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INTRODUCTION 

The global economy is cooling. High infla-
tion together with rising interest rates have in 
recent months led economic activity to dec-
line further. Supply problems and restrictions 
imposed because of the pandemic have eased 
from their earlier peaks, but the reduction in pur-
chasing power and increased uncertainty are 
hemming demand in and clouding the outlook 
for growth at businesses. The global economy is 
weaker than was earlier forecast, and this is leaving 
traces in the exporting opportunities of Estonian 
businesses. Estonia’s main export markets are in 
Europe, which is suffering relatively more from the 
energy crisis than the rest of the world.

The Estonian economy has so far performed 
better than the average. Despite the rapid rise 
in the cost of living, demand has remained very 
strong. Consumers showed only a mild reaction 
to higher prices before the autumn, and con-
sumption increased both in current prices and 
in volume. People have shown a willingness 
and readiness to keep spending as prices rise 
despite the substantial drop in confidence, and 
this has been made possible by the use of sav-
ings that were built up during the pandemic and 
the money that was withdrawn from the sec-
ond pension pillar, most of which has by now 
been used up. The lack of reaction in consumer 
spending has allowed businesses to increase 
their profitability even as costs have risen rapidly.

High inflation is now increasingly affecting 
growth in the economy. Reduced purchasing 
power and shrunken savings point to a fall in 
consumption volumes at the end of this year and 

in the first half of next, and so corporate prof-
its will also take a hit. Increased general govern-
ment spending will be the main factor that lifts 
growth in the economy to 0.4% next year after 
its decline of 0.5% this year. Growth may be 
expected to increase to 3-4% in 2024-2025, but 
geopolitical instability means that there is greater 
uncertainty than usual around the outlook for 
economic growth and for inflation.

Inflation will come down slowly. Energy prices 
remaining consistently high and prices of inputs 
for production rising have not yet entirely been 
passed on to end consumers, and so inflation 
will fall, but slowly. Higher prices for food will 
in the near term raise overall inflation, because 
although prices for food commodities are fall-
ing on global markets, the larger impact of the 
energy crisis in Europe means that the peak of 
prices for food production is only being reached 
now. Inflation will be 19.4% this year but will fall 
to 9.3% next year and is expected to remain at 
around 2-3% in 2024-2025.

Unemployment will rise as the economy cools. 
Reluctance by companies to hire will reach the 
labour market after a lag, and employment will 
fall in 2023. The unemployment rate will peak 
at 8.7% in 2024, and a substantial contribution 
to that will be made by refugees from Ukraine 
looking for jobs in Estonia. Wages will rise by 
around 8-9% in the next two years, and this will 
be driven by the rise in the minimum wage, pay 
agreements in the public sector, and inflation. 
Purchasing power will have fallen by 9% in 2022 
and will recover by the end of 2025. 
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THE EXTERNAL ENVIRONMENT

THE GLOBAL ECONOMY

The slowdown in growth in the global eco-
nomy became worse in the second half of this 
year, and the composite global activity index 
has fallen in recent months1. Activity weak-
ened in both the industrial and service sec-
tors at the same time. High inflation and high 
energy prices, tighter financing conditions, the 
war between Russia and Ukraine, and geopo-
litical conflicts are all hurting the global econ-
omy increasingly. Supply chain problems have 
eased a little together with the Covid-19 restric-
tions (see Figure 1), as companies have adapted 
better to them and demand has fallen, especially 
for goods. Pressure on input prices is also a lit-
tle weaker going forwards. The rate of growth 
in global trade has still started to slow though 
(see Figure 2). Inflation has also become more 
broadly based and persistent, and most cen-
tral banks have in consequence raised interest 
rates quickly, and foresee a continuing need to 
tighten monetary policy even though economic 
growth is fading. Labour markets are still gener-
ally in a good position. Overall there remains a lot 
of uncertainty in the global economy, and global 
financial markets remain volatile in consequence.

High inflation and high energy costs are 
reducing the purchasing power of people 
living in advanced economies increasingly, 
though there are clear differences between 
countries. The United States of America has 
been less affected by the energy crisis and the 
war in Ukraine, and yearly growth in the economy 
exceeded expectations there in the third quarter 
at 1.9%. Quarterly growth posted 0.6% after a fall 
in the second quarter (see Table 1). The main con-
tributor to the growth was exports, while yearly 

1 J.P.Morgan Global Composite PMI™.

growth in retail sales has also been fast, reach-
ing 8.3% in October, as consumers are still con-
fident about spending. Inflation has also shown 
some signs of easing as it came down for the 
fourth month in a row in October, reaching 7.7%. 

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

2017 2018 2019 2020 2021 2022 Q2 2022 Q3 2022

World 3.8 3.6 2.9 -3.1 6.0 3.2

Advanced economies 2.5 2.2 1.7 -4.5 5.2 2.4

Emerging markets and  
developing economies

4.8 4.5 3.7 -2.1 6.6 3.7

Euro area 2.6 1.8 1.6 -6.4 5.2 4.3 (0.8) 2.1 (0.2) 3.1

United States 2.3 2.9 2.3 -3.4 5.7 1.8 (-0.1) 1.9 (0.6) 1.6

China 6.9 6.7 6.0 2.2 8.1 0.4 (-2.7) 3.9 (3.9) 3.2

Japan 1.7 0.6 -0.2 -4.5 1.7 1.6 (1.1) 1.5 (-0.2) 1.7

United Kingdom 2.1 1.7 1.7 -9.4 7.4 4.4 (0.2) 2.4 (-0.2) 3.6

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

Figure 1. Stringency index

Last observation 22.11.2022
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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Consumer confidence2 remains strong, but busi-
ness confidence is weakening. The purchasing 
managers index (PMI) for industry3 fell below 50 
points in November, while the index for services 
fell even further. The US labour market remains 
challenging for employers and unemployment 
remains at its lowest level of the past 50 years at 
close to 3.7%. Although the number of vacancies 
has fallen and the rate of creation of new jobs has 
slowed, companies still face problems in find-
ing the right employees. Japanese GDP grew by 
1.5% over the year in the third quarter, but it fell 
by 0.2% over the quarter. Services and industry 
are moving in different directions, as the service 
sector PMI reached its highest level of the past 
four months in October at above 50 points, while 
activity in industry continued to decline because 
of high inflation and the weakening yen. Survey 
data4 show industrial companies in Japan being 
hurt by rising prices for commodities and the 
Covid-19 restrictions in China. Consumer confi-
dence weakened in October amidst the global 
uncertainty and high inflation. Yearly growth in 
retail sales has remained fast in recent months, 
reaching 4.3% in October, as the local pandemic 
restrictions have been eased. The unemploy-
ment rate has remained low in the past half year 
at around 2.6%. Inflation of 3.7% was the highest 
seen in the past 30 years though, and growth in 
real wages has been slightly negative in the past 
five months. The rate of inflation in Japan reflects 
above all the rise in food and energy prices and 
the weakness of the Japanese currency, rather 
than any increase in domestic demand.

The economy of the United Kingdom is cool-
ing, and it contracted by 0.2% in the third 
quarter. Yearly growth in GDP slowed to 2.4% 
as growth has stalled in the service sector and 
industrial output was 2.4% lower in October than 
a year earlier. The PMIs of both manufacturing 
and services have been falling rapidly since the 
spring. Growth in exports has been quite stable, 
but the current account deficit has been wide 
this year because of the import prices of energy 
and fuels. The unemployment rate was only 3.6% 
in September, but the number of vacancies has 
fallen in recent months. Despite wages rising by 
6%, high inflation has made life difficult for con-
sumers and retail sales have been falling since 

2 The University of Michigan consumer sentiment.
3 The S&P Global US Manufacturing PMI, The S&P Global US Services PMI.
4 Tankan.
5 The IMF estimates that 20 countries have fallen into insolvency or are close to it.

the end of last year. Consumer confidence has 
been falling for a long time to reach historical 
lows, though it improved a little in October and 
November. Inflation climbing to 11.1% in October 
is the highest seen in Britain for 40 years. The 
main causes of inflation have been household 
costs and energy and food prices, but infla-
tion pressures do not come only from external 
sources, as biting labour shortages and strong 
growth in wages have also played a part.

Emerging markets and developing countries 
are facing a deterioration in key economic 
indicators and outflows of capital. Monetary 
policy being tightened further in advanced 
economies could however increase borrow-
ing costs for poorer countries and increase fur-
ther the number of countries where debt threat-
ens to be unsustainable5. The situation is also 
serious because of shocks to energy and food 
prices. The economy in China was restrained by 
the strict Covid-19 policy. New outbreaks of the 
virus, tight restrictions set because of the pol-
icy of zero tolerance, and contradictory promises 
to ease those restrictions have provoked pro-
tests. GDP growth over the year was only 3.9% 
in China in the third quarter, and the most recent 
activity indexes have been weaker. The PMIs for 
both services and industry were below 50 points 
in October, indicating that economic activity was 
softening further. China’s trade was down on 
the year in October, which was the first decline 
after several years of strong growth. Consumers 
have become less confident, as unemployment 
reached 5.5% in October and retail sales were 
0.5% down over the year. Problems in the real 
estate sector are not showing any signs of fading, 
and so the government is pressing banks to lend 
so that half-finished real estate projects would 
at least be completed. Consumer prices rose by 
2.1% in October, with inflation driven most by the 
rapid rise in food prices. The exchange rate of 
the yuan remains at its lowest level against the 
dollar of the past 15 years, and the Chinese cen-
tral bank has had to loosen monetary policy to 
support the economy.

Share prices rose in advanced economies, 
while interest rates on bonds moved in diffe-
rent directions. The main stock markets were 
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solidly up in October and November (see Figure 
3). The Dow Jones index rose by 14% in October, 
which is its best monthly result since 1976. The 
rise in stock markets in advanced economies 
was driven primarily by the energy sector, where 
profits have recently been much larger than 
expected, and also by inflation proving lower 
than feared. Stock markets in emerging econ-
omies fell in October however, mainly because 
of the drop in the Chinese stock market. The 
conflicting news about China’s strict corona- 
virus policy made stock markets jittery. The virus 
restrictions in China were partially loosened in 
November, and it is hoped they will be loosened 
further moving forward, but the number of infec-
tions has risen in recent weeks, and so it is not 
impossible that the restrictions will be tightened 
again. Over the year, all the main stock markets 
remain below their peaks of last year. Interest 
rates on long-term sovereign bonds reached new 
peaks in October at 4.2% for the USA and 2.4% 
for Germany, before falling back in November.

