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The labour market review by experts from Eesti Pank covers developments in the supply and
demand of labour in Estonia, and the cost of it in wages. The central bank observes the labour
market for two reasons. Firstly, labour is an important production input, as a change in the supply or
activity of labour can directly affect potential growth. Secondly, events in the labour market can have
a major impact on inflation. As the euro area monetary policy targets price stability, and the Estonian
economy is very open, the economy adjusts to changes principally through the prices and volumes
of production inputs. For this reason it is necessary for the labour market to be flexible and for wage
rises to correspond to productivity growth, as otherwise the increase in production costs could lead
to excessive inflation.
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SUMMARY

The Estonian economy grew strongly in the first half of 2021 despite the next wave of Covid-19 and
the restrictions introduced to stop the spread of the virus. Value added created had already exceeded
its pre-pandemic level in the first quarter and in the second quarter the economy recovered strongly
despite the restrictions. The labour market usually reacts to changes in economic activity with a lag,
and employment had not recovered in the first half of 2021 to the same extent that production output
had. Data for the third quarter and business sentiment indicators point though to growth in employment
picking up and to unemployment falling.

Different data sources give a slightly different picture of how well the labour market had recovered by the
second quarter of 2021 from the fall in employment in the previous year. The Estonia labour force survey
finds that employment was at the same level as a year earlier, before the pandemic started. Data from the
Tax and Customs Board on wages declared per person in employment and enterprise statistics indicate
though that employment has recovered only halfway. All the data sources show that employment has not
yet returned to where it was before the pandemic.

As with value added, the differences between sectors for developments in employment are large. The
number of employees has continued to rise even during the pandemic in some sectors, and is now much
higher than it was before the pandemic. This is the case in sectors like healthcare and information and
communications. However, employment remains lower than it was before the pandemic in many other
sectors despite the general recovery. This is the case in sectors like accommodation and food service, and
also in manufacturing and construction. The restrictions on activity in spring 2021 generally had a lesser
effect than a year earlier, except in accommodation and food service, where they bit hard. Evidence of this
is the broad use of wage compensation even though the conditions for qualifying for it were stricter than a
year earlier.

The pandemic has not only affected the number of jobs, but also the organisation of work. Having
increased during the emergency situation in 2020, the reliance on remote working declined after the
emergency was over, but the share of employees working remotely was larger than it was before the
pandemic. Part of the labour market has adapted to the new options for remote working, meaning that
businesses will be able to cope better in the future with any possible restrictions imposed to stop the
spread of the virus.

As employment was lower in early 2021 than it was before the pandemic, there was more labour
available in the market. The labour force survey found that unemployment fell in the first half of 2021,
but that was because some people were not looking actively for work or were not ready to start a job
immediately. Registered unemployment remained persistently high at the start of the year and started to
come down only in the middle of the second quarter. Unemployment increased most among the young and
more in jobs that did not demand specialised skills. The number of jobs available through Tédtukassa has
increased substantially this year since the restrictions were removed, and this has improved the chance of
people finding a new job.

Alongside the hiring of local labour, hiring from abroad has picked up. Data from the Police and Border
Guard Board on registrations for short-term work show the numbers in September 2021 to be similar to
those from before the pandemic, when unemployment was at record lows. Increased concern among
employers about labour shortages and the employment of workers from abroad indicate that the skills
and experience of local jobseekers fail to meet the requirements of new jobs more often than they did
before. This often happens after an economic crisis when employment falls particularly sharply in certain
specific sectors. Employment in accommodation and food service is currently much lower than it was
before the pandemic for example, and it is probable that there are many among the unemployed who have
a background in this sector. New jobs are mainly being created in other sectors however.

As perceived labour shortages have increased, so the average wage has grown faster. The growth in
the average wage reached 7.3% in the second quarter of 2021 and the seasonally adjusted average wage
was higher than in the previous quarter. Looking forward there are several factors that threaten to increase



’ o LABOUR MARKET REVIEW  2/2021 ‘

wage pressures further, including the rise of 12% in the minimum wage, the accelerating rise in consumer
prices that could lead employees to demand a wage increase, the declining amount of slack in the labour
market, and different rates of growth in employment in different sectors.

The growth in labour productivity was greater than that in labour costs by the second quarter of 2021, but
in future this may be reversed. There are not many options for easing wage pressures other than giving greater
priority than before to helping jobseekers gain the skills they need to find a job, while avoiding repeating the
situation from before the pandemic when public sector wages were rising notably faster than private sector ones.
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DEMAND FOR LABOUR

EMPLOYMENT

The total size of the economy caught up to its pre-pandemic level in the first quarter of 2021 and was 6.6%
above it in the second quarter, but employment had not yet returned to where it was before the pandemic.
The Estonian labour force survey found that as many people were employed in the second quarter of 2021
as there were a year earlier when the labour market was hit by the first wave of the coronavirus. There was
some recovery in employment at the end of 2020, which was followed by a fall in first half of 2021.

Data from the Tax and Customs Board shine a positive light on the labour market, as they show that
there were 1.8% more people receiving a declared wage in the second quarter of this year than there were
a year earlier (see Figure 1). Enterprise statistics also show private sector employment recovering from its
lowest point during the crisis, and that it was 2% higher in the second quarter than a year previously. This
means the labour market survey shows that there was no recovery at all in the second quarter, while the tax
data show that about half of the ground lost to the pre-pandemic level had been recovered.

