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INTRODUCTION 

How the Estonian and global economies per-
form will for the time being be steered by 
Russia’s invasion of Ukraine and how the war 
progresses. The global economy, which was just 
recovering from the Covid-19 pandemic, will suf-
fer a setback caused by the war through supply 
problems, a sharp rise in commodities prices, 
and increased uncertainty. This is the third seri-
ous disturbance to hit international trade in the 
past five years, as the trade conflict between 
China and the US in 2018 caused businesses to 
reorganise substantially the supply chains they 
had at that time, raising prices and reducing 
opportunities for growth.

Estonia has become less and less linked eco-
nomically to Russia over time. Estonia’s trade 
links with Russia have declined, with the largest 
change coming after the annexation of Crimea 
in 2014, when Russia’s share of Estonian goods 
exports more or less halved, and then con-
tinued to decline further. Payments between 
Estonia and Russia have also declined together 
with cross-border goods volumes. The expo-
sure of the Estonian banking sector to Russia is 
extremely small, and so are the mutual invest-
ment positions.

The interruption to trade connections with 
Russia affects a few branches of the eco-
nomy more seriously. The most vulnerable 
among exporters are the transport sector and 
machine construction, while wood process-
ing, metal processing, construction and chem-
ical processing are also affected through sup-
plies. A complete break in all trade with Russia, 
Belarus and Ukraine would cause direct prob-
lems in those sectors, but would not harm the 

economy as a whole. A broader impact could 
be felt through supplies of gas from Russia. The 
Baltic and Finnish gas market has an alternative 
option of LNG supplies through Lithuania, but 
the transmission capacity there is only enough 
to cover around two thirds of the demand of the 
whole region. Reducing dependence on fuels 
from Russia has become an important goal for 
Estonia and for the rest of Europe.

The Estonian economy is likely to experience 
a recession this year. There is a lot of uncer-
tainty about the forecast made at this time, as 
there has been great volatility in markets, and 
the outlook remains unclear. A combination of 
various factors are likely to push Estonia into a 
temporary decline in the economy this year. The 
Estonian economy had reached close to its limit 
of production capacity by the end of last year, 
and earlier forecasts already expected growth to 
slow sharply in consequence. The changed geo- 
political circumstances and their economic 
impact dampen that outlook even further, as 
GDP in 2022 will be left lower than it was last 
year by the fall in trade in goods, the decline in 
purchasing power because inflation is higher 
than expected, increased uncertainty, and the 
discontinuation of large one-off transactions.

Incomes and tax revenues will increase this 
year despite the recession. High inflation will 
cause the economy to continue to grow at cur-
rent prices, and the same will apply to wages and 
incomes. This means for the state finances that 
the tax revenues needed to cover unexpected 
costs from additional spending on defence and 
on helping refugees from the war will probably be 
greater than was earlier forecast. 
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THE EXTERNAL ENVIRONMENT 

THE GLOBAL ECONOMY

The global economy was already recovering 
from the Covid-19 pandemic, but the full-scale 
Russian invasion of Ukraine has now cast a 
shadow over the outlook for growth again. 
Growth in the global economy for 2021 as a 
whole was fast at 5.9%, and it remained quite 
quick at the start of this year despite the on- 
going problems with transport and the rapid 
rise in prices for energy and raw materials. The 
growth in global trade also remained strong (see  
Figure 1). Countries started to ease the restric-
tions that they had put back because of the omi-
cron variant of Covid-19, and in some places 
almost all the restrictions were removed (see 
Figure 2). The result was that the composite index 
for global activity strengthened in February1. Of 
particular note was an improvement in confi-
dence in the services sector, while new orders 
increased and hiring picked up. However, inves-
tors in global financial markets were already 
becoming more wary in January, as they 
believed that inflation becoming and remaining 
higher than expected would lead central banks 
to tighten their monetary policies faster. The 
outbreak of war between Russia and Ukraine 
increased volatility and uncertainty in stock mar-
kets even further, and caused the steepest falls 
of recent months in stock indexes.

Growth will probably have slowed in the US 
economy in the first quarter because of geo-
political tensions, ongoing supply difficul-
ties, and a smaller fiscal stimulus. Growth was 
1.7% in the US in the fourth quarter of 2021, and 
yearly growth was 5.6% (see Table 1). The most 
recent sentiment indicators for companies have 

1   J.P.Morgan Global Composite PMI™. The February survey was run before the war between Russia and Ukraine started.
2   IHS Markit US Services PMI™, IHS Markit US Composite PMI®.

still exceeded expectations and activity indexes 
climbed in both manufacturing and the service 
sector in February2. Retail sales also exceeded 

Table 1. GDP growth in different regions in 2017- 2022 (change, %)*

2017 2018 2019 2020 2021 2021 Q3 2021 Q4 2022

World 3.8 3.6 2.9 -3.1 5.9 4.4

Advanced economies 2.5 2.2 1.7 -4.5 5.0 3.9

Emerging markets and developing 
economies

4.8 4.5 3.7 -2.1 6.5 4.8

Euro area 2.6 1.8 1.6 -6.4 5.3 4.0 (2.3) 4.6 (0.3) 3.9

United States 2.3 2.9 2.3 -3.4 5.6 4.9 (0.6) 5.6 (1.7) 4.0

China 6.9 6.7 6.0 2.2 8.1 4.9 (0.7) 4.0 (1.6) 4.8

Japan 1.7 0.6 -0.2 -4.5 1.6 1.2 (-0.7) 0.4 (1.1) 3.3

United Kingdom 2.1 1.7 1.7 -9.4 7.2 7.0 (1.0) 6.5 (1.0) 4.7

* GDP at constant prices, quarterly growth over the previous quarter is in brackets
Sources: IMF World Economic Outlook Update (January 2021), OECD, Eurostat, National Statistics; 2021 is IMF estimate and 2022 is 
IMF forecast.

Figure 1. Yearly growth in global and euro area 
trade, three-month moving average

Sources: Bloomberg, Eurostat
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Figure 2. Stringency index

Last observation 07.03.2022
Sources: OxCGRT, Our World in Data
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expectations in January, growing by 13% over 
the year. Fear of inflation brought consumer 
confidence down3 though to its lowest level 
since February 2011. Inflation was up at 7.9% 
in February4, which is the highest it has been 
since 1982. Prices have been driven up by rising 
energy prices, supply difficulties, and increasing 
demand. Labour shortages remain a problem in 
the labour market, as does the low labour partic-
ipation rate, which exerts upwards pressure on 
wages. Unemployment fell in February to 3.8%.

The Japanese economy has not yet returned to 
its level from before the pandemic. The econ-
omy grew by 1.1% in the fourth quarter of 2021, 
and yearly growth was 0.7%. Covid-19 infections 
hit a record high at the start of 2022, and tighter 
restrictions in response to them together with 
supply-side difficulties caused economic activ-
ity to weaken. The services sector PMI fell back 
below 50 points again in January and February, 
and the industrial sentiment index also weakened 
a little5. Consumer confidence fell in February 
to its lowest level of the previous nine months. 
Inflation in Japan was a little higher in February 
than it was in January at 0.9%, but it continues 
to be dampened by extraordinary factors such 
as the end of a support programme for domestic 
travel, and a cut in mobile tariffs. The unemploy-
ment rate rose a little in January to 2.8%, but it 
remains low.

The rapid growth in the Chinese economy is 
fading. The economy exceeded its target for 
growth of 6% as it grew by 8.1% in 2021 over 
the whole year, with yearly growth of 4% in the 
fourth quarter. Such rapid growth was no lon-
ger in evidence at the start of this year. The 
National People’s Congress in China set a target 
for growth this year of around 5.5%, which is the 
lowest target since 1991. The policy of zero toler-
ance towards the coronavirus led to tight restric-
tions in many regions at the start of this year. The 
activity index in the service sector was at its low-
est level of the past six months in February, while 
the index for manufacturing rose a little, indi-
cating an improvement in confidence. Chinese 
exports and imports both grew by around 30% 
in 2021, but a large part of the growth came from 
higher prices. Rising consumer prices are still 
not a cause for concern in China, and inflation 

3   Survey by the University of Michigan.
4   Yearly CPI.
5   The au Jibun Bank Japan Services PMI®, The au Jibun Bank Japan Composite PMI®.

there was only 0.9% in February. There remain 
problems in the real estate sector despite efforts 
to stabilise the real estate market through a 
revival in lending and other support measures. 
China has not yet joined in the sanctions against 
Russia, allowing trade relations between China 
and Russia to grow further in the future. China’s 
main export partner is not currently Russia 
though, but the United States.