Prices in commodities markets have mainly 
moved downwards. The oil price has fallen as 
the outlook for demand has become less certain 
because the global economy has weakened. This 
was only partly offset by the decision of OPEC+ 
to cut its production targets by two million bar-
rels a day. Brent crude is currently holding at 80 
dollars a barrel (see Figure 4). Several factors 
caused gas prices in Europe to fall sharply from 
September, as supply was increased through 
LNG and pipelines, the European Union pro-
duced a plan to use less gas for electricity pro-
duction, gas reserves were well stocked, and the 
weather forecast was more clement. This offset 
the total closure of the Nord Stream 1 pipeline by 
Russia. Cold weather meant that gas consump-
tion increased in November, and so the price has 
started to rise again. Energy prices were overall 
down by 7.5% in October and metals prices were 
down by 1.7%, but food prices rose by 0.8% with 
prices for cereals up 5.7%6.

THE EURO AREA

Growth in the euro area economy slowed in 
the third quarter because of the energy cri-
sis caused by the war in Ukraine, and high inf-
lation. The yearly growth in GDP slowed from 
4.3% in the second quarter to 2.3% in the third 

6 https://blogs.worldbank.org/opendata/commodity-prices-eased-october-pink-sheet.

quarter. The strong support given to the econ-
omy as Covid-19 restrictions were lifted and 
blockages in supply chains eased was still felt 
in early autumn, but it then disappeared and the 
economy started to show the effect of reduced 
confidence and weaker exports. The quarterly 
growth in the economy was still a surprise in the 
third quarter, as it remained positive at 0.3%. 
Among the larger countries of the euro area, the 
rate of growth in the economy was particularly 
surprising in Italy at 0.5% and Germany at 0.4%, 
while it was a little lower than expected in Spain 
at 0.2%. Survey data indicate though that eco-
nomic growth slowed broadly across sectors in 
the third quarter even so. Activity in the service 
sector was notably weaker than in the summer. 

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

Last observation 06.12.2022
Source: Bloomberg
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Figure 4. Commodity price indexes 
and the oil price

Sources: HWWI, Reuters, Bloomberg
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The PMI index for November7 shows that activity 
in manufacturing and services in the euro area 
has by now been below 50 points for several 
months8. Weakening demand and fading supply 
side stresses also have a positive side though, 
as price pressures are relaxing, especially in the 
industrial sector. Worries about access to energy 
in the industrial sector have also started to be 
resolved because of the sufficiency of stocks. 
New orders continue to decline, though at a 
slower rate than in earlier months.

Confidence among households in the euro 
area remains weak despite the measures taken 
by governments to help them cope with high 
energy costs. Growth in private consumption 
slowed in the third quarter, but it still remained 
faster than had been expected. Retail sales were 
down by 1.8% on the month in October, which 
was the largest fall since December 2021. Several 
euro area governments are however offering large 
subsidies to households, to compensate them 
for the impact of high energy prices. The prices 
of oil and gas have also fallen recently and these 
factors together should help boost retail sales. 
Consumer confidence in the euro area remains 
weak though, despite some recovery in recent 
months. Yearly growth in industrial output picked 
up to 5.9% in September, which was the strong-
est growth since August last year, and growth in 
industrial output was also good in monthly terms 
at 0.9%. Growth was strongest in the produc-
tion of non-durable goods. Data on foreign trade 
for the euro area indicate that trade was again in 
deficit in September, primarily because of higher 
energy prices and a weaker exchange rate for 
the euro. Although goods exports grew strongly, 
increasing by 23.6% over the year, imports grew 
even more, at 44.5%. High inflation and espe-
cially the rise in energy costs meant the value 
of imports in euros hit record high levels, with 
the strongest growth coming again in imports 
of energy products. The exchange rate of the 
euro has slightly strengthened since September 
against the currencies of Estonia’s main trading 
partners, but the euro remains relatively cheaper 
than it has been in recent years (see Figure 5). 
This should give a little help to exporting compa-
nies. Financing conditions in the euro area also 
remain supportive (see Box 1).

7 S&P Global Flash Eurozone PMI.
8 An index below 50 points indicates a decline in economic activity.

Annual inflation in the euro area slowed from 
10.6% in October to 10% in November. This was 
the first time since June last year that inflation 
decreased in the euro area. The prices of fuels, 
which had previously climbed steeply because 
of the war between Russia and Ukraine and 
Russia’s manipulative efforts, fell in November. 
Prices of food and alcohol continued to rise at 
the same rate as before however. Core inflation 
remained the same as in the previous month at 
5% (see Figure 6). The rate of rise in the producer 
price index also slowed from its earlier record 
of 43.4% in September to 41.9%. Inflation was 
down a little in November in some of the largest 
economies in the euro area at 11.3% in Germany 

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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and 6.8% in Spain, while it was the same as it 
was in October in Italy at 11.8% and in France at 
7.1%. The labour market in the euro area remains 
in good shape however and the weakness in the 
economy is not yet reflected in the labour market. 
Unemployment remains at a record low for the 
euro area of 6.5% (see Figure 7), while the num-
ber of people in employment rose by a quarterly 
0.2% in the third quarter, having risen by 0.4% in 
the second quarter. Wage growth has acceler-
ated to 4.1%, but it still remains well below infla-
tion. Companies continue to have 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 key 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 currently remains too high in the euro area and price pressures are 
broadly based throughout the economy. The December forecast by the Eurosystem foresees 
that inflation in the euro area will average 6.3% in 2023, and will then fall to 3.4% in 2024 and 
2.3% in 2025. 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 ECB key interest rates by 0.75 percentage point at its 
meeting in October and by 0.50 point in December. The interest rate on main refinancing oper-
ations is currently 2.5%, the marginal lending rate is 2.75%, and the deposit facility rate is 2% 
(see Figure B1.1). The Governing Council expects to raise interest rates further at its next meet-
ings to restrain inflation. It emphasises though that the decisions about interest rates will con-
tinue to be data-dependent.

It was decided in December that the rein-
vestment in full of the securities pur-
chased under the expanded asset pur-
chase programme (APP) will be terminated 
in February 2023. This means that the size 
of the asset purchase portfolio will start to 
decline from March, as the Eurosystem will 
not reinvest all of the principal payments 
from maturing securities. The Governing 
Council said that the portfolio will decline 
at a measured and predictable pace, as the 
decline will amount to €15 billion per month 
on average until the end of the second 
quarter of 2023. The pace of the APP port-
folio reduction will be reassessed regularly 
and the Governing Council will announce 
the details of the reduction in the APP 

Figure B1.1. Eurosystem key interest 
rates and EONIA

Last observation 5.12.2022; does not include the rise in 
interest rates in December
Source: European Central Bank
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holdings in February next year9. The principal 
repaid on securities purchased under the pan-
demic emergency purchase programme (PEPP) 
that reach maturity will be reinvested until at 
least the end of 202410. Net asset purchases 
under the APP were ended in June 2022 and 
under the PEPP in March 2022. The total value 
of bonds purchased under the APP and the 
PEPP on the balance sheet of the Eurosystem 
at the end of November was 4.9 trillion euros 
(see Figure B1.2).

To ensure consistency with the broader pro-
cess of normalisation of monetary policy and 
to strengthen the transmission of the rise in 
policy rates into the lending conditions of 
banks, the Governing Council of the European 
Central Bank decided in October to recal-
ibrate the interest rates on targeted longer-
term refinancing operations (TLTRO III). From 
23 November until the final date or early 
repayment date of each remaining TLTRO-
III operation, the interest rate on the TLTRO-
III will be indexed to the average applicable 
key ECB interest rates over this period11. The 
Governing Council also decided to apply the 
interest rate on the deposit facility, currently 
2%, to the minimum reserve requirement held 
by credit institutions in the Eurosystem, in 
order to align the principles for compensating 
the reserve requirement more closely with the 
prevailing conditions in the money markets.

Since 21 July 2022, the European Central 
Bank’s toolbox has also contained the 
Transmission Protection Instrument (TPI), 
which allows 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 helps ensure that the decisions of the central 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 mar-
ket rose sharply, and as at 1 December 2022 the 3-month Euribor was at 1.97%, the 6-month 
Euribor was at 2.41%, and the 12-month Euribor was at 2.84% (see Figure B1.3). Yearly growth 
in the money supply of the euro area has slowed, and it was 5.1% for the broad indicator M3 in 
October, but it still continues to support the non-financial sector in the euro area. Yearly growth 
in loan volumes to non-financial companies held close to 8.9% in October while yearly growth 
in loans to households slowed to 4.2%. Although the recent decisions of the central bank have 
tightened lending conditions for banks, companies and households, interest rates remain low 
in historical terms, especially as real interest rates adjusted for inflation. 

9  By the end of 2023, the Governing Council will also review its operational framework for steering short-term interest rates, 
which will provide information regarding the endpoint of the balance sheet normalisation process.
10 Redemptions coming due in the PEPP portfolio are being reinvested flexibly where necessary, to counter the risks from 
the pandemic to the monetary policy transmission mechanism. This means that more or fewer bonds from one country or 
one asset class may temporarily be bought in response to market conditions.
11 See https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr221027_1~c8005660b0.en.html. The interest rates on TLTRO-III 
loans could be 50 basis points lower than the rate on the deposit facility from June 2020 to June 2022, meaning up to -1%.

