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INTRODUCTION 

As the year comes to an end, the Estonian eco-
nomy has recovered strongly from its slump 
during the crisis of the pandemic. GDP is some 
5% at constant prices above its peak before the 
pandemic, and at current prices it is some 11% 
up, making for one of the fastest recoveries in 
Europe. This also shows that corporate revenues 
have been increased more by higher prices for 
end products, while at the same time produc-
tion has been hindered by higher prices for many 
inputs and by problems in accessing production 
inputs. Although Estonia is tightly interwoven into 
international value chains, export volumes and 
corporate surveys show that Estonia has been 
relatively little affected among the countries of 
Europe by the global supply problems.

The economy continues to advance at a steady  
rate. Although employment has not yet recovered 
to where it was at the start of 2020, the steadily 
declining unemployment rate shows that the struc-
ture of the economy has changed over the past 18 
months and in consequence so has demand for 
certain skill sets. The outlook for many sectors is 
already being clouded by labour shortages, and 
this obstacle to growth will not disappear in the 
near future. Surveys show that existing produc-
tion resources are being used at record rates and 
future growth will require new investment that will 
in many cases require time to put to work. The rate 
of growth in the economy will be reduced tempo-
rarily next year by extraordinarily high inflation.

It is expected that the rapid rise in consumer 
prices will slow in the second half of 2022. 
Supply difficulties, strong demand, and rising 
wage costs and production costs have together 
caused broadly based inflation. The biggest con-
tribution has come from higher prices for energy, 
which will stop inflation in the consumer basket 
from coming down in the months ahead. Higher 
energy prices will pass gradually through into the 
costs of other products and services, and infla-
tion will come down from its very high levels only 
in the second half of 2022. Supply problems are 
expected to ease during the next year, which 
should cause inflation for industrial goods to ease. 
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THE EXTERNAL ENVIRONMENT

THE GLOBAL ECONOMY 

Growth slowed a little in the global economy 
in the third quarter. The main reason for this 
was the restrictions on activities that were intro-
duced in Asia to stop the spread of Covid-19 
(see Figure 1). Strict anti-virus measures mean 
that cities, ports and factories continued to be 
closed down in China, hampering production and 
trade. This then increased blockages in supply 
chains and worsened the shortages of production 
inputs. Growth in global trade also slowed in the 
third quarter (see Figure 2). Advanced economies 
with mild or no restrictions against the corona- 
virus were supported by major domestic demand 
and strong consumer confidence. The pandemic 
started to worsen again in Europe in November, 
and several countries introduced strict limits on 
movement and activity. The composite index 
of global economic activity1 is a little stronger in 
November than at the start of autumn, but this is 
also affected by the supply problems, shortages of 
inputs, and rising prices that have hit the industrial 
sector. The new omicron variant of the coronavirus 
has increased volatility in global financial markets, 
as it is feared that it will prove more infectious than 
previous strains and more resistant to vaccines. 
This could mean even broader restrictions being 
introduced that would restrain the further recovery 
of the economy. Economies continue to be sup-
ported though by strong fiscal spending, espe-
cially in the USA, while monetary policy is favour-
able and funding conditions are good.

The coronavirus crisis has played out diffe-
rently in emerging economies. Countries that 
export energy and fuel, commodities and pro-
duction inputs have done better, as the recov-
ery in demand in the global economy has ben-
efited their exports. The pandemic has however 
delivered a major blow, both economically and 
socially, to developing countries with lower 
incomes. There are large risks ahead from new 
waves of the coronavirus, as access to vac-
cines in the poorest countries is extremely lim-
ited. Funding conditions in developing markets 
have so far remained favourable, but the central 
banks in several countries have started to raise 
interest rates to counter inflation. Growth is slow-
ing in the Chinese economy and financial stabil-
ity is being harmed by problems with large local 
real estate developers such as Evergrande and 

1   J.P.Morgan Global Composite PMI™.

others, but this has not yet had any major global 

impact. Growth over the year in the Chinese 

economy was 4.9% in the third quarter, but quar-

terly growth was only 0.2%. It is being held down 

by blockages in supply chains, shortages of elec-

tricity, uncertainty in the real estate sector, and 

localised outbreaks of the virus. Global demand 

has kept exports of Chinese goods strong, and 

they were up by 24% in the third quarter to reach 

a historic peak in September in monetary terms. 

Imports increased by 27% at the same time. The 

yearly growth in producer prices was 12.9% in 

November, while consumer prices rose by 2.3% 

as food prices increased. Unemployment in 

China remains at 5%.

The recovery in economic activity has slowed 
in several advanced economies including 

Figure 1. Stringency index

Last observation 28.11.2021
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 USA and Japan (see Table 1). Growth over 
the year in the US economy was 4.9% in the 
third quarter, though only 0.5% over the quar-
ter, as investment in housing and private con-
sumption both grew more slowly than previ-
ously. Consumption and production are being 
restrained by global supply problems, shortages 
of materials and labour, and the spread of Covid-
19. Sentiment indexes for companies are down a 
little from their summer peaks, but they still remain 
quite high. Consumer confidence and consump-
tion have been hurt in recent months by the end-
ing of income support introduced because of the 
pandemic. Monthly growth in retail sales remains 
good even so, and it was 1.8% in October. The 
US labour market is recovering strongly, as the 
unemployment rate has fallen to 4.2%, which 
is its lowest level since February 2020, while 
employment increased. Hourly wages have risen 
faster in recent months, with growth of 4.8% in 
November. The rise in consumer prices reached 
6.9% in November, which was its highest level 
since 1982. The labour force participation rate 
remains modest though and employers are start-
ing to worry about shortages of skilled labour. 
Growth in the Japanese economy is being held 
back increasingly by supply problems, and so 
yearly growth was only 1.4% in the third quarter, 
while there was a contraction of 0.9% in quar-
terly terms. Economic activity is currently being 
supported most by the ending of the emergency 
caused by the spread of the coronavirus and by 
a gradual easing of restrictions. Corporate con-
fidence2 improved in the final quarter of 2021 
because of this, and confidence in the services 
sector3 increased in November for the first time 
since last January. The supply problems for pro-
duction inputs in the industrial sector continued 

2  The Bank of Japan’s index for big manufacturers’ sentiment.
3  The au Jibun Bank Japan Services PMI.

to worsen though, and monthly industrial output 
has been falling until now. It increased by 1.8% 
over the month in October, mainly because of 
a rebound in car production. Consumer confi-
dence has increased in recent months though as 
the restrictions have been eased, and in October 
it was at its highest level since May 2019. The 
unemployment rate has remained low in recent 
months at only 2.7%.

The United Kingdom economy grew by 6.6% 
over the year in the third quarter, and by 1.3% 
over the quarter. Growth in GDP has largely been 
supported by the service sector, as consumers 
started to spend their savings on accommoda-
tion and food service in particular as the Covid-
19 restrictions were eased. Production is being 
throttled by supply shortages, while fears of infla-
tion and the spread of the coronavirus pushed 
consumer confidence even further into nega-
tive territory in October. The unemployment rate 
fell in October to 4.2%. The number of vacan-
cies has risen fast this year and is now substan-
tially above where it was before the pandemic. 
This was also driven by the increased need for 
workers in transport and storage because of the 
growth in e-commerce. Wage growth is strong 
and reached 5%. Although wage statistics can 
be distorted by the base effect, wage support 
measures and the public sector, there are major 
labour shortages in several sectors and wage 
pressures continue. Yearly inflation picked up 
to a record 5.1% in November as housing costs 
and energy prices have risen. Although monthly 
growth in exports from the United Kingdom 
has increased a little, trade in goods with the 
European Union is being hampered by the 
renewed arguments over the Brexit treaty that 
came into force at the start of the year.