Figure 1. Change in employment in different data sources
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Employment today can be compared with what it was before the crisis by looking at changes in
employment from two years ago. The labour force survey puts employment in the second quarter of 2021
at 3.1% below where it was at the same time in 2019, while the data from the Tax and Customs Board on
declared wages put it at 1.5% below. There were only 0.7% fewer people receiving a declared wage in
August 2021 than there were two years earlier, as the number doing so rose rapidly in the summer.

The differences in the estimations arise because different definitions of employment are used. The
estimate of employment in the labour force survey takes in the shadow economy, where jobs are less stable,
and the self-employed. It is however based on samples and so is subject to some statistical uncertainty.
The value added created in the Estonian economy in the second quarter was however 4.7% more than it
was two years earlier, meaning that labour productivity was substantially better than before the pandemic.

The travel restrictions brought in when the pandemic erupted and the reduced demand for labour
caused the number of short-term workers from outside the European Union to fall (see Figure 2), after it had
risen rapidly in 2018-2019 to provide an important part of the additional growth in employment in sectors
like construction and agriculture. As demand from companies for labour recovered, labour shortages
started to be felt sharply again in the first half of 2021, and workers were again hired from abroad.

As at 9 September 2021 there were a little under 20,000 workers from outside the European Union
working short-term in Estonia, which is about the same number as two years ago. Registration of new
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Figure 2. Number of current short-term work registrations, end of quarter*
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short-term workers in the second quarter was around double what it was a year earlier, and it was an
estimated 50% more in the third quarter. There were more seasonal workers from outside the European
Union working in agricultural companies in the main farming season of spring and summer than there were
at the same time in 2019, and they accounted for around 13% of those employed in the sector.

The share of short-term workers in construction is similar. There has equally been a rapid rise in the
number of short-term workers from abroad in manufacturing, where there were more foreign workers
employed in the third quarter than there were before the pandemic, accounting for some 5% of employment
in the sector. As foreign workers employed in information and communications technology companies and
start-ups are not covered by the limits on immigration, foreigners in these areas probably mostly have
temporary residence permits. Short-term workers registered in this sector are only 3% of those employed
there. The number of short-term workers moving to the sector has risen rapidly in 2021 however.

Since the third quarter of 2020, the number of people working abroad but living in Estonia has been
about one third higher than what it earlier (see Figure 3). Working abroad has become somewhat more
varied in nature than it was in the second half of 2020. The move last year, when employment fell the most,
was to the construction industry in Finland, but in the second quarter of this year it was the number of
Estonian residents going abroad to work in other foreign countries that increased. Finland remains though
the main destination for those migrating to work.

Figure 3. Number of Estonian residents working abroad, thousand
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Employment has increased most from where it was before the pandemic in sectors like IT and public
administration where the nature of the job permits remote work, or in sectors like healthcare where there
was a sharp increase in need for employees during the pandemic (see Box 1 for more on remote working).
Employment did not fall in public sector jobs during the pandemic, and the fall in employment hit jobs in
the private sector. Employment in most sectors in the second quarter remained below where it was two
years ago.

Box 1: Remote working in Estonia during the pandemic

The Covid-19 pandemic that started in spring 2020 changed substantially how work was organised
around the world, and one of the most obvious changes was the sharp increase in remote work. Not
only have a larger share of people than previously been working from home, but there has also been
arise in the share of those who spend all their working time teleworking.

The share of people working remotely in Estonia increased from 20% in 2019 to 23.5% in 2020,
which meant it was a little above the European average (see Figure B1.1). Although the share of
remote work! increased in all the countries of the European Union, the share remained small during
the pandemic in southern European countries where there was little remote work before it. To analyse
working from home in more detail, the data from the 2019 and 2020 labour force surveys can be
compared, as respondents were asked in them about remote work.

Figure B1.1. The share of remote workers in EU countries, % of those employed
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Although remote work was on the rise earlier in Estonia and the share of employees working
remotely was above the European average in Estonia, 70% of those working remotely in earlier
years were out of the office for less than half of their working time, and only around a tenth were
working remotely all the time. This changed in second quarter of 2020, as 46% of employees working
remotely, or 91,000 people, did so for all of their working time, and only 20% worked remotely for
less than half of their working time (see Figure B1.2). By the second quarter of 2021, around a third of
remote workers were permanently at home.

Estonian data with quarterly frequency illustrate how the share of remote workers depends on the
restrictions introduced to stop the spread of the virus. The share of people working from home was largest
in the second quarter of 2020, during the emergency situation, when a third of those in employment
were reportedly working remotely. This share fell as the emergency situation ended, but the wave
of infections in spring 2021 saw it rise back to the level of the emergency situation a year earlier, as
185,000 people, or around 29% of those in employment, were working remotely in the second quarter.

1 The comparison here for remote working in different countries uses the shares of those employed who were working
from home in the Eurostat database.
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Figure B1.2. Remote working by intensity of it
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What encourages or hinders remote work?

The ability to work remotely is dictated first of all by the nature of the work, which is why there are wide
differences between different sectors in the share of employees working remotely (see Figure B1.3). Only
around 15% of those working in restaurants and hotels were working remotely in the first half of 2020, which
is the same share as in manufacturing, construction and transport. In information technology though,
84% were working remotely in the second quarter of 2020, and in the financial sector 75% were, and
the share remained above 75% in both these sectors in the first half of 2021.

