prices for food commodities fell a 
little over the summer.

THE EURO AREA

Growth in the euro area economy was fast 
in the summer after the reopening, and the 
low reference base from last year helped 
yearly growth in the second quarter climb to 
a record 14.3%, while quarterly growth was 
at 2.2%. Growth in the economy was supported 

by domestic demand, the spread of vaccination, 
and continuing government support. The largest 
countries in the euro area started to see growth 
again, with Spain and Italy standing out along-
side Germany and France for rapid growth during 
the summer holiday season. However, the rapid 
spread of new variants of the virus caused some 
countries here and there to roll back the relaxa-
tions of their restrictions. The only counter to this 
is an increase in vaccinations. Equally there are 
increasing numbers of countries in Europe that are 
planning to remove all their coronavirus restric-
tions. Consumer confidence in the euro area still 
fell in August for the second consecutive month. 
The willingness of consumers to make larger pur-
chases also declined, and so the yearly growth in 
retail sales slowed a little in July. This may reflect 
the fear of consumers that the spread of the delta 
variant in the autumn could again hurt economies.

Figure 3. World stock indexes, 
04 January 2016 = 100

Last observation 14.09.2021
Source: Bloomberg
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Figure 4. Commodity price indexes 
and the oil price, USD

Sources: HWWI, Reuters, Bloomberg
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Domestic demand in the euro area is suppor-
ting the economy, but growth in industrial out-
put is hindered by supply problems and short-
ages of inputs. The industrial sector activity 
index for the euro area10 fell from 62.8 points in 
July to 61.4 points in August. This was mainly 
because of blockages in supply chains, but it 
remains a very good result. Industrial output con-
tinued its minor monthly declines in June, fall-
ing by 0.3%, though it still posted yearly growth 
of 10.5%. Foreign trade data for the euro area 
for July show that goods exports grew by 11.4% 
over the year. This was partly driven by exports 
of industrial output as the global economy recov-
ered. Exporting companies were also supported 
by the slight depreciation in the exchange rate of 
the euro against trading partners (see Figure 5). 
Imports were up 17.1% over the year in June with 
imports of raw materials particularly increasing. 
This partly reflects increased demand for pro-
duction inputs. Survey data for both the indus-
trial and service sectors show a slight fall in 
new orders in August, though orders still remain 
numerous. It is notable that the activity index 
in the service sector11 remains very strong. 
This is because the pandemic restrictions have 
been relaxed, and this has been accompanied 
by an increase in activity among consumers. 
Purchasing managers are in consequence opti-
mistic about the future, as they feel that the out-
look for bringing the spread of the virus under 
control is better than before. Businesses are also 
getting support from exceptionally good financ-
ing conditions, continuing fiscal support and 
accommodative monetary policy (see Box 1).

Inflation in the euro area picked up from 2.2% 
in July to 3% in August, which was the high-
est level since November 2011 (see Figure 6). 
The biggest contributions to inflation came from 
energy, services, and the recovery in domes-
tic demand. Prices for food products also rose 
faster in August than they did in July. Inflation 
was affected by the reference base effect 
though, and by temporary factors. Core inflation 
also rose substantially from 0.7% in July to 1.6% 
in August. The rise in the producer price index 
reached a record 12.1% in July because of rising 
prices for inputs, and this is increasingly being 
passed on into consumer prices. The situation in 
the labour market in the euro area has continued 
to improve however. Unemployment fell in July to 

10  IHS Markit Eurozone Manufacturing PMI.
11  The IHS Markit Eurozone Services PMI.

Figure 5. Trade-weighted euro exchange rate

Source: European Central Bank
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Figure 6. Euro area inflation

Source: Eurostat
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Figure 7. Employment and unemployment 
in the euro area

Source: Eurostat
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7.6%, while the number of people in employment 
in the second quarter was 0.5% higher than in 
the previous quarter (see Figure 7). Survey data 
show though that corporate expectations for 
employment and hiring12 have improved strongly 
and reached almost the levels they were at before 

12  European Commission ESI.

the pandemic. Wage growth meanwhile has not 
accelerated but on the contrary, wages fell by 
0.4% in the second quarter. Support measures 
for the labour markets and businesses in several 
euro area countries will remain in place until the 
end of this year. 

Box 1: The monetary policy environment of the euro area

The most important objective of the Eurosystem monetary policy is to maintain price stabil-
ity in the euro area. One of the main changes to the new monetary policy strategy that was 
approved at the start of July concerns the definition of price stability, or the precise wording of 
the inflation target. The target for the central bank was previously to hold inflation in the euro 
area “below, but close to, 2%”, but it now targets exactly 2% over the medium term13. Although 
inflation has risen in recent months, the September forecast by the Eurosystem staff considers 
the higher inflation to be temporary, and expects it to fall to 1.5% by 2023. To ensure inflation 
moves towards its target, the Governing Council of the European Central Bank has maintained 
a very accommodative monetary policy course in 2021.

Changes in the monetary policy strategy of the Eurosystem
The Governing Council of the European Central Bank approved a new monetary policy strat-
egy on 8 July after 18 months of analysis and discussion, setting an inflation target of 2% over 
the medium term. The inflation target is symmetrical, meaning that both negative and posi-
tive deviations from the target are considered equally undesirable. The Governing Council also 
confirmed within the framework of the new monetary policy strategy that interest rates remain 
the main instrument of monetary policy, and that other tools,  such as forward guidance, asset 
purchases and longer-term refinancing operations, can be used alongside them as appropri-
ate14. These alternative tools are particularly important when interest rates are already at a very 
low level.

The strategy review by the Governing Council also noted the broad impact of climate risks on 
price stability, and committed to an action plan to incorporate climate change considerations 
further into the monetary policy framework and operations15. It also recognises the need to 
include the costs relating to owner-occupied housing over time in the targeted price index so 
as to reflect better the perceived inflation rate. The analytical framework used for taking mon-
etary policy decisions was also updated under the review, and monetary policy communication 
was changed to target a wider public.

