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INTRODUCTION 

The headwinds are blowing more strongly 
against growth in the global economy. High 
inflation, tighter monetary policy and the war in 
Ukraine have been having an increasingly dele-
terious impact on the global economy since the 
middle of the year. The outlook for the global 
economy is weaker than in previous forecasts 
and there is again more uncertainty about the 
future than usual. Wide volatility in financial and 
commodities markets have reduced confidence 
about the future, and are also restraining activity 
in the economy.

The outlook for the Estonian economy depends 
above all on the future rate of inflation. This is 
partly because the sustainability of growth in the 
Estonian economy is hurt by weakness in foreign 
markets and reduced opportunities for exports, 
and partly because the impact of high inflation 
is making itself felt more and more. Estonia has 
the highest inflation in the euro area, and so the 
rise in production costs and in the cost of living 
are putting notably heavier pressure on the resil-
ience of the national economy. Inflation this year 
will be around 19%, mainly because of higher 
energy costs. Inflation is expected to fall to close 
to 7% next year, and 2% in 2024. The inflation 
forecast takes account of the European Central 
Bank tightening monetary policy, which will make 
borrowing more expensive. The government is 
also planning to regulate energy prices, which 
will bring overall inflation down to some extent.

Inflation will affect growth in the Estonian 
economy more strongly in the second half of 
this year, when it will pull it into recession. 

The Estonian economy was performing better 
than expected in the first half of this year. The 
supply problems that were expected as a con-
sequence of the sanctions imposed on Russia 
for its military aggression remained smaller than 
feared, and consumption increased despite the 
sharp rise in prices. Consumption has increased 
strongly because savings have been used to 
fund it, but savings will not be able to provide the 
same sort of support in the future. Consumption 
is consequently expected to decline in the near 
future. For the year as a whole the economy will 
probably shrink in size by 0.5%. It is expected 
to grow by around 1% next year though, and 
growth will then increase to the region of 3.5% 
in 2024. Geopolitical instability means that there 
is greater uncertainty than usual around the out-
look for economic growth and for inflation.

The labour market will continue to do quite 
well despite the recession. Wage growth will 
remain strong this year and next even as the 
labour market cools a little, since there will con-
tinue to be a shortage of labour and both the 
minimum wage and prices will rise. The aver-
age gross monthly wage will rise very fast this 
year and next, by more than 10%, but the pur-
chasing power of real wages will only recover its 
level of 2021 at the end of 2024. Unemployment 
is expected to remain around 6.5% this year, 
and should rise to 8.6% next year. This forecast 
assumes that a substantial part of the increase in 
unemployment will come from the addition to the 
labour market statistics of refugees from the war 
in Ukraine who are looking for work. 
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THE GLOBAL ECONOMY

Growth in the global economy slowed in the 
second quarter of this year. There was no evi-
dent impact on the global economy from high 
inflation, rising energy prices and the war in 
Ukraine in the first quarter, but by the middle 
of the year the damage they were causing was 
already apparent. Countries in various places 
around the world were also affected by natural 
catastrophes caused by climate change, such 
as droughts or floods that hindered production 
and caused great losses to many. Covid-19 also 
continued to have a major impact on economic 
and social life, especially in China (see Figure 
1). The spread of the virus there has slowed, 
and so transport blockages and other supply-
side restrictions started to ease during the sum-
mer. Growth in global trade has in consequence 
started to pick up again (see Figure 2). Despite 
the sharp tightening of monetary policy by central 
banks, inflation has in recent months remained 
consistently higher than expected. Uncertainty 
consequently remains very high because of the 
weakness in economic activity, high prices and 
war, and it is also expressed in volatility in finan-
cial markets.

The economy in several advanced countries 
was supported primarily by private consump-
tion, as the weakness in the economy is not 
yet reflected in the labour market. Consumers 
still have some of the savings they built up during 
the pandemic available to spend, and the assis-
tance measures passed by governments during 
the pandemic continue to affect consumption, 
especially in the USA. The yearly growth in the 
US economy was 1.7% in the second quarter, 
but the economy shrank by 0.1% over the quar-
ter1 and entered recession (see Table 1). Growth 

1  Recession occurs in technical terms when the economy shrinks in size for at least two consecutive quarters.

was pulled down primarily by declines in inven-
tories and business investment. Corporate sen-
timent surveys, especially in manufacturing, are 
continuing to fall because of high inflation and 
weak demand, and have reached their lowest 

Figure 1. Stringency index

Last observation 28.8.2022
Sources: OxCGRT, Our World in Data
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Figure 2. Yearly growth in global and euro area 
trade, three-month moving average

Sources: Bloomberg, Eurostat
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THE EXTERNAL ENVIRONMENT 

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

2017 2018 2019 2020 2021 2022 Q1 2022 Q2 2022

World 3.8 3.6 2.9 -3.1 6.1 3.2

Advanced economies 2.5 2.2 1.7 -4.5 5.2 2.5

Emerging markets and  
developing economies

4.8 4.5 3.7 -2.1 6.8 3.6

Euro area 2.6 1.8 1.6 -6.4 5.4 5.4 (0.7) 4.1 (0.8) 2.6

United States 2.3 2.9 2.3 -3.4 5.7 3.5 (-0.4) 1.7 (-0.1) 2.3

China 6.9 6.7 6.0 2.2 8.1 4.8 (1.4) 0.4 (-2.6) 3.3

Japan 1.7 0.6 -0.2 -4.5 1.7 0.9 (0.1) 1.6 (0.9) 1.7

United Kingdom 2.1 1.7 1.7 -9.4 7.4 8.7 (0.8) 2.9 (-0.1) 3.2

* GDP at constant prices, quarterly growth over the previous quarter is in brackets
Sources: IMF World Economic Outlook Update (July 2022), OECD, Eurostat, National Statistics; 2022 is IMF forecast
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levels of the past couple of years. The labour 
market is very strong though. Consumer confi-
dence improved in August and consumer price 
inflation slowed in both July2 and August, fall-
ing to 8.3%. More non-farm jobs were created in 
August than in the previous month3, and employ-
ment rose to its highest level since before the 
pandemic. The unemployment rate remains 
very low at 3.7%. Yearly growth in the Japanese 
economy was 1.6% in the second quarter, with 
the recovery in private consumption after the 
coronavirus restrictions were eased contributing 
above all. The business confidence indicators 
have been below expectations there primarily 
because of declining demand. Consumer con-
fidence has increased in recent months though 
as things have improved after the pandemic, and 
yearly growth in retail sales was fast in the sum-
mer. Growth in nominal wages accelerated for the 
seventh consecutive month, and reached almost 
2% over the year. Growth in real wages was neg-
ative however, which will probably reduce con-
sumption moving forwards. Inflation rose to 3.0% 
in August as energy and food prices climbed and 
the yen weakened, and this was the highest infla-
tion rate since 2014.

Private consumption in the United Kingdom, 
where inflation has held high for a long time 
now, started to decline. Yearly growth in the 
United Kingdom economy slowed to 2.9% in the 
second quarter as government spending was 
reduced, private consumption fell, and inflation 
stayed high, and the growth over the quarter in 
the economy was negative at -0.1%. Business 
confidence remains very weak and yearly growth 
in retail sales has been negative since April. 
Consumer confidence also continued to weaken 
in August. Consumer prices are rising at their 
fastest rate for 40 years, and inflation hit 9.9% 
in August having been above 9% since April. 
Alongside more expensive energy, housing costs 
and prices for food goods are rising. The labour 
market remains in good shape however, as the 
unemployment rate remains at 3.8%, while the 
number of vacancies is high and wages are 
growing rapidly at 5.5%. However rising wages 
could cause additional price pressures in future.