The economy in the United Kingdom grew with 
support from government spending by 1% in 
the fourth quarter of 2021, which was a little 
more than expected, while yearly growth was 
6.5%. Growth in the United Kingdom economy 
for 2021 as a whole was 7.5%, and at the end 
of the year the economy was 0.4% smaller than 
before the pandemic. Economic activity was 
weak at the start of the year because of an inten-
sive outbreak of the virus, but the restrictions 
were later removed and both confidence and 
retail sales indicators point to an improvement 
in circumstances. The activity index for manu-
facturing rose to 58 points in February, while the 
services sector PMI strengthened to its high-
est level since last June. Retail sales were 9.1% 
higher in January than a year earlier. Consumer 
confidence was noticeably softened in February 
though by high inflation. The unemployment rate 
remains at 4.1% and the labour force participa-
tion rate is still below where it was before the 
pandemic. Inflation rose to 5.5% in January. 
Rising housing costs in addition to higher energy 
prices are pushing inflation up.

Stock market indexes and interest rates on 
bonds fell by the end of February. The main 
reason at the start of the month was a possible 
tightening of monetary policy by central banks, 
and at the end of the month it was the Russian 
invasion of Ukraine. Energy sector shares have 
been doing better as energy prices have con-
tinued to rise, while technology and telecommu-
nications shares have been down. The financial 
results of companies have been good though. 
The Russian attack on Ukraine caused a gen-
eral deterioration in the risk climate though, and 
share prices fell. In total the MSCI World index 
fell by 5.5% over the month, and US stock mar-
kets fell by 4.9%. European stock markets have 
fallen by as much as 11% (see Figure 3). Interest 
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rates in bond markets rose much faster on short-
term US Treasuries, and the yield curve flattened 
as a result. Interest rates mostly rose for euro 
area sovereign bonds at the start of February on 
the back of good economic news and expecta-
tions of a monetary policy stimulus. The inter-
est rate on the 10-year German sovereign bond 
reached 0.3%, which was its highest since 2018. 
The Russian invasion of Ukraine changed this 
however and interest rates fell back markedly.

Prices rose a long way in commodities mar-
kets in February. At the start of the month the 
increase in prices was being caused by the posi-
tive outlook for economic growth, but at the end 
of the month commodities prices jumped fol-
lowing the Russian invasion of Ukraine. Prices 
for fuels in particular rose, especially natural 
gas and crude oil. Russia is the main gas sup-
plier to Europe. The Brent crude benchmark 
price for oil rose in reaction to the initial shock 
to almost 130 dollars a barrel in early March, 
after which it fell back to around 100 dollars (see 
Figure 4). Prices have also continued to rise for 
food commodities. Particularly worrying is that 
a large part of Europe’s wheat and the fertilis-
ers needed for agriculture came from Russia 
and Ukraine. Prices also rose for industrial com-
modities as Russia is the supplier of several met-
als needed in car manufacturing and the rare 
earth metals used in producing semiconduc-
tors. Gold hit its highest price of the past year.  

6   IHS Markit Eurozone Composite PMI.

THE EURO AREA

The euro area economy started to grow in 
February after the coronavirus restrictions 
were eased, but the outlook for it has become 
very uncertain again since Russia invaded 
Ukraine. Economic growth in the euro area was 
already slowing in the fourth quarter of 2021 
to 0.3%, though growth over the year was still 
4.6%. The composite PMI index of activity in 
the euro area6 strengthened in February to 55.5 
points, as the fading of Covid-19 and the relax-
ation of restrictions improved the circumstances 
for both services and manufacturing. The pan-
demic restrictions in the euro area in February 
were the least strict that they had been since 
November last year. Demand for goods and ser-
vices from the euro area increased and compa-
nies started to hire enthusiastically again. Activity 
in manufacturing also increased, as transport 
problems eased a little in early February and 
orders increased. Businesses also continued to 
get support from good funding conditions and 
accommodative monetary policy (see Box 1).

Data on the real economy do not yet particu-
larly reflect the impact of the war between 
Russia and Ukraine. Consumer confidence in 
the euro area was weaker in February this year 
than it was in January, though only by 0.3 per-
centage point. Yearly growth in retail sales was 
still strong in January at 7.8%. The growth over 

Figure 3. World stock indexes, 
01 January 2017 = 100

Last observation 14.03.2022
Source: Bloomberg
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Figure 4. Commodity price indexes 
and the oil price

Sources: HWWI, Reuters, Bloomberg
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the year in industrial output in the euro area was 
2% in December, but it fell by 1.3% in January. 
Foreign trade data for the euro area show that 
the trade deficit widened further in January as 
energy prices rose and the euro depreciated. 
Although goods exports grew strongly, increas-
ing by 18.9% over the year in December, imports 
grew even more, at 44.3%. Imports of oils and 
other chemical products as well as of fuels 
increased, indicating that demand remained very 
strong for production inputs. Exporters have 
also been helped by the lower exchange rate of 
the euro against the currencies of trading part-
ners (see Figure 5). Russia is one of the larg-
est suppliers of oil, gas and metals to the euro 
area. Russia, along with Belarus and Ukraine, 
is also a large producer of fertilisers and wheat. 
This means that the war and the financial and 
trade sanctions imposed on Russia because of 
it will cause substantial interruptions to imports 
of important production inputs, energy7 and 
food products. Supply problems for raw mate-
rials, reduced availability and rising prices will 
cause problems in production. The impact of the 
war will be spread unevenly across sectors and 
countries, and will probably most affect those 
countries that are highly dependent on energy 
imports. Germany for example, which is the larg-
est economy in the euro area, imports the major-
ity of its gas and oil8, and does so mainly from 
Russia.

7   The European Union imports some 40% of its gas from Russia.
8   AG Energiebilanzen
9   The impacts of the war in Ukraine are not covered by the period when the statistics were compiled, which extends to about the 
middle of the month.

Annual inflation in the euro area picked up 
from 5.1% in January to a record 5.9% in 
February9. This was the highest inflation in the 
history of the euro area, as the price of oil and 
gas continued to rise. This meant inflation was 
affected most by the rise in energy prices, but 
also by higher prices for food goods, alcohol and 
manufactured goods. Inflation was also pushed 
up by increased demand, rising producer prices, 
and rising transport prices because of disrup-
tions to transport. Core inflation also acceler-
ated, though at a lower rate, rising from 2.3% 
in January to 2.7% in February (see Figure 6). 
The rise in the producer price index hit another 

Figure 5. Trade-weighted euro exchange rate

Source: European Central Bank
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Figure 6. Euro area inflation

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

Source: Eurostat

0%

2%

4%

6%

8%

10%

12%

80

85

90

95

100

105

110

2012 2014 2016 2018 2020 2022

unemployment (right scale)
employment, Q1 2012 = 100 (left scale)
hours worked, Q1 2012 = 100 (left scale)



9

E
S

TO
N

IA
N

 E
C

O
N

O
M

Y
 A

N
D

 M
O

N
E

TA
R

Y
 P

O
L

IC
Y

 2
0

2
2

/1

new record of 30.6%, mainly because of higher 
prices for energy. Moving forwards this will hurt 
the profitability of companies, and inflation will 
increasingly be passed through into consumer 
prices. The situation in the labour market in the 
euro area has continued to improve however. 
Unemployment fell further in the euro area in 
January to 6.8% (see Figure 7), while the num-
ber of people in employment rose by a quarterly 

10  Nominal growth.

0.5% in the fourth quarter. Wage growth has not 
particularly accelerated at the same time though, 
remaining at only 1.5%10. The labour market is 
still supported by the labour market and cor-
porate assistance measures passed during 
the pandemic crisis, which have recently been 
extended to the end of the year in some euro 
area countries because the situation surrounding 
the virus has become worse. 