In line with the new monetary policy strategy, the meeting on 22 July updated the forward guid-
ance for interest rates, covering the conditions that need to be met for monetary policy inter-
est rates to rise from their current record low levels. The Governing Council of the European 
Central Bank has kept interest rates unchanged for the past two years and the deposit facil-
ity rate remains at -0.50%, the interest rate on main refinancing operations at 0.00%, and the 
marginal lending rate at 0.25% (see Figure B1.1). The Governing Council assumes in its new for-
ward guidance that key interest rates will remain at present or lower levels until inflation is seen 
to be clearly and consistently converging towards 2% over the next few years16. The indicators 

13  Actual monthly inflation rates can of course fluctuate on either side of the 2% mark, and are not the same in all the differ-
ent countries of the euro area. 
14  See also https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708~dc78cc4b0d.en.html.
15  See also https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html.
16  “The Governing Council expects the key ECB interest rates to remain at their present or lower levels until it sees inflation 
reaching two per cent well ahead of the end of its projection horizon and durably for the rest of the projection horizon, and it 
judges that realised progress in underlying inflation is sufficiently advanced to be consistent with inflation stabilising at two per 
cent over the medium term. This may also imply a transitory period in which inflation is moderately above target”. 

https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708~dc78cc4b0d.en.html
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html
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for core inflation, which is the inflation rate without the volatile prices of goods like food, alco-
hol, tobacco and energy, must also point in the same direction in order for policy rates to be 
lifted. This means that the Governing Council wants to see more convincing and earlier signs 
than before of inflation approaching the 2% target. As inflation reacts to monetary policy mea-
sures with a lag, this patience in raising interest rates could mean that inflation rises temporarily 
above the target. There is no deliberate intention though to keep inflation above 2% even tem-
porarily, or to allow it to compensate for inflation previously being below 2%.

Monetary policy decisions
The decisions taken at the July and September monetary policy meetings mainly concerned 
the monthly purchase volumes of the Pandemic Emergency Purchase Programme (PEPP). Net 
purchases under the PEPP have been made at a significantly higher pace since March 2021 
than during the first months of the year, and the meeting in July decided to continue purchases 
at this higher pace in the next quarter as well. At its September meeting though, the Governing 
Council judged from a joint assessment of financing conditions and the inflation outlook that 
favourable financing conditions can be maintained with a moderately lower pace of net asset 
purchases than in the previous two quarters17. The total volume of the PEPP remains 1.85 tril-
lion euros18, and the Governing Council currently plans to continue net asset purchases under 
it until at least the end of March 2022, and in any case until it considers that the coronavirus 
crisis phase is over19. Net asset purchases of 20 billion euros a month will continue under the 
expanded asset purchase programme (APP)20. The total value of bonds purchased under the 
APP and the PEPP on the balance sheet of the Eurosystem at the end of July was 4.3 trillion 
euros (see Figure B1.2). At 3.7 trillion euros, the largest part of the portfolio consists of public 
sector bonds. Since June last year, Eesti Pank has also bought under the APP bonds issued 
by the Estonian government, and as at the end of July there were 77 million euros of them on 
the Eesti Pank balance sheet.

To support liquidity in the financial system of the euro area, banks are being offered vari-
ous temporary refinancing operations on more favourable conditions than usual. An important 

17  See also https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.mp210909~2c94b35639.en.html.
18  If favourable funding conditions can be maintained with smaller amounts of net asset purchases, then less will be pur-
chased. Purchases can be increased should the opposite case apply.
19  The Governing Council is also continuing to reinvest the principal repaid on securities purchased under the PEPP that 
reach maturity until at least the end of 2023.
20  The Governing Council still expects the monthly net purchases under the APP to run for as long as necessary to reinforce 
the accommodative impact of its policy rates, and to end shortly before the Governing Council starts to raise the key ECB 
interest rates.

Figure B1.1. Eurosystem key 
interest rates and EONIA

Last observation 13.09.2021
Source: European Central Bank
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Figure B1.2. Eurosystem holdings under asset 
purchase programmes (APP and PEPP)

Last observation 31.07.2021
Source: European Central Bank
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source of funding for supporting lending by the 
banks is the loans of the third series of targeted 
longer-term refinancing operations (TLTRO-
III). Notably more favourable terms will apply 
to the TLTRO-III loans until June 2022, which 
also means that the interest rates on TLTRO-
III loans may be 50 basis points lower during 
this period than the rate on the deposit facility, 
which is currently -1%.

The money market interest rates in the euro 
area remain at record low levels (see Figure 
B1.3), and as at 3 September 2021 the 3-month 
Euribor was at -0.56%, the 6-month Euribor 
was at -0.53%, and the 12-month Euribor was 
at -0.52%. Yearly growth of the money supply 
in the euro area has slowed a little in recent 
months and it was 7.6% for the broad indicator 
M3 in July, but it remains strong with support from the accommodative measures taken by the 
Eurosystem and through credit creation. The yearly growth in the loan stock of non-financial 
companies was around 7% for a long time, but it fell in July to 1.7%, while the yearly growth in 
loans to households increased to 4.2% in July and exceeds its pre-pandemic levels. The financ-
ing conditions of the banks are favourable to a record degree, and their capitalisation is strong. 

Figure B1.3. Euro area money market 
interest rates

Last observation 10.09.2021
Source: Bloomberg
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MAIN TRADING PARTNERS

The relaxation of the pandemic restrictions 
has allowed Estonia’s main trading part-
ners to open their economies and reco-
ver rapidly. GDP in Estonia’s partner countries 
grew in the second quarter by 7.5%-11.1% over 
the year (see Figure 8). This was affected by the 
low reference base of last year. Equally, the faster 
growth in those economies has been helped to 
a large extent by increased consumption spend-
ing by households. The economies in Finland 

and Sweden have returned to their levels from 
before the pandemic, while Latvia and Lithuania 
saw their fastest GDP growth since 2007 as the 
economies opened. The German economy saw 
growth over the year in the second quarter for the 
first time since the pandemic erupted. Growth in 
domestic demand in Estonia’s partner countries 
was complemented in the second quarter by an 
upswing in foreign trade, though the low refer-
ence base from last year was also a factor in this 
(see Figure 9).

Figure 8. Yearly growth rates 
of GDP of trading partners

Source: Eurostat
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Figure 9.  Yearly export growth 
of trading partners

Source: Reuters
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The relaxation of the restrictions has helped 
the labour markets in Estonia’s trading part-
ners to stabilise (see Figure 10). The unem-
ployment rates in Finland, Sweden, Latvia and 
Lithuania were at comparable levels in the 
second quarter to what they were in the first. 
Unemployment fell in Germany in the second 
quarter as the economy opened, and it is return-
ing to its pre-pandemic level. Employment has 
been rising again in Estonia’s trading partners 
since May, which is also related to the opening of 
the economies. Rapid growth in wages in Latvia 
and Lithuania is raising labour costs.