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

Last observation 30.11.2022
Source: European Central Bank
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Figure B1.3. Euro area money market 
interest rates

Last observation 1.12.2022
Source: Bloomberg
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ESTONIA’S MAIN TRADING 
PARTNERS

The economic climate in Estonia’s main tra-
ding partners has so far stood up well in the 
challenging circumstances. Even though the 
energy crisis and high inflation have reduced 
confidence, the economies of Estonia’s partners 
grew by between 1.0% and 2.5% over the year in 
the third quarter (see Figure 8). Only Latvia saw its 
economy contract over the year in the third quar-
ter, as it lost 0.6% while uncertainty increased 
there. Investment and foreign trade increased in 
Lithuania in the third quarter and so the econ-
omy grew by 2% over the year even though high 
inflation reduced private consumption sharply. 
The growth of 1% in GDP in the third quarter in 
Finland was built on increased investment and 
exports of goods, though private consumption 
decreased for the first time this year because of 
rising prices and interest rates. Growth of 2.5% 
over the year in Swedish GDP in the third quar-
ter was driven by investment and government 
spending, while there was a small fall in private 
consumption like that in Finland. Yearly growth 
in the German economy was 1.3% in the third 
quarter, but it was mainly supported by private 
consumption, as all of the Covid-19 restrictions 
that had prevented consumption had been lifted. 
International trading activity has been main-
tained in Estonia’s main trading partners, and 
exports of goods from Latvia and Lithuania have 
gained good momentum (see Figure 9). A large 
part of the exports of goods from both Latvia and 
Lithuania is exports of mineral products, includ-
ing fuels. Germany is the only one of Estonia’s 
main trading partners where exports of goods 
remain larger than imports of goods. Germany 
continues to export the majority of its goods to 
the European Union, but in recent months the US 
market for German goods has been increasing, 
while the market in China has declined.

The labour markets in Estonia’s partners have 
remained strong. The final disappearance of 
pandemic restrictions in 2022 has caused a fall 
in unemployment (see Figure 10). A lot of unem-
ployed people have been pushed into work in 
order to cope with the rise in living costs, and 
this has then caused employment to increase. 
Unemployment fell in October in Finland for exam-
ple to 6.4%, which is its lowest since the end of 
2018. The labour market is strong because com-
panies prefer to hang onto labour that already 

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

2%

4%

6%

8%

10%

2016 2017 2018 2019 2020 2021 2022

Latvia 
Lithuania 
Finland 
Sweden 
Germany  



12

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

/4

has the skills it needs even when they could face 
short-term economic difficulties. Low unemploy-
ment in the Baltic states is one of the factors that 
has boosted growth in wages. Although wages 
are rising fast in Latvia and Lithuania, high infla-
tion has meant that the purchasing power of 
households there has actually declined. Rapidly 
rising labour costs are however making Latvia 
and Lithuania less competitive.

Inflation in Estonia’s main trading partners 
is coming down (see Figure 11). Energy prices 
having leapt up has pushed up inflation in all 
of Estonia’s main trading partners. Although 
energy prices are rising more slowly, the rapid 
rise in food prices means that inflation will not 
be restrained quickly. Food prices in Latvia and 
Lithuania have risen faster than those in the euro 
area, and the increase has reached 30%, while 
food prices in Germany have risen by 20% over 
the year, but the rise in those in Finland and 
Sweden has so far remained below 20%. The 

Swedish central bank raised its base interest rate 
to 2.5% in November, and promised to continue 
raising interest rates at the start of the new year 
in order to get inflation under control. 

Figure 11. CPI inflation of trading partners

Source: Eurostat
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THE ESTONIAN ECONOMY 

Figure 12. GDP growth

Source: Statistics Estonia
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ECONOMIC ACTIVITY

The Estonian economy has entered a technical 
recession as GDP has declined for two con-
secutive quarters in quarterly terms. Estonian 
GDP was 2.4% lower in the third quarter than 
it was in the third quarter of 2021 (see Figure 
12), and adjusted seasonally and for the num-
ber of working days it was 1.8% down on the 
previous quarter. This means that GDP dropped 
quite sharply for the second consecutive quarter 
in quarterly terms, and the last quarter on quar-
ter growth in the economy was seen in the fourth 
quarter of 2021.

The fall in GDP in the third quarter was broadly 
in line with other statistics for the economy, 
but the sources of economic growth by sector 
gave contradictory signals. High energy prices 
have benefited the oil shale sector, as the indus-
trial output volume index, which is weighted by 
value added, rose in the third quarter in both min-
ing and energy, while the value added of those 
branches declined in the national accounts data 
(see Figure 13). The energy crisis has also ben-
efited forestry, as wood is one alternative to gas 
and electricity, but the national accounts statis-
tics show that the value added from the forestry 
sector declined. Agriculture gained because the 
grain harvest was much better than it was last 
year and prices have been high for agricultural 
commodities, but the national accounts statis-
tics show that the sector lost more than 100% of 
its value added.

Volume indexes for output in both construc-
tion and manufacturing were down in the third 
quarter, but the contributions of both sectors 
to GDP growth were positive. Such contra-
dictions mean there is great deal of uncertainty 
about the statistics that have been published. 
A large part of economic growth has in recent 
years been provided by information and com-
munications, but in the third quarter there was 
no increase in the value added of that sector, 
even though the war in Ukraine, the energy crisis 
and supply chain problems should not particu-
larly have affected it. The value added of trans-
portation and storage increased however, even 
though the sector should have been one of the 
hardest hit by the break in economic relations 
with Russia.

The fall in manufacturing output is partly a 
consequence of the difficulty in replacing raw 

materials sourced from Russia. Many branches 
of manufacturing saw a decline in September 
and October, but branches of manufacturing that 
were importing inputs from Russia before the war 
in Ukraine stand out particularly in comparison of 
industrial output in October with that in the first 
quarter of 2022. Output from wood processing 
in October was for example 16% less than in the 
first quarter of the year, production of construc-
tion materials was down 12%, and metal produc-
tion was down 5% on average.

The expectations of companies and house-
holds are more pessimistic than they were 
previously. The economic sentiment index (see 
Figure 14), which aggregates the expectations of 
all sectors for the months ahead, was at a sim-
ilar level in September, October and November 
to where it was in autumn 2008. It was affected 

Figure 13. Contributions to GDP growth 
by sector in Q3 2022

Source: Statistics Estonia
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Figure 14. Economic sentiment index

Source: European Commission
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Figure 15. Standardised survey indicators 
of the business cycle

Sources: European Commission, Eesti Pank
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Sources: Reuters, European Commission, Eesti Pank, Statistics Estonia

Figure 16. Heatmap of the Estonian economy
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primarily by very poor consumer sentiment. 
Corporate expectations were also gloomier on 
average than they were previously, though not as 
pessimistic as those of consumers. Expectations 
for the future not being particularly high is a 
reflection of the current high level of uncertainty, 
rather than a conviction that the economy is 
performing very badly. Something similar hap-
pened in spring 2020, when corporate expecta-
tions were very low even though the economy 
had already recovered from the restrictions put 
in place to counter the pandemic. How uncer-
tainty affects growth in the economy is covered 
in more detail in Box 2.

The cyclical position of the economy is close 
to balance despite the technical recession. 

The indicator for the business cycle based on 
corporate surveys (see Figure 15) has over the 
past year indicated the economy is heating up, 
but it has by now come close to the middle of 
the business cycle. This means that the state of 
the economy is worse off, though it is doing well 
relative to its performance in past crises. This 
development is confirmed by unemployment for 
example, which has risen a little but still remains 
lower than in the past.

The cooler temperature in the economy in the 
fourth quarter is shown in the heatmap for eco-
nomic activity, which combines information on 
sentiment indicators and on the hard indica-
tors that reflect the situation in the non-financial 
economy (see Figure 16). 
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Box 2: The impact of uncertainty on the economy.

Sentiment indicators based on surveys have 
been very low in Estonia in recent months, but 
the indicators for the real non-financial econ-
omy have not been that negative. The advan-
tage of sentiment indicators over production 
volume indexes or GDP is that they are avail-
able quickly. Indicators based on surveys are 
published with a very short lag, meaning they 
give a first picture of what is happening in 
the economy before economic results have 
yet been calculated. Low sentiment indica-
tors can however be a sign that uncertainty is 
predominant in society, and that uncertainty 
might be hampering growth.

To understand what role sentiment plays in 
shaping future growth in the economy, how 
different economic indicators affect GDP 
and consumption was calculated. Breaking 
the factors down reveals that the economic 
confidence index explains about a quarter 
of the change in GDP a year ahead, which is 
about the same amount that foreign demand 
does. Foreign demand is more important in 
the shorter perspective, but the role of confi-
dence increases over time (see Figure B2.1). 
Shocks resulting from GDP play the biggest 
role in consumption (see Figure B2.2), as they 
explain about half of the change in consump-
tion a year ahead, while confidence plays a 
smaller role than GDP does. Shocks resulting 
from GDP are fluctuations in income that are 
not caused by changes in foreign demand. 
Companies have for example had problems 
recently with expensive energy and with sup-
ply difficulties.

Although confidence plays an important part in steering the future track of the economy, the 
external environment plays a large part in growth in the small and open Estonian economy. The 
shocks that occur in the economy and the effect they have on incomes plays a larger role in 
domestic demand and consumption than the subjective feeling of confidence does. It could 
equally be argued that a fall in GDP means a reduction in incomes, which causes people to 
reduce consumption and so makes them less confident. Consumption does not fall because 
consumer confidence falls, but confidence and consumption are both reduced by a fall in 
income. A sharp downturn in confidence in the economy should consequently be taken as a 
sign of danger, but should not be given too much importance. More important than confidence 
is what is actually happening with incomes.

The result broadly describes the same effect that was seen during the pandemic. Corporate 
confidence indicators were very low in early summer 2021, even though the peak of the cri-
sis had already passed. Estimates of confidence generally describe the status at the present 

Figure B2.1. Variance decomposition of GDP

Sources: Statistics Estonia, European Commission, Eesti Pank
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Figure B2.2. Variance decomposition of 
private consumption

Sources: Statistics Estonia, European Commission, Eesti Pank
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moment and reflect the current uncertainty in an economy, but they are not necessarily a fore-
cast for the future.

These results were estimated using a structural vector autoregressive (SVAR) model, with the 
results decomposed using the Cholesky method. This method allows economic shocks to be 
ordered and the impact of the variable of interest to be identified. The model is constructed so 
that foreign demand, GDP, private consumption and unemployment affect economic sentiment 
in the current period, but the sentiment index only affects the other variables in the future. The 
models are estimated so that the sentiment index is in a level form, as by definition it is a stand-
ardised indicator that varies around 100. The unemployment rate in the model is an annual dif-
ference and the other variables are shown in annual log-differences. To give greater robustness 
to the results, the same model has also been estimated using time series where the variables 
have been de-trended, and the results from that are similar. 

DOMESTIC DEMAND

Domestic demand in the third quarter measu-
red at constant prices remained at about the 
same level as it was a year ago. Growth in con-
sumption by households was restricted by high 
inflation, but at the same time there was a major 
increase in investment by households. However, 
the government and companies invested less in 
the third quarter than they did last year.