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 European Central Bank defines price stability as annual inflation of 2% 
over the medium term. Geopolitical tensions mean there is great uncertainty about the out-
look for the economy in general and for inflation, and the initial impact of the war has been felt 
in even higher prices for commodities, which will keep inflation high for longer than was ini-
tially expected. The baseline scenario in the March forecast by Eurosystem staff puts inflation 
in 2022 at 5.1% on average, after which it falls in 2023 and 2024 to close to 2%. There are not 
many practical ways for central banks to intervene, as the inflation is being caused by geopoli-
tics, the sharp rise in energy prices, and problems in supply chains. Even so, the Governing 
Council of the European Central Bank decided in March to increase the pace of the reduction 
in its monetary policy stimulus.

The Governing Council decided in its monetary policy meeting in March to reduce the pace of 
bond purchases and that the monthly pace of net asset purchases under the asset purchase 
programme (APP) would be 40 billion euros in April, 30 billion euros in May, and 20 billion euros 
in June11. This will allow additional purchases to 
be ended in the third quarter of this year. It was 
earlier planned to continue using asset pur-
chases to support the economy until at least 
the end of 2022. The Governing Council noted 
though that the volume of net purchases for the 
third quarter will be data-dependent and reflect 
the evolving assessment of the outlook for the 
economy12. Net purchases under the pandemic 
emergency purchase programme (PEPP) will 
be discontinued at the end of March 202213. 
The total value of bonds purchased under the 
APP and the PEPP on the balance sheet of the 
Eurosystem at the end of January was 4.8 tril-
lion euros (see Figure B1.1). At 4.1 trillion euros, 
the largest part of the portfolio consists of pub-
lic sector bonds. Since June 2020, Eesti Pank 

11 The Governing Council intends to continue reinvesting in full the principal payments from maturing securities purchased 
under the asset purchase programme.
12 If the incoming data support the expectation that the medium-term inflation outlook will not weaken even after the end of 
its net asset purchases, the Governing Council will conclude net purchases under the APP in the third quarter. If the medium-
term inflation outlook changes and if financing conditions become inconsistent with further progress towards the 2% target, 
the Governing Council stands ready to revise its schedule for net asset purchases in terms of size and/or duration.
13  It is also possible that net asset purchases under the PEPP could be restarted if the pandemic delivers a further negative 
shock. The principal repaid on securities purchased under the PEPP that reach maturity will be reinvested until at least the 
end of 2024.

Figure B1.1. Eurosystem holdings under 
asset purchase programmes (APP and PEPP)

Last observation 31.01.2022
Source: European Central Bank
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has also bought under the APP bonds issued 
by the Estonian government, and as at the end 
of February there were 77 million euros of them 
on the Eesti Pank balance sheet.

Monetary policy interest rates remained 
unchanged, as the interest rate on the deposit 
facility was left at -0.50%, the rate on main refi-
nancing operations remained at 0.00% and 
the marginal lending rate remained at 0.25% 
(see Figure B1.2). Any adjustments to the key 
interest rates will take place some time after 
the end of the Governing Council’s net pur-
chases under the APP and will be gradual. The 
decision to discontinue net asset purchases 
faster means that interest rates could also be 
raised earlier than was previously planned. The 
path for the key interest rates will continue to 
be determined by the forward guidance. The 
Governing Council expects the key ECB interest rates to remain at present levels until infla-
tion 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 consistent with inflation stabilising at 2% over the medium term.

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 2022. 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 remuneration14 so that the negative interest rate policy does not limit banks’ interme-
diation capacity in an environment of ample excess liquidity.

To address possible euro liquidity needs in the 
event of market dysfunctions outside the euro 
area given the highly uncertain environment, 
the Governing Council decided to extend the 
Eurosystem repo facility for central banks 
(EUREP) until 15 January 2023. EUREP was 
set up in June 2020 to ease the liquidity needs 
caused by the pandemic and it has since been 
extended twice.

The money market interest rates in the euro 
area rose a little in the first months of the year 
(see Figure B1.3), and as at 4 March 2021 the 
3-month Euribor was at -0.52%, the 6-month 
Euribor was at -0.48%, and the 12-month 
Euribor was at -0.36%. Yearly growth of the 
money supply in the euro area has slowed in 
recent months and it was 6.4% for the broad 

14 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 key interest rates 
and EONIA

Last observation 14.3.2022
Source: European Central Bank
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Figure B1.3. Euro area money market 
interest rates

Last observation 04.03.2022
Source: Bloomberg

-1%

0%

1%

2%

3%

2010 2012 2014 2016 2018 2020 2022

3-month EURIBOR 
6-month EURIBOR 
12-month EURIBOR 



11

E
S

TO
N

IA
N

 E
C

O
N

O
M

Y
 A

N
D

 M
O

N
E

TA
R

Y
 P

O
L

IC
Y

 2
0

2
2

/1

indicator M3 in January, but it remains strong with support from the accommodative mea-
sures taken by the Eurosystem and through credit creation. The yearly growth in the amount 
borrowed by non-financial sector companies continued to accelerate in January and reached 
4.4%. Yearly growth in lending to households has been stable at around 4% in recent months, 
recording 4.3% in January. The financing conditions of the banks remain favourable, and their 
capitalisation is strong.

MAIN TRADING PARTNERS

Growth in the economies of Estonia’s main 
trading partners was affected at the end of 
2021 by blockages in supply chains and rising 
prices for inputs. Economic activity was inter-
rupted to some extent by the larger or smaller 
restrictions in response to the fourth wave of 
Covid-19. Despite the obstacles, yearly growth 
in the fourth quarter was between 2.9% and 
5.2% in Finland, Sweden, Latvia and Lithuania 
(see Figure 8). Supply difficulties caused greater 
problems in the manufacturing-based German 
economy, where yearly growth in the fourth 
quarter was 1.8%. Microchip shortages, which 
initially appeared temporary, hit car manufac-
turing in Germany hard throughout last year. 
Despite the bottlenecks in production and logis-
tics, the foreign trade of Estonia’s trading part-
ners remained at a high level in the fourth quar-
ter (see Figure 9). Continuing growth in export 
orders was also apparent at the start of this year, 
until the sanctions imposed because of the war 
between Ukraine and Russia made the outlook 
for the economies of Estonia’s neighbours more 
pessimistic.

Unemployment rates are at their lowest of the 
past two years (see Figure 10). Falling unem-
ployment reflects the disappearance from the 
labour market of the obstacles put there by the 
pandemic. As employment recovered, data from 
the end of 2021 and start of 2022 suggested that 
economic development in Estonia’s main trading 
partners was threatened by labour shortages. 
Labour shortages have already caused rapid 
wage growth in Lithuania and Latvia. It cannot 
be predicted though how the war in Ukraine and 
the influx of refugees leaving Ukraine will affect 
labour markets in Estonia’s partners.

Inflation in Estonia’s main trading partners is 
hitting new records (see Figure 11). Consumer 
prices continue to be dragged up by higher 
energy prices, but in recent months the biggest 

impact on inflation has started to come from rap-
idly rising food prices. Prices for food and non-
alcoholic drinks in Latvia were up 11.8% over the 
year in February, with prices for dairy products 
rising as much as 20%. The rise of 14.2% in con-
sumer prices in Lithuania in February was the 
highest seen for 25 years, and was due mainly 
to rapidly rising prices for commodities and 

Figure 8. Yearly growth rates of GDP of 
trading partners

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

Source: Reuters
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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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fuels. Wages rising rapidly because of labour 
shortages is also putting pressure on inflation. 
The Nordic countries are better able to cope 
with inflation pressures, and consumer prices in 

Finland and Sweden rose by less than 5% over 
the year in February, though Sweden decided to 
cut excise on fuel in March to compensate resi-
dents for sharply rising energy prices. 
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THE ESTONIAN ECONOMY 

ECONOMIC ACTIVITY

The Estonian economy grew by 8.6% over the 
year to the fourth quarter, and by 1.8% from 
the third quarter. For 2021 as a whole the econ-
omy grew by 8.3%.

Growth exceeded expectations in the fourth 
quarter, with extraordinary growth in business 
services making a substantial contribution 
to this (see Figure 12). This was also reflected 
in exports of services. Growth was generally 
broadly based in the fourth quarter and value 
added fell only in individual areas such as for-
estry and retail. Retail may have been affected by 
high inflation for inputs, which reduced profits. 
Consumption continued to grow very fast mean-
while. Growth was notably slower than in the 
third quarter in the construction sector.