Covid-19, climate change and geopolitical 
troubles affected the performance of emerg-
ing economies. Disruptions continue in the 

2  Over the same period of the previous year.
3  315 thousand.

Chinese economy, where yearly GDP growth was 
0.4% in the second quarter, but the economy 
shrank by 2.6% over the quarter. The economic 
figures were made worse because of restric-
tions on activities that were due to outbreaks of 
Covid-19 and shortfalls in production of electric-
ity during the summer, as southern China was 
hit by a heatwave and the resulting droughts 
affected the operation of hydroelectric power 
stations. Consumption of electricity was conse-
quently restricted for both homes and industry, 
and this affected the production of metals, fer-
tilisers, semiconductors, batteries and cars. The 
activity index for manufacturing has weakened in 
consequence. The decline in economic activity 
is particularly evident in trade, as exports from 
China were up by 18% over the year in July, while 
imports were up by only 2%. Yearly growth in 
retail sales is modest, and consumer confidence 
is low. Consumer prices were up 2.5% over the 
year in August, largely because food prices were 
higher. Problems remain in the real estate sec-
tor, as real estate sales were 30% down on 
the year in July, and large real estate develop-
ers have fallen into difficulties. Unlike other cen-
tral banks around the world, the Chinese cen-
tral bank eased its monetary policy because of 
the weakening economic environment. China’s 
escalation of the conflict with Taiwan makes sup-
ply chains that were already fragile even more 
vulnerable. Taiwan is geopolitically important 
primarily because of its location, but it is also 
of key significance in global supply chains, as 
some 13% of the microchips exported around 
the world are produced there. Large-scale flood-
ing in Pakistan and demonstrations and hunger 
in Sri Lanka have also increased economic ten-
sions in the Asia region. Emerging economies in 
South America are often exporters of raw mate-
rials and commodities, and the rise in energy 
prices may even benefit them, though they will 
still be affected by higher food prices. Rises in 
interest rates in advanced economies and tighter 
funding conditions will however make the out-
look for growth in the region weaker.

Financial markets remain very volatile. Share 
indexes had risen substantially by the middle of 
August from where they were at the start of sum-
mer. This was largely because inflation expecta-
tions came down in many places outside Europe, 
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but also because the financial results of compa-
nies were better than expected for the second 
quarter. Expectations of higher monetary policy 
interest rates and fear of recession increased at 
the end of August and start of September, and 
this caused a steep fall in stock markets (see 
Figure 3). The changes in the main stock mar-
kets over the whole of the period were conse-
quently marginal. The Chinese stock market 
continued to fall though because of the increas-
ingly pessimistic outlook for economic growth. 
Interest rates on sovereign bonds started to rise 
in August. Interest rates rose more for bonds 
with short maturities that are affected more by 
monetary policy, but the interest rates on long-
term bonds that reflect expectations for eco-
nomic growth and inflation also rose. The market 
rates for euro area sovereign bonds have risen 
rapidly since August and have returned to close 
to the peaks of recent years.

Prices for fuels in commodities markets moved 
in different directions. Weakening economic 
activity and falling demand caused the price of 
Brent crude to fall to 92 dollars a barrel by the 
start of September (see Figure 4). Russia has 
continued to manipulate gas supplies however, 
and in consequence the price of gas rose again 
in the summer. The price of gas rose by 100% 
from 20 July to 24 August for example, but some 
slight fall in price in early September meant that 
the price of gas futures has remained at around 
200 euros per megawatt hour. The energy cri-
sis in Europe was also made worse in the sum-
mer by dry weather and a lack of wind that sub-
stantially reduced the output of hydro energy and 
wind energy. This has all combined to push the 
price of electricity up to new record levels. Prices 
of industrial metals rose by 3.7% in August, while 
prices for agricultural commodities were down a 
little. Prices for food commodities were down by 
1.6%4. The price of precious metals was up by 
2.1%, though the gold price has fallen from its 
February peak by around 17%.

THE EURO AREA

The economy in the euro area did quite well in 
the second quarter. Euro area GDP was 4.1% 
higher than a year earlier, after yearly growth of 
5.4% in the first quarter, and growth over the 
quarter was 0.8%. The growth was faster partly 

4  https://blogs.worldbank.org/opendata/commodity-prices-stabilized-august-pink-sheet.

because of strong demand from consumers for 
tourism services. As the pandemic faded, people 
again became keen to travel. This was reflected in 
strong growth in the economies of Mediterranean 
countries like France, Italy and Spain, which are 
major tourist destinations, as quarterly economic 
growth was high at 0.5% in France, and 1.1% in 
Italy and Spain. Growth over the year was 4.2% in 
France, 4.7% in Italy and 6.3% in Spain. Growth 
in the German economy fell though from 0.8% in 
the previous quarter to 0.1%. The August indexes 
of euro area purchasing managers in manu-
facturing indicates a deterioration in the future 
though, as the sector is struggling with continu-
ously rising energy costs, supply difficulties and 
labour shortages. If European governments are 
unable to find alternative supplies to compensate 

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

Last observation 13.9.2022
Source: Bloomberg
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Figure 4. Commodity price indexes 
and the oil price

Sources: HWWI, Reuters, Bloomberg
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for the reduction in supplies of Russian gas, it 
is probable that some countries will start to 
ration gas, which has been discussed in a few 
places5. This would probably cause restrictions 
on the use of gas in the industrial sector, which 
would lead to a sharp fall in output, especially 
in countries where production is more depen-
dent on gas. The purchasing managers index for 
the industrial sector in the euro area6 fell to 49.6 
points in August, which was its lowest level for 
26 months. Although there are some differences 
between countries in the euro area, they face the 
same problems, with demand weakening as high 
inflation reduces purchasing power and external 
demand weakens. The PMI composite index for 
the euro area7 fell in August to its lowest level of 
18 months at 48.9 points. The weakening in the 
composite index was caused by the fall in activity 
in the industrial sector, and also by a reduction in 
activity in services.

Indicators for the non-financial economy gave 
quite different signals about the performance 
of the economy in the second quarter. Growth 
in industrial output reached 2.2% over the year 
in June. Growth in industrial output was also 
good in monthly terms at 1.1%, but in July the 
growth was negative as the production of cap-
ital goods decreased particularly. Data on the 
turnover of foreign trade for the euro area indi-
cate that trade was again in deficit in June and 
July, primarily because of higher energy prices 
and a weaker exchange rate for the euro. Foreign 
trade from the euro area has now been in deficit 
for nine months. Although goods exports grew 
strongly, increasing by 13.3% over the year in 
July, imports grew even more, at 44%. High infla-
tion and especially the rise in energy costs meant 
the value of imports hit record high levels. The 
trade deficits with Russia and China continued 
to grow. Imports of chemical products increased 
alongside those of fuels, indicating that demand 
remained very strong for various production 
inputs. On top of this the euro has continued to 
depreciate and has almost reached parity with 
the dollar. This makes imports to the euro area 
notably more expensive. Exporters should again 
get support from the lower exchange rate of 

5  The European Union was aiming to fill 80% of gas storage capacity by November but has already met that target, though the 
levels of reserves vary widely across European Union countries. At the same time the governments in the European Union have 
jointly promised to reduce voluntarily their gas consumption by 15%, from 31 August 2022 until 31 March 2023, though with various 
exemptions.
6  S&P Global Eurozone Manufacturing PMI.
7  S&P Global Eurozone Composite PMI®.

the euro against the currencies of trading part-
ners (see Figure 5). Financing conditions in the 
euro area remain favourable (see Box 1). Retail 
sales fell by 0.9% in July for the second month 
in a row, indicating that inflation and economic 
uncertainty about their financial position have 
substantially reduced the appetite of consumers 
to purchase. Retail sales still managed modest 
growth over the month and increased by 0.3%.