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

2016 2017 2018 2019 2020 2021 Q2 2021 Q3 2021

World 3.2 3.8 3.6 2.9 -3.1 5.9

Advanced economies 1.7 2.5 2.2 1.7 -4.5 5.2

Emerging markets and developing 
economies

4.4 4.8 4.5 3.7 -2.1 6.4

Euro area 1.9 2.7 1.9 1.3 -6.3 14.2 (2.1) 3.9 (2.2) 5.0

United States 1.7 2.3 3.0 2.2 -3.4 12.2 (1.6) 4.9 (0.5) 6.0

China 6.7 6.8 6.6 6.1 2.3 7.9 (1.2) 4.9 (0.2) 8.0

Japan 0.5 2.2 0.3 0.7 -4.6 7.7(0.4) 1.3 (-0.9) 2.4

United Kingdom 1.9 1.9 1.3 1.5 -9.8 23.6 (5.5) 6.6 (1.3) 6.8

* GDP at constant prices, quarterly growth over the previous quarter is in brackets
Sources: IMF World Economic Outlook Update (October 2021), OECD, Eurostat, National Statistics; 2021 is IMF forecast.
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Financial markets were generally in a positive 
mood in October, but confusion was sown in 
markets at the start of November by the new 
omicron strain of the virus. Stock markets rose 
strongly in October having fallen in September, 
and share indexes in several advanced markets 
reached new record levels at the end of October 
(see Figure 3). The upwards trend in stock mar-
kets was interrupted in November by the discov-
ery of a new variant of Covid-19, fear of which 
led countries to reinstate travel restrictions. After 
the initial shock however, share indexes started 
to rise again. The strong financial results of com-
panies in the third quarter, a consistently favour-
able financial environment, and generally strong 
macroeconomic circumstances are helping 
keep optimism relatively high among investors. 
Interest rates on sovereign bonds generally rose 
in October and November. The yield on two-
year US Treasuries rose by more than the yield 
on 10-year Treasuries, meaning that the yield 
curve flattened. This was affected by develop-
ments in inflation, the spread of the virus, and the 
rise in the national debt ceiling. Yields generally 
rose more on short-term sovereign bonds in the 
euro area too, but interest rates on longer-term 
bonds fell in places, with the exceptions of rates 
on Greek and Italian sovereign bonds.

Prices for oil and other energy fuels continued 
to rise in commodities markets until November. 
The price of oil rose further in September and 
October, with Brent crude ending October at  
86 dollars a barrel. The oil price fell sharply at the 
end of November though to 70 dollars a barrel 

4   https://blogs.worldbank.org/opendata/commodity-prices-were-mixed-november-pink-sheet.

because of the omicron variant (see Figure 4). The 
US and other oil producers have released their 
oil reserves to meet increased demand. OPEC+ 
promised at its December meeting to increase 
the oil supply, after which the oil price came 
down a little. The prices of several commodities 
have this year risen to levels that have not been 
seen since 2011. The prices of natural gas and 
coal for example have hit new records because 
of supply problems and strong demand. This 
has also been affected in Europe by gas stocks 
drying up because last winter dragged on. The 
rise in the price of natural gas and coal causes 
other problems, as fertiliser producers have had 
to stop production and raise prices for example, 
and the higher price of fertilisers raises that of 
food in turn, especially the price of grain. High 
energy prices have limited some industrial pro-
duction, such as production of aluminium and 
zinc. Energy prices fell by 6.5% over the month 
in November and metal commodities prices by 
6.1%, while prices for agricultural commodities 
rose by 1.3%4. 

THE EURO AREA

Growth in the euro area cooled a little in the 
third quarter. Yearly growth reached 3.9%, while 
the quarterly growth of 2.2% was even a little 
more than in the previous quarter. The econ-
omy was supported again by strong domestic 
demand. Demand for services increased, as the 
high vaccination rate encouraged people to con-
sume leisure services again and to go out to eat. 
However, restrictions on movement and activity 

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

Last observation 07.12.2021
Source: Bloomberg
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Figure 4. Commodity price indexes 
and the oil price, USD

Sources: HWWI, Reuters, Bloomberg
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were tightened in November in the euro area 
countries where the share of the population that 
is vaccinated is low or vaccine protection has 
weakened. Additional tensions have also been 
caused by the new omicron variant of Covid-19, 
as not much is yet known about it but several 
countries have again introduced travel restric-
tions in the fear that it is more infectious and may 
be able to break through the vaccination protec-
tion. Geopolitical tensions are also multiplying on 
the European Union’s eastern border. Together 
with shortages of production inputs and continu-
ing supply problems, this all makes it harder for 
the economy in the euro area to continue to grow 
at the same rate.

Shortages of inputs, supply difficulties and 
rising prices for materials and transport are 
affecting the industrial sector in the euro area 
ever more. This has the biggest impact in coun-
tries like Germany and France that have a large 
exporting sector or car manufacturing indus-
try. The activity index for the industrial sector 
increased in November though having fallen for 
four months, and it reached 58.4 points. Orders 
also increased. Equally though, producers have 
been buying inventories at record rates, indicat-
ing they are uncertain about the future. Industrial 
production was up by 1.1% over the month in 
October, and was up by 3.3% over the year. 
Registrations of new cars continued to decline 
in October by as much as 30%5. This was the 
worst result since statistics started to be col-
lected in the 1990s. Producers attribute falling 
car sales above all to supply problems that come 
mainly from the ongoing shortage of micro-
chips. All the larger euro area countries saw a 
double-digit fall. Foreign trade data for the euro 
area show that goods exports still continued to 
grow strongly and were up 7.3% over the year in 
October. Imports grew by even more, increas-
ing by 24.1%6, with imports of fuel and raw mate-
rials particularly increasing. This indicates that 
demand remains strong for production inputs. 
The production capacity utilisation rate in the 
euro area is already very high, indicating that 
investment will soon be needed. Businesses 
continue to get support from good funding con-
ditions and accommodative monetary policy 
(see Box 1). Exporters have also been helped 
by the lower exchange rate of the euro against 
the currencies of trading partners (see Figure 5). 

5  In the European Union. Source: The European Automobile Manufacturers’ Association.
6  In nominal terms.

Consumer confidence weakened in November 
though, as consumers were discouraged by 
inflation and the ongoing pandemic.

Annual inflation in the euro area picked up from 
4.1% in October to a record 4.9% in November. 
This was the highest inflation since the begin-
ning of the euro area. Inflation was driven above 
all by rising energy prices, though services and 
manufactured goods also played an important 
role. Inflation has been pushed up by increased 
demand, rising producer prices, and transport 
prices rising because of disruptions to transport. 
Core inflation also picked up substantially, ris-
ing to 2.6% (see Figure 6). The rise in the pro-
ducer price index reached a record 21.9% mainly 
because of higher prices for inputs. Moving 

Figure 5. Trade-weighted euro exchange rate

Source: European Central Bank

90

95

100

105

110

115

2015 2016 2017 2018 2019 2020 2021

euro NEER-38, January 2015 = 100 

Figure 6. Euro area inflation

Source: Eurostat
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forwards this will hurt the profitability of compa-
nies and inflation will increasingly be passed on 
into consumer prices. The situation in the labour 
market in the euro area has continued to improve 
however. Unemployment fell in the euro area to 
7.3% in October, while the number of people 
employed was 0.9% higher in the third quarter 
than in the previous quarter (see Figure 7). Wage 
growth has not notably accelerated yet though. 
The labour market is supported by the assis-
tance measures passed during the pandemic 
crisis, which have recently been extended into 
next year in several euro area countries because 
of the situation surrounding the virus. 

Figure 7. Employment and unemployment 
in the euro area

Source: Eurostat
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Box 1: The monetary policy environment of the euro area

The most important objective of the Eurosystem monetary policy is to maintain price stability in 
the euro area. The new monetary policy strategy that was approved at the start of July states 
that price stability means annual inflation of 2% over the medium term. Inflation has acceler-
ated in the euro area and the Governing Council of the European Central Bank judges that the 
progress on economic recovery and towards its medium-term inflation target permits a step-
by-step reduction in the pace of its asset purchases over the coming quarters. However, the 
December forecast by Eurosystem staff shows that inflation will be below its target in both 2023 
and 2024 and so the Governing Council finds that monetary accommodation is still needed for 
inflation to stabilise at the 2% inflation target over the medium term.