Figure B1.3. Yearly change in employment and in the share of employees working
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Sectors where it is more possible to work remotely generally saw employment fall by less in
the first quarter of the pandemic. This is to be expected, as the restrictions on economic activity
primarily affected those services where only a small share of employees can work remotely. Equally,
it was low-qualified and unskilled jobs that do not require company-specific skills and that cannot
be done remotely that were eliminated more as the economy went into decline. The types of job
with the largest share of people working remotely were senior professionals, who are most strongly
represented in information and communications, education, and professional and technical activities.
These are also the sectors where employment held up best during the pandemic or where additional
jobs were created beyond the levels of 2019 (see Figure B1.3).
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The differences in remote working between countries also come partly from the structure of
employment. The share of remote work is smallest in southern European Union member states
like Greece, Cyprus and Croatia, where the share of jobs in tourism is above the European Union
average. The largest shares of remote work during the pandemic were in countries where there are
more white-collar office jobs that can easily be moved to homes, such as jobs in the financial sector
in Luxembourg or in the administrative sector in Belgium. The greater the share of knowledge-based
sectors in employment, the larger the role of remote working in that sector (see Figure B1.4).

Figure B1.4. Share of knowledge-based activities in employment and share of remote
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The distribution of occupations within sectors is very different in different countries. This means
that remote work depends not only on the importance of different sectors in total employment, but
also on the distribution of occupations within sectors. The share of senior professionals and unskilled
workers in a given sector may vary widely across countries. The share of remote work was notably
smaller in Estonia before the pandemic than it was in Sweden for example, where it is among the
largest in Europe. Analysis of the EU countries by the OECD? finds that half of the difference between
Estonia and Sweden came from the structure of the economy, and the other half came from the
differences within sectors.

Remote work allows more remote living

The chance to work remotely affects how far people live from their place of work, and it also lets
them work for businesses that are based far from where they live. Remote working increased when
the pandemic erupted regardless of how far the place of work was from home (see Figure B1.5).
Those who started to return to the office in the second half of 2020 were primarily those who lived
close by. Around a fifth of those whose place of work was 1-2 km from the home were working
remotely in the second quarter of 2021, while the share of those living more than 10 km away who had
remained working at home was higher at around 25-30%, depending on the distance.

The relationship probably works the other way too. The option of working remotely was introduced
during the emergency of the pandemic in businesses and institutions where it was not previously
available, and this then allowed people to move further away from their place of work, even if only
temporarily.

Men and women were equally likely to be working remotely in 2019, but during the pandemic the
share of remote work increased more among women, and in the second quarter of this year 26%
of men and 32% of women were working remotely. As remote working is generally more likely to

2 Telework Before the COVID-19 Pandemic: Trends and Drivers of Differences Across the EU. OECD, January 2021, no 21.
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Figure B1.5. The change in the number of remote workers by distance from home to

office
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be possible in jobs requiring higher qualifications, there is a clear relation between wages and the
probability of remote work. More than half of those in the highest wage decile were already doing
some remote work at the end of 2019, and their share remained at that level at the end of 2020. The
share of those on the median wage working remotely increased during 2020, but by the end of the
year it was still below 20%.

The share of employees working remotely increased during 2020 and it is probable that some of this
increase will be permanent. The option of working from home opens up the labour market, as people
can take jobs that are based further away from where they live. The larger the share of employment
that is in sectors with better opportunities for remote working, the better able employment is to cope
with restrictions on work or other activity.

There were 98,000 workers receiving a declared wage in the general government sector? in the first half
of 2021, accounting for around 18% of all those receiving a declared wage. The public sector continued
hiring throughout 2020, and data from the Tax and Customs Board show that employment in government
institutions was up 1.9% over the year in second quarter of 2021 (see Figure 4). Comparisons with two
years ago show there to have been 3.3% more people employed in government institutions during the
pandemic. The data from the Tax and Customs Board show strong growth of a little over 2% in the first

Figure 4. Change in the number of public sector employees from tax declarations
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3 This covers the whole of public administration, national defence, and mandatory social security, and most of education and
healthcare.
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half of 2021 in the number employed in public administration. Data from the National Institute for Health
Development show there are around 25,000 people working in healthcare in Estonia, and some 70% of
them work in the public sector. The number working in healthcare has risen in recent years, especially in the
private sector. Around 33,000 people work in education, and 90% of them are in the public sector. The total
number of people working in education and the number of teachers have generally risen in recent years.

While employment generally increased in the public sector due to increased workloads during the pandemic,
employment in the private sector dropped sharply as soon as the crisis erupted (see Figure 5). Corporate
data on the number of employees and the data from the Tax and Customs Board on wage recipients show
numbers falling by around 5% in the second quarter of 2020. The number of people earning their living through
self-employment fell even more than the number of waged employees did. Both the enterprise statistics and
the wage declarations show that employment was some 3% lower in the second quarter of 2021 than it was
in the same quarter of 2019.