Yearly inflation in the euro area picked up 
from 8.9% in July to 9.1% in August, This was 
another record for inflation in the euro area, as 
the war in Ukraine and the sanctions on Russia 

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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have caused prices for natural gas and other 
fuels to rise steeply. This meant inflation was 
again driven most by the rise in energy prices, 
though also by higher prices for food and, to a 
lesser extent, for services and manufactured 
goods. Core inflation also rose (see Figure 6) 
from 4% in July to 4.3% in August, as did the pro-
ducer price index, which rose from 36% in July 
to 37.9% in August. Inflation fell though in France, 
one of the largest countries in the euro area, and 
came down to 5.9%. It rose again in Germany 
to 7.9%, and in Spain it remained above 10%. 
It cannot yet be said that inflation has passed 
its peak. In the foreseeable term this could harm 
the ability of companies to earn income, as it 
may not prove possible to raise product prices 
endlessly. The labour market in the euro area 
remains in good shape however and the weak-
ness in the economy is not yet reflected in it. 
Unemployment remains at a record low for the 
euro area of 6.6% (see Figure 7), while the num-
ber of people in employment rose by a quarterly 

0.4% in the second quarter, having risen by 0.7% 
in the first quarter. Wage growth has reached 
4.1%, while companies are still having problems 
in finding qualified labour. 

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 European Central Bank defines price stability as annual inflation of 2% over 
the medium term. Inflation remains high in the euro area and price pressures are broadly based 
throughout the economy, and staff at the European Central Bank have revised their inflation 
forecast upwards notably. The September forecast expects that inflation in the euro area will 
average 8.1% in 2022, 5.5% in 2023 and 2.3% in 2024. This means that inflation will probably 
remain above its target of 2% for an extended period. To bring inflation in the euro area back to 
close to the target of 2% over the medium term, the Governing Council of the European Central 
Bank has tightened its monetary policy substantially in recent monetary policy meetings.

The Governing Council raised the three key 
ECB interest rates by 0.5 percentage point 
at its meeting in July and by 0.75 point in 
September. The interest rate on main refinanc-
ing operations is currently 1.25%, the marginal 
lending rate is 1.5%, and the deposit facility 
rate is 0.75% (see Figure B1.1). Following its 
current assessment, the Governing Council 
expects to raise interest rates further over the 
next several meetings to restrain inflation. It 
emphasises though that the decisions about 
interest rates will continue to be data-depen-
dent.

No net purchases are being made under 
the expanded asset purchase pro-
gramme (APP) or the pandemic emergency 

Figure B1.1. Eurosystem key interest 
rates and EONIA

Last observation 14.09.2022
Source: European Central Bank
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Figure B1.2. Eurosystem holdings under 
asset purchase programmes (APP and PEPP)

Last observation 31.07.2022
Source: European Central Bank
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Figure B1.3. Euro area money market 
interest rates

Last observation 09.09.2022
Source: Bloomberg
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purchase programme (PEPP) from July, but 
the Governing Council will continue to rein-
vest the portfolios of both asset purchase 
programmes8. This means that in the near 
future the amount of bonds purchased under 
the asset purchase programmes will remain 
at more or less the same level on the balance 
sheet of the Eurosystem (see Figure B1.2)9. 
Redemptions coming due in the PEPP portfo-
lio are being reinvested flexibly where neces-
sary, to counter the risks from the pandemic 
to the monetary policy transmission mecha-
nism. This means that more or fewer bonds 
from one country or one asset class may tem-
porarily be bought in response to market con-
ditions.

The Governing Council approved the Trans-
mission Protection Instrument (TPI) in July10, 
allowing central banks to intervene further in 
bond markets if there are unwarranted, dis-
orderly dynamics in the market that are not 
related to country-specific fundamentals and 
that cause interest rates to rise sharply. This 
will help ensure that the decisions of the cen-
tral bank are passed through smoothly across 
all the economies of the euro area.

As monetary policy interest rates tightened, 
so the interest rates in the interbank money 
market rose sharply, and as at 9 September 
2022 the 3-month Euribor was at 0.93%, 
the 6-month Euribor was at 1.44%, and the 
12-month Euribor was at 2.02% (see Figure 
B1.3). Yearly growth in the money supply of 
the euro area has slowed, and it was 5.5% for 
the broad indicator M3 in July, but it still continues to support the non-financial sector in the 
euro area. Yearly growth in loan volumes to non-financial companies accelerated to 7.7% in 
July, while yearly growth in loans to households remained close to 4.5%. Although the recent 
decisions of the central bank have tightened lending conditions for banks, companies and 
households, interest rates remain very low in historical terms, especially as real interest rates 
adjusted for inflation. 

8  Reinvestment, in full, of the principal payments from maturing securities purchased under the APP will be continued for 
an extended period of time past the date when the Governing Council started raising the key ECB interest rates, and in any 
case for as long as necessary to maintain ample liquidity conditions and an appropriate monetary policy stance. The principal 
repaid on securities purchased under the PEPP that reach maturity will be reinvested until at least the end of 2024.
9  The total value of bonds purchased under the APP and the PEPP on the balance sheet of the Eurosystem at the end of 
July was 4.9 trillion euros. At 4.2 trillion euros, the largest part of the portfolio consists of public sector bonds. There were 77 
million euros of Estonian sovereign bonds on the Eesti Pank balance sheet as at the end of July.
10  See ECB press release https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr220721~973e6e7273.en.html.

https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr220721~973e6e7273.en.html
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MAIN TRADING PARTNERS

Growth slowed in the economies of Estonia’s 
main trading partners in the second quarter 
(see Figure 8). The Nordic economies coped 
best in the changing circumstances, as growth 
over the year was 3.0% in the Finnish economy 
in the second quarter and that in Sweden was 
3.8%. Economic activity was supported most by 
the boost given to private consumption by the 
removal of the pandemic restrictions. The war 
in Ukraine hurt the Baltic economies in the sec-
ond quarter, as growth in the economy over the 
year was down to 2.9% in Latvia and 1.8% in 
Lithuania. Both the Latvian and Lithuanian econ-
omies declined in the second quarter over the 
quarter. The German economy grew by 1.7% 
over the year in the second quarter. This meant 
it returned to where it was before the pandemic, 
but the current energy crisis means that the out-
look for the German economy has worsened, and 
a recession is expected in 2023. The German 
economy was dealt a blow by its dependence on 
Russian sources of energy. The German central 
bank considers that stopping imports of Russian 
gas entirely could cause GDP to shrink by up 
to 5%. The country is facing strict energy-sav-
ing requirements in autumn and winter, and gas 
taxes for all gas consumers. The cooling of the 
economic climate caused by the energy prices, 
high inflation and rising interest rates makes it 
harder for Estonian companies to export. Growth 
in goods exports to partner countries increased 
in the second quarter because of rising prices, 
not because volumes of goods increased (see 
Figure 9). The sanctions introduced because 
of the war in Ukraine have reduced exports of 
goods to Russia, with exports from Germany to 
Russia down by 34.5% in the first half of the year 
for example.

The labour markets in Estonia’s partners 
remain strong, with unemployment falling  
steadily in Finland, Latvia, Lithuania and 
Germany in the second quarter (see Figure 10). 
Only in Sweden did the unemployment rate in the 
second quarter remain the same as it was in the 
first. Employment increased most in the service 
sector in all of Estonia’s main trading partners 
in the second quarter, as spring started and the 
pandemic restrictions were lifted. Labour mar-
kets in the Baltic states are under pressure from 
rapid growth in wages, which are increasing 

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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labour costs and making companies less com-
petitive. Wages have risen particularly fast in 
Lithuania, where they were around 14% higher in 
the second quarter than they were a year earlier.