In support of its symmetric 2% inflation target, the Governing Council expects that key cen-
tral bank 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 years. The Governing Council 
must also judge that progress in underlying 
inflation is sufficiently advanced to be con-
sistent with inflation stabilising at 2% over 
the medium term7. The Governing Council of 
the European Central Bank has kept interest 
rates unchanged for the past two years and 
the deposit facility 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).

It was decided at the December meeting of the 
Governing Council8 that net asset purchases 
under the Pandemic Emergency Purchase 
Programme (PEPP) will be made at a lower 
pace in the first quarter of 2022 than in the 

7  As inflation reacts to monetary policy measures 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 temporarily, or to 
allow it to compensate for inflation previously being below 2%.
8  See also: https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.mp211216~1b6d3a1fd8.en.html

Figure B1.1. Eurosystem key interest 
rates and EONIA

Last observation 01.12.2021
Source: European Central Bank
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previous quarter and that net asset purchases 
under the PEPP will be discontinued at the 
end of March 2022. It is also possible that net 
purchases could be restarted if the pandemic 
delivers a further negative shock. It was further 
decided to extend the reinvestment horizon for 
the PEPP by one year. The Governing Council 
now intends to reinvest the principal payments 
from maturing securities purchased under the 
PEPP until at least the end of 20249. To smooth 
the reduction in the asset purchases of the 
Eurosystem, the Governing Council decided 
in December that the volume of the other pur-
chase programme, the expanded asset pur-
chase programme (APP) will be increased 
temporarily after the end of the net purchases 
under the PEPP. A monthly net purchase pace 
of 40 billion euros in the second quarter of 2022 and 30 billion euros in the third quarter under 
the APP was agreed in place of the current pace of 20 billion euros, with purchases maintained 
at 20 billion euros from October onwards10. The total value of bonds purchased under the APP 
and the PEPP on the balance sheet of the Eurosystem at the end of November was 4.6 trillion 
euros (see Figure B1.2). At 4 trillion euros, the largest part of the portfolio consists of public 
sector bonds. Since June 2020, Eesti Pank has also bought under the APP bonds issued by 
the Estonian government, and as at the end of November there were 77 million euros of them 
on the Eesti Pank balance sheet.

An important source of funding for supporting lending by the banks is the loans of the third series 
of targeted longer-term refinancing operations (TLTRO-III). The Governing Council expects the 
special conditions applicable under TLTRO-III, including an interest rate 50 basis points below 
the deposit facility rate, to end in June next year. It will also monitor that the maturing of 
operations under TLTRO-III does not hamper 
the smooth transmission of its monetary pol-
icy. The Governing Council will also assess the 
appropriate calibration of its two-tier system 
for reserve remuneration11 so that the negative 
interest rate policy does not limit banks’ inter-
mediation capacity in an environment of ample 
excess liquidity.

The money market interest rates in the euro 
area remain at record low levels (see Figure 
B1.3), and as at 6 December 2021 the 3-month 
Euribor was at -0.56%, the 6-month Euribor 
was at -0.54%, and the 12-month Euribor was 
at -0.50%. Yearly growth of the money supply 
in the euro area remains strong with support 
from the accommodative measures and credit 
creation of the Eurosystem, and the growth in 

9  PEPP reinvestments can be adjusted flexibly across time, asset classes and jurisdictions at any time.
10  The Governing Council 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 it starts to raise the key ECB interest rates.
11  Under the two-tier system for reserve remuneration, some of the excess liquidity that banks hold at the central bank is 
exempt from the negative deposit facility rate

Figure B1.2. Eurosystem holdings under asset 
purchase programmes (APP and PEPP)

Last observation 30.11.2021
Source: European Central Bank
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Figure B1.3. Euro area money 
market interest rates

Last observation 06.12.2021
Source: Bloomberg
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the broad money indicator M3 remains close to 8%, standing at 7.7% in October. Yearly growth 
in the loan stock of non-financial companies has picked up a little in recent months, reaching 
2.5% in October, and the October bank lending survey for the euro area showed that demand 
for loans is expected to continue growing in the final months of this year. Yearly growth in lend-
ing to households has been stable at around 4% in recent months, recording 4.1% in October. 
The financing conditions of the banks are favourable to a record degree, and their capitalisa-
tion is strong. 

ESTONIA’S MAIN TRADING 
PARTNERS

Growth was moderate in the economies of 
Estonia’s main trading partners in the third 
quarter (see Figure 8). The yearly growth in GDP 
in Finland, Sweden, Latvia and Lithuania was 
between 4.2% and 5.1%. Growth in German GDP 
was slowing and it was 2.5% over the year. The 
growth in the economies came primarily from 
increased consumption by households, but block-
ages in supply chains meant that the manufactur-
ing sector was not able to satisfy demand fully. 
High levels of economic activity in destination 
countries for Estonian exports supported demand 
for Estonian goods there. Although supply chain 
issues affected the foreign trade activity of trading 
partners (see Figure 9), there is potential for further 
growth in trade in goods once the bottlenecks in 
production and logistics have been resolved.

Labour markets have improved and unemp-

loyment is falling (see Figure 10). The unemploy-

ment rates in Estonia’s main trading partners fell 

in the fourth quarter as well, and are approach-

ing where they were before the pandemic crisis. 

Activity in the labour market has increased strongly 

and people who had exited the labour market for 

various reasons while the restrictions were in place 

are returning to employment. The rise in employ-

ment is being supported by increased demand for 

labour as the economic environment improves.

Inflation in Estonia’s main trading partners 

is rising (see Figure 11). The main causes of the 

rise in consumer prices are high energy prices 

and increased private consumption. Supply-side 

restrictions caused by blockages in supply chains 

have increased price pressures further. 

Figure 8. Yearly growth rates of GDP 
of trading partners

Source: Eurostat

-12%

-8%

-4%

0%

4%

8%

12%

2016 2017 2018 2019 2020 2021

Latvia
Lithuania
Finland 
Sweden 
Germany

Figure 9.  Yearly export growth 
of trading partners

Source: Reuters
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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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THE ESTONIAN ECONOMY 

ECONOMIC ACTIVITY

Growth in the Estonian economy has been 
fast because the production inputs left idle 
during the pandemic crisis have been rapidly 
put back to work. The rapid growth in the econ-
omy in 2021 came primarily from a sharp rise in 
hours worked and from more intensive utilisa-
tion of equipment (see Figure 12). Growth from 
such factors never lasts for long though, as the 
available resources run out. The economy grew 
by 8.6% over the year in the third quarter, while 
quarterly growth adjusted seasonally and for the 
number of working days was 0.7%.

Like elsewhere, growth in Estonia is driven by 
demand, which is reflected in the rapid growth 
in private consumption. Unlike other countries, 
Estonia has seen domestic demand, primarily 
retail sales, recover faster since the lockdowns 
(see Figure 13), as the restrictions imposed in 
Estonia to stop the spread of the virus were rel-
atively loose and businesses have coped well 
with the restrictions in place. There are two fac-
tors behind the rapid recovery in demand in a 
large part of the world. The first is that the eas-
ing of the pandemic has expanded opportunities 
for consumption, by making travel easier than it 
was at times for example. Secondly people built 
up savings during the lockdowns that they can 
now direct into consumption. Those factors have 
been enhanced further in Estonia by early with-
drawals of money from the second pension pillar.