Figure 5. Change in the number of private sector employees in different data sources
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The impact of the crisis and the recovery from it have been very different in different parts of the
private sector. Employment fell most from where it was before the pandemic in accommodation and food
service, where there were 30% fewer people employed in the second quarter than there were two years
earlier according to the data from the Tax and Customs Board (see Figure 6). Employment fell most in
accommodation, where the Tax and Customs Board data show a little under 7700 people receiving a wage
in the second quarter of 2019, but only 4700, or 40% fewer, in the second quarter of 2021. Some 18,000
people were receiving a wage in food service two years ago, but there are now 25% fewer at 13,000.

Figure 6. Change in the number of recipients of declared wages in Q2 2021
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Employment was also lower in both areas in summer 2021 than it was in summer 2020, when it was
already weakened because of the pandemic. The wage support measures introduced in the second
quarter of 2020 probably postponed the closure of some businesses and the consequent redundancies.
As tourism, especially the areas of Harjumaa and Tallinn that are visited most by foreign tourists, did not
recover in 2021, the fall in employment in that sector was not arrested. The number of accommodation and
food service businesses without a single employee was a quarter higher in the second quarter than it was
a year earlier, indicating that the number of businesses that have ceased activities or paused them for a
long time has risen.

Mining and energy, which are related to the oil shale sector, also stand out for a large fall in employment.
The fall in employment there was not caused by the Covid-19 pandemic though, as output volumes in
that sector had already started to fall earlier (see Box 2). The share of companies in construction and
manufacturing telling sentiment surveys that labour shortages were a factor limiting production started
to rise rapidly in early 2021. Employment increased in those sectors in the second quarter as demand
recovered (see Figures 7 and 8). Both construction and manufacturing have also started to hire more short-
term labour from third countries. Registrations for short-term work were up by a thousand on a year earlier
in both sectors in the second quarter. However, there were still 3% fewer wage recipients in manufacturing
and 4.5% fewer in construction than there were two years ago before the pandemic.

Figure 7. Change in the number of employees in construction in different data sources
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Figure 8. Change in the number of employees in manufacturing in different data sources
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Box 2: Employment in mining and the Ida-Virumaa
labour market

The sectors most connected with oil shale production are mining and electricity production.
Employment in both these sectors has long been trending downwards in Estonia, but mining stands
out for a particularly rapid drop in employment. Four years ago, in 2017, there were some 4500 people
employed in mining, but in the first half of 2021 there were only a little under 2000. This box investigates
how much the rapid drop in employment in mining is directly connected to the fall in numbers of
employees at the largest oil shale sector businesses, and whether the decline in the oil shale sector has
left the Ida-Virumaa labour market in a worse position.

Figure B2.1. Employment in the key businesses in the Ida-Virumaa oil shale sector by activity
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A report published in 2020 by Praxis on how the Ida-Virumaa economy and labour market were
adapting to the decline in oil shale production* defined the key businesses in the oil shale sector as
companies in the Eesti Energia (Enefit) and VKG groups, and Kividli Keemiatédstuse OU and Silpower
AS. These businesses are recorded as having various different core activities in the commercial
register, running from electricity production to mining, manufacturing, construction, and training,
scientific and technical activities (see Figure B2.1). Of the 17 businesses, 14 have their official address
in Ida-Virumaa, but it is estimated that a substantial share of the workers of the other three companies
are also in that county.

Figure B2.2. Changes in employment, population and unemployment in Ida-Virumaa
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4 http.//www.praxis.ee/wp-content/uploads/2020/12/Lopparuanne Polevkivitoostuse-kahanemise-mojud.pdf
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Employment at these businesses in 2021 was in total 21% less than in 2017, meaning some 1660
workers fewer. Job losses in mining at those companies were much larger at the same time though at
around 3000. The difference arises because some of the companies reclassified their core activity, with
two of them having a major impact by doing so. In the final quarter of 2020, the mining company Enefit
Kaevandused AS, which employed some 900 workers, was merged with Enefit Elektritootmise AS
under the name Enefit Power AS, and its core activity was defined as electricity production. In 2018, the
mining company KKT Oil, which had some 600 employees, became a manufacturing company. The
key businesses in the oil shale sector earlier accounted for around two thirds of employment in mining
in Estonia, but by 2021 they provided only a quarter of it.

The large fall in employment in the key businesses in the oil shale sector happened over three years, as
employment dropped by 4.5% in 2019, 11% in 2020, and a further 4.3% in the first three months of 2021.
Data from the Tax and Customs Board show that a little under 50,000 people earned a taxable wage
income in lda-Virumaa in 2017, but in 2019-2020 this number dropped sharply. The loss of around 1600
jobs at the key businesses in the oil shale sector by 2021 meant that employment fell by around 3% from
what it was in 2017. The actual loss of jobs was around 4100, or 8% of those earning a wage.

This meant that the labour market in Ida-Virumaa was hit in 2020 by both the Covid-19 pandemic
and by the decline of the oil shale sector. However the rise in the average number registered as
unemployed from 2019 to 2020 was notably smaller than the number of jobs lost at 1600 people,
or around 3% of the number earning a gross wage. There are a couple of factors that can explain
the difference between the rise in registered unemployment and the decline in employment. The
first is that not all the unemployed register with Todtukassa. The second is that the working age
population in Ida-Virumaa shrank in the same period by 8.3% because of natural population changes
and migration, both within Estonia and abroad.