Rising energy prices have raised inflation in 
Estonia’s main trading partners to new peaks 
(see Figure 11). The rises in consumer prices 
in the Baltic states have been the largest in 
the European Union, as inflation was 22.4% in 
Lithuania in August and 21.5% in Latvia. Inflation 
in both countries was driven mainly by the rise in 
energy prices, which is also reflected in higher 
household expenditures and transport costs 
than a year earlier. The other major component of 
inflation has been the rise in food prices. Inflation 
in Germany accelerated to 7.9% in August, which 
is the highest figure seen since the country 
reunited in 1990. The main cause has been the 
energy crisis, which has raised energy and fuel 
prices, though prices for food and services also 
continue to rise. Consumer price inflation in the 
Nordic countries has also climbed to near record 

levels, though inflation has shown signs of sta-
bilising in Finland, where it was 7.6% in August. 
Inflation in Sweden jumped up to 9.8% in August 
as the price of electricity increased by 29% over 
the month. 

Figure 11. CPI inflation of trading partners

Source: Eurostat
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THE ESTONIAN ECONOMY 

ECONOMIC ACTIVITY

Data from Statistics Estonia show that gross 
domestic product in Estonia was up 0.6% over 
the year in the second quarter (see Figure 12) 
but was 1.3% down on the first quarter when 
seasonally adjusted. The economy as a whole 
performed well in the second quarter, but the 
deterioration in the expectations of companies 
foreshadows weaker economic activity in future.

Monthly figures for economic activity such as 
retail sales and industrial output show that 
economic growth over the year was still quite 
strong at the start of the second quarter, but 
this had changed by the end of the quarter. 
Manufacturing output was 4% up on the year in 
April, but in June it was down by 3%. The slow-
down in retail was even more drastic. The rate 
of decline in economic growth is generally in 
line with what various forecasts for the Estonian 
economy predicted in the spring, as growth is 
hindered by the supply difficulties caused by war 
and by higher energy prices.

Across sectors, the long-lasting trend conti-
nued in the second quarter of the IT sector and 
business services contributing more to growth 
in the economy (see Figure 13). The hotel and res-
taurant sector also grew fast as it recovered from 
Covid. Energy, mining and manufacturing made an 
unexpectedly negative contribution to economic 
growth. This contradicts other data sources, as 
the monthly output indexes for those sectors sug-
gest that growth should have been expected there. 
Electricity production was up by some 50% over 
the year in the second quarter for example. The 
energy crisis has meant that the Estonian oil shale 
sector has become more competitive.

Business surveys showed that the economy 
was generally performing very well in the 
second quarter, but a decline is expected 
in the near future. Indicators for the business 
cycle, such as labour shortages and industrial 
capacity utilisation, indicate that the economy, 
having overheated for a while, is cooling, but still 
in a decent state (see Figure 14). There is cur-
rently relatively little available production capac-
ity, meaning that output volumes are high given 
the equipment available to producers.

Expectations for growth in the coming months 
have receded though, which is illustrated by 
the economic sentiment index falling below 100 

Figure 12. GDP growth

Source: Statistics Estonia
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Figure 13. Contributions to GDP growth 
by sector in Q2 2022

Source: Statistics Estonia
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Figure 14. Standardised survey indicators 
of the business cycle

Sources: European Commission, Eesti Pank
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points (see Figure 15). This was particularly evident 
in the August survey, which showed that the orders 
and expectations for growth of Estonian companies 
have declined. The expectations of Estonian com-
panies have deteriorated faster than those else-
where in Europe, where the assessment by manu-
facturing companies about the current situation has 
become weaker, but output is expected to continue 
growing in the coming months. Estonian companies 
built up their stocks of raw materials in the spring, 
and so it is quite unforeseen that their expectations 
for growth have fallen more sharply than those else-
where in Europe. It is however in line with the decline 
in recent months in production volumes.

The cooling of the temperature of the Estonian eco-
nomic climate is also visible on the heatmap (see 
Figure 16). 

DOMESTIC DEMAND

Domestic demand was supported in the 
second quarter by investment in housing and 
by consumption by households. The excep-
tionally high reference base meant that domestic 
demand was still 1.5% lower in the second quar-
ter of this year than a year earlier.

Private consumption meanwhile was up 
4.8% on a year earlier in the second quar-
ter (see Figure 17). A large part of the growth 
in consumption came from activities related to 
travel. Spending abroad by residents of Estonia 
was more than double what it was a year ear-
lier, but the importance of spending on travel 
in supporting consumption will slowly fade in 
the coming quarters. The rapid growth in retail 

Figure 15. Economic sentiment index

Source: European Commission
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Figure 16. Heatmap of the Estonian economy

Sources: Reuters, European Commission, Eesti Pank, Statistics Estonia
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Figure 17. Private consumption and retail sales

Sources: Statistics Estonia, European Commission
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sales volumes remained a phenomenon of last 
year though. Although 18% more was spent in 
shops in July than a year earlier, the volumes of 
goods purchased stayed at the same level as 
last year. This means that consumers did not 
overall change their consumption volumes from 
last year, but they had to spend more money to 
keep consumption at the same level because of 
the rising prices. Sales of motor fuels are much 
less sensitive to inflation than other categories 
of goods, and retail sales in litres increased in 
July even though fuel prices were around a third 
higher than they were a year earlier.

As incomes are currently growing by less 
than inflation, consumers have also tapped 
into their savings to maintain their consump-
tion habits. This is confirmed by the drop in the 
rate of growth in deposits, which was down to its 
pre-pandemic level in the second quarter even 
though 145 million euros was withdrawn from the 
second pension pillar in May. Future withdraw-
als from the second pillar will be smaller, and so 
their impact on consumption will also be weaker.

Gross fixed capital formation as a whole was 
down by 23.3% over the year in the second 
quarter (see Figure 18). Investment intensity 
rose to 24.6% of GDP, which is still a percent-
age point, or one and a half, below its average 
of the past decade. Investment in housing was 
up strongly over the year, while corporate invest-
ment, with the VW Group transaction included 
in the reference base, and general government 
investment were down.

Household investment increased by around 
15% at constant prices despite the uncertainty 
caused by the war in Ukraine, and investment 
in housing was up by 19%, which was probably 
partly a consequence of transactions agreed 
earlier. More capital than at the same time a 
year earlier was invested in transport vehicles, 
while the amount spent on telecommunications 
equipment and other machinery and equipment 
was lower. This behaviour indicates that avail-
able money is increasingly being directed into 
real estate as a safeguard against high inflation.

Investment by non-financial companies was 
down over the year by almost 37% at constant 
prices in the second quarter. As expected, the 
impact of the high reference base caused by the 
extraordinarily large capital investment by VW 

Group was still evident in this quarter, but it will 
pass out of the calculation from the third quarter. 
Calculations by Eesti Pank show that without this 
extraordinary factor, corporate investment in the 
second quarter at constant prices would have 
increased by around 2% (see Figure 19).

Despite the war and the ever-increasing 
concern about the future development of the 
economy, the banks in Estonia have not reined 
in their supply of credit or changed their risk 
margins noticeably. The rise in Euribor means 
that borrowers face higher loan repayments, but 
it has allowed the banks to issue housing loans 
with lower interest margins than before with-
out losing profit. Although some banks have 
become a little more cautious about lending 
to businesses, access to credit remains good 

Figure 18. Gross fixed capital formation with 
and without extraordinary investment

Sources: Statistics Estonia, Eesti Pank calculations
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Figure 19. Yearly growth in gross fixed capital 
formation of non-financial corporations

Sources: Statistics Estonia, Eesti Pank calculations
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(see Figure 20). Good access to credit, strong 
demand and high inflation are also reflected in 
faster growth in corporate loans and housing 
loans.