Strong private consumption was still suppor-
ting growth in the economy in the first half of 
the year, but in the third quarter consumption 
was at a similar level to what it was a year ear-
lier. Consumer confidence remains very low, the 
savings built up because of the pandemic restric-
tions have largely been used up, and high infla-
tion is eating into purchasing power. Furthermore, 
more than a billion euros was withdrawn from the 
second pension pillar in the third quarter of last 
year, which allowed much greater spending. This 
created a very high reference base that consum-
ers now lack the power to exceed.

Retail sales in Estonia, like those in other 
European Union countries, have been in dec-
line since the spring because of high infla-
tion (see Figure 17). Spending on services has 
recovered rapidly at the same time, having been 
in the doldrums for a couple of years. Spending 
has increased on both leisure activities and 
travel. Spending abroad by residents of Estonia 
increased in the third quarter to 9% of consump-
tion, which is its highest level of the past three 
years. People spent more on housing than they 
did at the same time last year, but the volumes 
of housing services and utilities purchased were 

lower. This may be because of some adjust-
ment to higher household costs, as the highest 
monthly electricity prices yet seen were reached 
in the third quarter. The newly arrived refugees 
from the war have also increased Estonia’s con-
sumer base, though their contribution to con-
sumption has so far been relatively small. If their 
estimated incomes were fully spent, their contri-
bution to private consumption could be around 
1%.

Gross fixed capital formation in the third quar-
ter of 2022 was broadly the same in constant 
prices as it was a year earlier, having increas-
ed by 0.2% over the year (see Figure 18), and 
it accounted for 24.9% of GDP. Corporate and 
public investment was down in volume over the 
year for the third consecutive quarter, but, sur-
prisingly, household investment showed posi-
tive growth for the second consecutive quarter. 

Figure 17. Private consumption and retail sales

Sources: Statistics Estonia, Eurostat
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Figure 18. Gross fixed capital formation 
without extraordinary investment

Sources: Statistics Estonia, Eesti Pank calculations
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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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Investment in housing pushed growth in house-
hold investment to around 19%, and this offset 
the negative contribution of other sectors. The 
floor-space covered by residential property use 
permits issued and the decline in general con-
fidence had suggested there would be a dou-
ble-digit fall in household investment. Investment 
by non-financial companies declined by only 
1.6% at constant prices however despite the 
general uncertainty and the cooler economy, 
and this was largely because of the real estate 
sector12. Companies invested less in construc-
tion, while investments increased in transport 
vehicles, and machinery and equipment.

The rise in base interest rates has made bor-
rowing more expensive since the summer, 
and has curtailed the demand for loans. The 
interest rate on new housing loans rose to 4.3% 
in November. The rate for long-term corporate 
loans, which is more volatile, is also some two 
and a half percentage points higher than it was 
at the start of summer. The rise in interest rates 
usually passes through to loans taken previously 
within half a year. The rise in Euribor has been 
offset slightly for new housing loans by a fall of 

12 The calculation of the figures for growth in the third quarter of this year was still affected by the extraordinary transaction by the 
VW group in the third quarter of last year, but from the fourth quarter onwards the VW-related transactions will no longer be affecting 
the calculation of yearly growth.

around 0.3 percentage point in the interest mar-
gin from where it was at the same time last year. 
The interest margins on loans issued to busi-
nesses have remained about the same as they 
were a year ago. Assessments by businesses of 
the lending environment deteriorated in the third 
quarter as base interest rates rose and the eco-
nomic climate in general cooled, and they are 
now a little worse than their average of the past 
10 years (see Figure 19). Demand for loans, and 
consequently the growth in lending was very 
strong from both businesses and households 
until the third quarter, but the take-up of new 
loans has declined since then.

The rapid increase in inventories that was 
seen in the first half of the year has started to 
slow. Inventories were stocked up in the first half 
of the year partly in anticipation of restrictions on 
materials imported from Russia, which have now 
been applied to several product groups such as 
metal and wood. The assessment by compa-
nies of the sufficiency of their inventories rose 
sharply in autumn, and inventories are expected 
to shrink as demand falls (see Box 3 for more on 
the impact of changes in inventories). 

Box 3: Changes in inventories and the relation to economic activity

Change in inventories is quite a volatile component of gross domestic product, and it can move 
the indicator for economic growth substantially. Inventory building can also amplify fluctuations 
in the economy. The cyclical downturn causes a demand shock that initially increases inventory 
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through unsold products, then causes inven-
tories to grow more slowly as output is 
reduced. Later, when the decline in invento-
ries slows or inventories start to be built back 
up again, they make a positive contribution to 
the recovery.

The ratio of change in inventories to GDP has 
been at a low level in the past decade relative 
to what it was before the financial crisis (see 
Figure B3.1). This shows that companies have 
learnt to apply just-in-time inventory manage-
ment, with the smallest amount possible held 
in warehouses, tying up a minimal amount of 
money. The rapid recovery in demand in 2021 
led companies to increase their inventories 
fast. Access to production inputs and goods 
deteriorated at the same time because of pro-
duction and sales and supply difficulties, and 
that encouraged stocking up of production 
inputs and of goods intended for further sale 
that were held on to just in case. Changes 
in inventories were also affected by higher 
prices, as inputs and goods that were in short 
supply were stocked up at times when prices 
were rising fast.

The type of inventory that has led the growth 
is goods purchased for sale (see Figure B3.2), 
especially in wholesale and in companies 
selling motor vehicles. Manufacturing has 
built up its stocks of commodities and raw 
materials.

Inventories continued to grow rapidly in the 
first half of 2022, when Russia’s invasion 
of Ukraine and the awareness of incoming 
restrictions on trade led to large advance pur-
chases of categories of goods that would 
come under sanctions. The restrictions meant 
that imports of wood and ferrous metals from 
Russia dropped by the end of the third quar-
ter, and so the acquisition of inventories of 
commodities and raw materials declined in 
the wood and metal processing industries.

Some foresight into changes in inventories is 
given by the monthly assessment by manu-
facturing companies of the sufficiency of their 
stocks of finished product13 (see Figure B3.3). 
These two indicators tend to move in oppo-
site directions, as companies that consider 

13 Based on survey data published by the European Commission.

Figure B3.1. Change in the ratio 
of inventories to GDP

Sources: Statistics Estonia, Eesti Pank calculations
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Figure B3.2. Change in inventories by type

Sources: Statistics Estonia, Eesti Pank calculations
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Figure B3.3. Assessment of inventories and 
change in stocks of materials in manufacturing
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Sources: Statistics Estonia, European Commission, 
Eesti Pank calculations
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their stocks of finished product to be sufficient will probably reduce output and so reduce their 
stocks of raw materials, while they will increase output when stocks of finished product are 
insufficient. Stocks of inputs and raw materials increased the most in manufacturing in the first 
half of the year, while there was a sharp increase at the same time in the share of companies 
that considered they had sufficient stocks of finished product. On top of this there has been 
an increase in the share of companies that consider insufficient demand to be a factor imped-
ing production.

This dynamic suggests that growth in inventories will decline in the coming quarters. This 
means that the change in inventories as a share of GDP, which has been large in recent quar-
ters, will decline in the near future, and growth in inventories indeed fell in quarterly compari-
son in the third quarter. As a change in inventories is partly a consequence of production inputs 
or goods imported into the country, smaller inventories mean smaller imports of goods, which 
reduces the negative impact on GDP. 

EXTERNAL BALANCE AND 
COMPETITIVENESS

The economies of all of Estonia’s main tra-
ding partners grew in the third quarter, with 
the exception of the Latvian economy, which 
contracted. Contractions were also expected in 
the other trading partners in the fourth quarter, 
and demand is depressed.

The volume of trade declined for the second con-
secutive quarter, but trade continued to be sup-
ported by the good performance of services. Data 
from the national accounts show the total volume 
of international trade continued to grow in the third 
quarter. Exports of goods and services at constant 
prices were up 3.6% over the year, and imports of 
goods and services were up by 6.2%.

Tight price competition in foreign mar-
kets, the sanctions imposed on Russia and 

falling demand are all unhelpful for exports 
of goods. Exports of goods in the third quarter 
increased by 27% at current prices, but as infla-
tion for export prices was running at almost the 
same rate, the exports of goods measured at con-
stant prices were down by 0.7% over the year. 
The large groups of goods like mineral products 
and machinery and equipment that earlier contrib-
uted most to exports continued to do so. Exports 
of wood and wood products and of metal and 
metal products have contracted (see Figure 20). 
These exports are affected most by the sanctions 
imposed on Russia, as they are largely dependent 
on raw materials that come from there.

Russia’s position in goods imports has been 
reduced sharply by the effect of sanctions. 
In October 2021, 9.2% of imports came from 
Russia, but in October 2022 this was down to 
3.1% and it will have fallen further by the end of 

Figure 20. Growth in exports of goods and contributions of groups of goods

Source: Statistics Estonia
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the year. Restrictions were applied to imports of 
metals in the first half of the year, and to imports 
of unprocessed wood and some product groups 
of mineral fuels in the middle of July. Restrictions 
started to apply from the start of December to 
the other groups of mineral products. Imports 
of raw materials from Russia have declined, and 
it is important to find replacement markets that 
can supply such goods. The prices of materi-
als from new suppliers may be higher though. 
Imports of goods were up in the third quarter 
by 29% in current prices and 1.6% in constant 
prices. The growth in imports was again driven 
by imports of mineral products, machinery and 
equipment, and vehicles.

Trade in services has remained active, and tra-
vel services also recovered in the third quar-
ter. Services exports continue to grow in the 
third quarter and supported the current account, 
and the balance of payments data show they 
increased by 32% at current prices and by 17% 
at constant prices in the data of the national 
accounts14. Travel services boosted the growth 
in exports of services for the second consecutive 
quarter, as they have recovered strongly after the 
pandemic. Communications and IT services and 
other business services again increased their 
contribution notably. Exports of transport ser-
vices have contracted as expected, as they are 
affected by the general decline in demand, and 
by the drop in the trade in goods with Russia (see 
Figure 21).

14 A change was introduced to the methodology of the balance of payments for international trade in services, which affects the 
exports of services in the second and third quarters of 2022. The data for earlier periods have not yet been adjusted, and so the 
growth in total exports of services is overestimated in yearly comparison.