Business surveys show that the cyclical posi-
tion of the economy in fourth quarter was simi-
lar to that in 2006 (see Figure 13), as the econ-
omy was recovering fast from the pandemic. 
Growth was hindered by supply-side problems 
such as labour shortages and global supply-
side disruptions. Business surveys conducted 
in January showed that restrictions, especially 
labour shortages, were easing. The availability of 
inputs in some sectors has probably still deteri-
orated, though there are insufficient statistics to 
assess this. Russia restricted exports of timber 
from January and fertilisers from February.

Industrial production continued to grow 
strongly despite the supply-side restrictions 
in December, though the lion’s share of the 

Figure 12. Contributions to GDP growth 
by sector in Q4 2021

Source: Statistics Estonia
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Figure 13. Standardised survey indicators 
of the business cycle

Sources: European Commission, Eesti Pank
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Figure 14. Heatmap of the Estonian economy
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growth in turnover came from rising prices. 
The volume of industrial output was 10% larger 
in December than a year earlier, while sales turn-
over was up by around a third. This illustrates 
how prices for products from Estonia have risen 
on the global market, as the price index for 
exports rose by 20%. The growth in turnover 
was affected by sectors related to energy, as the 
price of energy has risen by a particularly large 
amount. Manufacturing output increased at the 
end of last year by as much as industrial pro-
duction on average, but prices in the sector rose 
more slowly and sales turnover in manufacturing 
increased by around a quarter.

The survey results received so far show com-
panies to be optimistic, as the data were col-
lected before Russia launched its full-scale 
invasion of Ukraine. Various short-term indi-
cators that are available show though that the 
economy has been cooling for some time already 
(see Figure 14), as various forecasters have pre-
dicted. Economic activity has been cooling so far 
because the burst of growth after the recovery 
from the pandemic has faded and energy prices 
have risen, which has pushed up inflation and so 
is restraining growth in consumption.

DOMESTIC DEMAND

Domestic demand was supported most last 
year by the growth of 6.5% in private con-
sumption, which started to be restrained in 
the second half of the year by rising inflation. 
Investment was extraordinarily large from the 
fourth quarter of 2020 because of investment 
activity by one large corporation. This effect dis-
appeared in the second half of 2021, and the 
contribution of investment to domestic demand 
turned negative (see Figure 15).

The real growth in private consumption was 
6.9% over the year in the fourth quarter of 2021 
(see Figure 16), but this was affected by rising 
inflation in response to energy prices and sup-
ply problems. Prices rose most for costs asso-
ciated with housing, which saw yearly growth of 
20% at current prices but of 3.6% at constant 
prices. Inflation caused the share of electricity, 
gas and other fuels in household consumption to 
increase to 7% of consumption spending, hav-
ing held at 5% in the fourth quarters of previous 
years. Consumer confidence had recovered in 
the second half of last year but started to weaken 

at the start of this year, and the initial estimate in 
March shows a steep drop in confidence.

Retail sales volumes in the fourth quarter were 
up more than 10% over the year in each month 
(see Figure 16). That was one of the fastest rises 
in the European Union. Withdrawals of savings 
from the second pension pillar in September 
were still boosting sales of home appliances and 
electronic goods in the first months of the fourth 
quarter, but the growth was already slowing in 
December and in January of this year. Retail 
sales, especially of durable goods, may have 
been affected not only by the money withdrawn 
from the pension pillar but also by inflation, as 
rising prices make people bring forward planned 
purchases as they fear they may have to pay 
more later. It is estimated that around a fifth of 
the money withdrawn from the second pension 

Figure 15. Contributions to change 
in domestic demand*

*Excluding change in inventories
Sources: Statistics Estonia, Eesti Pank
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Figure 16. Private consumption and retail sales

Sources: Statistics Estonia, European Commission
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pillar had gone to consumption by the end of 
last year. A large part of that went on household 
goods and electronics. There was a rapid rise in 
sales of motor fuels in the fourth quarter, which 
continued in January 2022 despite the sharply 
higher prices. This indicates that there was a 
strong recovery in everyday mobility and the use 
of transport services at the end of last year and 
the start of this.

There was a lot more foreign travel in the 
fourth quarter of 2021, and indeed through-
out the whole year, than there was in 2020. 
Spending abroad was the fastest growing com-
ponent of consumption, but it was recovering 
from a low basis and spending abroad by house-
holds was still only half of what it was before the 
pandemic. Air travel statistics show that passen-
ger numbers continued to be notably higher in 
January and February of this year than their low 
levels a year earlier.

The earlier high reference base meant that 
gross fixed capital formation was some 38% 
lower in the fourth quarter than it was a year 
earlier (see Figure 17). Investment in fixed assets 
for the year as a whole still increased by 3.3%, 
with most of the growth coming from the corpo-
rate sector. The general government also con-
tributed 1.3 percentage points, while the contri-
bution of households was the same in magnitude 
but negative. Investment intensity in the econ-
omy fell by two percentage points in 2021 to 
28.6% of GDP.

Investment by non-financial companies was 
down by more than 50% at constant prices 
in the final quarter of 2021, which was large-
ly because of the reduced investment acti-
vity at one corporation. Without the transac-
tions of that corporation, corporate investment 
would have been around 3% more than a year 
previously (see Figure 18). The growth in corpo-
rate investment for the year as a whole would 
have been around 13%. The climate of strong 
demand allowed capital investments in machin-
ery and equipment and transport vehicles to 
be increased throughout the whole of last year. 
Investment in buildings and facilities declined in 
the second half of the year though. Investment 
growth without extraordinary factors was rela-
tively broadly based across sectors in 2021. Only 
companies in mining and energy invested less 
than they did in the previous year.

Figure 17. Gross fixed capital formation

Sources: Statistics Estonia, Eesti Pank
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Figure 18. Yearly growth in gross fixed capital 
formation of non-financial corporations

Sources: Statistics Estonia, Eesti Pank
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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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Competition has increased in the banking 
market. In consequence the range of possible 
borrowers has increased and lending conditions 
have eased a little. The options for funding for 
companies and households have become more 
varied as non-bank financing has grown rap-
idly. Corporate assessments of access to fund-
ing found as a result that at the end of 2021 it 
was the easiest it had been for a decade (see 
Figure 19). Strong demand and increased lend-
ing accelerated the growth in the portfolio of 
bank loans to companies to around 8% by the 
end of January and that in the portfolio of hous-
ing loans to 10%.

Investments in housing were held back by 
the modest supply of new apartments and by 
reduced inventories. That the supply of new 
residential space is limited is shown by the num-
ber of first-time transactions being 9% down 
on the fourth quarter of the previous year, while 
the average price for new apartments was up 
by 12%. The amount invested by households 
in housing was in consequence almost 13% 
smaller at constant prices than it was at the end 
of the previous year, while almost 8% less was 
invested in residential space over the year than in 
2020. Investment in housing fell back below 5% 
of GDP in 2021. Demand and transaction activ-
ity still remain high in the housing market though. 
Data from the Estonian Land Board show that 
20% more transactions were made with all apart-
ment types in the fourth quarter of last year than 
a year earlier, and the growth over the year in the 
turnover of housing loans issued to households 
reached 40% in the fourth quarter. Investments 

by households in vehicles increased strongly 
though at the end of 2021, as some 41% more 
was spent on them than in 2020 when the mar-
ket for vehicles was at a low point.

Inventories declined most for companies 
in the energy sector. It is normal for inven-
tories to decline in the fourth and first quar-
ters, but the change in inventories over the year 
was also affected this time by the sharp rise in 
prices for fuels.

EXTERNAL BALANCE AND 
COMPETITIVENESS

Estonia’s foreign trade was encouraged last 
year by the strong overall position of the glo-
bal economy, including in trading partners for 
Estonian exports. Exports of goods and ser-
vices in the national accounts in the fourth quar-
ter were 23% higher at constant prices than a 
year earlier. Imports of goods and services fell 
in the fourth quarter by 2.6% at constant prices, 
but the total volume of foreign trade increased by 
a fifth, or 20%, in 2021.