Like it was last year, the housing market was 
extremely active in the second quarter of this 
year. It appears that alongside the factors that 
were driving demand before, general inflation 
has pushed more people to look at real estate 
as they fear that their money will lose value. 
High inflation has however reduced purchasing 
power and this, combined with fear of recession, 
should start to restrict demand. Monthly rises in 
real estate prices stopped in July and August, 
and the number of new loan contracts did not 
increase any further. This may indicate the first 
signs of the market coming down, as well as the 
usual seasonality.

Corporate inventories, particularly goods held 
for sale and stocks of raw materials and inputs, 
increased in the second quarter. Manufacturing 
has probably built up large stocks of raw mate-
rials and inputs because the war has caused 
uncertainty about access to production inputs. 
These inventories may also indicate a compar-
atively higher level of new orders in the second 
quarter. Surveys for the third quarter already find 
a smaller share of companies reporting growth 
in new orders.

EXTERNAL BALANCE AND 
COMPETITIVENESS

The euro area economy remained in relati-
vely good shape in the second quarter, but 

the outlook for foreign demand changed in the 
middle of summer to become more pessimis-
tic than in the first half of the year. The war in 
Ukraine had still not had any significant impact 
on Estonia’s foreign trade in the first half of the 
year, as a small setback in April was compen-
sated by relatively strong trade turnover in May 
and June.

The volume of trade declined a little in the 
second quarter, but trade continued to be 
supported by the good performance of ser-
vices. Data from the national accounts show that 
total foreign trade volumes increased by 2.4% in  
the second quarter. Exports of goods and ser-
vices at constant prices were up 5.3% over the 
year, while imports of goods and services at 
constant prices fell by 0.2%.

Figure 20. 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 21. Yearly growth in exports of goods and contributions of groups of goods by months

Source: Statistics Estonia

-30

-20

-10

0

10

20

30

40

50

60

2020 2021 20222022

other products, pp other industrial products, pp
optical and medical devices, pp machinery and equipment, electrical equipment, pp
metals and metal products, pp

wood and paper products, pp

plastics, minerals and chemical products, pp
food and agricultural products, pp
total exports of goods, %

Ja
n

u
a

ry

F
e

b
ru

a
ry

M
a

rc
h

A
p

ri
l

M
ay

Ju
n

e

Ju
ly

A
u

g
u

st

S
e

p
te

m
b

e
r

O
c

to
b

e
r

N
o

ve
m

b
e

r

D
e

c
e

m
b

e
r

Ja
n

u
a

ry

F
e

b
ru

a
ry

M
a

rc
h

A
p

ri
l

M
ay

Ju
n

e

Ju
ly

A
u

g
u

st

S
e

p
te

m
b

e
r

O
c

to
b

e
r

N
o

ve
m

b
e

r

D
e

c
e

m
b

e
r

Ja
n

u
a

ry

F
e

b
ru

a
ry

M
a

rc
h

A
p

ri
l

M
ay

Ju
n

e

Ju
ly



17

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

/3

High inflation, the war in Ukraine and the gra-
dual application of sanctions on Russia have 
caused some uncertainty in goods markets. 
Exports of goods in the second quarter increased 
by 27% when measured in euros, but as the rise 
in export prices was running at almost the same 
rate, the exports of goods measured at constant 
prices were down by 0.4% over the second quar-
ter of last year. The large groups of goods that 
have contributed most so far to exports are min-
eral products and wood and wood products, and 
they continued to do so. Exports of machinery 
and equipment, and metals and metal products 
declined a little and were lower in the second 
quarter than earlier (see Figure 22). The sanc-
tions imposed on Russia have probably had the 
most impact on metal production.

Goods imports increased by 6% in volume 
in the second quarter. Imports of goods from 
Russia continued despite the sanctions and the 
partial halt to the settlement of payments. Around 
60% of imports from Russia were again imports 
of mineral fuels in the second quarter, and a fifth 
were imports of wood products. Imports of wood 
started to be prohibited from the middle of July, 
and the prohibition on importing mineral prod-
ucts will come into force at the end of the year. 
Imports of metals from Russia dropped steeply. 
The impact of the sanctions will start to become 
apparent in the second half of the year.

The sanctions affect international trade in ser-
vices as well, especially through the restric-
tions on land, sea and air transport, but this 
did not yet impact the overall picture of trade 
in services in the second quarter. Imports of 

services continued to be affected by the high 
reference base caused by a one-off transaction, 
and so imports of services were 15% less than 
a year earlier.

Services exports continued to grow in the 
second quarter and gave support to the cur-
rent account. Balance of payments data show 
that services exports increased by 32% at cur-
rent prices in the second quarter and by 17% 
at constant prices in the data of the national 
accounts. The biggest contribution to the growth 
in exports of services came from travel services, 
which recovered strongly from the pandemic. 
Growth was again notable in the contribution of 
telecommunications and computer services and 
other business services, but exports of transport 
services have contracted a little (see Figure 23).

Figure 22. Yearly growth in exports of services and contributions of groups of services

Source: Eesti Pank

-40

-30

-20

-10

0

10

20

30

40

50

60

70

80

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

2020 2021 2022

transport, pp telecmmunications, computer, and information services, pp 
intellectual property fees, pp other business services, pp 

manufacturing services, pp 

travel, pp 
construction, pp 

other services, pp exports of services, % 

Figure 23. The current account

Sources: Statistics Estonia, Eesti Pank
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The current account was slightly in deficit by 
23.4 million euros in the second quarter, which 
was 0.3% of GDP. The surplus on the services 
account gave support to the current account, 
while the deficit on the goods account was larger 
than in previous quarters (see Figure 24).

Rapidly rising prices have affected both local 
and global markets. Prices for both exports and 
imports again rose very fast in the summer months 
at 27-29% (see Figure 24). Inflation was again 
driven by rapidly rising prices for various fuels. 
Terms of trade (ToT) have been steadily deterio-
rating since the end of last year, and import prices 
have risen by more than export prices.

Weaker demand in foreign markets, the conti-
nuing pressure from inflation, and the ongoing 
uncertainty led the expectations of busines-
ses to deteriorate in the summer. Companies 
that estimate that orders for the coming months 
have declined and that it is ever harder to pass 
higher prices for production inputs into product 
prices are in the majority. This all makes com-
panies less competitive in foreign markets (see 
Figure 25).

THE LABOUR MARKET

The labour market was in a strong position in 
the second quarter of 2022, though it showed 
some signs of cooling from the previous quar-
ter. The labour force survey showed yearly 
growth in employment increasing to 5.6% (see 
Figure 26) and data from the Tax and Customs 

Board showed the number of people declared 
as receiving a wage continued to rise strongly. 
The data showed that there were 2.2% more 
people earning a wage in the second quarter of 
2022 than there were before the pandemic, while 
the labour force survey data showed there were 
around 1.7% more people in employment. This 
means there were around 11,000 more people in 
employment than in the second quarter of 2019.

Alongside the permanent residents, there were 
around 3000 refugees from the war in Ukraine 
who had received temporary protection in 
Estonia in employment in the second quarter. 
Their numbers are not reflected in the Estonian 
labour force survey 2022, but they are seen in 
the corporate data and registry data. The sectors 

Figure 25. Assessment by businesses of their 
competitive position in foreign markets

Source: Estonian Institute of Economic Research
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Figure 26. Yearly growth in employment at 
Estonian companies and institutions

Sources: Statistics Estonia, Tax and Customs Board, 
Eesti Pank calculations
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Figure 24. Export and import price indexes 

Source: Statistics Estonia
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where the refugees mainly found work were manu- 
facturing, administrative and auxiliary activities, 
retail, and accommodation and catering.