The current account was in surplus by 328.6 
million euros in the third quarter, which was 
3.5% of GDP. The surplus on the services account 
gave support to the current account, while the 
deficit on the goods account was smaller than in 
the previous quarter (see Figure 22).

Estonian exporters are subject to tight price 
competition, and it is increasingly hard for 
them to maintain their market share. Inflation 
in commodities markets has eased a little, but 
they remain volatile (see Figure 23). The prices 
for production inputs related to labour meas-
ured as unit labour costs have for example risen 
faster than those in Estonia’s trading partners. 

Figure 21. 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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Figure 23. Export and import price indexes 

Source: Statistics Estonia
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Figure 24. Assessment by businesses of their 
competitive position in foreign markets

Source: Estonian Institute of Economic Research
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The real effective exchange rate has risen more 
than those in trading partners, indicating price 
pressures (see Box 4). Strong demand allowed 
higher costs to be passed on into the end prices 
of products in the first half of the year, but the 
support provided by demand has faded in the 
second half of the year. This is all expressed in 

uncertainty, which has made expectations of 
businesses increasingly pessimistic since the 
middle of summer, and has deepened even fur-
ther in the autumn. Export orders are looking 
worse and worse in the months ahead, and there 
is a general feeling of a loss of competitiveness 
(see Figure 24). 

Box 4. The effect of Russia’s military aggression on foreign 
trade and businesses

Estimates for international comparisons of the effects of the war that started in 2022 in Ukraine 
frequently start from Russia’s importance as a target destination for exports or as a source for 
imports of energy15, and little attention has been paid to the role of other inputs imported from 
Russia. This box analyses how the connections of Estonian companies to the Russian economy 
have changed since the start of the war, and what impact the war has already had through the 
exports and imports of goods by Estonian businesses by the third quarter of 2022.

The economic connections between Estonia and Russia have been declining over time. Almost 
8% of Estonian exports went to Russia as recently as 2017, but that share has since contracted 
constantly. By the time Russia launched its full-scale invasion of Ukraine in the first quar-
ter of 2022, its share of Estonian goods exports had fallen to 4% (see Figure B4.1). Estonia’s 
dependence on imports of goods from Russia was however greater than Russia’s importance 
as a destination for Estonian exports. Estonia was importing four times as much in goods 
from Russia before the war as it was exporting there, and Russia provided as much as 10% 
of Estonia’s imports. Unlike exports to Russia, imports from Russia in September 2022 were 
down to a quarter of what they were at the start of the year. This meant that foreign trade with 
Russia moved into balance, but companies importing from Russia faced the materialisation of 
the risks of shortages of inputs.

Estonian companies can be divided into three groups by their foreign trade connections before 
the war started, with companies that did not export or import goods, companies trading in goods 
that were fully or partially connected to Russia, and other companies trading internationally with 

15 See for example European Investment Bank https://www.eib.org/attachments/publications/how_bad_is_the_ukraine_war_
for_the_european_recovery_en.pdf.

https://www.eib.org/attachments/publications/how_bad_is_the_ukraine_war_for_the_european_recovery_en.pdf
https://www.eib.org/attachments/publications/how_bad_is_the_ukraine_war_for_the_european_recovery_en.pdf
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Figure B4.2. Number of employees across groups of companies, February 2021 - January 2022

Sources: public data from the Tax and Customs Board, Statistics Estonia registry data on foreign trade, Eesti Pank calculations
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goods. Among employees, 74% work at companies that do not produce goods for foreign mar-
kets at all, while 53% of employees work at companies that do not import any inputs from for-
eign markets (see Figure B4.2). Companies not involved in foreign trade are excluded from the 
analysis of the impact of the war, as their dynamics are different to those of companies that 
trade internationally, and so they are not suitable as a control group. Comparing developments 
at companies trading with Russia and other companies trading internationally since the war 
started illustrates how the war has affected the economy so far16. Figure B4.2 shows that for 
jobs there has been much greater vulnerability through the import channel than through the 
export channel, as 5% of all employees worked at companies exporting to Russia one year 
before the war started, and 11% worked at companies importing from Russia.

16 This analysis is done at the company level and uses a difference in differences approach where the treatment group 
is defined as companies with foreign trade connections with Russia before the war, and the control group is companies 
in other foreign markets. The period of observation runs from February to September 2022, which is the end of the time 
series for the data used. The performance of the observation group is compared to that of the control group since the war 
started for indicators such as number of employees, change in turnover, change in exports, and change in price and volume 
of products exported, while also taking account of factors that do not change over time for the company and changes in 
demand by sector, measured as the change in turnover of the sector of the company. The analysis uses public data on 
Estonian companies from the first quarter of 2017 to the third quarter of 2022. The data come from the Estonian Tax and 
Customs Board (https://www.emta.ee/ariklient/amet-uudised-ja-kontakt/uudised-pressiinfo-statistika/statistika-ja-avaandmed) 
and are merged with monthly data on foreign trade from Statistics Estonia (https://andmed.stat.ee/et/stat/majandus__
valiskaubandus__valiskaubandus-alates-2004).

Figure B4.1. Russia, Belarus and Ukraine in Estonian exports and imports of goods, 
January 2017 - September 2022

The vertical red line is February 2022
Sources: Foreign trade registry data, Eesti Pank calculations
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Table B4.1 summarises the impact of the war on the Estonian companies as seen through 
exports and imports of goods. The results for companies exporting to Russia are not statisti-
cally significantly different since the war started to those of other exporting companies, which is 
in line with aggregated statistics showing that Estonian exports to Russia have not declined (see 
also Figures B4.1 and B4.3). The results for companies importing inputs from Russia are how-
ever worse than those of companies importing from elsewhere, as they have lost almost 1000 
jobs, and although the shock from shortages of inputs has partly been passed on to consum-
ers through higher prices, the amounts of goods exported has also dropped steeply. Although 
Estonian exports to Russia make up only 4% of Estonia’s total exports of goods, around 38% 
of exports come from companies that import inputs from Russia. So although there is no clear 
evidence that the war has directly affected exports of Estonian products to Russia, the loss of 
inputs imported from Russia has had a very large impact on exports to other countries.

The main exporters and importers of goods in Estonia are manufacturing and retail. A large part 
of the negative developments described here have also occurred in those sectors. Groups of 
goods particularly exposed to Russia have been mineral fuels, wood and stainless steel, and 
the companies importing them import large volumes and have not been able to replace those 
imports to the same extent from other countries (see Figure B4.3). As the largest fall in imports 
from Russia came in August 2022, it may be estimated that Estonian companies had not yet 
been fully exposed to the impact of the drop in imports by the end of the third quarter, and there 
is still some adapting to the new circumstances to come. 

Table B4.1. The impact of the war on Estonian businesses connected to Russia 
through export and import channels, Q1-Q3 2022

Company exported to Russia 
before the war

Company imported from Russia 
before the war

Change in number of jobs, Q1-Q3 2022 ∼ about 800 jobs fewer (300–1400)

Change in turnover, Q1-Q3 2022 ∼ ∼
Change in exports, February-September 2022 ∼ ∼
Change in price of main product exported, 
February-September 2022 ∼ price about 5% higher (1%–9%)

Change in volumes of main product exported, 
February-September 2022 ∼ fall of about 17% (6%–27%)

∼  indicates there is no statistically significant effect; 90% confidence bounds are given in brackets.
Sources: public data from the Tax and Customs Board, registry data on foreign trade from Statistics Estonia, Eesti Pank 
calculations

Figure B4.3. Exports to Russia by main groups of goods, January 2022 - September 2022

Sources: Statistics Estonia registry data on foreign trade, Eesti Pank calculations
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Figure B4.4. Imports from Russia by main groups of goods, January 2022 - September 2022 

Sources: Statistics Estonia registry data on foreign trade, Eesti Pank calculations
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THE LABOUR MARKET

Despite the economy contracting, there were 
no substantial shocks to the labour market 
in the second half of 2022. Data from both the 
labour force survey and the Tax and Customs 
Board show that employment remained about 
the same in the third quarter as it had been in 
the second. Yearly growth remaining fast at 3% 
reflected the increase in employment in early 
2022 (see Figure 25).

The number of Ukrainian refugees in employ-
ment has increased steadily since the second 
quarter as there were about 7000 of them in 
the register of employment in the third quar-
ter, and on average around 9000 in October 
and November. Their numbers are not reflected 
in the Estonian labour force survey in 2022, but 
they are seen in the corporate data and registry 
data. The number of people declared as receiv-
ing a wage was a little lower in the third quarter 
and the first months of the fourth quarter than in 
the previous quarter if refugees are not counted. 
Around a quarter of the refugees who have found 
work are employed in manufacturing, and a lot of 
the others work in the service sector in adminis-
trative and auxiliary activities, retail, and accom-
modation and catering.

Manufacturing is the first to feel the cold 
headwinds from higher energy prices and 
weaker foreign demand, and the expectations 
of employers there for employment have fallen 
the most and the data point to slower growth 
in employment. The growth in employment in 

construction has also been restrained, having 
recovered to where it was before the pandemic 
by the start of the new crisis, unlike the rate of 
growth in employment in manufacturing. Growth 
in employment also slowed a little in the service 
sector, but it was still broadly based across the 
branches of services, and was fast. The tourism 
sector continued its strong recovery. The num-
ber of jobs in the energy sector rose, having 
fallen for a long time (see Figure 26).

Corporate expectations for employment 
became more pessimistic in the autumn 
months. Surveys in November found that more 
employers in manufacturing and retail were 
expecting employment to fall than were expect-
ing it to rise, while the balance was about even in 

Figure 25. Yearly growth in employment at 
Estonian companies and institutions

Sources: Statistics Estonia, Tax and Customs Board, 
Eesti Pank calculations

-6%

-3%

0%

3%

6%

2017 2018 2019 2020 2021 2022

labour force survey 
wage recipients (Tax and Customs Board) 



25

E
S

TO
N

IA
N

 E
C

O
N

O
M

Y
 A

N
D

 M
O

N
E

TA
R

Y
 P

O
L

IC
Y

 2
0

2
2

/4

construction (see Figure 27). Pessimism in retail 
can be explained by the fear that high inflation 
and the higher cost of living will restrict people’s 
ability to consume. Although there were still a 
large number of vacancies in the third quarter, 
the number of job advertisements intermediated 
by Töötukassa has been falling since June quite 
broadly across occupations.