As the pandemic erupted, employment fell more among the young aged up to 24 than among other age
groups, as the share of this age group that was employed in accommodation and food service, the sector
hit hardest by the pandemic, was relatively larger. Employment for women also fell by more in the first half of
2020, though employment of women also recovered faster in the second quarter of 2021, while employment
of men was again lower over the year. This can be explained by the faster recovery in the second quarter in
services, where some 60% of those employed are women. Employment in industry and construction, where
men dominate, grew at a slower rate.

The employment rate for those aged 15-74 in Estonia was still among the highest in European countries in
the first half of 2021 at 65.9% (see Figure 9). The employment rate in Estonia is particularly high in the older
age groups and for women.

Figure 9. Employment rate for ages 15-74 in Q1-2 2021
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VACANCIES

The number of vacancies also started to recover in early 2021. Retail stands out in yearly comparison,
which is to be expected as the number of vacancies was down by 50% over the year for several quarters last
year (see Figure 10). Additional vacancies also appeared in construction and manufacturing in the second
quarter, though they were added at a slower rate. The vacancy rates in retail and manufacturing remain below
where they were in the second quarter of 2019.

Figure 10. Change over the year in the number of vacancies
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The state of the labour market can also be assessed using the vacancy rate, which falls during recessions
and rises when the economy is booming. A higher vacancy rate for a given rate of output indicates that there
is a greater mismatch between the skills of jobseekers and the requirements of employers. Having fallen in
2020, the vacancy rate was back to its level of 2019 in the second quarter of 2021, though not evenly so in
all sectors.

The share of vacant positions in the second quarter was larger at foreign-owned businesses, which are
probably large employers (see Figure 11). The vacancy rate in information technology has again risen to where
it was before the pandemic, and wages in the sector continue to rise fast. The higher vacancy rate in healthcare
than in earlier years indicates increased demand for medical staff. The vacancy rate in accommodation and
food service rose sharply in quarterly and yearly terms, and with employment low and demand for labour
increasing it will remain high for some time. The vacancy rate in manufacturing and construction meanwhile
has yet to return to its pre-pandemic level.

Figure 11. Vacancy rate by type of employer (%)
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The number of available jobs intermediated by Tddtukassa first started to rise faster at the end of 2020
(see Figure 12). The average number of vacancies added each month in the second quarter of 2021
was around half as many again as a year earlier. The number of vacancies in the services sector rose
particularly rapidly, as did that in construction. Growth continued in a similar way in the third quarter in
those sectors where jobs were lost in the pandemic, such as administrative and support activities, retail,
and accommodation and food service. There were on average more jobs available in the summer months
in accommodation and food service than there were at the same time in 2019.

Figure 12. The number of new vacancies mediated by Té6tukassa, yearly change in the

three-month moving average
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There were 8266 vacancies added to the Té6tukassa database in September 2021, and at the end of
the month Té6tukassa had intermediated 8631 jobs. Both these figures are the highest since the economic
boom that preceded the financial crisis of 2008-2009. The counties where the number of jobs intermedia-
ted by Tédtukassa had risen most from the previous year were Vorumaa and Raplamaa. There were also
several times more jobs advertised abroad in August than there were in summer 2019 before the pandemic.

Labour mobility and job switching are shown by the statistics on those leaving jobs and taking them up.
As demand for labour rises, so does the rate of those leaving a job at their own initiative, as employees feel
more confident and are more prepared to switch job. When times are harder and companies are cutting
back on their activities, the number of people leaving their job at the initiative of the employer rises.

Labour mobility has been volatile throughout the pandemic, and in the second quarter of 2021 the rate of
departures at the initiative of the employer rose back above the levels of earlier years (see Figure 13). Accom-
modation and food service stands out for this, as the number of departures at the initiative of the employer
and the share of them rose back to the levels of a year ago during the first wave of the pandemic. The rate of
departures at the initiative of the employer has remained low in the financial sector next to the rates in other
sectors and the historical level, as it also has in the public sector, including healthcare and education.

The expectations of businesses for growth in employment and their assessments of the availability of
labour give an indication of the outlook for the labour market. When the indicator for employment expecta-
tions is negative, a majority of respondents assume employment will fall in the coming three months. Opti-
mism about growth in employment grew steadily among companies from the second half of 2020 up to the
second quarter of 2021 (see Figure 14). The expectations of businesses in manufacturing and construction
for growth in employment were relatively high in September, and were higher than they were two years ago.
Expectations for employment have declined a little in retail and the services sector since the summer, but
still remain around their average level from the years before the pandemic.
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Figure 13. Labour mobility, seasonally adjusted
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Figure 14. Employment expectations*
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UNEMPLOYMENT

The unemployment rate® of 7.1% in the first half of 2021 was a little below the 7.8% in the second half of
2020. This was entirely due to people leaving the labour market, as the labour force participation rate and
employment both fell at the same time. Registered unemployment® peaked at 57,400 people in March 2021,
which is later than the peak unemployment recorded in the labour force survey. Registered unemployment
started to fall from the end of April as the restrictions on businesses were eased and the summer season
started. It usually falls in the third quarter for seasonal reasons, but this year it fell a little more than usual
(see Figure 15). By the end of the third quarter, the seasonally adjusted number registered as unemployed
was around a tenth below the peak reached in March.