The change in employment varied quite widely 
across sectors. There were still around a fifth 
fewer employees working in accommodation 
and food service than there were before the 
pandemic, but employment there has recov-
ered strongly. The number of jobs also increased 
in the energy sector, where the energy crisis 
increased production volumes for electricity, and 
in the financial sector. Growth in employment 
slowed in contrast in manufacturing, which faced 
supply problems and rising energy prices (see 
Figure 27).

Corporate expectations for employment 
became more pessimistic during the sum-
mer. Rising prices for energy and raw mate-
rials and increased uncertainty about foreign 
demand meant that a majority of companies in 
manufacturing expected employment to fall (see 
Figure 28). Expectations for employment are 
also notably reduced in retail, where high infla-
tion is restraining consumption. The number of 
vacancies intermediated by Töötukassa also fell 
in June and July, though vacancies were numer-
ous in historical comparison and in comparison 
to what they were before the pandemic.

The unemployment rate rose to 5.8% in the 
second quarter of 2022. It was also up on the 
previous quarter when seasonally adjusted. A 
large part of the rise in the registered unemploy-
ment rate can be explained by the number of ref-
ugees from the war in Ukraine who have regis-
tered as unemployed, and who numbered 5400 
at the start of September, or about 11% of all the 
registered unemployed. Registered unemploy-
ment also rose because of seasonal factors even 
without the refugees (see Figure 29).

Despite the most pessimistic expectations for 
employment, labour shortages continued to 
be cited as the biggest obstacle to increased 
production by a relatively large share of com-
panies in services and construction, and the 
share only declined notably in manufacturing 
(see Figure 30). The prohibition on men of work-
ing age leaving Ukraine has meant that it has 
become harder for Estonian companies to find 
short-term workers. 

Figure 27. Yearly change in declared 
wage recipients

Sources: Tax and Customs Board, Eesti Pank calculations
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Figure 28. Employment expectations

Sources: European Commission, Eesti Pank calculations
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Figure 29. Unemployment

* Q3 2022 is the average for July and August
Sources: Statistics Estonia, Töötukassa, Eesti Pank
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The rise in the average wage increased to 
10.1% in the second quarter (see Figure 31), 
but as consumer prices rose by 20% at the same 
time, the purchasing power of the average wage 
declined. The average wage again increased 
most for private companies with Estonian own-
ership, but wage growth also picked up in the 
public sector, particularly public administration. 
Accommodation and food service stood out for 
a particularly fast rise in the average wage, as 
the average wage there increased by 18.6%. 
This was because of the large need to hire staff, 
which forced the wages offered upwards. Wage 
growth in the sector was also boosted by the rise 
of 12% in the minimum wage.

Labour productivity fell by 4.8% in the second 
quarter of 2022. This is natural in an economy 
that is slowing down, as companies take their 
time over decisions about staffing and react to 
weaker demand with a lag. As companies were 
able to raise their prices for their output how-
ever, the value added per employee increased in 
nominal terms by around 12%, which was faster 
than the rise in the average wage. Overall this 
meant that real unit labour costs continue to fall 
in yearly comparison (see Figure 32), but labour 
costs rose faster over the previous quarter than 
capital income did.

PRICES

Inflation for consumer prices continued to 
accelerate in the second quarter as energy 
prices hit new record highs. Consumer prices 
were up 25% on the year in August. More than 

half of the inflation was caused by the rise in 
energy prices, which were 87% higher in August 
than a year earlier. The war between Russia and 
Ukraine has reduced supplies of natural gas to 
European countries, and gas prices hit record lev-
els in the summer. Gas is an important input in 
electricity production, and so the price of electric-
ity also continued to rise rapidly in the summer.

The earlier rise on global markets of prices 
for food commodities has passed into retail 
prices. Inflation for food including alcohol and 
tobacco increased in consequence to 17% in 
August. Food price inflation has been consist-
ent and very broadly based this year. The biggest 
rises during the year have been in the prices of 
fish products, coffee and dairy products. Prices 
of meat products also rose sharply in the second 

Figure 30. Labour shortages

Sources: European Commission, Eesti Pank calculations
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Figure 31. Yearly change in average wages by 
ownership status of employer

Sources: Statistics Estonia, Eesti Pank calculations
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Figure 32. Growth in unit labour cost

Source: Statistics Estonia
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quarter, increasing by more than 10% in a cou-
ple of months. Prices for food have risen a little 
more slowly in Estonia than in the other Baltic 
states though. Increased competition, which has 
been encouraged by the entry of the Lidl super-
market chain into the Estonian market, appears 
to have stopped companies passing the higher 
prices of inputs into consumer prices in full. 
There is potential for further increases in prices 
of fruit and vegetables, as the weather in south-
ern Europe this year has been too hot and has 
reduced the harvest.

Inflation for manufactured goods remains 
high because of supply difficulties and high-
er prices for inputs. Inflation for manufactu-
red goods increased to 10% in July, mainly 
through higher prices for cars and furniture. 
Prices of clothing and footwear have also risen, 
but somewhat more slowly. Labour shortages 
have again prevailed among the factors hinder-
ing production, while shortages of materials and 
equipment have declined.

Prices for services have risen sharply main-
ly because demand has been very strong. 
The tourism sector has recovered after the Covid 
restrictions were released and households can 
use the savings they built up earlier for travel-
ling. Prices for tourism services have risen above 
where they were in 2019, and the tourism industry 
is recovering the margins it lost during the corona- 
virus crisis. Prices of inputs have also risen, as 
wage growth in the tourism sector has become 
very fast. Although energy costs are usually rel-
atively low as a share of expenses in the service 
sector, energy is becoming an increasingly impor-
tant cost factor because the price of it has now 
risen so far. The pass-through of higher fuel prices 
has been most evident in the prices of transport 
services. The rise in rent prices in Estonia was the 
highest in the euro area in July at 30%. Rent prices 
fell fast in Estonia during the pandemic, and the 
rate of growth in them was below that in prices 
for residential property. The rental market has 
become very active this year, partly because of the 
inflow of refugees from the war. 

GENERAL GOVERNMENT 
FINANCING

High inflation and a strong labour market 
supported very fast growth in state tax reve-
nues in the second quarter (see Figure 35) and 

Figure 33. CPI growth

Sources: Statistics Estonia, Eesti Pank
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Figure 34. Electricity exchange prices

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

* Including PIT transferred to local governments
Sources: Statistics Estonia, Tax and Customs Board, Eesti Pank
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exceeded what was planned in the state bud-
get. People in Estonia had a large appetite to 
consume despite high inflation, and companies 
increased their inventories by more than previ-
ously. The consequence was that 21.2% more 
was spent on VAT in the second quarter than a 
year earlier. The yearly growth in VAT fell to 13.1% 
for VAT paid in August for July. An increase over 
the year in the second quarter of more than 14% 
in labour taxes paid was facilitated by the sub-
stantial growth in the payroll. Receipts of per-
sonal income tax were also supported in the 
second quarter by the income tax paid on the 
money withdrawn from the second pension pillar.

The growth in general government investment 
slowed to 1.6% in the second quarter. High 
inflation meant though that the volume of gen-
eral government investment was 11% smaller 
than it was at the same time a year ago. Less 
was invested in transport vehicles than last year, 
while the steep rise in prices together with sup-
ply problems applied the brakes to investment 
in construction, which was 8% smaller in vol-
ume than a year ago. General government func-
tions where spending on investment increased 
were education, defence and health care, while 
investment was down in general services from 
the general government.