Growth in the economy is being hindered by 
supply-side problems. Pan-European surveys 
of industrial companies show that industrial out-
put in Estonia is being restrained most by labour 
shortages, while the greatest concern in Europe 
as a whole is access to equipment and materials. 
Production capacity utilisation in manufacturing 
was extraordinarily high in October (see Figure 
14), meaning there is now little free produc-
tion capacity that could support faster growth. 
Supply difficulties in turn mean it may be hard to 
increase production capacity.

A large part of the economy is performing 
well and prices are rising fast. Alongside ris-
ing energy prices, the prices of many goods 
exported from Estonia have risen rapidly on 
global markets, boosting the turnover of busi-
nesses. Growth in production has been much 

Figure 12. Decomposition of output growth

Source: Eesti Pank
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Figure 13. Sales volumes of retail companies 
in the EU, Q4 2019 = 100

Source: Eurostat
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Figure 14. Capacity utilisation in industry

Source: European Commission
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more modest. Although some branches of the 
economy have not yet recovered from the cri-
sis, many indicators such as unemployment and 
capacity utilisation show the economy to be per-
forming well. Even though production capacity 
is already being heavily used, industrial compa-
nies expect output to continue to increase in the 
coming months and product prices to rise.

The monthly indirect indicators for economic 
activity are summarised in Figure 15. The little 
information that is available for the final quarter of 
the year indicates the temperature of economic 
activity continuing to cool as growth in the econ-
omy slows. Only expectations of manufacturing 
for the future have not taken a single step back 
since the third quarter and have even improved. 

DOMESTIC DEMAND

Domestic demand was supported most in the 
third quarter by private consumption, which 
was up 8.7% over the year and was boosted 
by the money withdrawn from the second pen-
sion pillar (see Figure 16). Investment by both 
households and companies declined. General 
government capital formation increased, but the 
growth was more modest than in the preced-
ing 18 months (for more see General government 
financing p24). 

Those exiting the second pension pillar recei-
ved their money in September and part of it 
went straight into retail, helping to push retail 
sales volumes to 17% higher than they were 
in the same month of last year (see Figure 17). 

Figure 15. Heatmap of the Estonian economy

Sources: Reuters, European Commission, Eesti Pank, Statistics Estonia
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Figure 16. Contributions to change 
in domestic demand*

*Excluding change in inventories
Sources: Statistics Estonia, Eesti Pank
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Figure 17. Private consumption 
and retail sales

Sources: Statistics Estonia, European Commission
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Growth remained strong in retail sales at the 
start of the fourth quarter. The one-off payouts of 
pension savings have had the biggest impact on 
sales of household goods and electronics. The 
withdrawals of pension money also blew addi-
tional life into the car market. The limited avail-
ability of new cars caused a leap of more than 
50% over the year in September in sales of sec-
ond-hand cars. As most of the sellers of such 
cars are private individuals, the money spent 
remains in the household sector.

It is estimated that approximately 15% of the 
money withdrawn from the second pension 
pillar had been spent by the start of October. 
The money received in the one-off payments has 
also been used to pay back loans and make vari-
ous investments. As the majority of the money 
withdrawn from the second pillar remains in pri-
vate deposits, the savings will continue to be 
spent during the festive season and next year.

While retail trade overall has coped relatively 
well in Estonia throughout the pandemic and 
sales have risen rapidly, consumption of ser-
vices started to rise again only in the second 
and third quarters of 2021. This indicates that 
the restrictions have not hindered leisure time 
activities and entertainment as much since the 
summer as they did at the start of the year. As 
travel continued to recover in the third quarter so 
private spending abroad increased, though it did 
not even reach 40% of the level seen in 2019. It is 
probable that in coming quarters the recovery in 
travel will provide more support for private con-
sumption through increased spending abroad, 
though the pandemic continues to cause uncer-
tainty about this.

Gross fixed capital formation was some 9% 
lower in the third quarter than a year earlier and 
total investment in the economy fell to 29.5%  
of GDP.

There was a fall of 13% at constant prices 
in investment by non-financial companies, 
which was largely due to the very large extra- 
ordinary investment made last year by one 
large international corporation. Leaving that 
corporation aside, investment by other compa-
nies was around a tenth larger than it was at the 
same time last year (see Figure 18). The asset 
class with the main decline in investment was 
intellectual property products, with a smaller 
decline in buildings and structures. A favourable 

economic environment and strong demand 
increased investment by companies in transport 
vehicles and in machinery and equipment how-
ever. The high level of utilisation of equipment in 
industry makes it surprising that investment was 
down in manufacturing. Investment also fell in 
the construction and real estate sector.

Households reduced their investment in resi-
dential property in the third quarter by almost 
11% at constant prices from a year earlier. 
This fall is in line with the fall in the summer in 
the number of permits for use issued for resi-
dential buildings and in transactions with new 
apartments. Half of the fall can be put down to 
real estate price rises, and this will continue to 
affect the growth figures in the coming quarters. 
Investment by households in vehicles increased 
strongly as some 40% more of them were pur-
chased than at the same time a year earlier.

The financing options for companies and 
households continued to improve in the 
second half of 2021. Growth in borrowing by 
both households and companies has acceler-
ated, though it remained slower than nominal 
growth in the economy. Money withdrawn from 
the second pension pillar was used primarily to 
pay back consumption loans of around a hun-
dred million euros, but it was also used to fund 
down payments that accelerated the growth in 
car leases and housing loans. The smaller banks 
have started to lend more actively in new loan 
segments. Competition between the banks has 
increased and it is probable that the good per-
formance of the economy has reduced risk esti-
mates. This is reflected in a slight fall in loan 

Figure 18. Yearly growth in gross fixed capital 
formation of non-financial corporations

Sources: Statistics Estonia, Eesti Pank
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interest rates. Companies consider the willing-
ness of the banks to lend to be close to its high-
est level of the past eight years in September 
(see Figure 19). Private equity and hedge funds, 
and an active stock exchange and crowdfunding 
platforms have improved the access of compa-
nies to equity-based funding.

Stocks of raw inputs and materials increased 
strongly in the third quarter in manufacturing. 
This may be because production inputs were 
being built up at a time when blockages were 
increasing in supply chains, and also because 
prices were rising for the inputs needed for pro-
duction. The biggest fall in inventories in the third 
quarter was in motor vehicles purchased for 
sale, indicating that demand is strong and new 
supplies are limited.

EXTERNAL BALANCE AND 
COMPETITIVENESS

Estonia’s foreign trade grew strongly in the third 
quarter, mainly through demand from trad- 
ing partners. Exports of goods and services in 
the national accounts were 18% higher at con-
stant prices than a year earlier. The growth in 
imports was driven by strong demand and by 
supply-side restrictions (see Box 2). Imports of 
goods and services were also up by 18% at con-
stant prices in the third quarter. The confusion 
in international goods markets and supply net-
works should ease in the coming year.

Although growth in the economies of Estonia’s 
trading partners was moderate in the third 
quarter, demand for exports remained high. 

Some 60% of exports are exports of intermedi-
ate goods, showing again that Estonia is tightly 
linked with the economies of its main trading 
partners and that the performance of Estonian 
exporters depends on demand in those coun-
tries. Balance of payments data show that goods 
exports increased by 23.3% at current prices, 
though this figure was again affected by the 
low point a year earlier, while rising prices have 
made an important contribution to it as well. The 
GDP calculation shows that goods exports at 
constant prices increased by 8.4%. The three 
groups of goods that contributed the most to the 
growth in exports in the third quarter were wood 
and wood products, machinery and equipment, 
and mineral products (see Figure 20).