An improvement in economic activity and 
a rise in energy prices is raising the price 
levels in Estonia’s main trading partners (see  

Figure 11). Consumer prices have risen fastest 

in the Baltic states and inflation was 5.3% in 

Lithuania and 3.7% in Latvia in August. Inflation 

in both countries was driven by the rise in energy 

prices, which is also reflected in higher housing 

expenses and transport costs than a year earlier. 

Inflation in Germany picked up to 3.9% in August, 

which is a level last seen in 1993. Inflation over 

the year was so high there because of a tem-

porary cut in VAT last year and the low level of 

energy prices at that time, and also because of 

the current blockages in supply chains and the 

rise in the prices of inputs. Consumer prices 

in the Nordic countries have risen a little more 

smoothly, as inflation was 2.2% in Finland in 

August and 2.1% in Sweden. 

Figure 10. Unemployment rates 
of trading partners

Source: Eurostat
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Figure 11. CPI inflation of trading partners

Source: Eurostat
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ECONOMIC ACTIVITY

The rapid yearly growth of 12.9% in the 
Estonian economy is due to the low refe-
rence base, as the economy was subject to 
the Covid-19 restrictions in spring last year. 
Growth was also very fast in quarterly terms 
though at 4.3%, which is extraordinary given that 
the anti-virus restrictions also limited economic 
activity in the second quarter of this year. Such 
fast quarterly growth in the economy shows that 
many companies have adapted to the restric-
tions and growth in a large part of the economy 
was no longer hindered by them.

Although the economy is now on average lar-
ger than it was before the pandemic, the situa-
tion varies between sectors, half of which 
have lower value added than they had before 
the virus hit (see Figure 12). The value added 
of accommodation and food service was up by 
more than 40% over the year in the second quar-
ter, but was down by almost the same amount on 
its level of two years ago. At the same time some 
sectors did not suffer any downturn because of 
the pandemic. Value added in information and 
communications was some 40% more in the 
second quarter than a year earlier.

Growth in domestic demand in the Estonian 
economy was fast in international compari-
son, but the performance of exports-orien-
ted manufacturing has been more sluggish 
and quite similar to the average in countries of 
the European Union. Sales growth at Estonian 
retailers since the final quarter of 2019, which 
was before the pandemic, has been among the 
fastest in the European Union (see Figure 13), as 
the restrictions have been less tight and busi-
nesses have adapted to them well by using digi-
tal solutions. Investment has also grown strongly 
in Estonia. Output volumes in manufacturing, 
which is oriented to goods exports, are higher 
than they were before the pandemic, but the 
dynamics of production volumes are similar to 
those in other European Union countries (see 
Figure 14), as companies are bound into interna-
tional value chains and the problems hindering 
growth are the same across countries.

Growth has been slower than the average 
in several branches because of supply-side 
limits, and not necessarily because of weak 
demand. Many companies cut down on their 
operating volumes during the pandemic and 

Figure 12. Change in value added 
in Q2 2021 from Q2 2019

Source: Statistics Estonia

-50% -25% 0% 25% 50%

accomodation and food service

agriculture, forestry and fishing

energy and mining

manufacturing

wholesale and retail trade

various services

construction and real estate

transportation and storage

information and communication

THE ESTONIAN ECONOMY 

Figure 13. Sales volume of retail companies 
in the EU, Q4 2019 = 100
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Source: Eurostat

Figure 14. Manufacturing output 
in the EU, Q4 2019 = 100

Source: Eurostat
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recovering this takes time. Trade in goods with 
Asia also became more difficult during the pan-
demic and has not yet fully recovered. The capac-
ity utilisation rate of manufacturing companies is 
near its historic peaks, but the actual output vol-
umes are still not much bigger than they were 
before the pandemic. Supply difficulties with 
equipment and shortages of skilled labour are 
hindering the expansion of production capacity 
though. As various branches of the economy are 
tied together through supply chains, problems in 
one branch can affect others. Around a third of 
companies in construction for example consider 
their largest current problem to be the shortage 
of construction materials, but manufacturers of 
construction materials cannot increase produc-
tion because of shortages of staff.

Recent developments are illustrated in the 
heatmap (see Figure 15), where the good eco-
nomic performance of Estonia’s near neigh-
bours, the recovery of confidence in Estonian 
businesses, and the increased production and 
sales volumes all stand out. The limited informa-
tion that is already available for the third quarter 
indicates the rate of growth slowing a little, but 
warmer temperatures still dominating. 

DOMESTIC DEMAND

The growth of 25.2% in domestic demand in 
the second quarter was driven by both private 
consumption and investment. Private consump-
tion grew by 12.5% over the year. Investment 
increased by 60% and both the corporate sec-
tor and the general government contributed 

positively to it (for more see general government 
financing), while household investment declined 
(see Figure 16). Investment in the second quarter 
totalled 32.4% of GDP.

Like the economy as a whole, household con-
sumption in the second quarter exceeded its 
level of the same quarter of 2019, before the 
pandemic. The desire to spend was illustrated 
by yearly growth in retail sales of more than 10% 
in June and July (see Figure 17), but the recovery 
in consumption had been restricted by supply in 
places. Sales of cars have been up over the year 
since spring for example, but fewer cars were 
registered each month in 2021 than in 2019 even 
so. This was probably because of problems with 
the availability of new cars caused by production 
disruptions, as shown by the reduction in stocks 
of cars bought for sale.

Figure 16. Gross fixed capital formation

Source: Statistics Estonia
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Figure 15. Heatmap of the Estonian economy

Sources: Reuters, European Commission, Eesti Pank, Statistics Estonia
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Spending abroad by Estonians in the second 
quarter was still only one third what it was 
in the same quarter of 2019. The rate of vac-
cination in Estonia is below the European Union 
average, including among the younger age 
groups who are more mobile, and the require-
ments for vaccination and tests when crossing 
borders have set an additional barrier to travel. 
The share of services in total consumption was 
around six percentage points lower than in 2019, 
mainly because of the decline in leisure services 
and travel.

The stock of consumption loans also star-
ted to increase again in the second quarter, 
indicating an improvement in the sentiment 
of consumers. The stock of consumption loans 
will probably decline in the coming months, as 
funds withdrawn from the second pension pillar 
have been used to pay down debt. A lower debt 
level allows more borrowing if needed though, 
meaning that some of the second pension pillar 
money will ultimately go to consumption through 
the repayment of loans. There still remain a lot of 
additional savings that were built up as deposits 
during the pandemic and that are estimated at 
900 million euros.