Unemployment was down to 5.6% in the data 
for the third quarter of 2022, but season- 
ally adjusted it was a little higher. Registered 
unemployment has risen faster throughout 2022 
than the labour force survey finds, as refugees 
from the war in Ukraine have been able to regis-
ter as unemployed. There were about 6300 refu-
gees registered with Töötukassa at the start of 
December, which was about 12.6% of all the reg-
istered unemployed (see Figure 28).

The share of employers considering labour 
shortages to be a factor impeding production 
had declined in all sectors by the fourth quar-
ter (see Figure 29). Labour shortages are becom-
ing a less burning concern as demand for labour 
is weakening and other problems beyond the 
labour market are rising up the agenda. The per-
ception of labour shortages may also have been 
eased by the quite large increase in the labour 
supply as refugees from Ukraine have entered 
the labour market.

The rise in the average wage was slower in 
the third quarter at 8.1% despite very high  
inflation (see Figure 30). Data from the Tax and 
Customs Board show that the growth in the 
average wage income paid out was about two 

Figure 27. Employment expectations

* The index shows the balance of the shares of employers 
expecting employment to increase or decrease
Sources: European Commission, Eesti Pank calculations
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Figure 26. Yearly change in declared 
wage recipients

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

* 2022 Q3 assuming constant unemployment from 6 December
Sources: Statistics Estonia, Töötukassa, Eesti Pank
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Figure 29. Labour shortages

Sources: European Commission, Eesti Pank calculations
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percentage points higher than that in the third 
quarter. Wage growth has accelerated in the 
general government over the year, having notice-
ably lagged private-sector wage growth in 2021. 
The cooler economic climate, major uncertainty 
about the future, and an increase in the labour 
supply will together present an obstacle to high 
consumer price inflation being passed on into 
wages. Wages are often reviewed at Estonian 
companies once a year, and the decisions tend 
to be taken at the start of the year.

The slower growth in wages also arrested the 
rise in unit labour costs (see Figure 31). Labour 
productivity in real terms was down by 6% over 
the year, but as Estonian companies were able 
to charge more for their output, the value added 
per employee in current prices increased by 
more than labour costs did. Production costs in 
Estonia growing relative to those in other coun-
tries will in the long term be a very important indi-
cator of competitiveness.

PRICES

Inflation has remained high and broadly based, 
though it has come down a little since August. 
The increase in the cost of the consumer basket 
over the year reached 21.3% in November (see 
Figure 32). The consistent cause of inflation has 
been high energy prices. The supply of some manu- 
factured goods and tourism services has not kept 
up with demand, and this has also lifted inflation.

Energy prices continue to be very volatile. The 
interruption of gas supplies from Russia raised 

Figure 30. Yearly change in average wages 
by ownership status of employer

Sources: Statistics Estonia, Eesti Pank
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Figure 31. Growth in unit labour cost

Source: Statistics Estonia
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Figure 32. CPI growth

Sources: Statistics Estonia, Eesti Pank
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Figure 33. Electricity exchange prices

Source: Nord Pool
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the price of gas in August in the European mar-
ket in general and in Estonia to a record level. 
Electricity produced from gas consequently 
became more expensive in August (see Figure 
33). Energy prices have come down in subse-
quent months, as gas supplies have been suf-
ficient and the weather stayed warm. Electricity 
prices started to rise again though as the weather 
turned colder.

Government compensation schemes slowed 
the rise in energy prices. To soften the impact 
of higher energy prices, the government decided 
to compensate households for part of the cost of 
electricity, gas and heat. Eesti Energia has also 
been obliged since October to sell electricity to 
household consumers as a universal service. 
The price of the universal service depends on 
the production cost of electricity from oil shale, 
which is partly defined by the price of CO2. The 
compensation measures will contain energy 
prices, but there is a substantial need to limit 
energy consumption.

Inflation for food has accelerated constantly 
throughout this year. The usual seasonal fall in 
the prices of food and vegetables in the autumn did 
not happen this year in Estonia, and prices actu-
ally rose. Prices of food were on average up 28% 
in November, and they are by now having a larger 
impact on total inflation than energy prices are.

Inflation for services increased sharply in the 
summer as the Covid-19 pandemic restric-
tions were lifted and travel took off. Prices 
for tourism services were higher in the summer 
than they were before the pandemic. The yearly 
growth in services prices was more stable in the 
autumn at close to 12%. Prices for accommoda-
tion services, holiday travel and rents fell in their 
usual seasonal manner.

GENERAL GOVERNMENT 
FINANCING

This year has seen very fast growth in tax reve-
nues and tax receipts have exceeded what 
was planned in the state budget. Revenues 
from tax receipts have been very high because 
of the extraordinarily high inflation, and the good 
performance of the labour market. Although 
higher prices and the reception of refugees from 
the war in Ukraine have increased the pres-
sures on general government expenditure, lower 

investment activity than had been planned and 
the very strong revenues from tax receipts have 
so far kept the general government fiscal posi-
tion better than was expected when the supple-
mentary budget for this year was written.

The yearly growth in tax revenues slowed in the 
third quarter (see Figure 34). Less was received 
in excise taxes during the third quarter than a 
year earlier, while yearly growth in receipts from 
labour taxes, VAT and corporate income tax was 
slower than in the second quarter. Only 5.2% 
more VAT was received in October for September 
than a year earlier. This was because of a one-
off leap in consumption in September last year 
supported by the funds withdrawn from the sec-
ond pension pillar, which caused VAT receipts 
to leap up as well. The growth in VAT receipts 
accelerated again in November to 9.8%, though 
this was still notably slower than in the first half of 
the year. There were substantially fewer people 
exiting the second pillar this autumn than there 
were last year, and so 38.4% less was received in 
income tax in October than a year earlier.

The general government spent as much on 
investment in the third quarter as it did a year 
earlier. High inflation meant though that the vol-
ume of general government investment was 9% 
smaller than it was at the same time a year ago. 
General government investment dropped pri-
marily because investment in construction was 
down on the previous year. General government 
investment in construction at current prices was 
5.7% down on the year, and the rapid rise in con-
struction prices at constant prices meant the 

Figure 34. Tax receipts in state budget*

* Including PIT transferred to local governments
Sources: Statistics Estonia, Tax and Customs Board, Eesti Pank
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fall over the year was 16.6%. Among the func-

tions of the general government, the decline in 

investment in the economic affairs division was 

the biggest negative contributor to investment 

spending over the year. The biggest positive 

contributions came from investment in national 

defence, healthcare and education.

The growth in general government final con-

sumption expenditure accelerated in the third 

quarter. The final consumption expenditure of 

the general government was up 14.4% over the 

year at current prices, with the largest role in this 

played by spending on intermediate consump-

tion, covering various economic and operational 

costs, which was a fifth higher than in the third 

quarter of last year. The yearly growth in the 

general government payroll was a little slower 

in the third quarter at 9.6% than it was in the 
second quarter. Data from the Tax and Customs 
Board show that the general government payroll  
continue to grow more slowly than the pri-
vate sector payroll, as the number of employ-
ees in the private sector has risen very fast this 
year, unlike the number in the public sector. 
The yearly growth in the average public-sector 
wage has accelerated from quarter to quarter, 
and it caught up with growth in the average pri-
vate-sector wage in the third quarter according 
to the data from the Tax and Customs Board. 
Preliminary data show though that the yearly 
growth in social benefits paid out continued to 
slow over the quarter. Benefits paid out for sick-
ness declined, as they had in the second quar-
ter, but unemployment benefits and family sup-
port paid out have been increasing over the year. 
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THE EESTI PANK ECONOMIC 
FORECAST FOR 2022-2025 
The Eesti Pank economic forecast is produced jointly by experts from the central bank’s Economics 
and Research Department and Financial Stability Department. This forecast takes account of new 
information received since the forecast published in September on the economies of Estonia and 
other countries. New data on the labour market, foreign trade, the general government, the financial 
sector and prices as at 30 November 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  
28 November 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 reg-
ularly updated by Eesti Pank. 

THE INTERNATIONAL 
ECONOMIC ENVIRONMENT

Growth in the global economy will slow. High 
inflation, the consequent tightening of mone-
tary policy, and the worldwide impact of geo-
political conflicts will reduce the outlook for 
growth in the global economy. The International 
Monetary Fund estimates that the global economy 
will grow by 2.7% next year, which is the slowest 
rate since 2001 if the last financial crisis and the 
pandemic are excluded. The economy was in a 
good position in the first half of this year, as the pan-
demic subsided almost everywhere and spending 
on consumption increased. All the larger central 
banks have however had to tighten monetary policy 
sharply to combat high inflation, and that is hurting 
economic growth. The US dollar has strengthened 
as interest rates have risen, which particularly hurts 
economies in developing countries. A substan-
tial outflow of capital from developing countries is 
already apparent, and prices are rising for imported 
goods and food, which is feeding into even higher 
inflation in those countries. Global inflation will not 
fall significantly until the year after next though.

The outlook for the euro area economy is dete-
riorating. Europe has seen its energy market 
affected more than those in other large economic 
areas, and the main danger to the euro area econ-
omy is the energy crisis caused by the war between 
Russia and Ukraine. The euro area has managed to 
fill more than 90% of its gas storage facilities with 
gas for the winter ahead, but the danger remains in 

the longer term that there will be energy shortages, 
and that the direct limits on production and price 
spikes caused by this may cause additional harm 
to the economy in Europe. The shocks delivered to 
economies by high inflation and reduced purchas-
ing power will fade only slowly. Although European 
labour markets have remained strong, the cooling of 
the economy reaches the labour market with some 
delay, and the lowest point of economic activity will 
be reached in 2023.