High inflation drove the rise in general govern-
ment current expenditures in the second quar-
ter. Final consumption expenditure by the gen-

eral government increased in the first quarter at 

about the same rate as in the previous quarter 

despite inflation, but in the second quarter the 

yearly growth in final consumption was 13.7%. 

Spending on intermediate consumption, which 

mostly covers various economic and operating 

expenses, was up very sharply over the year by 

23.2%. Inflation and wage growth in the private 

sector have started to be felt in general govern-

ment wages. Data from Statistics Estonia show 

that compensation to employees was 10.4% 

higher than a year earlier. Data from the Tax 

and Customs Board also show that the growth 

in the payroll at general government institutions 

has increased from quarter to quarter, but the 

growth in the average wage in the government 

sector was still a fifth less than the growth in pri-

vate sector wages. Yearly growth in social ben-

efits paid out slowed over the quarter though, as 

payouts of sickness benefits for example were 

around a fifth smaller than a year before. Inflation 

affects social benefits with a lag, as for example 

it will reach pensions, which make up more than 

half of social benefits, only in the second quarter 

of next year because of indexing. 
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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 informa-
tion received since the forecast published in June 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  
7 September 2022 have been taken into account. The forecast assumptions for the external environ-
ment, including main trading partners, have also been updated as at 31 August 2022. This forecast 
reflects the scenario considered the most likely, but the geopolitical situation and increased uncertainty 
mean that 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

Growth in the global economy will slow 
because of high inflation, weak demand and 
tighter financing conditions. The latest survey 
data show that the industrial sector is particularly 
vulnerable to high inflation as prices continue to 
rise rapidly for important production inputs and 
for energy. The decline in orders is also deepen-
ing. Transport problems are easing at the same 
time though, which is confirmed by trade in goods 
recovering to its pre-war level. The outlook for 
global trade is uncertain because of the soften-
ing in economic activity and geopolitical tensions. 
Although central banks almost everywhere have 
sharply tightened monetary policy, no signs of 
inflation easing may be expected before next year.

The outlook for the euro area economy is 
threatened not only by high inflation but also 
by supply problems. The general sentiment of 
businesses in Europe has fallen in the environ-
ment of war, inflation, supply problems and weak-
ening demand. There is great uncertainty espe-
cially about supplies of food and energy. This 
has a direct impact through the amounts of sup-
plies available for use and through higher prices. 
Countries in the euro area are being obliged to 
increase public sector spending despite their 
already large debt burdens in order to support 
households and businesses in coping and to 

avoid possible domestic political tensions and 

unrest. All of this combined with high inflation will 

reduce demand to consume and increase the 

risk of recession.

Economic growth in Estonia’s main export 
markets, primarily the Nordic countries, will 
slow this year after recovering well in 2021. 
Inflation has gone up sharply in Estonia’s trading 

partners, and although it is expected to stabilise in 

the coming months, it will still remain higher than 

before and will restrict economic activity. The good 

state of the labour market and rising wages should 

to some degree offset the pressure on house-

holds from tighter financing conditions and high 

inflation. The German economy, and especially the 

industrial sector, will be hit by energy shortages 

and rising energy prices more than economies in 

other trading partners, and this is likely to impose 

limits on production. This will all hurt the outlook 

for Estonian exports (see Table 2 for the external 

assumptions in the forecast).

ECONOMIC GROWTH

The future performance of the economy will 
depend largely on the direction of the energy 
crisis and how governments react both in 
Estonia and elsewhere in Europe. Economic 

conditions in Estonia do not depend only on 

decisions taken within the country, as rules that 

Table 2. External assumptions in the forecast

June 2022 projection

2021 2022 2023 2024 2022 2023 2024

Foreign demand growth (%)* 9.6 1.6 2.1 3.0 3.1 2.8 3.0

Oil price (USD/barrel) 71.1 105.4 89.8 83.6 105.8 93.4 84.3

Interest rate (three-month EURIBOR, %) -0.55 0.16 1.95 2.06 -0.02 1.32 1.56

USD/EUR exchange rate 1.184 1.052 1.008 1.008 1.071 1.051 1.051

*Foreign demand growth is the weighted growth of imports of trading partners
Source: European Central Bank 
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apply across Europe also affect the competi-

tiveness of companies in Estonia. The forecast 

assumes that the measures agreed in the gov-

ernment coalition agreement to ease high energy 

prices will be applied to households in Estonia, 

and that an effective solution will be found for 

businesses to avoid unmanageable jumps in 

prices and production halts in industry.

Economic growth will pick up after falling in 

2022. The economy will continue the decline 

that started in the second quarter because of 

high inflation, supply problems and the conse-

quences of sanctions. GDP for the year as a 

whole will shrink by 0.5%, but growth will pick up 

to 1.1% next year, and 3.7% in 2024 (see key indi-

cators for the forecast in Table 3 and compari-

son with forecasts by other institutions in Table 

4). Growth will accelerate as supply problems 

are resolved, as long as the energy market is re-

organised, which will give a more stable outlook 

for energy prices.

Table 3.Economic forecast by key indicators*

2020 2021 2022 2023 2024

Nominal GDP (EUR billion) 27.43 31.36 35.67 37.28 39.42

GDP volume** -0.4 8.1 -0.5 1.1 3.7

    Private consumption expenditures*** -1.3 6.9 2.8 -0.9 3.1

    Government consumption expenditures 2.9 3.9 0.5 -0.6 0.2

    Gross fixed capital formation**** 20.6 7.0 -18.2 0.5 5.7

    Exports -5.3 20.0 2.2 2.2 3.5

    Imports**** 0.2 21.4 1.9 -3.2 3.0

Output gap (% of potential GDP) -1.6 3.5 -0.2 -2.5 -1.5

CPI -0.4 4.6 19.1 6.8 2.1

HICP -0.6 4.5 19.2 7.1 2.1

GDP deflator -0.6 5.8 14.4 3.4 2.0

Unemployment rate (% of the labour force) 6.9 6.2 6.5 8.6 7.5

Employment***** -2.2 -0.5 3.3 -0.1 0.6

Average gross wage (EUR) 1448 1547 1705 1883 1998

Average gross wage growth 2.9 6.8 10.2 10.4 6.1

GDP per employee 2.3 8.0 -3.7 1.7 3.1

Current account (% of GDP)**** -0.6 -1.8 -0.7 1.0 0.2

Budget balance (% of GDP) -5.5 -2.3 -2.9 -4.2 -3.6

* 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 future possible extraordinarily large transactions by MNEs, ***** employment by 
domestic production units.
Sources: Statistics Estonia, Eesti Pank 

Table 4. Estonian economic forecasts by other institutions

GDP real growth, % CPI inflation, %

2021 2022 2023 2024 2021 2022 2023 2024

Eesti Pank 8.1 -0.5 1.1 3.7
4.6         
4.5*

19.1       
19.2*

6.8        
7.1*

2.1        
2.1*

Ministry of Finance 8.0 1.0 0.5 3.0
4.6 
4.5*

19.5 
19.5*

6.7 
6.7*

1.0 
1.0*

European Commission 8.3 1.6 1.9 4.5* 17.0* 4.7*

IMF 8.3 0.2 2.2 3.8 4.5* 11.9* 4.6* 2.5*

OECD 8.2 1.3 1.8 4.5* 14.5* 10.9* 3.2*

Consensus Economics 8.3 1.9 2.2 4.7 17.2 7.0

Luminor 8.2 0.0 0.0 4.0 4.6 22.0 13.0 3.0

SEB 8.3 1.2 0.5 3.5 4.5* 18.2* 6.0* 2.5*

Swedbank 8.0 1.7 0.5 2.5 4.6 18.5 7.1 2.0

* HICP
Sources: Eesti Pank, September forecast, 20.09.2022; MoF, Summer 2022 forecast, 23.08.2022;  European Commission, 
Economic Forecast Summer 2022, 14.07.2022; IMF, WEO, April 2022, 19.04.2022; OECD, Economic Outlook, June 2022, 
08.06.2022; Consensus Economics, Eastern Europe Consensus Forecasts, August 2022, 15.08.2022;  Luminor forecast, 
13.09.2022; SEB, Nordic Outlook, August 2022, 30.08.2022; Swedbank Economic Outlook 24.08.2022 
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The contribution of goods exports to growth 
in the economy will face several obstacles in 
the near future. Expectations of export orders 
for Estonian companies have already dropped 
clearly. This is because of strong cost pressures 
coming from the rapid rise in prices of inputs 
and wage costs, the weakness in export mar-
kets, and problems in replacing supplies origi-
nating from Russia. It is forecast that exports 
to Russia will stop entirely, and businesses will 
have to find ways to replace that export market11. 
Estonian companies already have similar experi-
ence from the previous crisis, when they adapted 
their export markets within about a year.