Statistics Estonia estimates that investment 
by households in housing fell in the first half of 
the year despite the activity in the real estate 
market. Revised data show that the fall in hous-
ing investment in constant prices over the year 
deepened from almost 3% in the first quarter 
to some 9% in the second quarter. Households 
however bought more vehicles and other fixed 
assets than they did at the same time a year ago. 

The real estate market has been active in recent 

months, especially outside Tallinn. The total floor 

space of new apartments sold was almost a 

tenth more than a year ago and there were also a 

tenth more transactions in July and August than 

last summer. These figures also include apart-

ments bought by foreigners and businesses 

though, and so the level of activity in the market 

does not necessarily contradict the GDP statis-

tics. The money from the second pension pillar 

can also be expected to flow into the real estate 

market. Slightly lower interest rates on housing 

loans and on leases and a slight easing of other 

lending conditions indicate that households have 

greater access to loans.

The options for funding for companies have 
become more varied. Companies consider the 

willingness of the banks to lend was on aver-

age notably better in June than it was before the 

Covid-19 pandemic (see Figure 18). Real estate 

companies were again particularly optimistic, 

while companies in tourism and accommodation 

were the most pessimistic. It is probable that the 

sectors affected most by the pandemic will con-

tinue to find their access to funding remains a lit-

tle difficult for some time to come because of the 

uncertainty about the future. Assessments by 

companies of the willingness of other lenders to 

lend have also increased notably. Private equity 

and venture capital funds and crowdfunding plat-

forms have improved the access of companies 

to equity-based funding for several years now, 

while several companies have accessed equity in 

recent months from the First North exchange as 

an alternative to the Tallinn exchange.

Figure 17. Private consumption 
and retail sales

Source: Statistics Estonia
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Figure 18. Assessment by businesses 
of the lending environment

The percentage shows the difference between the shares of 
respondents giving favourable and unfavourable assessments
Source: Estonian Institute of Economic Research
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Improved funding conditions and greater con-
fidence meant that corporate investment was 
more than double what it was at the same time 
a year ago. Like in the previous two quarters, 
investment was dominated by one large direct 
investor. Meanwhile revived foreign demand and 
a capacity utilisation rate already approach-
ing its record high have boosted investment in 
other parts of the economy. This led fixed capi-
tal formation in other non-financial sector com-
panies to increase strongly and it was up by a 
third on the same quarter of 2020, with invest-
ment volumes only falling in the energy sector. 
More buildings and facilities, vehicles, and other 
machinery and equipment were bought than at 
the same time a year earlier.

The strong growth in inventories reflects the 
improved outlook for companies. Growth in 
stocks of raw materials and unfinished pro-
duction was probably a response to increased 
orders and production volumes. Stocks of fin-
ished products declined in some branches of 
manufacturing, such as electronics, indicating 
possible supply hold-ups or limits on access to 
critical components as demand increases.

EXTERNAL BALANCE AND 
COMPETITIVENESS

The total turnover of Estonia’s foreign trade 
is more than half as much again as it was a 
year ago. Imports of goods increased in the  
second quarter with encouragement from 
increased demand both domestically and abroad. 
Increasing demand drove strong growth in 
exports of goods and services (see Figure 19). 

Export volumes grew faster than the average 
for countries in Europe, and growth was faster 
than the 15% recorded in Latvia and the 20% in 
Lithuania.

Growth in demand in Estonia’s trading partners 
was quite modest at the start of the year, but 
in the second quarter the need for production 
inputs increased around the globe and demand 
in Estonia’s partners increased together with 
it. Exports of goods are shown by the balance of 
payments data to have grown by 36.5% at cur-
rent prices. The figures for growth were this high 
partly because exports were so low a year ear-
lier, and also because there was strong upward 
pressure on prices in global commodities mar-
kets. Goods exports grew by 24.7% at constant 
prices. The growth was broadly based, and 
machinery and equipment and mineral products 

Figure 19. Export growth decomposed

Source: Eesti Pank
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Figure 20. Exports of goods and contributions of groups of goods by months

Source: Statistics Estonia
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were the groups of goods that made the largest 
contribution to the growth in exports in the sec-
ond quarter. Exports of wood and wood prod-
ucts and metal products have also contributed 
steadily to growth in exports since the start of 
the year (see Figure 20).

Increased economic activity and the easing 
of supply problems supported a major 
recovery in the services market, especially 
in transport services. Services exports were 
up by 46.2% in the second quarter. This fig-
ure is of course partly a consequence of the 
deep fall at the same time last year, and the 
structure of services shows different services 
to have fared quite differently (see Figure 21). 
The market for transport services improved as 
expected and exports were up 54% on a year 
earlier21. The transport market is recovering 
and total turnover has already exceeded that 
of the same period in 2019. Growth remained 
strong in ICT services in the second quarter, 
where exports grew by 79%. The export turn-
over of ICT services has almost doubled from 
what it was in the second quarter of 2019. The 
recovery in travel services that was hoped for in 
the summer remained modest, and exports of 
travel services have still not reached a third of 
what they were before the pandemic.

The growth in the total turnover of Estonia’s 
foreign trade was affected very much by the 
strong growth in imports. The revival of imports 
of goods is a good indicator that international 

21 This may partly be because of a change in accounting principles. Statistics Estonia has been compiling statistics on exports of 
services from the start of this year, and the sample that is used covers more companies than earlier. Some accounting principles 
have also changed.

supply networks have started to heal. Businesses 
are also rebuilding their depleted inventories of 
inputs to maintain the production capacity of 
industry. Balance of payments data show that 
goods imports increased by 49% at current 
prices in the second quarter and by 32.7% at 
constant prices in the GDP calculation. Imports 
of services grew for the third consecutive quar-
ter, which was again because of a large-scale 
import of computer services for the operations 
of the VW group in Estonia. The growth in the 
volume of imports has led the current account 
into deficit by 8.6% of GDP, with the foreign trade 
balances of both goods and services contribut-
ing to the deficit (see Figure 22).

Figure 21: Exports of services and contributions of groups of services

Source: Eesti Pank
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Figure 22. The current account

Sources: Statistics Estonia, Eesti Pank
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Although upwards price pressures are global, 
Estonia has lost price competitiveness over 
the past half year and Estonian goods have 
become relatively expensive next to those 
of Estonia’s trading partners (see Figure 23). 
Terms of trade, which is the ratio of export and 
input prices, have remained relatively unchanged 
since the start of the year however, as both the 
price of inputs for production and the price of 
outputs have risen (see Figure 24). Prices started 
to rise relatively quickly from March this year and 
surveys confirm expectations of price rises for 
the future.