Growth in the economies of Estonia’s main 
trading partners has slowed, and the risk of 
a recession in 2023 has increased. Growth in 
the economy will be hindered by weaker demand 
caused by energy-saving and higher prices, and by 
restrictions on output. The blockages in the sup-
ply chains of manufacturing companies will ease, 
but it will take longer for the economy to adapt to 
shutting out Russian energy and fuels, and energy 
prices will be kept high. The continuing rise in con-
sumer prices and the sharp rise in interest rates will 
substantially reduce the purchasing power of con-
sumers and apply the brakes to private consump-
tion. Inflation will start to come down in Estonia’s 
main trading partners in the coming year, but price 
pressures will broadly remain for both goods and 
services. The labour market has so far remained 
strong, but it can be expected to falter, and unem-
ployment to rise. The drop in economic activity in 
Estonia’s main trading partners that will accom-
pany the decline in confidence will leave demand 

Table 2. External assumptions in the forecast

September 2022 projection

2022 2023 2024 2025 2022 2023 2024

Foreign demand growth (%)* 5.4 0.7 2.9 3.3 1.6 2.1 3.0

Oil price (USD/barrel) 104.6 86.4 79.7 76.0 105.4 89.8 89.8

Interest rate (three-month EURIBOR, %) 0.4 2.9 2.7 2.5 0.16 1.95 2.06

USD/EUR exchange rate 1.051 1.029 1.029 1.029 1.052 1.008 1.008

*Foreign demand growth is the weighted growth of imports of trading partners
Source: European Central Bank 
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for goods exported by Estonian companies weaker 
(see Table 2 for the external assumptions in the 
forecast). 

ECONOMIC GROWTH

Growth in the Estonian economy will be ham-
pered by high inflation, which will reduce pur-
chasing power and so also demand in both 
Estonian and export markets. Economic activity 
will remain at its low point in the first half of 2023, as 
inflation will come down but will do so only slowly, 
and the ability to consume will be reduced in the 

near future by both rising interest rates and the 
reduced support available from savings. The forced 
savings built up during the pandemic and the money 
withdrawn from the second pension pillar, which 
helped to buoy up consumption despite high infla-
tion until the second half of this year, have by now 
been largely used up. The various shocks will cause 
GDP to shrink by 0.5% in 2022, and although the 
economy will improve next year, growth will only be 
at low percentages. Growth is expected to be faster, 
and the economy to recover, from 2024 (see key 
indicators for the forecast in Table 3 and compari-
son with forecasts by other institutions in Table 4).

Table 3.Economic forecast by key indicators*

2021 2022 2023 2024 2025

Nominal GDP (EUR billion) 31.36 36.13 38.36 40.22 42.82

GDP volume** 8.1 -0.5 0.4 3.1 4.4

    Private consumption expenditures*** 6.9 2.8 -1.1 2.1 4.4

    Government consumption expenditures 3.9 0.4 3.9 -2.9 -0.2

    Gross fixed capital formation 7.0 -15.9 -0.5 5.1 5.6

    Exports 20.0 4.1 -0.1 2.8 3.4

    Imports 21.3 4.2 -5.4 1.5 2.6

Output gap (% of potential GDP) 3.9 0.5 -2 -2.1 -0.8

CPI 4.6 19.4 9.3 2.8 2.2

HICP 4.5 19.4 9.3 2.8 2.1

GDP deflator 5.8 15.8 5.8 1.7 2.0

Unemployment rate (% of the labour force) 6.2 5.7 8.5 8.7 7.6

Employment**** 0.1 4.3 -1.3 1.0 1.0

Average gross wage (EUR) 1547 1682 1828 1969 2102

Average gross wage growth 6.8 8.7 8.7 7.7 6.8

GDP per employee 8.0 -4.6 1.7 2.1 3.3

Current account (% of GDP) -1.8 0.3 1.4 0.1 0.6

Budget balance (% of GDP) -2.4 -1.9 -4.6 -3.8 -3.1

* 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 

Table 4. Estonian economic forecasts by other institutions

GDP real growth, % CPI inflation, %

2021 2022 2023 2024 2025 2021 2022 2023 2024 2025

Eesti Pank 8.1 -0.5 0.4 3.1 4.4
4.6         
4.5*

19.4       
19.4*

9.3        
9.3*

2.8        
2.8*

2.2      
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 8.0 -0.1 0.7 2.1 4.5* 19.3* 6.6* 2.6*

IMF 8.0 1.0 1.8 3.3 4.5* 21.0* 9.5* 2.4*

OECD 8.1 0.8 0.5 3.2 4.5* 20.2* 10.8* 2.8*

Consensus Economics 8.0 0.6 0.3 4.7 19.6 9.7

Luminor 8.2 0.0 0.0 4.0 4.6 22.0 13.0 3.0

SEB 8.0 0.6 0.3 3.5 4.5* 18.9* 8.5* 2.0*

Swedbank 8.0 0.5 0.0 2.5 4.6 18.8 8.9 2.0

* HICP 
Sources: Eesti Pank, December forecast, 20.12.2022; MoF, Summer 2022 forecast, 23.08.2022;  European Commission, Economic 
Forecast Autumn 2022, 11.11.2022; IMF, WEO, October 2022, 11.10.2022; OECD, Economic Outlook, November 2022, 22.11.2022; 
Consensus Economics, Eastern Europe Consensus Forecasts, November 2022, 14.11.2022;  Luminor forecast, 13.09.2022; SEB, 
Nordic Outlook Update, November 2022, 15.11.2022; Swedbank Economic Outlook 25.10.2022 
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Consumption is only starting to be affected by 
high inflation and the very low level that confi-
dence has reached. Sales volumes in retail have 
fallen a little since the summer, but that has not 
been a surprise given relative inflation. A larger 
adjustment, meaning a decline in consumption, 
will probably happen in the first half of next year. 
The fall in demand caused by the reduction in pur-
chasing power will be offset to some degree by 
the measures taken and planned by the govern- 
ment, such as family benefits and public sector 
wage rises, and retail sales will be lifted by the 
spending of refugees from the war in Ukraine. 
Even so, consumption will only return to its level 
of the first half of 2022 in 2024.

The labour market will reflect the weakening 
in the economy more sharply in 2023. Reduced 
economic activity will suppress demand for 
labour at the end of 2022 and in early 2023, when 
the softer demand and steeply higher prices for 
inputs and energy will push some companies to 
lay off workers. The labour supply will remain 
large at the same time, as the labour force par-
ticipation rate has risen, and around 40,000 refu-
gees from the war in Ukraine will have reached 
Estonia by early 2023, and it is expected that 
around 75,000 will have done so by the start 
of 2024, and so unemployment will rise and the 
unemployment rate will reach nearly 9%. Higher 
unemployment will reduce the upwards pressure 
on wages, but high inflation and rises in the mini-
mum wage and in public sector wages will pull in 
the other direction.

Maintaining the market share that they have 
gained in recent years will become an increas-
ing challenge for Estonian exporters. Demand 
in export markets is forecast to hit its lowest point 
in the final quarter of this year and the first quar-
ter of next, given the confluence of high energy 
prices, the jump in consumer prices, and the 
problems caused by supply blockages in global 
trade. Supply difficulties are noticeably less 

pressing than they were earlier. The estimates 
by the Estonian exporters for export orders have 
become more pessimistic, not only because of 
the weaker outlook for foreign markets, but also 
because the terms of trade are unfavourable, as 
price competitiveness is under pressure both 
within the European market and outside it.

Weaker foreign demand, a recovery cycle that 
is forecast to take longer than expected, and 
higher borrowing costs will make companies 
less keen on investing. The portfolio of orders 
in manufacturing is thinner than usual and uti-
lisation of existing production capacity has 
fallen, and so there is less need for investment 
than usual. To this must be added the uncer-
tainty caused by the war in Ukraine, the rise in 
the prices of inputs, and interest rates rising in 
a weak economic climate, which together mean 
that the environment is unfavourable for invest-
ing. The energy crisis will encourage investment 
in sustainable technology, but this will not affect 
the general picture of investment activity.

Tighter monetary policy will increase the cost 
of borrowing, though access to loans will 
remain good. The forecast takes account of 
future transactions at the moment it was written, 
and these show the three-month Euribor rising to 
3%. Higher interest rates will probably not cause 
large-scale failures to repay loans, but they will 
reduce the amount of money available for con-
sumption and investment. Interest rates will still 
not be exceptionally high after their expected 
rise, but will be at a level that is more appro-
priate for the Estonian economy and high infla-
tion. The ability of the banks to lend will remain 
strong, and the relatively ambitious growth plans 
of some banks and competition pressures will 
keep access to loans good. The growth in lend-
ing, which has been very fast, will slow sub-
stantially even so, as the reduced confidence 
to invest among businesses and higher interest 
rates will crimp demand for loans. 

Box 5: The competitiveness of Estonian exports of goods and 
changes in market share

The market share of Estonians in foreign markets has increased since 2019. A relatively strong 
driver behind this has been the growth in exports of services, which appeared to slow during 
the first months of the pandemic, but has again been rapid since the end of 2020. Estonia has 
been ahead of demand in goods markets since the middle of 2020, as it weathered the crisis 
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of the pandemic more lightly than its trading 
partners. The market share for goods in for-
eign markets continued to grow gently until 
the middle of this year. In the third quarter 
of this year however, exports grew at more 
or less the same rate as the change in for-
eign demand (see Figure B5.1). The indica-
tor for foreign demand is the weighted import 
demand of trading partners at constant 
prices.

The countries that are the largest export part-
ners for Estonia have been Finland, Sweden, 
Latvia, Germany, Lithuania, the USA, the 
Netherlands and Norway. These eight coun-
tries have over recent years taken a fairly sta-
ble 55% or so of total exports of goods and 
services. Estonia succeeded in increasing its 

market share in the German, Swedish and Finnish markets from the second half of 2020, so 
that exports of Estonian goods and services changed by more than the demand for imports of 
those countries did. Growth in exports to Latvia has at times exceeded the growth in imports 
in Latvia. Market share in Lithuania has remained generally the same, though in some quarters 
market share has been lost. Growth in exports ceased from the second quarter of this year, and 
some market share has been ceded (see Figure B5.2).

Growth in the market share for services has been led by the three large groups of transport 
services, IT services and other business services, and these three groups account for some 
70% of exports of services (see Figure B5.3). Unfortunately only nominal figures can be used 
in the analysis here, but as noted earlier, exports of services from Estonia have grown strongly 
since the end of 2020. The biggest contribution came from computer services and other busi-
ness services, while the trajectory for transport services has been a little lower since transport 
was hit hard by the pandemic. The fourth major group of services is travel services, which pro-
gressed well from the second quarter of 2022.