Growth in the economies of Estonia’s tra-
ding partners was strong at the end of last 
year, and it supported demand for Estonian 
exports. The growth in exports of goods in the 
fourth quarter was 4.4% at constant prices, and 
for the year as a whole it was 10%. The three 
groups of goods that contributed the most to 
the growth in exports were wood and wood 
products, machinery and equipment, and min-
eral products (see Figure 20).

Figure 20. Yearly growth in exports of goods and contributions of groups of goods by months

Source: Statistics Estonia
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Trade in services also broadly recovered in 
the fourth quarter of last year. Services exports 
were up by 67% in the fourth quarter, and the 
total growth in services exports last year was 
40%. Both these figures reflected the low lev-
els of 2020. The biggest contributions to the 
growth in exports of services came from trans-
port services, telecommunications and com-
puter services, and other business services, 
and from fees for using intellectual property (see  
Figure 21). Exports of travel services saw some 
modest recovery at the end of the year, though 
their volume remains around half what it was 
before the pandemic.

The climate of strong demand throughout 
the year kept the need for imports high. 
Businesses restocked their inventories, which 
had been reduced because of supply problems 
during the pandemic. Increasing demand also 
increased the need for production inputs and 
consumer goods. Goods imports continued to 
grow in the fourth quarter, increasing by 12% at 
constant prices in the GDP calculation. Growth 
for the whole of last year was 18.5%. There was 
also strong growth in imports of transport ser-
vices, which came mainly from growth in mar-
itime transport of goods and also from road 
transport.

The current account balance was again in 
surplus in the fourth quarter, by 503.9 mil-
lion euros, which is 5.8% of GDP. This was 
due to the surplus in the services account (see 
Figure 22). All three of Estonia’s most impor-
tant groups of services, which are ICT services, 

other business services and transport services, 
contributed to the surplus. A notably large con-
tribution was also made by fees for using intel-
lectual property. The goods account was in defi-
cit, which came from an increase in imports of 
chemical products, machinery and mechanical 
equipment, and electrical equipment.

Prices rose fast for both exports and imports 
throughout last year (see Figure 23). Prices of 
both imports and exports are affected most by 
higher prices for various fuels. Export prices in 
manufacturing rose by 20%, while larger rises 
than the general level were recorded in wood 
processing at 31%, metal production at 34%, 
and paper production at 42%. The highest rises 
in import prices in manufacturing were of 43% 
for chemical production, 63% for production of 

Figure 21. Yearly growth in exports of services and contributions of groups of services

Source: Eesti Pank
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Figure 22. The current account

Sources: Statistics Estonia, Eesti Pank
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oil products, 39% for wood processing, and 30% 
for metal production.

Although the reference base effect will pass out 
from price comparisons in the first month of the 
year, price developments will in future be affected 
by the impact of the war in Ukraine.

THE LABOUR MARKET

The labour market continued its recovery from 
the Covid-19 pandemic in the fourth quarter of 
2021. Neither higher energy prices nor the tighter 
pandemic restrictions from the end of October 
had any substantial impact on developments 
in the labour market. Employment continued to 
increase in the fourth quarter, but at a slightly 
slower rate than in the third quarter (see Figure 
24). Data from the Tax and Customs Board 
showed the number receiving a declared wage 
in the fourth quarter of 2021 reached the level it 
was at in the fourth quarter of 2019, before the 
pandemic (see Figure 25). The number earning a 
wage at private employers was only 0.3% lower 
than before the pandemic in both the enterprise 
statistics and the Tax and Customs Board data. 
The labour force survey painted a more pessi-
mistic picture of the recovery in employment, 
though the confidence bounds for the labour 
force survey are relatively wide.

Employment increased during the pandemic in 
information and communications, education, 
and healthcare, and also in the financial sec-
tor. It fell however in accommodation and food 
service, where it remains around a fifth lower 
than it was before the pandemic. Employment 

in information and communications was 13% 
higher than it was before the crisis. The number 
working in manufacturing, which is the branch of 
the economy that exports most, was only 1.5% 
below where it was two years earlier by the end 
of last year.

The latest data on corporate expectations for 
employment were collected before Russia 
invaded Ukraine. At the end of last year and at 
the start of 2022, companies were relatively opti-
mistic about the future development of employ-
ment, especially in manufacturing and construc-
tion (see Figure 26). The number of vacancies 
continued to rise, as did the number of short-
term workers hired from abroad.

The unemployment rate fell from 5.7% in the 
third quarter of 2021 to 5.2% in the fourth 

Figure 23. Export and import price indexes 

Source: Statistics Estonia
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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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Figure 25. Yearly change in declared 
wage recipients

Sources: Tax and Customs Board, Eesti Pank calculations
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quarter. Registered unemployment also turned 
downwards in the third quarter of 2021 (see 
Figure 27), and fell from 8.7% last year to 6.9% in 
early March 2022. Redundancies were at a simi-
lar level in early 2022 to what they were in 2019. 
The probability of exiting unemployment was ris-
ing, and the rate of addition of the newly unem-
ployed was stable.

Labour shortages increased throughout 
2021, and remained serious at the start of 
2022 (see Figure 28). The figures for January and 
February do not however reflect the war started by 
Russia, and so do not reflect the impact of sanc-
tions. Many companies were hiring extra staff as 
demand recovered, but the amount of labour avail-
able in the market declined rapidly, and it became 
increasingly hard to find suitable employees.

The average wage rose faster throughout 
2021, as upwards wage pressure was cau-
sed in some sectors by a shortage of suitable 
labour, while wages offered in other sectors 
had fallen behind the average in the economy 
during the pandemic. Growth in wages reached 
7.3% in the fourth quarter of the year (see Figure 
29). Higher inflation in the final quarter did not yet 
have a major impact on wages, and so real wages 
fell. Wages rose faster in the private sector in 2021 
than in the public sector or in local government 
employment. This was partly because the recov-
ery in wages after their falls occurred most in parts 
of the private sector that had suffered most from 
the pandemic, and partly because wage rises 
were smaller in the public sector.

Figure 26. Employment expectations

Sources: European Commission, Eesti Pank calculations
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Figure 27. Unemployment

Sources: Statistics Estonia, Töötukassa, Eesti Pank
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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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Real unit labour costs fell throughout 2021, as 
growth in the economy came from the growth 
in labour productivity and wages rose by less 
than inflation (see Figure 30). The fall in real 
unit labour costs means that corporate profits 
grew faster than the payroll did, which is to be 
expected following an economic crisis.

PRICES

Inflation has continued to accelerate in recent 
months. It reached 12% in February 2022. 
Around half of the rise was caused by energy 
prices, which rose by 40% over the year (see 
Figure 31). There have also been sharp rises in 
recent months of 8% in prices for food products, 
and 7% in prices for manufactured goods. Prices 
for services have risen more slowly as the pan-
demic has dragged on.

Rising energy prices have prevented inflation 
from subsiding. Prices for all types of fuel and 
energy have gone up steeply. Electricity prices 
have risen for several reasons including higher 
prices for both natural gas and CO2, and limited 
transmission capacity (see Figure 32). The global 
oil price has also started to climb in recent months. 
The government took several measures last year 
to ease the impact of higher energy prices. A price 
ceiling was set in January for electricity, natural 
gas and heat, which slowed overall inflation. The 
weather has been fairly mild, and so consumers 
have been spared even larger heating bills.

Higher prices for manufactured goods are 
being caused by supply difficulties and high-
er prices for maritime transport. The supply of 
manufactured goods has become increasingly 
complex in recent years. Limits on supply are 
causing difficulties in many branches of manu-
facturing, especially car production15. Prices for 
manufactured goods are also being pushed up 
by strong demand. 

High inflation and strong demand have made it 
easier for companies to raise prices. Nominal 
economic growth in Estonia was among the fast-
est in the European Union in the fourth quarter 
of last year. Corporate profits started to recover 
after the Covid-19 crisis and companies have so 
far been able to pass higher prices for raw mate-
rials through into consumer prices. Labour costs 
increased more slowly than profits did.

15  Prices for used cars have risen faster in Estonia than in any other euro area country partly because of a change in the methodol-
ogy for the price statistics.

Figure 30. Growth in unit labour cost

Source: Statistics Estonia
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Figure 31. CPI growth

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

Source: Nord Pool
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Inflation has recently become broadly based. 
More than half of the consumer basket was up 
by 5% or more in price in February. There are 
still goods and services in the consumer bas-
ket though for which prices fell, and prices were 
down for 8% of the consumer basket in February. 
It was mainly prices for communication services 
and information equipment that fell due to rapid 
technological development.