THE LABOUR MARKET

The first half of 2021 showed that companies 
and institutions have adapted to the chan-
ged environment, as the pandemic restric-
tions that applied from March until the end 
of May did not cause any substantial dete-
rioration in the labour market. They did slow 
the recovery of the labour market from its crisis 
though. From the second quarter of 2021, the 
reference period used in calculating the growth 
rates for labour market indicators has been the 
time when employment was reduced because 
of the pandemic. Employment was around 
1.7% higher than it was at that time in the sec-
ond quarter of 2021 in the data from the labour 
force survey and from the tax declarations of 
the Tax and Customs Board (see Figure 25). The 
labour force survey shows the number of those 
in employment was lower than in the first quar-
ter of the year, probably partly because of the 
restrictions.

The Tax and Customs Board data show the 
number of jobs in the second quarter of 2021 
was higher than a year before in all sectors 
except accommodation and food service, and 
mining (see Figure 26). Non-seasonally adjusted 
employment in accommodation and food ser-
vice hit its lowest point in April 2021, and had 
increased by 16% by June. The seasonal rise in 
spring and summer this year was smaller than 
usual however, and so seasonally adjusted 
employment remains down in this sector. The 
main reason for this has been the delayed recov-
ery in foreign tourism. Employment did not fall in 
mining and energy because of the pandemic, but 
because of the decline in production volumes in 
the oil shale sector and in energy in recent years. 
There were in total around 10,000 fewer declared 
recipients of wages than two years earlier. The 

Figure 23. Real effective exchange rate

Source: Eurostat
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Figure 24. Export and import price indexes 

Source: Statistics Estonia
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Figure 25. Yearly growth in employment at 
Estonian companies and institutions

Sources: Statistics Estonia, Tax and Customs Board, 
Eesti Pank calculations
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biggest fall, of around 7600, was in accommo-
dation and food service, while there were around 
4000 fewer declared wages recipients in manu-
facturing. It is notable that the number employed 
in information and communications increased by 
4000, or 13%, at the same time.

Hiring of labour from outside the European 
Union has increased strongly from the second 
half of 2020. The registration of new short-term 
workers in manufacturing has increased particu-
larly rapidly, and it is now significantly higher in 
that sector than it was before the pandemic.

Expectations of companies for further 
growth in employment were down in sum-
mer 2021, but still higher than they were on 
average in the year before the pandemic. The 
expectations of employers in construction, and 
especially in manufacturing, have stayed opti-
mistic (see Figure 27). Increased hiring is also 
shown by the record number of job advertise-
ments added to the Töötukassa database. There 
has also been an increase in job advertisements 
removed, indicating that they have been suc-
cessfully filled.

The unemployment rate fell from 7.1% in the 
first quarter of 2021 to 6.9% in the second 
quarter (see Figure 28), but the fall was smaller 
than the usual seasonal fall in spring. The labour 
force participation rate did not fall particu-
larly under the impact of the pandemic restric-
tions in spring 2021, unlike during the first wave 
of the virus. Registered unemployment also fell 
as usual in the second quarter as seasonal jobs 
started. The restrictions delayed that fall in 2021, 

but unemployment remained down in August 
and September this year, when it usually sees a 
seasonal rise.

The small decline in the employment expecta-
tions of employers was not accompanied by 
any decline in their perception of labour shor-
tages. This may partly be because those who 
lost their jobs during the pandemic have been 
less motivated to find new ones while they still 
qualified for unemployment benefits, especially 
as they would earn little more. This is especially 
so in the service sector, where jobs are consid-
ered less secure than they were. Serious labour 
shortages are causing wage pressures.

As perceived labour shortages have increa-
sed, so the average wage has grown faster. 
The growth in the average wage reached 7.3% 

Figure 26. Yearly change in 
declared wage recipients

Sources: Tax and Customs Board, Eesti Pank calculations
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Figure 27. Employment expectations

Sources: European Commission, Eesti Pank calculations
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Figure 28. Unemployment

Sources: Statistics Estonia, Töötukassa, Eesti Pank
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in the second quarter of 2021 (see Figure 29) 
and the seasonally adjusted average wage was 
higher than in the previous quarter. Wage growth 
accelerated as the number of hours worked per 
employee rose, and wages rose faster at pri-
vate sector companies than they did in the pub-
lic sector. Wage growth would have been even 
faster if the distribution of workers across differ-
ent sectors had been the same as a year ago. 
The recovery in jobs in sectors where wages are 
below the average, such as accommodation and 
food service, slowed the rise in the average wage 
to some degree.

Growth in labour productivity exceeded 10% in 
the second quarter of 2021 as growth in value 
added accelerated to 12.9%, while employ-
ment in Estonian companies and institutions 
increased by only 1.5%. It should be noted 
though that value added fluctuates over the eco-
nomic cycle more than employment does, and 
GDP fell by much more than employment did 
when the pandemic crisis started a year previ-
ously. It should also be noted that it takes time 
for companies to hire new staff when demand 
is growing, and they increase labour first by 
increasing the workload of their current employ-
ees. Productivity grew substantially faster than 
labour costs, as expected, and so unit labour 
costs fell (see Figure 30).

PRICES

The consumer purchase basket rose in price 
by 0.7% in the month of August and was 5% 
more expensive than a year earlier. Inflation has 

become broadly based in recent months, build-
ing not only on energy prices, but also on dura-
ble goods and tourism services (see Figure 31).  
Increased economic activity raised inflation, 
as greater demand allows prices to rise faster. 
Supply has not returned to its pre-crisis levels 
for all goods and services yet though. Labour 
shortages have worsened in both manufacturing 
and services and wage growth has accelerated, 
causing cost pressures for businesses.

The main factors behind inflation have been 
the higher prices of electricity and crude oil 
and the consequent rise in prices of motor 
fuels. Energy prices were 17% higher in August 
than a year earlier, accounting for half of infla-
tion. The electricity price has risen because of 
both demand and supply side factors that kept 

Figure 29. Yearly change in average wages 
by ownership status of employer

Sources: Statistics Estonia, Eesti Pank
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Figure 30. Growth in unit labour cost

Source: Statistics Estonia
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Figure 31. CPI growth

Sources: Statistics Estonia, Eesti Pank
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price pressures accumulating (see Figure 32). 
Although the dynamics of the exchange price 
for electricity have been similar in Estonia and its 
neighbours, the electricity component in the con-
sumer price index varies widely between coun-
tries. Electricity has so far not particularly raised 
consumer prices in Latvia and Finland. This sug-
gests that the differences are more methodolog-
ical than essential. The price of imported natu-
ral gas has also jumped recently, which will also 
start to contribute to the price of heating energy 
with a time lag.