Figure B5.1. Foreign demand and exports of 
Estonian goods and services, index 2018 = 1

Sources: European Central Bank, Eesti Pank
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Figure B5.2. Change in the volume of Estonian exports and of trade partners' 
imports, index 2018 = 1

Sources: European Central Bank, Eesti Pank
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The analysis of which groups of goods have contributed most to the increase in market share 
uses nominal indicators, meaning that large increases in price will have been behind the growth 
in several groups of goods (see Figure B5.4). The share for mineral products and machinery 
and equipment is 20%, for wood and metal products it remains close to 10%, and for others it 
is below 10%. The groups of goods in Figure B5.4 cover 84% of total exports of goods. Exports 
of mineral fuels have increased since the start of 2021, but a large part of this group of goods 
are fuels travelling through Estonia in transit, and the increase in price played a major part with 
them. Among the main groups of goods for Estonia, the fastest growth until the middle of this 
year was in exports of metal products, vehicles and wood products. Since the middle of this 
year, exports of almost all product groups have been in decline. The export turnover of the three 
major groups of goods, which are wood, metals and other manufactured products, was down 
in the third quarter of 2022. There was still some growth in machinery and equipment, in pro-
cessed food goods, and in other manufactured goods.

The changes described here are partly due to long-lasting supply-side problems, including 
the impact of sanctions that have prevented raw materials from Russia reaching producers. 
Equally, a role has been played by falling demand and a deterioration in price competitiveness 
(see Figures B5.5 and B5.6). Both nominal unit labour costs and the real effective exchange 

Figure B5.3. Changes in the value of exports in groups of services, index 2018 = 1

Source: Statistics Estonia
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Figure B5.4. Change in the value of exports in commodity groups, index 2018 = 1, 
three-month moving average

Source: Statistics Estonia
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rate for Estonia have grown faster in the past two years than they have in Estonia’s trading part-
ners. This indicates a loss of price competitiveness. This means that maintaining market share 
in the coming quarters will be a challenge, as the pressure on price competitiveness is strong. 
Weakening demand will make it harder for companies to pass rising input prices into the sales 
price of output, which they still managed to do quite successfully last year. 

Figure B5.5. Real effective exchange rate of Estonia and important trading partners, 
index 2015 = 100

Source: Eurostat
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Figure B5.6. Nominal unit labour cost (NULC) 

Source: Eurostat
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PRICES

Inflation will fall, but slowly. Inflation will be 
eased downwards until April next year by the 
compensation package for energy prices pas-
sed by the government. In the longer term, infla-
tion will be brought down by the higher inter-
est rates of tighter monetary policy, and also 
by the cooler economic climate. Slower growth 
in wages and higher unemployment will yield 
weaker demand pressures on consumer prices. 

The impact of monetary policy will be counter-
acted to some extent by the additional money 
injected into the economy through the budget 
deficit, which will help maintain demand and so 
lift prices.

Consumer prices for food are only reaching 
their peak, though prices for food commodities 
on the global market have been falling since 
spring. This is because of high energy prices 
and the unfavourable weather this year, which 
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has hurt agricultural producers in the European 
Union. The rate of increase in consumer prices 
for food will slow gradually throughout 2023.

Prices for services will be pushed up by rising 
wages and by the secondary impact of high 
energy prices. Prices for services were already 
accelerating in the first half of the year mainly 
because of the post-pandemic rise in prices of 
tourism services. Communications companies 
and providers of water and wastewater services 
have given notice of price rises to come in the 
months ahead. The risk of prices rising will be 
greater at the start of next year, as companies 
raise wages and probably review the prices of 
the services they provide.

GENERAL GOVERNMENT 
FINANCING

The growth in tax revenues caused by excep-
tionally high inflation has aided the fiscal posi-
tion this year, and so the general government 
budget deficit will be smaller than was plan-
ned in the budget. Households put their sav-
ings to work in the first three quarters of this year 
and so growth in consumption remained strong 
despite high inflation, and this has brought more 
consumption taxes into the state treasury than 
was planned. The strong position of the labour 
market has supported the increased receipts of 
labour taxes. On the expenditure side, high infla-
tion and supply problems have together forced 

investment projects to be postponed, and so 

general government investment will be smaller 

than was planned, helping improve the fiscal 

position this year. The position will however be 

weakened by the general government operat-

ing expenditures, which have been swelled by 

high inflation and by the supplementary budget 

passed in the spring. The general government 

budget deficit this year will be below 2% of GDP.

The budget deficit will widen sharply in 2023. 

The fiscal position will deteriorate as general 

government revenues will grow more slowly, 

and the growth in expenditures planned in the 

state budget will not be tamed. One reason why 

expenditures will rise rapidly is that inflation from 

this year will largely pass into social spending 

with some delay. 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. Very high inflation and 

very fast growth in wages in the private sector 

will also force wage growth to accelerate in the 

public sector. Estonia’s increasing debt together 

with higher interest rates will mean that the 

cost of interest payments will consume an ever 

greater part of revenues. If there are no major 

policy changes, the budget deficit will exceed 

3% for some years to come. 

Box 6: General government debt and interest costs

The debt of the Estonian state stood at 5.5 billion euros at the end of last year, or 17.6% of 
GDP. The debt will grow in the years ahead, as there is a persistent gap between the revenues 
and expenditures of the state that will need to be covered by more borrowing each year. The 
systemic gap between revenues and expenses is measured as the structural fiscal position17, 
which was estimated in 2021 by Eesti Pank to be in deficit by 3.0% of GDP, and by the Ministry 
of Finance to be in deficit by 4.0%. Narrowing or entirely closing the structural fiscal deficit will 
need changes in tax and spending policies, but no improvement is planned over the next four 
years in the state budget strategy for 2023-2026. The structural deficit will remain at 2.6% of 
GDP for the next four years under the budget strategy, and the national debt will rise to 26.2% 
of GDP, having been 8.2% of GDP in 201818.

The budget strategy expects an improvement in the structural position from 2027, and the strat-
egy links this with setting the focus on long-term goals after the crisis period. As it is not cur-
rently known what specific steps will be taken to move towards balance, this box considers 

17 The structural general government fiscal position is arrived at by subtracting the impact of the economic cycle and one-off 
or temporary factors that may distort the fiscal position from the nominal fiscal position.
18 https://www.fin.ee/riigi-rahandus-ja-maksud/riigieelarve-ja-eelarvestrateegia/riigi-eelarvestrateegia.

https://www.fin.ee/riigi-rahandus-ja-maksud/riigieelarve-ja-eelarvestrateegia/riigi-eelarvestrateegia
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the future scenario for state debt and interest 
costs for the next 10 years on the assump-
tion that the current course of fiscal policy is 
maintained. The scenario is outlined by draw-
ing on earlier budget discipline, as the struc-
tural deficit was notably deeper in the years 
of relatively stable economic growth in 2017-
2019 than was planned in the strategy docu-
ment each year, and the consistently deteri-
orating position maintained the same course 
afterwards (see Figure B6.1). The government 
decided in April 2022 to reduce both the 
nominal and structural deficits19, which is in 
line with the legal requirement for the budget 
to improve the structural position by 0.5% 
of GDP if the central position is in cumula-
tive deficit20, though this is clearly going to be 
harder in the years ahead than it was earlier 
as growth will be slower in the economy and 
in tax revenues, meaning there will be greater 
pressure to increase government spending.

The long-term forecast of the Ministry of 
Finance21 is that GDP in Estonia in 10 years 
time, meaning in 2032, will be 54.7 billion 
euros. If the nominal fiscal deficit remains at 
3% of GDP, given that the nominal deficit was 
put at 3% of GDP or more for the next four 
years in the most recent budget strategy, and 
if the government finances this through bor-
rowing, the total amount borrowed will be 
around 21 billion euros by 2032, or 38% of 
GDP. As the amount of debt increases, so the 
interest costs will increase each year.

Tighter monetary policy and the greater risk stemming from Russia’s military activity have 
raised the cost of borrowing for the Estonian government quite notably. The interest rate on the 
10-year sovereign bonds of the most recent issue on 5 October was 4%, while in the beginning 
of the year the price for borrowing money was still negative. The cost of borrowing has also 
risen rapidly for other European countries but it is very evident that Estonia has to pay a similar 
interest rate to countries where the debt level is many times larger, and the sustainability of the 
debt is more dubious (see Figure B6.2).

It may be assumed that once monetary policy normalises, the interest rate will remain higher 
than in the preceding decade. Before interest rates fell very low after the last great financial cri-
sis, the prices of 10-year sovereign bonds of the countries of Europe were generally between 
3% and 5%, including those of Germany that are frequently used for comparisons. With interest 
rates at 4%, Estonia would need to pay interest on a debt of 21 billion euros after 10 years at 
about 900 million euros a year, or 1.5% of GDP, which is 3.7% of total spending in the budget22. 

19 https://www.fin.ee/media/6206/download.
20 The exceptional circumstances mean that an exemption clause applies for countries in the European Union until the end of 2023.
21 https://www.fin.ee/riigi-rahandus-ja-maksud/majandus-ja-rahandusprognoosid/rahandusministeeriumi-majandusprognoos.
22 Assuming no change in expenditures as a share of GDP.

Figure B6.1. Structural budget position and 
targets in state budget strategies

Source: Ministry of Finance
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Figure B6.2. 10-year government bond yields

Last observation 29.11.2022
Source: Bloomberg
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This would be a large additional cost in the 
budget over what has been there in previ-
ous years. Interest rates may also prove vol-
atile, especially during a crisis, which is also 
when falling tax revenues need to be covered 
and the state needs to support the economy 
with additional spending. The average inter-
est cost of the sovereign debt of the coun-
tries in the euro area in 2021 was 1.3% of 
GDP, while in 2011 it was double that at 2.6%, 
even though the average debt at the time was 
smaller by 10% of GDP (see Figure B6.3). It 
consequently needs to be considered when 
state fiscal policy is set that maintaining the 
current course will increase the state debt 
substantially over the coming decade by 19% 
of GDP. The later fiscal discipline is restored, 
with interest costs by then at a higher level, the larger will be the increase in the tax burden or 
reduction in expenditures that will by then be needed to achieve that discipline. Spending on 
national defence will increase in the years ahead, as will the need for state investment, social 
costs, and the public sector payroll, and so it will be hard to achieve balance on the expendi-
ture side. There is more room for manoeuvre in the tax system and with the tax burden, which 
remains among the smallest in the European Union23. 

23 The tax burden in Estonia in 2022 was 33.3% of GDP, while on average in the countries of the European Union it was 
around 40%.

Figure B6.3. Government debt and interest 
payments of the euro area countries

Source: Eurostat
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