GENERAL GOVERNMENT 
FINANCING

The expenditure in the general government 
budget was under pressure in 2021, as it had 
been in 2020. The pandemic meant that spend-
ing on healthcare was larger than usual for the 
second year in a row. Support measures to ease 
the impact of the pandemic on companies also 
continued to be paid, but the cost of those mea-
sures was notably less than in the previous year. 
On top of this, the first measures taken to ease 
the impact of rising energy prices were also intro-
duced at the end of 2021. Statistics Estonia esti-
mates that the general government budget was 
in deficit by 2.4% of GDP in 2021, or a by little 
over 720 million euros.

Very good growth in tax receipts helped make 
the general government budget deficit a lot 
smaller than what it was in 2020. General 
government tax revenues increased by a little 
over 15% during the year, and the state budget 
received some 9 billion euros in total in 2021, 
which was more than 1.3 billion euros more than 
was expected when the budget was written. 
Total general government tax revenues in the 
fourth quarter were 25.9% more than in the same 
quarter of the previous year, and a large part in 
this growth was played by income tax on the 
money withdrawn by individuals from the sec-
ond pension pillar, which the Ministry of Finance 
estimates brought in some 283 million euros. 
Without that one-off factor, the general govern-
ment tax revenues in the fourth quarter would 
have been around 15% more than a year ear-
lier. The average yearly growth of 16% in receipts 
in the state budget continued in January and 
February 2022, with tax revenues from labour 

taxes and VAT receipts increasing most at the 
start of this year, as they did throughout last year 
(see Figure 33).

Growth in investment by the general govern-
ment continued to slow in the fourth quarter. 
General government investment adjusted for the 
rise in the price level was up by only 0.6% in the 
fourth quarter over the same quarter of the pre-
vious year, which was the smallest growth of the 
past couple of years. Investment in machinery 
and equipment declined, as it had in the third 
quarter. Investment in construction was around 
the same level as in the previous year, while 
investment in products related to intellectual 
property rights continued to grow. General gov-
ernment investment increased by 6.7% in 2021 
as a whole.

The growth in general government current 
expenditure has accelerated a little. Spending 
on intermediate consumption by the general gov-
ernment, which is largely administrative costs, 
was up 14.9% over the year in the fourth quar-
ter. This may partly be because of higher inflation 
being passed through into general government 
expenses. The yearly growth in the general gov-
ernment payroll continued to slow in the fourth 
quarter and reached 5.8% in the estimate of 
Statistics Estonia. The spread of Covid-19 in the 
fourth quarter also increased the amount paid 
out in sickness benefits. 

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 2022-2024

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 December on the economies of Estonia and 
other countries. New data on the labour market, foreign trade, the general government, the financial 
sector and prices as at 23 March 2022 have also been taken into account. The forecast assump-
tions for the external environment, including main trading partners, have also been updated as at 14 
March 2022. The biggest change in the outlook for the economy has understandably been caused 
by Russia’s military aggression. The uncertainty about the further progress of the war means that 
the economic forecast also stands on very uncertain ground. This forecast reflects the scenario 
considered the most likely, but reality could turn out better or worse. The Eesti Pank forecasts are 
compiled using EMMA, the macro-model of the Estonian economy developed and regularly updated 
by Eesti Pank. 

THE INTERNATIONAL ECONOMIC 
ENVIRONMENT

The global economy was on track to exit the 
Covid-19 pandemic at the start of this year, 
but the Russian invasion of Ukraine will deli-
ver a serious blow to that recovery. Russia is 
one of the largest suppliers of oil, gas and metals 
to Europe and the whole world. Russia, together 
with Belarus, produced a large share of the 
world’s fertilisers, and Ukraine and Russia pro-
vide a substantial part of global wheat produc-
tion. It is feared that the problems in supplies of 
fuels and various other products will keep prices 
high for some time yet, reducing the purchas-
ing power of consumers and causing obstacles 
to production. There is greater uncertainty and 
volatility in international financial markets in con-
sequence.

The financial and trade sanctions imposed on 
Russia will hurt the euro area more than the 
global economy as a whole. The European 
Central Bank estimates that the growth rate in 
the global economy outside the euro area will 
be 0.3 percentage point lower than that in the 
euro area this year because of the war, and 0.2 
percentage point lower next year. Closer trad-
ing links mean though that European countries 
will be affected more by a reduction or stoppage 

in trade with Russia. The biggest impact will be 
on energy, as the European Union imports 40% 
of its gas from Russia. This share is unevenly 
divided across economic sectors and countries. 
A reduction in gas supplies would substantially 
limit production and consumption and leave the 
economy in a worse position, but this is not con-
sidered in the forecast, as negotiations between 
countries on this had not yet concluded when 
the forecast was written.

The weaker outlook for growth in Estonia’s 
main trading partners will make exporting 
harder. Demand from the main target markets 
for Estonian products and services will remain 
around the same this year as it was last year (see 
Table 2 for the external assumptions in the fore-
cast). It is clear though that the further direction 
of Russia’s military aggression and the possible 
resulting sanctions could mean that international 
trade and commodities prices differ substantially 
from the forecast.

ECONOMIC GROWTH

A combination of several factors will push 
the Estonian economy into recession in 2022. 
GDP at constant prices will decline by 0.4% 
in 2022 because of the much higher inflation 
than was earlier expected, which will reduce 

Table 2. External assumptions in the forecast

December 2021 projection

2021 2022 2023 2024 2022 2023 2024

Foreign demand growth (%)* 8.8 0.5 2.5 3.2 4.7 4.8 3.4

Oil price (USD/barrel) 71.1 100.2 89 82.1 77.5 72.3 69.4

Interest rate (three-month EURIBOR, %) -0.55 -0.39 -0.32 0.65 -0.46 -0.18 0.02

USD/EUR exchange rate 1.184 1.122 1.119 1.119 1.132 1.132 1.132

*Foreign demand growth is the weighted growth of imports of trading partners
Source: European Central Bank
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Table 3.Economic forecast by key indicators*

2020 2021 2022 2023 2024

Nominal GDP (EUR billion) 26.82 30.59 33.45 35.23 37.34

GDP volume** -2.6 8.2 -0.4 2.0 3.5

    Private consumption expenditures*** -2.6 6.6 2.4 1.8 3.4

    Government consumption expenditures 3.1 4.0 1.8 -0.7 0.6

    Gross fixed capital formation 17.0 7.3 -20.5 5.4 8.1

    Exports -4.9 19.9 4.7 2.5 3.2

    Imports 0.6 20.9 -2.9 2.8 3.9

Output gap (% of potential GDP) -3.7 0.5 -1.8 -2.0 -0.9

CPI -0.4 4.6 10.2 2.4 1.7

HICP -0.6 4.5 9.9 2.4 1.8

GDP deflator -0.6 5.4 9.7 3.3 2.3

Unemployment rate (% of the labour force) 6.9 6.2 6.7 7.1 6.3

Employment**** -2.2 -0.5 0.3 0.6 1.1

Average gross wage (EUR) 1448 1547 1670 1786 1900

Average gross wage growth 2.9 6.8 7.9 7.0 6.4

GDP per employee 0.1 8.1 -1.0 1.4 2.5

Current account (% of GDP) -0.3 -0.9 1.5 3.5 4.2

Budget balance (% of GDP) -5.6 -2.4 -2.7 -1.9 -1.2

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

consumption opportunities, and also because 
of increased uncertainty, supply problems, and 
reduced opportunities for exporting. The discon-
tinuation of transactions by the VW group last 
year will also reduce economic growth this year. 
Total output in the domestic economy at current 
prices will increase by more than 9% this year, 
meaning that even as output volumes stop grow-
ing further, incomes will continue to rise strongly 
(see key indicators for the forecast in Table 3 and 
comparison with forecasts by other institutions 
in Table 4).