Strong demand has caused supply disrup-
tions for some durable goods. Inflation has also 
been boosted by higher prices for global mari-
time transportation. Inflation for manufactured 
goods started to pick up speed in May and was 
at a record rate of 3.4% in August. The main 
price rises among manufactured goods have 
been for durables like home furnishings, used 
cars, and construction and renovation mate-
rials. Manufacturers are trying to restock their 
exhausted warehouse supplies, but shortages of 
materials are preventing an expansion of produc-
tion. At the same time the discounts for clothing 
and shoes during the sales periods were larger 
this year than they were last year.

Service price inflation was supported by a 
recovery in tourism in the summer as the 
pandemic eased. Prices for package holidays, 
air tickets and accommodation services were 
some 20% higher in August than a year earlier. 
Prices for tourism services have climbed back 
within a couple of months towards where they 
were before the pandemic. Rents have also 
risen more quickly, as has the cost of eating out, 
which can be linked to the recovery in the econ-
omy and the relaxation of the Covid-19 restric-
tions. The general rise in wages is no longer as 
slow as it was last year, and this has encour-
aged service price inflation to broaden beyond 
the tourism sector.

The rise in the price of food commodities on 
the global market has not yet been passed on 
into Estonian consumer prices. The price level 
of food has changed little this year and it has 
so far risen more slowly than forecast. Inflation 
in food industry producer prices has gradu-
ally accelerated though, and it stood at 1.9% in 
July. The rise in consumer prices for food may 
be restrained by the relatively high price level in 
Estonia, and by increased competition resulting 

from the upcoming expansion of the Lidl chain 
into Estonia. Food prices in Estonia rose by nota-
bly more than the euro area average during the 
previous cyclical upswing.

Production costs have risen because corpo-
rate profits and net production taxes have 
increased. This is reflected in the GDP defla-
tor, which has stopped falling and is now rising. 
Unit labour costs have fallen among production 
costs, as the payroll has grown more slowly than 
productivity has (see Figure 33).

The inflation expectations of consumers 
have risen a little less than those of compa-
nies have. Price expectations in manufacturing 
and construction peaked in July and slid down-
wards in August. How consumers perceive 
prices is affected above all by the prices of pri-
mary goods, especially food. Price perceptions 

Figure 32. Electricity exchange prices

Source: Nord Pool
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Figure 33. Yearly growth in the GDP deflator

Source: Eurostat
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for durable goods and leisure services, which 
have seen the highest price rises, are proba-
bly weaker. Consumers who feel they are doing 
well financially may also accept rising prices 
more easily.

At times when prices fluctuate widely, as 
they do during crises and when the eco-
nomy is recovering, inflation is affected 
by various temporary factors and statis-
tical issues. The pandemic caused the struc-
ture of consumption by residents to change 
as it contained more food and fewer services. 
The change in the weights used in the con-
sumer price index reduced inflation by 0.7 
percentage point in August (see Figure 34).  
Another statistical factor is the low reference 
base effect, which is seen above all in energy 
prices and has raised inflation at the same time.

GENERAL GOVERNMENT 
FINANCING

The extremely fast recovery in economic 
activity is also reflected in tax receipts. 
Growth in the average wage has picked up and 
the number of people in employment was higher 
in the second quarter than in the second quar-
ter of last year, and so labour taxes continued to 
grow at a rapid rate (see Figure 35). Businesses 
and consumers have adapted to the restrictions 
that have been in place, and the increase in eco-
nomic activity has been reflected in rapid growth 
in VAT payments. The VAT receipts in June were 
17% more than in the same month of last year, 
and in July they were 24% more. Receipts of 
tax revenues have exceeded the forecast made 
when the budget was drafted, and the report 
from the Ministry of Finance on the budget 
showed that 52% of the planned tax revenues of 
2021 had been received in the first six months 
of the year.

General government spending on investment 
also increased in the second quarter as fast 
as it did in the first quarter and in 2020 on ave-
rage. Investment spending rose by 13.1% at cur-
rent prices. Purchases of new transport vehicles 
contributed the most to the rise, together with 
investment in research and development activi-
ties and in databases and computer software.

General government current spending was 
lower than at the same time last year. The main 
cause of this was the sharp decline in temporary 

wage subsidies paid to businesses. Companies 
were paid with compensation of 257 million 
euros in the second quarter of 2020 because of 
the pandemic, but this year the cost of the tem-
porary wage support measures was only a quar-
ter of what it was last year at 71.3 million euros. 
Spending on monetary social benefits also fell. 
The biggest fall was in payment of redundancy 
and unemployment insurance benefit. As unem-
ployment insurance benefit can be paid for a 
maximum of 360 days, many of those who lost 
their jobs in spring 2020 had already become 
ineligible for the benefit by the second quarter. 
The amount paid in unemployment insurance 
benefit also falls over time. Spending on sick-
ness benefit was also lower than a year ago.

The payroll for general government employees 
continued to increase. The yearly growth in 

Figure 34. Impact of changes in 
weights to inflation in 2021

Source: Eurostat
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Figure 35. Tax receipts in the state budget*

* Including PIT transferred to local governments
Sources: Statistics Estonia, Tax and Customs Board, Eesti Pank
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wages and benefits together with the social 
tax paid by the employer accelerated to 7.1% in 
the second quarter from 5.7% in the first quar-
ter. The faster growth in the general government 
payroll is partly a consequence of the low ref-
erence base from last year. Data from the Tax 
and Customs Board show that around a third of 
the growth in the general government payroll in 
the second quarter came from a rise in the num-
ber employed, while the average wage of a gen-
eral government employee was 4% higher in the 

second quarter than it was a year previously.