Figure 19. 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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Figure 20. Exports of goods and contributions of groups of goods  by months

Source: Statistics Estonia
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The increase in economic activity continues 
to support exports of services. The turnover of 
those exports is already higher than it was before 
the pandemic even though travel services have 
not yet recovered. Exports of services at current 
prices were up 44.3% in the third quarter, though 
this figure was also affected by the weakness in 
the third quarter of last year. The biggest contri-
butions to the growth in exports of services in 
the third quarter came from transport services, 
telecommunications and computer services 
(ICT), and other business services (see Figure 
21). As economic activity increased at the start 
of this year, demand was high for transport ser-
vices and the turnover of transport services was 
53% higher than it was a year earlier. Exports 
of ICT services, the flagship of Estonian services 
exports, grew very fast again for the third quar-
ter in a row, with growth over the three quarters 
averaging 75%. Travel services are slowly climb-
ing back up again, as exports saw growth for the 
second quarter in a row, posting 5.8% in the third 
quarter. Growth has been very moderate though, 
and turnover is a little over a third of what it was 
before the pandemic.

There are major imbalances in the global eco-
nomy between demand and supply, causing 
imports to increase in foreign trade. It is esti-
mated that inventories are the smallest they have 
been for a decade, and production capacity utili-
sation is at its highest level ever. Balance of pay-
ments data show that goods imports continue 
to grow, increasing by 30% at current prices in 

the third quarter and by 16% at constant prices 
in the GDP calculation. Imports of transport ser-
vices have increased in consequence in the past 
two quarters, which may indicate that there are 
not sufficient providers of transport services in 
the domestic market, or that the price for their 
services does not meet expectations.

The current account balance was again in sur-
plus in the third quarter, by 1.1% of GDP. This 
was due to exports of services (see Figure 22). 
The surplus on the services account came from 
the growth in exports of ICT services and other 
business services. The goods account was in 
deficit. This was because of increased imports 
of metal and metal products and of chemicals 
and plastic products. 

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

Source: Eesti Pank

-40

-30

-20

-10

0

10

20

30

40

50

60

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2018 2019 2020 2021

other services, pp other business services, pp 
construction, pp travel, pp 
transport, pp telecommunications, computer and information services, pp 
manufacturing services, pp exports of services, % 

Figure 22. The current account

Sources: Statistics Estonia, Eesti Pank
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Figure 23. Export and import price indexes 

Source: Statistics Estonia
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Terms of trade, which is the ratio of export and 
input prices, has remained relatively unchang-
ed since the start of the year (see Figure 23), 
as prices for exports and imports of production 
output continue to rise. Signs of calming are vis-
ible though both in the commodities market and 
in transport prices. 

Box 2: Supply problems in international trade 
affect different countries differently

The post-pandemic recovery and the aftermath of the virus have caused some disruption in 
international trade. Demand from households has increased for a range of goods, and compa-
nies have increased production to keep pace with the growth in what consumers want.  Demand 
has been satisfied from existing stocks and inventories, which have now been depleted and 
need to be replaced. At the same time though, problems in international supply channels have 
deepened since the peak of the pandemic. Increased demand has caused supply-side difficul-
ties to increase in international trade, and now in consequence production and supply are not 
enough to be able to satisfy demand.

The imbalance between demand and supply in global goods markets can be seen in rising 
prices for transport and commodities, and in shortages of inputs and lengthening delivery 
times. Supply-side difficulties in the first half of 2021 were first made apparent as the price of 
container transport from Asia to Europe and North America rose several times over. Increasing 
demand in the first half of 2021 added to this with shortages of production inputs and supply 
hold-ups, as delivery times lengthened for example. Global purchasing managers indexes (PMI) 
show delivery times to be at their longest since 199912.

The strength of demand shines a powerful spotlight on the supply-side difficulties. How pro-
duction is affected varies between countries, as there are differences in how manufacturing is 
connected to international value chains and in the structure of exports. The situation in Estonia 
is not the same as that in other countries. One way of looking at this is to use survey data from 
the European Commission’s industrial barometer13. The responses of manufacturers to two 
questions can be considered. The first is whether export orders will increase or decrease in 
the coming three months, and the second is whether the time covered by orders is longer or 
shorter than was typical before the pandemic. How the average answers given in the third and 
fourth quarters of 2021 in different countries have changed from the average for 2019 can be 
mapped alongside export orders in the final two quarters of 2021 (see Figure B2.1).

This mapping shows that manufacturers in different countries are experiencing the current cir-
cumstances in very different ways. In Czechia and Poland for example, export orders are down 

12  “What is driving the recent surge in shipping costs”, Economic Bulletin, Issue 3, ECB, 2021.
13  https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-sur-
veys/download-business-and-consumer-survey-data/time-series_en.

https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys/download-business-and-consumer-survey-data/time-series_en
https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys/download-business-and-consumer-survey-data/time-series_en
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and the time covered by orders has shortened. Supply-side difficulties are probably affecting 
these countries more, and the estimates of manufacturers are more pessimistic. Czechia is 
tightly linked into car manufacturing in Germany, and the problems with shortages of produc-
tion inputs and with supplies as a consequence of the pandemic crisis have been passed on 
to there.

Orders in Estonia cover about the same length of time as they did in 2019, while manufacturers 
estimate that export orders will increase over the next three months. The situation is generally 
similar in Estonia’s main trading partners, such as Finland, Lithuania and the Netherlands. The 
time covered by orders has lengthened in Latvia, but export orders are less likely to increase. 
The comparison between countries shows the estimates for manufacturers in Estonia and in 
Estonia’s trading partners to be generally optimistic. The rapid and broadly based growth in 
Estonian exports in 2021 also indicates that strong demand is dominating and industrial pro-
ducers have coped with satisfying that demand despite the supply-side difficulties in interna-
tional supply networks. The growth in export volumes and the increase in market share further 
confirm that this has been coped with. Survey data also show that exporters consider them-
selves to be more competitive in foreign markets than they were in 2020 or 2019. 

Figure B2.1. Imbalance between demand and supply in different countries

Source: European Commission

Belgium 

Bulgaria

Czechia

Denmark

Germany 

Estonia

Ireland 
Spain 

France 
Croatia

Italy

Cyprus

Latvia

Lithuania

Luxembourg

Hungary

Netherlands

Austria

Poland
Portugal

Romania

Slovenia

Slovakia

Finland

Sweden

Greece

-10

0

10

20

30

40

50

-3,0 -2,5 -2,0 -1,5 -1,0 -0,5 0,0 0,5 1,0 1,5ex
p

o
rt

 o
rd

e
rs

 b
o

o
ke

d
 in

c
re

a
si

n
g

(+
) 

o
r 

d
e

c
re

a
si

n
g

(-
)

months, change from the 2019 average

THE LABOUR MARKET

Once the spring restrictions on economic acti-
vity were lifted, employment grew strongly in 
the third quarter of 2021 (see Figure 24). Advance 
indications of the recovery in employment came 
in the first half of the year from increased hours 
worked per employee, an increase in job offers, 
and expectations of companies.

How far employment recovers is important 
for estimating the cyclical position of the 
labour market, but different data sources give 
somewhat different information about the 
recovery. The Estonian labour force survey shows 
that employment fell further during the crisis but 
has recovered less than is suggested by data on 

Figure 24. Yearly growth in employment at 
Estonian companies and institutions

Sources: Statistics Estonia, Tax and Customs Board, 
Eesti Pank calculations
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declared wages received and corporate data on 
employees. The labour force survey shows that 
employment at Estonian companies and institu-
tions was about 14,000 people more in the third 
quarter than a year earlier, and so it is about half-
way to recovering to the level it was at two years 
ago. Data from the Tax and Customs Board on 
declared wages received show that 80% of the fall 
has now been recovered, with two thirds of the 
fall in employment recovering at private employ-
ers. Enterprise statistics confirm a similar recovery.

Changes in employment have varied across 
sectors during the crisis and the recovery 
from it (see Figure 25). Employment has increased 
most from where it was before the pandemic in 
information and communications, and in a large 
part of the public sector such as healthcare, pub-
lic administration and education. At the same 
time, employment is around a fifth, or 6000 peo-
ple, lower than it was in accommodation and food 
service, the sector hit hardest by the pandemic. 
Employment also remains lower than it was two 
years ago in the industrial sector, including in manu- 
facturing. As demand revives in future in the sec-
tors hurt most by the pandemic, it may be harder 
for the businesses working in them to hire addi-
tional staff as labour has in the meantime moved 
into other areas.