The forecast assumes that Estonian exports 
to Russia, Belarus and Ukraine will be stop-
ped and will not recover throughout the 
forecast horizon (see Box 2 for more details). 
The sanctions on Russia will have some impact 
on Estonia’s foreign trade both directly and 
indirectly through the exchange of goods with 
Estonian trading partners. Although the Russian, 
Belarusian and Ukrainian markets are of limited 
importance for Estonia and Estonia’s main trad-
ing partners, the interruption to trade with those 
countries will have a substantial impact on some 

Table 4. Estonian economic forecasts by other institutions

GDP real growth, % CPI inflation, %

2021 2022 2023 2024 2021 2022 2023 2024

Eesti Pank 8.2 -0.4 2.0 3.5
4.6
4.5*

10.2
9.9*

2.4
2.4*

1.7
1.8*

Ministry of Finance 9.5 4.0 2.6 2.6
 3.8
3.8*

3.7
3.7*

2.1
2.1*

2.1
2.1*

European Commission 7.5 3.1 4.0 4.5* 6.1* 2.1*

IMF 8.5 4.2 3.7 3.7 3.8* 4.9* 2.2* 2.2*

OECD 9.6 4.5 3.8 3.8 4.1* 6.0* 3.2* 3.2*

Consensus Economics 8.3 3.0 3.5 4.7 9.6 3.6

SEB 8.2 3.2 3.0 4.5* 6.5* 2.8*

Swedbank 8.1 3.5 3.2 4.6 6.0 2.6

Sources: Eesti Pank, March forecast, 30.03.2022; MoF, Summer 2021 forecast, 09.09.2021;  European Commission, Economic 
Forecast Winter 2022, 10.02.2022; IMF, WEO, October 2021, 12.10.2021; OECD, Economic Outlook, December 2021, 01.12.2021; 
Consensus Economics, Eastern Europe Consensus Forecasts, March 2022, 24.03.2022;  SEB, Nordic Outlook, February 2022, 
25.01.2022; Swedbank Economic Outlook 19.01.2022.
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branches of the economy, like transportation and 
storage, wood processing, metal production, 
machine building, and chemical production, and 
on some companies (see Box 3). The sanctions 
will increase the supply-side limits, especially for 
some important groups of goods such as tim-
ber, metals, fertilisers and fossil fuels. Estonian 
companies are seeking new export markets and 
suppliers, but this will probably take some time 
as companies in other countries are facing the 
same problem.

The problems in production will deepen. The 
Estonian economy had recovered well from the 
Covid-19 pandemic by the end of 2021 and was 
running at close to its maximum capacity. In con-
sequence the previous forecast also expected 
that economic growth would slow substantially 
this year. Supply difficulties, higher price lev-
els and reduced confidence will leave traces in 
corporate investment. Equally though, there are 
goods like timber and oil shale products that are 
produced in Estonia and that will become more 
competitive as supply from Russia dries up.

Unemployment will increase because of the 
economic difficulties. Employment will fall in 
reaction to the difficulties in the economy, though 
its sensitivity to this recession will be weaker than 
that during the pandemic, as businesses have 
smaller buffers in their labour. Unemployment 
will also rise because refugees from the war in 

Ukraine will be added to the labour force and will 

at first be looking for employment.

Inflation will pass through to wages, but to a 

limited extent. The inflation that is being caused 

by higher prices for energy and raw materials will 

pass through to wages, but to a lesser extent 

than would inflation that was being driven by 

strong demand pressures. The pass through of 

inflation will also be less because wages are only 

rarely indexed in Estonia. Employees will still put 

upwards pressure on wages to offset rising living 

costs. As some companies will gain from higher 

prices for their products, the average growth in 

wages in the economy will be 7-8%. Growth in 

wages will also be kept high by the rise of 12% 

in the minimum wage in early 2022 and by the 

return of wage rises in the state sector.

Uncertainty will be reflected in some loss of 

momentum in the real estate market. The sup-

ply of new residential property will be limited 

by higher prices for construction materials and 

shortages of them, while uncertainty will make 

buyers take a more cautious position. The war 

in Ukraine will make both borrowers and lenders 

more careful. The behaviour of banks and other 

sources of financing will be affected above all 

through confidence and increased risk assess-

ments. The direct impact of the crisis on the sup-

ply of credit will remain modest though. 

Box 2: The effect of the interruption of exports from the 
European Union to Russia, Ukraine and Belarus

Russia’s violent invasion of Ukraine has harmed trade relations with Russia and Belarus, while 
the damage caused in Ukraine has substantially reduced the demand from there for European 
goods. Estonia’s direct trading relations with Russia were among the closest of any country in 
the European Union, as Russia is Estonia’s neighbour, though the role that the Russian market 
plays in the Estonian economy is still quite small in the wider picture.

A scenario has been drawn up for the disappearance of the Russian, Belarus and Ukrainian mar-
kets, where the foreign demand for European Union countries is reduced by the share of those 
three markets in the foreign demand of each European country. Impulse reaction functions from the 
forecasting models of the central banks of the European Union countries have been used to calcu-
late the second round effects, in the form of reduced demand for Estonian goods and services as a 
result of reduced exports from European Union countries to Russia. The results have been entered 
in the Eesti Pank macro model EMMA to find the impact on the Estonian economy. The outputs 
from the models have been used as assumptions in the Eesti Pank economic forecast.

In this way the scenario attempts to account for both the direct loss of exports to Russia, and 
the indirect impact through trading partners whose exports to Russia, Belarus and Ukraine can 
expect the same fate.
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The analysis finds that the disappearance of the Russian market reduces GDP by around 2%, 
which is generally in line with other estimates found using other methods. The more detailed 
results of the estimates are presented in Table B2.1. It should be noted in this that the estimate 
only includes the effect through other European Union countries, and does not consider further 
possible amplification through value chains. Neither does it estimate how big the impact from 
reduced imports from Russia might be on local value chains or energy prices. 

A fall in exports to Russia would also lead to lower prices, as it would slow economic growth 
and so reduce price pressures. Increased price pressures are forecast though because of 
reduced access to raw materials, which is certainly related to Russia but is not covered here.

Box 3: The importance of Russia, Belarus 
and Ukraine in Estonian foreign trade

The war in Ukraine affects the Estonian economy through trade channels both directly, through 
Estonian trade, and indirectly, through Estonia’s trading partners. This box considers how the war 
could impact the economy through the export and import channels of Estonia’s foreign trade.

Russia, Belarus and Ukraine together accounted for about a tenth of Estonian foreign trade in 
2021. It is probable that this share will disappear entirely because of the sanctions on Russia and 
Belarus, and the blockages to trade with Ukraine because the country is almost entirely at war. 

The three countries accounted for 5% of Estonian exports in 2021, and provided 16% of imports 
(see Table B3.1). This means that the estimated impact could be felt more through the import 

Table B2.1. Impact of the disappearance of exports to Russia, Belarus 
and Ukraine on the economic indicators for Estonia

2022 2023 2024

change in foreign demand -3.7% -4.6% -4.7%

change in nominal GDP -1.7% -2.5% -3.2%

change in real GDP -1.5% -1.7% -1.9%

change in employment -0.6% -1.2% -1.5%

change in employment, thousand jobs -3.9 -7.6 -9.9

change in the average wage -0.3% -1.2% -1.9%

change in consumer prices -0.1% -0.4% -0.7%

change in the unemployment rate +0.6% +1.1% +1.4%

Table B3.1. Exports and imports of goods in 2021

Goods exports

Goods exports in million euros Share in total goods exports

total Estonian goods exports 18217.22

total exports to the three countries 980.64 5%

Russia 771.31 4%

Ukraine 134.79 1%

Belarus 74.55 0%

Goods imports

Goods imports in million euros Share in total goods imports

total Estonian goods imports 21067.51

total imports from the three countries 3464.77 16%

Russia 2592.25 12%

Ukraine 142.34 1%

Belarus 730.18 3%

Source: Statistics Estonia
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channel. Imports being stopped would first of all make it necessary to find alternative supply chan-
nels. The biggest turnover of trade in goods has been with Russia for both exports and imports.

The groups of goods that were exported most to Russia were machinery, mechanical and elec-
tronic equipment and devices, and chemical products and plastics (see Table B3.2). Manufacturing 
has been the main exporting sector with 38% of exports, followed by wholesale and retail with 31%. 