Flows of registered unemployment show that the newly unemployed were added more slowly in the
first half of 2021 (see Figure 16). The number of newly unemployed whose working relations had ended

5 The labour force survey definition is that an unemployed person is someone of working age who is not in work but is actively
looking for work and is ready to start within two weeks. This review uses a broader definition of working age covering everybody
aged 15-74. This definition is based on that of the International Labour Organisation (ILO) and so is comparable internationally.

6 The registered unemployed are those aged from 16 to retirement age who have registered with Té6tukassa. Not all those who
meet the ILO definition of unemployed register though, as they may believe that they can find a new job on their own, or they may
have no right to unemployment benefits.
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Figure 15. Unemployment, seasonally adjusted
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Figure 16. Registered unemployment flows, seasonally adjusted
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because of redundancy was lower in the second and third quarters, and it was also lower than it was in
2019 before the pandemic. The fall in the number registered as unemployed in recent months has been
helped by increased hiring of employees, while terminations of working relations for other reasons have
remained stable.

As the quarterly-based estimates of employment in the labour force survey are very volatile because of
their wide confidence bounds, it is important to compare developments in unemployment by region, age
and previous experience with the data on registered unemployment. The labour force survey reports that
unemployment in the ILO definition and the registered unemployment rate were 13.5% in Ida-Virumaa in
the first half of 2021, which was almost double the national rate of 7% (see Figure 17). At the same time
the seasonally adjusted registered unemployment rate there fell in the first half of 2021 by more than the
rate in other regions. This is partly because fewer new unemployed people were added in 2021 than over
the preceding two years, and also because the status of unemployed was exited more frequently. The
unemployment rate remained stable in other regions until May, when the restrictions introduced against the
coronavirus were removed and seasonal recruitment resumed.

The labour force survey usually puts the unemployment rate for women below that for men. The
unemployment rate for women reached 6.4% in the first half of 2021, while that for men was 7.5%, and the
fall from the previous half year in the rate for women was greater. The registered unemployment rate is by
contrast generally higher for women, as women tend to register as unemployed more commmonly than men
do. This may be because women are more likely to receive benefits, as the share of waged workers among
them is higher, and the share of them working in the shadow economy is smaller.
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Figure 17. Registered unemployment rate by region, seasonally adjusted
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Registered unemployment among women increased in the first half of 2021. This was probably because
of the new restrictions on activity introduced to stop the spread of the virus, as these primarily affected
the services sector, where women are a larger share of those employed (see Figure 18). Registered
unemployment fell in the third quarter of the year for both men and women.

Figure 18. Registered unemployment rate by gender, seasonally adjusted
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The unemployment rate for young people aged below 25 is generally higher than that for people in their
middle working years, whether the economy is performing well or badly. This is partly because there are
more new entrants to the labour market looking for their first job among the young, and partly because it
is harder for the young to find work because they often have little experience. Furthermore, the position
of young people in the labour market is more sensitive to the economic cycle than that of people in their
middle working years.

An average of 39% of young people were in employment in 2018-2019, immediately before the pandemic.
The employment rate for young people fell to 32% during the crisis, meaning the ILO unemployment rate
rose by close to 20% according to the labour force survey. The registered unemployment rate was still
low for the young, at a little below 12%, in the first half of 2021. The pandemic particularly affected youth
unemployment because one young person in five was employed before the pandemic in accommodation
and food service or in entertainment and leisure, and these were the sectors hit most by the crisis (see
Figure 19).
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Figure 19. Registered unemployment rate by age group, seasonally adjusted
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The previous occupation of those registered as unemployed reflects how the pandemic affected demand
for labour and employment differently in different sectors. Figure 20 illustrates employment by previous
occupation by showing the number of unemployed who had worked in a particular occupation as a ratio
to all those working there. The numbers in employment are taken from the yearly data of the labour force
survey. It should be noted that this indicator does not cover those looking for work who did not previously
have a job or whose previous occupation is not covered by the data, and of course people can find jobs that
do not exactly match their previous work experience and previous occupation. Registered unemployment
fell in the first half of 2021 in quite a lot of occupations, but from April it did so particularly for service and
sales staff, whose unemployment rate rose by most during the pandemic (see Figure 20).

Figure 20. Registered unemployment rate by job type, seasonally adjusted
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The unemployment rate in Estonia in the first half of 2021 was around the average for the countries of
Europe, and was around 1% below the rate for the euro area (see Figure 21). The unemployment rate was
highest in Mediterranean countries where the tourism sector is a large part of the economy, and it was also
high in some northern European countries. Very low unemployment rates were found in the large Central
and Eastern European countries of Poland, Hungary and Czechia. The impact of the coronavirus on the
unemployment rate in Europe was eased by the employment support that countries used to help preserve
jobs. The rise in the unemployment rate in Estonia during the pandemic was one of the largest in Europe,
even though the decline in the economy was among the smallest.
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LABOUR SUPPLY

The labour supply, which is the number of people participating in the labour market, is affected partly
by the number of people of working age living in Estonia, and partly by the labour force participation rate,
which is how many of those people are willing and ready to work. The number of people of working age taken
in its widest definition of ages 15-74 rose in 2021, though by less than it had in previous years. The labour
supply is often observed for a narrower age group of say 20-64 or 25-64, so that those aged below 20 are
left out as most of them are still studying and have not entered the labour market, while those aged over 64
have reached retirement age. The number of people aged 20-64 has long been falling in Estonia, especially
because of the small cohorts born in the 1990s who are now aged 20-24 (see Figure 22).