Companies, especially in manufacturing and 
construction, are relatively optimistic in his-
torical terms about future developments of 
employment (see Figure 26). The number of jobs 
available in the economy has risen and it passed 
its pre-pandemic level in the third quarter, while 
the rate of employees hired recovered, as did the 
number of short-term workers hired from third 
countries.

Increased employment meant that the unemp-
loyment rate fell from 6.9% in the second 
quarter of 2021 to 5.7% in the third quarter. 
Registered unemployment also started to fall in 
the third quarter of 2021 (see Figure 27) and it was 
more than one percentage point down on its peak 
by the final quarter of 2021. The trend continued in 
the third and fourth quarters of fewer newly unem-
ployed being added, while more people exited 
unemployment. Starting work was the main reason 
for exiting unemployment, while exits for other rea-
sons remained stable. There were still some 10,000 
more registered unemployed in the third quarter 
than there were before the pandemic though.

Figure 25. Yearly change in declared 
wage recipients

Sources: Tax and Customs Board, Eesti Pank calculations
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Figure 26. Employment expectations

Sources: European Commission, Eesti Pank calculations

-50

-40

-30

-20

-10

0

10

20

30

40

2017 2018 2019 2020 2021

industry
retail
construction
services

Figure 27. Unemployment

Sources: Statistics Estonia, Töötukassa, Eesti Pank
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Labour shortages announced by employers 
increased in the third quarter, and especially 
so in the fourth quarter (see Figure 28). A record 
share of employers in the service sector con-
sider labour shortages to be the main hindrance 
to expanding output. Labour shortages in manu-
facturing were last so large before the last major 
financial crisis, and in construction they are back 
where they were before the pandemic. The strong 
perception of labour shortages indicates that the 
amount of labour available in the labour market 
declined rapidly, and also that the match between 
the unemployed and the jobs available has dete-
riorated. Many of the unemployed are probably 
from sectors that were hit by the crisis, while it 
is probable that the new jobs mainly require dif-
ferent skills and knowledge. There may also be a 
regional discrepancy between the locations of the 
unemployed and of the jobs being created.

The declining amount of labour available 
in the market and the strong perception of 
labour shortages have boosted growth in the 
average wage. This increased from 7.3% in the 
second quarter to 7.8% in the third (see Figure 29). 
Wages needed to be raised by more than the aver-
age in sectors where they had fallen because of 
the crisis. Wage growth has also been fast in sec-
tors where employment has increased strongly, 
such as information and communications and 
healthcare. Relative wages are lower in local gov-
ernment administration than they were before the 
pandemic, and they are higher at foreign-owned 
companies.

Employment dropped steeply and deeply at 
the start of the crisis, and companies have 
been cautious about hiring additional labour 
as the economy has recovered. This means 
that the economy has grown more through 
hours worked per person employed than through 
increased employment. Labour productivity per 
person employed grew thanks to increased work-
ing hours by 6% in the third quarter of 2021 as 
value added grew by 8.6% over the year, while 
employment in Estonian companies and institu-
tions increased by only 2.5%. Productivity growth 
at current prices exceeded growth in labour costs 
per employee, meaning that real unit labour costs 
fell (see Figure 30). The payroll increased as a 
share of GDP during the crisis, as profits fell by 
more than wage costs did at first. By the third 
quarter of 2021, this indicator had fallen back to 
where it was before the pandemic.

Figure 28. Labour shortages

Sources: European Commission, Eesti Pank calculations
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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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PRICES

Inflation in Estonia has become faster and 
more broadly based this year. Yearly inflation 
reached 8.8% in November (see Figure 31). Prices 
were mainly pushed up by a rise in the price of 
energy, which indirectly affects the cost of many 
other goods and services. Rapid inflation in the 
closed sector of the economy indicates that more 
and more companies are facing wage pressures 
caused by labour shortages.

There was an unexpected the sharp rise in the 
price of energy this year. The biggest impact 
came from the exchange price for electricity, 
which was three times higher in September than a 
year earlier (see Figure 32). Electricity prices were 
down by 19% over the month in October, as the 
government cut the electricity network fees in half. 
The pass-through of the modest fall in the price of 
oil into prices for motor fuels has been hindered 
by the depreciation of the euro. Prices for heating 
energy have risen more slowly than those for any 
other type of energy.

The price of food commodities had already 
started to rise at the start of the year. However, 
higher consumer prices for food products have 
only started to become apparent in recent months. 
The biggest impact for consumers has come in 
dairy products, especially butter.

Prices for tourism services have climbed back 
towards where they were before the pande-
mic erupted. Services prices were more flexible 
throughout the pandemic in Estonia than they were 
in most other countries of the euro area. Prices for 
services started to fall immediately when the pan-
demic crisis erupted. The biggest falls were in the 
prices of rents and accommodation. Those prices 
have always been strongly linked to the economic 
cycle in Estonia.

Inflation for manufactured goods has been 
pushed up particularly this year by durables. 
Used cars stand out among durables in Estonia 
for rapid price rises, but prices have also risen for 
domestic electrical appliances and DIY materials. 

Figure 31. CPI growth

Sources: Statistics Estonia, Eesti Pank
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Figure 32. Electricity exchange prices

Source: Nord Pool
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Box 3: The impact of energy costs for businesses 
and their possible pass-through to households

Higher energy prices pass on to households most immediately through their direct consump-
tion of energy products such as electricity, gas and motor fuels. Energy costs for electricity, 
gas and similar are around 7.6% of spending by households, with electricity making up 3.5%. 
Higher motor fuel prices affect consumers through transport costs, as 4.9% of consumption 
spending goes on diesel and petrol.

On top of the direct impact of higher energy prices, consumers are indirectly affected through 
goods and services that companies use energy to produce. The energy intensity of industry14, 

14  Measured as kilograms of oil equivalent per thousand euros of production.
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which is the amount of energy needed for production, has fallen over the past decade in 
Estonia, dropping particularly sharply in 2019, but production in Estonia still remains among the 
most energy intensive in the European Union.

What share of corporate expenditures go on 
fuel and energy can be found from the enter-
prise statistics of Statistics Estonia, where 
the latest data are from 2019. Total corpo-
rate expenditures were then 69.2 billion euros 
a year, and fuel and energy accounted for 
1.96 billion euros of that, or 2.8%. The share 
of corporate spending going on energy costs 
has declined over the past decade (see Figure 
B3.1).

Energy accounts for a relatively large share of 
spending in sectors that depend more on fuel 
for transport, such as the transport sector, and 
of course in energy production (see Figure 3.2), 
where the cost to end consumers has been 
pushed up by rising prices for inputs, includ-
ing gas. Energy costs in manufacturing are 
affected most by electricity. The importance of 
electricity means that energy costs are 12.7% 
of total spending in paper production for exam-
ple, but domestically produced paper and 
paper products are a small part of end con-
sumption by households at 0.02%.

Energy costs for producing the products that 
make up a larger share of household consump-
tion, such as food, are closer to the average 
than those in other sectors. Energy costs were 
on average 2.5% of total costs in manufactur-
ing companies, and they were 2.8% in food 
production, where electricity accounted for 
1.5% of total spending. The exchange price for 
electricity averaged 34 euros in 2020, but this 
year it has been 2.7 times that amount at 91 
euros15. Given the role that the price of elec-
tricity plays in the total costs of domestic pro-
ducers and in the distribution of domestic output by households, the complete pass-through 
of such a price rise would raise prices for consumers by 2.5%. This rise in prices would reach 
consumers over a slightly longer time, depending on whether the market allows companies to 
raise prices, and it would be transient.