Table B3.2. Goods exports, five largest groups of goods, 2021

Group of goods Exports in million euros Share

Russia

machinery and mechanical equipment and parts 246.36 32%

electrical machinery and equipment and parts 112.08 15%

optical, photographic, cinematographic, measuring, checking,  
precision, medical or surgical instruments and apparatus

53.46 7%

tanning or dyeing extracts; tannins and their derivatives 46.35 6%

plastics and plastic products 35.57 5%

Ukraine

machinery and mechanical equipment and parts 28.76 21%

optical, photographic, cinematographic, measuring, checking,  
precision, medical or surgical instruments and apparatus

17.22 13%

fish and crustaceans, molluscs and other aquatic invertebrates 13.70 10%

tanning or dyeing extracts; tannins and their derivatives 12.10 9%

wadding, felt and nonwovens, special yarns; twine, cordage,  
ropes and cables and articles thereof

7.10 5%

Belarus

cocoa and cocoa products 19.46 26%

machinery and mechanical equipment and parts 16.62 22%

fish and crustaceans, molluscs and other aquatic invertebrates 8.39 11%

electrical machinery and equipment and parts 7.94 11%

optical, photographic, cinematographic, measuring, checking,  
precision, medical or surgical instruments and apparatus

6.10 8%

Source: Statistics Estonia

Table B3.3. Goods imports, five largest groups of goods, 2021

Group of goods
Imports in 

million euros
Share

Share of imports of 
the group of goods

Russia

mineral fuels 1410.38 54% 42%

wood and wood products, charcoal 343.38 13% 36%

ferrous metals 163.17 6% 20%

fertilisers 118.78 5% 63%

organic chemicals 81.59 3%

Ukraine

ferrous metals 22.20 16% 4%

electrical machinery and equipment and parts 18.29 13% 2%

wood and wood products, charcoal 16.91 12% 0.5%

mineral fuels 8.50 6%

products from ferrous metals 8.20 6%

Belarus

mineral fuels 606.47 83% 18%

wood and wood products, charcoal 38.15 5% 4%

ferrous metals 29.80 4% 4%

vegetable textile fibres; paper yarn and woven fabrics of paper yarn 6.56 1%

animal and vegetable fats and oils 6.34 1%

Source: Statistics Estonia
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The main exports to Ukraine were machinery and equipment, fish and fish products, and chem-
ical products (see Table B3.2). The main exporters have again been in manufacturing with 40% 
of exports, and in wholesale and retail with another 40%. Exports to Belarus were cocoa and 
cocoa products, and machinery and equipment, and the majority of them were from compa-
nies in wholesale and retail.

A large part of imports have been imports of mineral fuels from both Russia and Belarus (see Table 
B3.3). Imports of fossil fuels have been made by companies in transport and storage as fuels are 
mainly brought in as transit goods and a smaller share is used for domestic consumption. 

A substantial part of the imports were raw materials for manufacturing (see Table 3.4). Russia, 
Belarus and Ukraine have provided a tenth of the imports for the sector. Imports of timber were 
the largest share of imports last year, as they provided 29% of all the timber imports for manu-
facturing. Also important were metals, for which more than half of raw materials were imported 
from the three countries.

The three countries have played a smaller role in trade in services, accounting for 6% of exports 
of services and 7% of imports. The turnover of trade in services with Russia has been the larg-
est (see Table B3.5). The most important group of services for Russia and Belarus for both 
exports and imports was transport services, while the largest imports from Ukraine were ICT 
services and the largest exports to there were of business services and also ICT services (see 
Table B3.6). 

Table B3.4. Main sectors importing goods from Russia, Belarus and Ukraine in 2021

Sector
Total imports from Russia, Belarus 

and Ukraine
Share of the imports of 

that sector

manufacturing 523.7 10%

      wood processing 200.8 29%

      chemicals and chemical products 111.6 31%

      metal production 61.1 54%

transportation and storage 1791.7 64%

wholesale and retail trade; repair of motor 
vehicles and motorcycles

814.9 10%

Source: Statistics Estonia

Table B3.5. Exports and imports of services in 2021

Exports of services Imports of services

million 
euros

share
million 
euros

share

total exports of services 8406.6 total imports of services 6983

total exports of services to  
the three countries

533.6 6%
total imports of services to  
the three countries

504.7 7%

Russia 362.3 4% Russia 266.7 3%

Ukraine 131.8 2% Ukraine 186.8 2%

Belarus 39.5 1% Belarus 51.2 1%

Source: Eesti Pank
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Table B3.6. Imports and exports of services, five largest groups in 2021

Exports of services Imports of services

million 
euros

share
million 
euros

share

Russia

transport services 259 71% transport services 178.5 67%

other business services 26.3 7%
telecommunications, computer and 
information services

30.1 11%

travel services 29.3 8% travel services 19 7%

telecommunications, computer and 
information services

17.8 5% other business services 13.2 5%

maintenance and repair services 11.3 3% processing services 10.4 4%

Ukraine

other business services 49.3 37%
telecommunications, computer and 
information services

100.1 54%

telecommunications, computer and 
information services

26.1 20% other business services 42.8 23%

travel services 24.8 19% transport services 31.1 17%

transport services 28.8 22% travel services 7.6 4%

personal, cultural and leisure 
services

1.6 1% processing services 2.1 1%

Belarus

transport services 28.5 72% transport services 29.5 58%

other business services 4.8 12%
telecommunications, computer and 
information services

14.3 28%

travel services 2.8 7% other business services 4.9 9%

telecommunications, computer and 
information services

3.1 8% travel services 1.6 3%

processing services 0.12 0%
general government goods and 
services not recorded elsewhere

0.38 1%

Source: Eesti Pank

PRICES

The higher price for the consumer basket will 
reduce the real incomes of residents of Estonia 
this year. The consumer basket will rise in price 
by 10.2% this year, which is more than the rise in 
the average wage, meaning that high inflation will 
temporarily reduce purchasing power. Inflation 
will fall back to 2.3% next year and purchasing 
power will start to grow, but the price level will 
remain high as future transactions point to high 
prices for fuels and many commodities.

Energy prices have a broad impact on the 
whole consumer basket. The price level of 
energy for consumers will be 26% higher this 
year than it was last year. The main price pres-
sure will come from the rise in the price of natu-
ral gas. Gas is used to produce around a third 
of heating energy, and so its price will keep the 
price of heat high too. The price for electric-
ity also depends indirectly on the price of gas. 
There is a major shortage of electricity produc-
tion capacity in the Baltic states, and so prices 

are set largely by the gas-fired power stations 

in Lithuania. The price for electricity will proba-

bly fall in summer, but the margin over the price 

in Finland will remain high as the transmission 

capacity for electricity is limited.

Prices will continue to rise for food products 
in the global market and this will gradually be 
passed through to consumers. Prices for food 

commodities have already risen because of the 

war, and the loss of Russian and Ukrainian output 

from international markets will maintain upwards 

price pressures. Reduced access to fertilisers 

could also reduce harvests, pushing food prices 

up even further. The cost of food for consum-

ers will rise by 10% this year and by around 5% 

next year.

Increased costs for essential expenditures will 
change consumption habits. Consumers will 

have less money left over for buying services 

and consumption goods as households spend 

an average of 15% of their incomes on energy and 

28% on food. Increased essential spending means 
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there will probably be less money available for lei-
sure time and for travel. Higher energy prices will 
cause greater uncertainty, which will make house-
holds and businesses more cautious.

GENERAL GOVERNMENT 
FINANCING

The assumptions that are currently available 
suggest that the general government budget 
position will change little from what it was in 
2021. Very high inflation together with rising wages 
will cause tax revenues to rise strongly for the sec-
ond year in a row. The rapid growth in tax revenues 
will partly help to offset the unexpected increase in 
expenditure. Compensation for high energy prices, 
and the costs of receiving refugees from the war 

have already been added to the planned spending 

in the 2022 state budget. The current forecast pre-

sumes 30,000 refugees from the war and allows 

for the automatically applicable state spending on 

settling them here through benefits, various public 

services and more. The risks to the general gov-

ernment budget are more towards an increase in 

expenditures, as it may be necessary next win-

ter to apply similar compensation methods for 

energy prices to those that were introduced in the 

spring. Increased spending on defence may also 

be expected in the future. The size of the supple-

mentary budget was not yet known at the time the 

forecast was written, and so it is not accounted 

for in the outlook for the general government bud-

get or in the impact on macroeconomic indicators.
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