The sharp deceleration in the growth in total 

general government spending and the faster 

growth in revenues supported by growth in 

the economy together meant that the cumu-

lative general government budget deficit 

shrank in the first half of the year to 1.6% 

of the GDP forecast for 2021. The cumulative 

budget deficit in the first half of last year was 

3.4% of GDP. 
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THE EESTI PANK ECONOMIC 
FORECAST FOR 2021-2023 

The Eesti Pank economic forecast is produced jointly by experts from the central bank’s Economics 
and Research Department and Financial Stability Department. This forecast takes account of new 
information received since the forecast published in June on the economies of Estonia and other 
countries, primarily the indicators for the Covid-19 coronavirus and their impact on the economy. 
New data on the labour market, foreign trade, the general government, the financial sector and prices 
as at 9 September 2021 have also been taken into account. The forecast assumptions for the exter-
nal environment, including main trading partners, have also been updated as at 26 August 2021. The 
Eesti Pank forecasts are compiled using EMMA, the macro-model of the Estonian economy devel-
oped and regularly updated by Eesti Pank.

THE INTERNATIONAL ECONOMIC 
ENVIRONMENT

The global economy has now returned to a 
path of growth, but the coronavirus pandemic 
and its influence have not yet disappeared. 
Economic growth has primarily been boosted 
by a rapid recovery in the industrial sector, but 
increasing problems are building up with short-
ages of raw materials and industrial inputs, and 
transport difficulties. Shortages of raw mate-
rials and higher prices for transport and inputs 
threaten larger rises in prices, which will reduce 
the ability and confidence to consume. The 
spread of the delta variant of Covid-19 will make 
consumers more cautious and so they will post-
pone larger purchases. The progress of vac-
cination means though that the spread of the 
virus should not be expected to cause econo-
mies around the world to lock down as tightly as 
before, while the global economy will continue to 
grow at a moderate rate.

The economies of Estonia’s main trading part-
ners have recovered their levels of before 
the crisis, and growth will continue primarily 
through domestic demand. Although demand 
is expected to increase in Estonia’s main export 
markets (see assumptions for the external eco-
nomy in Table 2), the spurt in economic growth 
there could also be hindered by blockages 

in supply chains and rising prices for inputs. 
Economic activity in target markets could also 
be reduced in the near future by new restric-
tions if Covid-19 should start to spread more 
widely again. Finland and Sweden, which are 
Estonia’s largest trading partners, have however 
announced plans to remove all the major restric-
tions because of the success of vaccination.

ECONOMIC GROWTH

The rapid growth seen in the Estonian eco-
nomy in 2021 will fade. The fast growth seen so 
far was based largely on the reignition of produc-
tion capacity that was left idle during the pan-
demic. The stronger domestic demand after the 
pandemic has been complemented by growth in 
foreign demand, and this has lifted the level of 
production capacity utilisation to its highest since 
2007. There has also been a substantial rise in 
the share of companies that consider shortages 
of equipment to be a major factor limiting growth 
in output alongside shortages of labour. Looking 
forward, the rate of growth in the economy will 
slow, as available production capacity proves 
lacking and investment is hampered by inter-
national supply problems and labour shortages 
even though interest rates remain low and fund-
ing conditions good. The economy will grow by 
9.5% in 2021, but next year growth is expected 

Table 2. External assumptions in the forecast

June 2021 projection

2020 2021 2022 2023 2021 2022 2023

Foreign demand growth (%)* -7.8 7.8 6.1 3.7 7.8 5.6 3.5

Oil price (USD/barrel) 42.3 67.8 67.3 64.1 65.8 64.6 61.9

Interest rate (three-month EURIBOR, %) -0.43 -0.54 -0.52 -0.45 -0.54 -0.49 -0.35

USD/EUR exchange rate 1.141 1.193 1.179 1.179 1.209 1.212 1.212

*Foreign demand growth is the weighted growth of imports of trading partners
Source: European Central Bank



25

E
S

TO
N

IA
N

 E
C

O
N

O
M

Y
 A

N
D

 M
O

N
E

TA
R

Y
 P

O
L

IC
Y

 3
/2

0
21

to drop back to 3.5% (see key indicators for the 

forecast in Table 3 and comparison with fore-

casts by other institutions in Table 4).

The strong growth in the economy in the first 

half of 2021 was achieved by increasing the 

productivity and working hours of existing 

employees, but in future employment will reco-

ver too. Such a development is typical for the 

exit from a recession, as employers are initially 

cautious about hiring additional new employees 

and prefer to increase or recover the workloads 
of the employees they already have. Employment 
in the second quarter of 2021 was 3.4% below 
its pre-pandemic peak, but it will return to that 
higher level in the second half of 2022. Although 
employment will return to where it was before the 
pandemic, it will not necessarily do so in all sec-
tors. Employment in accommodation and food 
service will remain below its pre-pandemic level 
for a long time, while the IT sector will provide an 
increasing share of employment.

Table 3.Economic forecast by key indicators*

2020 2021 2022 2023

Nominal GDP (EUR billion) 26.82 30.08 32.45 34.72

GDP volume** -2.7 9.5 3.5 3.4

    Private consumption expenditures*** -2.5 9.0 5.3 2.8

    Government consumption expenditures 3.1 3.0 -3.1 -0.5

    Gross fixed capital formation**** 16.5 11.2 -11.8 4.8

    Exports -5.0 13.7 3.4 3.5

    Imports**** 0.5 20.2 -2.0 2.6

Output gap (% of potential GDP) -3.9 1.8 2.0 2.4

CPI -0.4 3.6 3.6 2.5

HICP -0.6 3.5 3.6 2.6

GDP deflator -0.5 2.4 4.2 3.5

Unemployment rate (% of the labour force) 6.8 6.6 5.5 4.6

Employment***** -2.2 0.9 1.3 0.9

Average gross wage (EUR) 1448 1542 1656 1768

Average gross wage growth 2.9 6.5 7.4 6.7

GDP per employee -0.4 8.6 2.2 2.4

Current account (% of GDP)**** -0.3 -4.2 -1.5 -0.9

Budget balance (% of GDP) -5.0 -3.4 -1.9 -1.7

* Numbers reported are annual rates of change in per cent, if not noted otherwise, ** GDP and its components are chain-linked, 
*** including NPISH, **** does not include possible extraordinarily large transactions by MNEs, ***** employment by domestic 
production units.
Sources: Statistics Estonia, Eesti Pank