The next indirect impact on consumers would come from higher prices for those intermedi-
ate goods and services that a manufacturer buys from other producers and that have become 
more expensive because energy prices have risen, though this would have less of an impact. 

15  The estimate for December is extrapolated from the first nine days.

Figure B3.1. Average share of energy costs 
in total costs of companies

Source: Statistics Estonia
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in total costs of companies

Source: Statistics Estonia
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GENERAL GOVERNMENT 
FINANCING

Faster recovery in employment, increasing 
wage growth, and partial use for consump-
tion of the money withdrawn from the second 
pension pillar have helped tax receipts grow 
strongly in the second half of the year (see 
Figure 33). The improvement in the labour mar-
ket has meant receipts of labour taxes have been 
around a tenth more than a year earlier each 
month since July. The impact of withdrawals from 
the second pension pillar reached consumption in 
September and October and VAT receipts in the 
state budget were 22% higher than a year earlier 
in October and 18% higher in November. The with-
drawals from the second pension pillar also gave 
a very large one-off boost to receipts of personal 
income tax, bringing in around 283 million euros in 
the estimate of the Ministry of Finance.

The growth in general government investment 
slowed in the third quarter. General government 
investment measured at current prices was up 
by 7% in the third quarter, but adjusted for the 
price level it was up only 2.1%, which is the small-
est growth of the past 18 months. General gov-
ernment investment increased through invest-
ment in construction, and data indicate that that 
investment by the government has not been left 
untouched by the general rise in prices in con-
struction. Investment expenditure on machinery 
and equipment, especially transport vehicles, 
was lower than a year earlier.

The yearly growth in general government 
end consumption at current prices remai-
ned close to 9% for the third quarter in a row. 
Higher inflation has some impact on general 
government expenditures and general govern-
ment intermediate consumption costs, which 
are largely running costs, were up by 11.4% on 
a year earlier. Statistics Estonia estimates that 
the yearly growth in the payroll for general gov-
ernment employees slowed in the third quar-
ter to 6%. General government social transfers 
started to increase again in the third quarter hav-
ing declined in the second. Alongside rising pen-
sions, sickness benefits and unemployment and 
incapacity benefits also saw larger payouts in the 
third quarter than a year previously. 

Figure 33. 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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THE EESTI PANK ECONOMIC 
FORECAST FOR 2021-2024 

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 September on the economies of Estonia and 
other countries, primarily the indicators for the Covid-19 coronavirus and their impact on the econ-
omy. New data on the labour market, foreign trade, the general government, the financial sector and 
prices as at 30 November 2021 have also been taken into account. The forecast assumptions for the 
external environment, including main trading partners, have also been updated as at 26 November 
2021. The Eesti Pank forecasts are compiled using EMMA, the macro-model of the Estonian econ-
omy developed and regularly updated by Eesti Pank. 

THE INTERNATIONAL ECONOMIC 
ENVIRONMENT

The global economy will continue to grow, but 
at a slower rate than in the first half of this 
year. Economic activity is being increasingly hin-
dered by shortages of raw materials and produc-
tion inputs, transport difficulties, and rising energy 
prices. The consolidated index for global activ-
ity is weaker than it was in the summer. This is 
mainly because of difficulties in the industrial sec-
tor. Covid-19 is leading countries where the share 
of the population vaccinated has remained lower 
or the initial vaccine protection has weakened to 
reintroduce tighter restrictions on activity.

Further recovery in the euro area is being ham-
pered by supply-side difficulties. Manufacturing 
in the euro area, especially car manufacturing, 
is suffering a lack of microchips and increasing 
shortages of raw materials. Problems are also 
being caused by rapidly rising prices that can-
not be passed on in full to clients. The reduc-
tion in profit margins and profits that this could 
cause may in future restrict the opportunities for 
growth. It is increasingly being argued that high 
inflation may not come down as quickly as was 
earlier forecast.

The economic outlook for Estonia’s main tra-
ding partners is being shaped by how they 
cope with blockages in supply chains and 
rising prices for inputs. Inflationary pressures 

will also come in the near future from the high 

level of energy prices, which Finland and Sweden 

are better able to cope with because of the diver-

sity in their electricity producers. Supply difficul-

ties are particularly holding back the recovery of 

the German economy, which is based on manu-

facturing. Demand for Estonian imports from the 

main target markets will increase more slowly 

next year than was earlier forecast, but this 

should be offset by the better position in 2023 

(see the external assumptions in the forecast in 

Table 2). It is equally apparent that new variants 

of Covid-19 could cause new restrictions that 

may affect economic activity in Estonia’s main 

trading partners.

ECONOMIC GROWTH

Growth in the Estonian economy will slow after 
its rapid recovery. The growth of 8% in 2021 

will be replaced by growth of 2.8% in 2022. The 

growth will slow primarily because the short-term 

spurt of growth during the exit from the slump 

will fade. The reference base will no longer be 

as low in the coming years, bringing economic 

growth closer to its potential, while growth will 

also be slowed by higher inflation, supply-side 

limits and the impact of changes to the pension 

system (see the key indicators for the forecast 

in Table 3 and the comparison with forecasts of 

other institutions in Table 4).

Table 2. External assumptions in the forecast

September 2021 projection

2021 2022 2023 2024 2021 2022 2023

Foreign demand growth (%)* 7.9 4.7 4.8 3.4 7.8 6.1 3.7

Oil price (USD/barrel) 71.8 77.5 72.3 69.4 67.8 67.3 64.1

Interest rate (three-month EURIBOR, %) -0.55 -0.46 -0.18 0.02 -0.54 -0.52 -0.45

USD/EUR exchange rate 1.184 1.132 1.132 1.132 1.193 1.179 1.179

*Foreign demand growth is the weighted growth of imports of trading partners
Source: European Central Bank
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The rapid rise in energy prices will restrain 
demand. Demand was boosted in 2021 by the 
rapid recovery of the economy, increased con-
fidence among consumers, and the pension 
reform, but these effects will fade. The large rise in 
energy prices will make it harder for households to 
consume in the near future. It is hard to cut energy 
consumption in the short term, so the higher 
energy prices will reduce demand for other goods 
and services and restrain growth in the economy.

The forecast assumes that the spread of the 
virus and the restrictions imposed because of 
it will not substantially harm growth. Branches 
of the economy that have suffered more because 
of the crisis have not recovered yet and addi-
tional restrictions would affect a much smaller 
part of the economy than in 2020. It was seen 
in early spring 2021 though that a large share 
of businesses have adapted to the restrictions 
and are able to use digital and other solutions 

Table 3.Economic forecast by key indicators*

2020 2021 2022 2023 2024

Nominal GDP (EUR billion) 26.82 30.37 33.02 35.48 37.82

GDP volume** -2.6 8 2.8 3.9 2.9

    Private consumption expenditures*** -2.5 7.3 4 3.6 3.9

    Government consumption expenditures 3.1 4.8 -0.9 -1.3 0.1

    Gross fixed capital formation**** 16.8 7.4 -14.5 6.9 1.2

    Exports -5 15.2 4.9 4.8 3.4

    Imports**** 0.6 19.5 -0.9 4.8 2.8

Output gap (% of potential GDP) -3.6 0.7 0.2 1.3 1.5

CPI -0.4 4.4 6.9 3 2.6

HICP -0.6 4.2 6.9 3.2 2.6

GDP deflator -0.6 4.8 5.8 3.4 3.6

Unemployment rate (% of the labour force) 6.9 6.2 5.5 5.3 4.7

Employment***** -2.7 -0.1 1.1 0.6 0.4

Average gross wage (EUR) 1448 1547 1676 1810 1944

Average gross wage growth 2.9 6.8 8.3 8 7.4

GDP per employee 0.1 8.1 1.7 3.3 2.4

Current account (% of GDP)**** -0.3 -3.2 0 -0.2 0.4

Budget balance (% of GDP) -5.6 -3.6 -2 -1.6 -0.7

* 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 in the future 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, %