Figure 22. Change in the working age population aged 15-74
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There are several population processes that affect the number of residents of working age in Estonia.
Natural changes are defined by how many young people reach working age and how many people reach
retirement age, and by the mortality of people of working age. The rise in the birth rate in 2007-2010 will
increase the number of people reaching the age of 15 in the coming years. At the same time the number of
people aged 75 and over will increase, as the birth cohorts that were born after the Second World War and
that were larger than those born during the war reach that age. The number of deaths among those aged
15-74 rose by 8.6% in 2020, but it cannot be concluded from age-specific mortality rates that the Covid-19
pandemic caused a statistically significant rise in working-age mortality.

The migration balance was positive in 2020, as 3316 more people of working age came to live in Estonia
than left to go abroad. Migration has been contributing to the rise in the number of people of working age
for the past six years, but it had a reduced impact in 2020 because of the pandemic. There was a particular
decline in immigration because the situation in the Estonian labour market worsened, reducing the chances of
finding a job in the country. Taking the whole population rather than just the working-age population, the share
of people born abroad has increased among immigrants and the share of people returning has declined. The
pandemic caused both return migration and new immigration to decline, with the numbers returning falling a
little more. Emigration fell together with immigration, but to a lesser extent.

The forecast for the number of people of working age for the coming decade is affected by the population
structure, mortality and migration. The first two of these can be forecast quite accurately, but there is greater
uncertainty around migration. The most accurate of the population forecasts published by Statistics Estonia
and based on the population numbers in 2019 have been the optimistic scenarios for migration, which assume
that immigration will exceed emigration each year by a little more than 3000 people. In this case the number
of people of working age in Estonia does not increase in the coming years, and after a decade there are some
5% fewer residents aged 15-74 and some 10% fewer aged 20-64 (see Figure 23).
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Figure 23. Change in the number of residents of working age and Statistics Estonia projection with

high migration

——20-64 — 20-60 — 15-74

0.6%

o / \ / torecast
0.0% / \ / N < PN
oo\ NN P
o \ I\ [\
NN\ N e
NNN/AV
~ 7V

-0.8%

-1.0% N

-1.2%
2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030

Sources: Statistics Estonia, Eesti Pank calculations

Besides the changes in population, the willingness of people to participate in the labour market affects the
supply of labour. The labour force participation rate fell in the second quarter of 2020 by 1 percentage point,
but participation recovered in the second half of the year (see Figure 24). On average 70.8% of working-age
residents were working or looking for work in the first half of 2021, which was 0.8 percentage point less than
in the first half of 2020. The participation in the labour force of young people aged 15-24 and of those of
retirement age was lower than in the previous year. Over the long term this is being affected by the internal
structure of these age groups, as the share of the young aged 15-19, whose participation rate is very low, is
increasing, as is the share in the older group of those aged over 70, who are mostly retired.

Figure 24. Yearly change in the participation rate by age group
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The labour force participation rate remained high in Estonia in the first half of 2021 next to those in other
countries of Europe (see Figure 25). The participation rate for women is less far behind that of men in Estonia
than it is in other countries with high participation rates. The gender gap in labour force participation is
narrower in Estonia than the average in the euro area, while it remains very wide in many countries in southern
Europe. This gap remains consistently to the detriment of women across age groups in most European
countries. This reflects both gender roles and the impact of institutions like childcare and the pension system.
The widest gap between the probabilities of men and women participating in the labour market in Estoniais in
the age group 25-45, when women are mainly kept out of the labour market because of childcare.
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AVERAGE WAGES

Yearly growth in the average wage accelerated in the first half of 2021 according to both the wage survey
and the data from the Tax and Customs Board, though this was affected by the low reference base from 2020.
When the pandemic started in the second quarter of 2020, growth in wages stopped abruptly and wages fell
in quarterly terms by around 2%. The fall was temporary, and wages had started to rise again as early as the
next quarter (see Figure 26).

Figure 26. Yearly change in the average wage
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Wage growth is overall slower than it was in 2019 before the pandemic, which is in line with the weaker state
of the economy and higher unemployment. One-off bonuses and overtime pay made a positive contribution
to the growth in wages in the first half of 2021, having declined last year. However, pay for non-working time
fell, as less time was taken out for holidays in 2020 than usual. The average wage in the wage survey rose
throughout 2020 at a slower rate than the average declared wage did. The difference between the figures
from the wage survey and from the wage data of the Tax and Customs Board come from the falling wages
in retail and wholesale, which do not show up in the Tax and Customs Board data. This is probably due to
differences in the methodologies used.

When the pandemic started in 2020, consumer prices fell and this increased the purchasing power of the
average wage. Real wages, which take account of the purchasing power of money in response to consumer
price inflation, were 4% higher in the first half of 2021 than a year earlier (see Figure 27).