Exports of services are affected less by the 
sanctions. The war has had the largest impact 
on transport services, through the introduc-
tion of sanctions and the volatility in fuel prices. 
Competition may become tighter in the market 
for transport services, which will then restrain 
price rises for such services. The initial impact 
on information and communication services 
and business services, which have been grow-
ing strongly before now, of the economic shock 
caused by the war will be modest.

The economy cooling will start to affect the 
labour market in the second half of 2022. 
Demand for labour will weaken and employ-
ment will fall, but from a very strong position that 
was reached in early 2022. Weaker demand for 
labour will also cause the unemployment rate to 
rise next year. Employment will fall by less than 
it did during the Covid-19 pandemic though, 
as companies have less labour slack and the 
labour-intensive service sector is less prominent 
within the sectors that will be directly affected.

Refugees from Ukraine are active in the 
Estonian labour market. The forecast expects 
that around 40,000 people will have been 
granted temporary protection by the start of 
2023, of whom two thirds will be of working age. 
The forecast assumes that refugees who have 
received temporary protection will be considered 
as residents of Estonia from 2023, and they will 
start to be reflected in the Estonian labour force 
survey statistics. The labour force participation 
rate of refugees will remain only a little below that 
of permanent residents, but the unemployment 
rate is higher for them and so the overall unem-
ployment rate will rise at the start of 2023.

11 Payments intermediated to Russia by the banks in Estonia had by July been reduced by 93%, and payments received by 42%.

Growth in wages will accelerate despite the 
weaker economic environment. This will be 
boosted by large wage rises in the public sec-
tor, where wage rises were modest after the 
pandemic, a rise of around 11% in the minimum 
wage, and the continued recovery in the tour-
ism sector. It is not very common for wages in 
Estonia to be indexed to inflation, and so inflation 
is not automatically reflected in wages, but the 
rising cost of living will cause some part of the 
rise in wages. Real wages, meaning wages cor-
rected for the price level, will return to their peak 
of last year by the end of 2024.

Savings built up as deposits will smooth the 
reaction of consumption to high inflation. 
Consumption volumes did not fall in the first half 
of the year even though inflation was very high, 
as savings were used to maintain consumption 
habits. As the rise in the price of the consumer 
basket is faster than that in incomes, savings will 
continue to be used. This is already visible from 
the decline in household deposits. Savings do 
not offer unlimited buffers however, and con-
sumption volumes next year will be lower than 
this year, though they will then recover in 2024.

The outlook for investment by companies and 
households has not changed. Corporate invest-
ment will increase when the geopolitical situa-
tion improves and foreign demand recovers. The 
forecast for total investment in the next year and 
a half is weaker because the general government 
has postponed investment projects.

The capacity of the banks to lend remains 
good. The own funds built up earlier and depos-
its give them a good base for this. The profit-
ability of the banks will be maintained as base 
interest rates rise, and it is forecast that there will 
be sufficient growth in deposits throughout the 
whole economy for the banks to issue new loans. 
A risk scenario can be imagined where inflation 
remains high for a long time, real incomes con-
tinue to fall, and growth in deposits does not 
recover. In this case it is plausible that some 
banks would need to find additional funding. A 
slightly more expensive alternative already exists 
though through bond issuance and the use of 
term deposits.

The interest margins on bank loans will not 
change particularly. This is partly because the 
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rise in base interest rates will mean that banks 
can lower their margins without losing profit-
ability, and competition will make them do this. 
Equally, the worries around the outlook for the 
economy and inflation may lead banks to raise 
their risk assessments. It may consequently be 
expected that interest margins will remain around 
the same level as they are today in 2023, but will 
fall a little in 2024. The rise in base interest rates 
means that the total interest rate on loans in the 
coming years will be 1.5-2 percentage points 
higher than in early 2022.

PRICES

Inflation will fall by the end of the year. This 
is partially because the government is impos-
ing a ceiling on energy prices for households. 
The forecast assumes that the measures will 
reduce energy costs for consumers by 16% 
from October. Electricity exchange prices have 
recently become particularly volatile and hard 
to predict among energy prices. On top of the 
market volatility, there have been inconsistently 
high growth rates in the electricity consumer 
price statistics for electricity exchange prices 
since April, which could indicate measurement 
issues.

The long-term inflation forecast assumes that 
energy prices will remain high. The long-term 
price forecast is affected by the universal service 
price of electricity, which is not yet known. The 
forecast price for electricity in 2023–2024 is set 
at 200 EUR/MWh. The European Commission 
has recommended setting an upper bound for 
the electricity price of 200 EUR/MWh. This would 
make the price of electricity less sensitive to the 
cost of CO2.

Food price inflation will remain high in the  
first half of next year. Although the prices of food 
commodities have dropped sharply on global 
markets in recent months, this passes into the 
European Union market with a long lag. Weather 
conditions this year in southern Europe were bad 
for agriculture and so food price inflation could 
rise even higher in Estonia in the coming months, 
as the fruit and vegetables consumed in Estonia 
are mostly imported.

Inflation for manufactured goods will fall as the 
supply  shortages gradually subside. Alleviation 
of the supply restraints will ease price pressures 
above all on cars and home electronics. Prices of 
maritime transport have also fallen and air travel 
is recovering around the world. However, the 
depreciation of the euro could have an adverse 
effect on the prices of imported goods.

Inflation for services will mainly be driven by 
the cost pressures from rising wages. Prices 
for tourism services rose sharply after the  
Covid-19 restrictions were released, but prices 
will rise more slowly now because of the sea-
son. Wage rises in other services will gradually 
be passed through into end prices and will keep 
those prices rising fast in the coming years.

GENERAL GOVERNMENT 
FINANCING

The general government deficit will not be 
reduced this year despite the very rapid addi-
tional increase in tax revenues. The labour 
market is doing well, which will support receipts 
of labour taxes, and revenues from consumption 
taxes will increase at almost the same rate as infla-
tion this year, as households have so far had suf-
ficient buffers to maintain their consumption over 
the short term despite the higher prices. Spending 
by the general government will grow faster than 
revenues because of the supplementary budget 
passed in the spring and the new energy price 
compensation measures in the autumn.

The budget deficits in the years ahead will 
be notably larger than the one for this year. 
Growth in tax revenues will slow as inflation 
comes down, but both the previous and the cur-
rent governing coalitions have planned several 
new tax and spending measures for the coming 
years, such as family benefits and a rise in the 
tax-free income threshold, and these will have 
a lasting harmful impact on the general govern-
ment budget balance. Extremely high inflation 
and strong wage growth in the private sector will 
also cause wages to rise faster in the public sec-
tor. The impact of inflation this year will only be 
felt in general government social expenditures 
on pensions from next year. 
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