2020 2021 2022 2023 2020 2021 2022 2023

Eesti Pank -2.6 8.0 2.8 3.9
-0.4

 -0.6*
4.4
4.2*

6.9
6.9*

3.0
3.2*

Ministry of Finance -3.0 9.5 4.0 2.6
-0.4
-0.6*

3.8
3.8*

3.7
3.7*

2.1
2.1*

European Commission -3.0 9.0 3.7 3.5  -0.6* 4.0* 3.9* 2.1*

IMF -3.0 8.5 4.2 3.7  -0.6* 3.8* 4.9* 2.2*

OECD -2.9 9.6 4.5 3.8  -0.6* 4.1* 6.0* 3.2*

Consensus Economics -3.0 8.6 4.0 -0.4 4.1 4.3

SEB -3.0 8.8 3.8 3.0 -0.6* 4.1* 3.7* 2.5*

Swedbank -3.0 9.0 4.0 3.2 -0.4 4.1 3.6 2.4

* HICP
Source: Eesti Pank, Decemberforecast, 21.12.2021; MoF, Summer 2021 forecast, 09.09.2021;  European Commission, Economic 
Forecast Autumn 2021, 11.11.2021; IMF, WEO, October 2021, 12.10.2021; OECD, Economic Outlook, December 2021, 01.12.2021; 
Consensus Economics, Eastern Europe Consensus Forecasts, December 2021, 13.12.2021;  SEB, Nordic Outlook, November 
2021, 16.11.2021; Swedbank Economic Outlook 16.11.2021.
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to reorganise their activities rapidly. The share of 
people who are vaccinated against Covid or who 
have already had it is larger than it was during 
the first waves of the virus.

The supply-side restrictions that are hindering 
business activities will ease gradually. Growth 
is being restrained by shortages of labour, equip-
ment, materials and more. These restraints 
should ease over time though, as production 
will recover around the world, the reduction in 
restrictions in the service sector will restore the 
structure of demand, and employment will rise.

The forecast assumes that supply problems 
will ease during 2022. The imbalance between 
demand and supply in the global goods mar-
ket caused by the pandemic has led prices to 
rise fast, delivery times to lengthen, and sup-
ply to become problematic. An improvement is 
expected during the next year, though demand 
will remain favourable for Estonian businesses in 
export markets throughout this time. This is also 
reflected in the expectations of industrial compa-
nies for export orders, which remain high for the 
coming months.

Employment will climb in the coming years to 
where it was before the pandemic. Companies 
have generally adapted to the measures taken to 
stop the spread of the Covid-19 virus, and those 
measures will mainly affect employment in areas 
where there is a lot of contact and remote work 
is not possible. Companies are very interested 
in hiring additional staff and the labour short-
ages that are already apparent will not ease even 
though the labour force participation rate will rise 
in the coming years as the increased probability 
of finding a suitable job and better wage offers 
bring people who have left the labour market 
back into it.

Labour shortages, faster rises in consumer 
prices, increasing workloads, and a rise in 
the minimum wage will together push wage 
growth faster. The unemployment rate is higher 
than it was before the pandemic, but employers 
are again seeing labour shortages as a problem 
hindering an expansion of output. This indicates 
a poor match between the skills of the unem-
ployed and those needed for the vacant jobs that 
is being exacerbated by changes in the structure 
of employment. Wages will rise over the coming 
three years by between 7.4% and 8.3%.

Investment activity by companies will remain 
at high levels in the near term. The utilisation 
of existing production capacity reached record 
levels in 2021, and this together with improved 
export orders indicates an increased need for 
investment. Manufacturing companies are expe-
riencing a shortage of equipment, but as the 
shortage of labour is a greater problem, this 
may also reduce investment activity. Investments 
over the longer term will be affected by the total 
investment in Rail Baltica and in the greening of 
the economy.

Growth in investment in housing will be held 
back by rapidly rising prices for housing and 
a shortage of supply. Sentiment surveys show 
a steep rise in the fourth quarter in households 
planning to buy or build a residence, especially 
in the highest income quartile. The total square 
metre space covered by construction permits 
issued in the first three quarters of the year for 
building new residential space was not particu-
larly larger than the amount in the same period 
of last year, and so the limited supply will hold 
back the growth in investment in housing in the 
shorter term. Plans to purchase real estate will 
also be discouraged by the rapid rise in hous-
ing prices, as the average square metre price of 
transactions in Estonia for new apartments in the 
third quarter of 2021 was up almost 11%, while 
in Tallinn it was up 18% and there is no real sign 
of prices stopping rising.

PRICES

The high rate of inflation will abate in the 
second half of 2022. Consumer prices will rise 
by 4.2% this year and next year inflation will be 
6.9%. The rise in the price of the consumer bas-
ket has become broadly based and it will con-
tinue in 2022. The rising price of energy will exert 
particularly strong price pressure and mean 
that the rise in the cost of living will not slow in 
the near future. Consumer prices will be up by 
around 9% in the first half of 2022. The high rate 
of inflation will only come down in the second 
half of 2022. While the short-term causes will 
fade away, inflation will continue to be driven by 
rising wage costs.

Inflation will be kept high in the near term by 
energy prices, and the risk remains that they 
may rise even further. The price of electricity, 
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which has so far contributed most to the rise in 
the cost of the consumer basket, is only expected 
to come down in the spring. Cold weather in the 
meantime may push the price of electricity even 
higher. The price of natural gas has not yet stopped 
rising. The higher price of gas will be passed 
through in the coming months to the price of heat-
ing, which will probably experience a one-off leap 
in December.

Prices of food products will rise strongly 
in 2022. The additional price pressure com-
ing from rising food prices will be strong in the 
near future, and will only ease in the second 
half of the forecast horizon. Higher prices for 
European Union agricultural commodities dur-
ing the previous cyclical upswing were passed 
through into Estonian consumer prices quickly. 
The link between commodities and consumer 
prices in Central European countries has been 
weaker and commodities prices take longer to 
pass through into consumer prices. Food price 
inflation may be a little higher in Estonia dur-
ing the current upswing than in other coun-
tries of the euro area. The rise in prices may 
be restrained by the arrival in Estonia of the 
Lidl supermarket chain causing competition to 
increase.

The services sector will have to cope with 
the effects of Covid-19, which are restrai-
ning price rises for tourism services most 
directly. The transport sector will have to adjust 
to a higher oil price. Rapid wage growth and a 
rise in the minimum wage will also contribute to 
service price inflation. Prices for manufactured 
goods will be held high by supply difficulties 
and rising prices of maritime transport. Supply 
difficulties are expected to ease during 2022, 

and the temporarily high inflation for manufac-

tured goods should ease together with this.

GENERAL GOVERNMENT 
FINANCING

The general government budget deficit will 

shrink. The rapid recovery in economic activ-

ity caused a sharp rise in tax revenues in 2021, 

which was boosted further by the income tax 

paid to the state on money withdrawn from 

the second pension pillar. Healthcare and the 

support measures for the private sector mean 

that general government expenditures will be 

around a billion euros more than its revenues, 

and the deficit will be 3.6% of GDP. The bud-

get deficit will narrow to 2% of GDP in 2022, 

as the rapid growth in private consumption 

and the number of people in employment will 

increase tax revenues and the recovery in the 

economy means the additional support mea-

sures passed during the pandemic will no lon-

ger be necessary.

A complete exit from the deficit will require 

a change in fiscal policy. The growth in gen-

eral government expenditures will be harder to 

restrict in the coming years because of several 

changes, including the income tax exemption 

for the average pension and the one-off rise in 

pensions on top of the rapid rise in the pen-

sion index, and the need to raise wages faster 

for a time in sectors such as education where 

they have not kept up with the rise in the aver-

age wage. If the tax burden as a share of GDP 

does not increase together with steadily rising 

expenditures, the general government budget 

will still be far from balance after three years. 
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