Figure 27. Yearly change in the average nominal and real wage
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Wage setting was again affected in the second quarter of 2021 by wage compensation measures, and the
compensation was paid for a maximum of three months in March, April and May. The qualification conditions
for the compensation scheme this year were stricter than those applied in spring 2020. A fall in turnover of
at least 30% was the condition for receiving compensation during the first wave of Covid-19, but this year
the fall had to be at least 50% from the level of December 2019 to February 2020 or from the average of the
last six months of 2020. Both of these reference bases were quite low for accommodation businesses. The
amount paid in compensation was smaller than last year, as 60% of the previous wage was compensated but
the employer had to pay an additional 200 euros rather than 140 euros. The amounts paid out this year were
notably smaller at a total of 71.3 million euros, after the 256 million euros paid out last year. A total of around
41,000 employees at 6185 institutions received compensation, which was around a third fewer than last year.
The sector that used the compensation most intensively was accommodation and food service, where it
covered an average of one third of wage costs from March to May (see Figure 28). Entertainment and leisure,
and administration and auxiliary activities also used the compensation intensively as a share of the payroll.

Figure 28. Gross wage compensation as a share of the gross wages declared in the sector
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By ownership of employer, wage growth accelerated most in the second quarter of 2021 at Estonian-
owned private companies, but these were affected most by the impact of the pandemic in the second quarter
of 2020, and the average wage there was down over the year (see Figure 29). This segment also includes
most retail and wholesale businesses, which brought the average wage down further. The average wage rose

Figure 29. Change in the average gross monthly wage by type of ownership
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fast in the first half of 2021 at foreign-owned private companies. This is probably because of the size of those
companies and their sectoral structure. Like it was in private companies, wage growth in public administration
and education in the public sector was also notably slower than in previous years, which was because of
political decisions taken to limit the growth in public spending.

As it does for the average wage in the economy, the low reference base for the same quarter of last year
plays a large role in the growth in wages in many sectors. Wage growth had recovered by the second quarter
of 2021 in some sectors where the pandemic had a major impact on wages, but the wage level is not much
higher than it was before the pandemic.

A better picture of wages is given by the average growth rate of two years ago and of the past two years.
The wage survey shows for example that the average wage in accommodation and food service, which was
particularly affected by the crisis, remained lower in the second quarter of 2021 than it was two years ago,
even though the yearly growth rate was high. Data from the Tax and Customs Board show that the average
declared wage in this sector is 2% higher than it was two years ago, but this may be because of a reduction
in the number of people working part-time (see Figure 30). Although the crisis is considered to have hit
particularly hard in the service sector, wages in some services continue to rise quickly during the pandemic.
Wage growth accelerated for example in information and communications, finance and insurance activities,
and professional, scientific and technical activities.

Figure 30. Yearly growth in the average declared wage and average growth over the past two years
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As the data on the ownership of employers showed, the average wage rose more slowly in the public
sector 100, particularly in education and public administration. The growth in the average wage also slowed in
healthcare at the start of the pandemic, but this is probably because of temporary factors, since the planned
provision of medical services was postponed, which probably affected the number of hours worked per
employee. Strong demand for healthcare services and new wage agreements boosted wage growth in the
second half of 2020 and the first half of 2021.

The services sector was directly affected during the pandemic by the restrictions on activity, but
manufacturing suffered too because of restrictions on movement and difficulties in supply chains, and the
sector had already started to cool anyway in 2019. For this reason the high rates of growth in the average
wage in the second quarter of 2021 in construction and manufacturing largely reflect the reference base
effect, and full-time equivalent wages in those sectors in the past two years have actually risen more slowly
than the average. The rise over the two years in the average declared wage in both sectors has been faster
though.

Statistics on the distribution of wages paid out taken from the declarations submitted to the Tax and
Customs Board show that wage inequality increased in the first eight months of 2021 as higher wages grew
faster than low wages did (see Figure 31). This is partly because the minimum wage remained unchanged,
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Figure 31. Yearly change in the average declared wage across the wage distribution
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and partly because high-paying branches of the economy have been doing relatively well. The ratio of the
median and mean wage paid out fell during 2021, having been rising since the previous economic crisis in
2009. Around 6-8% of those receiving wages in recent years have been paid within a band of 5% more or
less than the minimum wage. The average share each month of people earning a little over the minimum wage
was higher than in 2020.

Although the labour market has not yet recovered to its pre-pandemic level, recognition by employers of
worsening labour shortages indicate upwards pressure on wages. The survey by the Estonian Institute of
Economic Research found that the share of employers that consider labour shortages to be a factor impeding
production started to increase in the second half of 2020 (see Figure 32). By September 2021 this figure had
reached close to its pre-pandemic peak in industry and services.

Figure 32. Labour shortages as the main factor limiting production, seasonally adjusted

services construction

manufacturing

90%

M
S AV A
A M
o A | A
LS\ o A [ n
SR A AW e S
MR N N ANl o ‘

oo W

-10%

% of companies

-20%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: European Commission

Value added in the economy fell by more than the payroll did during the crisis in 2020, but this had changed
in the second half of 2021 (see Figure 33). The wage compensation introduced as a crisis measure accounted
for 7.6% of the payroll in the whole economy in the second quarter of 2020, and it is probable that employment
and the payroll would have fallen by more without it.

Unit labour costs fell in the first half of 2020 (see Figure 34), as the growth in labour productivity exceeded
that in wages. Unit labour costs were a little lower as a share of the economy in the second quarter of 2021
than they were two years ago, which means that the growth in labour costs has not made the Estonian
economy less competitive than it was before the pandemic.
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Figure 33. Compensation to employees and nominal GDP growth
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Figure 34. Growth in unit labour costs
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