Table 4. Estonian economic forecasts by other institutions

GDP real growth, % CPI inflation, %

2021 2022 2023 2021 2022 2023

Eesti Pank 9.5 3.5 3.4
3.6  

 3.5*
3.6  
3.6*

2.5 
  2.6*

Ministry of Finance 9.5 4.0 2.6
 3.8            
3.8*

 3.7             
3.7*

 2.1            
2.1*

European Commission 4.9 3.8 2.2* 2.4*

IMF 3.4 4.2 1.8* 2.5*

OECD 2.9 5.0 1.9* 2.4*

Consensus Economics 7.8 4.3 3.1 2.9

Luminor 9.2 4.7 4.7 3.8 3.3 2.5

SEB 6.6 4.5 2.5 3.2* 2.7* 2.3*

Swedbank 8.0 4.0 3.1 2.6

* HICP
Sources: Eesti Pank, September forecast, 22.09.2021; MoF, Summer 2021 forecast, 09.09.2021;  European Commission, 
Economic Forecast Summer 2021, 07.07.2021; IMF, WEO, April 2021, 06.04.2021; OECD, Economic Outlook, May 2021, 
31.05.2021; Consensus Economics, Eastern Europe Consensus Forecasts, September 2021; Luminor autumn forecast, 
14.09.2021; SEB, Nordic Outlook, September 2021, 31.08.2021; Swedbank Economic Outlook 25.08.2021
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As employment increases, so unemployment 
will fall, and by the start of 2022 it will be below 
the non-accelerating wage rate of unemploy-
ment. As a lot of jobs were lost quite early in the 
pandemic in the middle of 2020 and unemploy-
ment benefits are paid for a maximum of a year, 
the share of those receiving benefits will drop 
quite quickly in the second half of 2021. This will 
increase motivation to find a new job, even in the 
more volatile services sector.

Growth in productivity, faster rises in consu-
mer prices, increasing working hours, and a 
rise in the minimum wage will together push 
wage growth faster. Although there is apparently 
a lot of labour available in the market, employ-
ers feel that labour shortages are restricting 
the expansion of output. This is partly because 
of the differences in performance in different 
sectors, which means that the experience and 
skills of those looking for jobs are often different 
from those that are wanted in the sectors that 
are growing. It is also because jobs in accom-
modation and food service are less secure than 
they were before the pandemic, which may make 
people feel dubious about accepting a job offer.

There will be a temporary jump in private con-
sumption. Confidence among households has 
increased but it is still weaker than before the 
pandemic. Consumption will increase because 
wage growth will remain strong and the money 
withdrawn from the second pension pillar will 
start to be spent. The involuntary savings that 
were built up during the pandemic and that total 
around a billion euros may also boost consump-
tion. As the involuntary savings have grown 
more in large deposits, it is less probable that 
they will be rapidly directed into consumption. 
E-commerce, which increased during the pan-
demic, will continue to have an important role, 
allowing the assumption that any new restric-
tions provoked by further outbreaks of the pan-
demic will not seriously hinder commerce.

Demand in the domestic market will increase 
imports and the current account will remain in 
deficit. The expectations of manufacturing com-
panies for export orders have improved strongly, 
and the outlook for goods exports is favour-
able. The services market has also improved as 
expected, as the activity in the goods market has 
increased exports of transport services, though 
rising prices caused by problems in global supply 
chains and logistics remain a risk. The success 

of ICT services has supported growth in exports 
of services. The market for travel and accommo-
dation services remains depressed though, and 
it is unlikely that it will return to its earlier levels in 
the near term. Both consumption and investment 
will increase the volume of imports, keeping the 
current account in deficit in the years ahead.

PRICES

Inflation will remain high in Estonia until the 
end of the year. It will remain above 5% in the 
last months of 2021 and will fall to 3.6% in 
2022. The rapid rise in prices is being supported 
by both demand-side and supply-side factors. 
As the price impacts of the recovery from the 
pandemic fade in 2023, inflation will drop down 
to close to 2.5%.

Inflation will be held high in the coming months 
by higher prices for energy goods, primarily 
the high price of electricity. Forward transac-
tions for electricity prices on the Nordic electric-
ity exchange indicate that exchange prices will 
be several times higher than the average of the 
past decade until spring 2022. The price level for 
consumers of electricity in Estonia could be even 
higher than those in the Scandinavian countries, 
as production and transmission capacity are lim-
ited. The inflation forecast assumes that the tem-
porary reduction in excise rates on energy goods 
will end in May next year, which will raise inflation 
by around 0.4 percentage point.

Prices for manufactured goods will rise faster  
because of increased demand at a time when 
supply has not yet returned to its pre-pande-
mic level. There will be temporary supply dif-
ficulties both in importing many goods and in 
delivering domestic output. Import prices reflect 
the logistical problems caused by the shortage 
of containers, while the price of domestic manu-
facturing will be raised by shortages of equip-
ment and materials. Inflation for durable goods 
will in consequence hit record levels this year. 
The forecast assumes that the production and 
supply difficulties will gradually ease.

Service price inflation is forecast to accelerate 
to close to 6% next year. Prices for services will 
rise as the economy recovers and the pandemic 
restrictions are relaxed. Prices for services in 
Estonia have been flexible during the crisis. The 
steep fall in prices in the tourism sector last year 
is being followed by a sharp rise in prices. Wages 
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growing ever faster and labour shortages are 

pushing prices for services to rise more broadly 

and beyond the tourism sector.

Higher prices for food commodities are reach-
ing consumer prices. There has been a delay in 

the pass-through of higher prices for food com-

modities on the global market into retail prices 

in Estonia, and a stronger impact is expected 

in the fourth quarter of this year. The prices of 

imported food products could be impacted by 

unfavourable weather conditions in regions far 

from Estonia as usual. 

GENERAL GOVERNMENT 
FINANCING

A faster recovery in economic activity than 
was expected this year has caused tax reve-
nues to rise in consequence. The good receipts 

mean that the budget deficit this year will be 

around 300 million euros smaller than that of last 

year. On top of the general improvement in the 
economy, tax receipts will be given an additional 
boost in 2021 by the rise in consumer spending 
by those who have exited the second pension 
pillar and by the income tax paid on the money 
taken out from the second pillar. At the same 
time, general government spending will grow 
more slowly this year than it did last year. This is 
primarily because social transfers will grow more 
slowly and the wage support measures will be 
much less expensive this year than last.

The outlook for the economy supports a rapid 
improvement in the fiscal position. The rapid 
growth in private consumption and the number 
of people in employment will increase tax rev-
enues and the recovery in the economy means 
the additional support measures passed during 
the pandemic will no longer be necessary. Given 
the measures approved in the state budget strat-
egy though, the general government budget will 
still be in deficit in 2023. 
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