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The labour market review by experts from Eesti Pank covers developments in the supply and demand of
labour in Estonia, and the cost of it in wages. The central bank observes the labour market for two reasons.
Firstly, labour is an important production input, as a change in the supply or activity of labour can directly
affect potential growth. Secondly, events in the labour market can have a major impact on inflation. As the
euro area monetary policy targets price stability and the Estonian economy is very open, the economy
adjusts to changes principally through the prices and volumes of production inputs. The labour market
consequently needs to be flexible, and wage rises need to correspond to increases in productivity. Rising
wages should not push production costs up so that they cause excessively high inflation.
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Summary

The Estonian labour market remained broadly stable in 2024 even though the economy was only just
beginning to recover. Register data show that employment fell in the year as a whole, while unemployment
also fell a little across the year. The labour force participation rate rose however, even though it was
already at a record level. This indicates that activity remained in the labour market, but the recovery
in the economy has not yet managed to create a large number of new jobs. Growth in employment
will be restrained moving forward because the number of employees did not particularly fall during
the recession, and companies now have an internal reserve of labour that they can use to increase
production volumes.

The private sector saw more modest demand for labour, and employment continuing to fall, though at a
slowing rate across the year. The number of employees started to grow slightly month-on-month at the
end of the year in manufacturing, where output volumes were affected first by the recession and where
employment fell in total by around 7%, as economic activity and a recovery in exports provided some
support. Employment still fell though in several other parts of the private sector, including construction
and retail. Employment increased at the same time in some parts of the public sector like healthcare,
and also in public administration and education, though the growth appeared to be slowing there.
This was because of budgetary restrictions and planned cuts that will limit the growth in wages and
additional hiring in the public sector in the years ahead.

Although the unemployment rate for the year as a whole was higher than it was in 2023, the labour force
survey reported that the increase was largely caused by more active efforts to find work rather than by
the destruction of jobs. This is a sign of the resilience in the labour market, but also indicates that demand
for labour was too weak for new jobs to be created at the same rate that available labour is increasing.
Comparison with other European countries shows that the level of unemployment in Estonia puts it
among the countries with a high unemployment rate, alongside several of its major trading partners like
Finland, Sweden, Lithuania and Latvia.

The average wage grew more slowly than it did in 2023, though the growth picked up again in the second
half of 2024. Time-shifting of wages caused some of the rise in wages at the end of the year, as wages
were paid out early before taxes rose, though this does not explain why the trend of slower growth
stopped. Faster growth in wages was driven particularly by the private sector, where the workloads of
employees may have increased a little as the economy recovered, though equally employees may have
increased their wage demands in anticipation of tax rises. Prices are expected to rise because of higher
VAT, while at the same time a rise in personal income tax means people will have less money left over
from their gross wages. Real wages grew strongly throughout the year, and were higher than their peak
before the fall whichever measure of prices is used. It is forecast that tax rises and higher inflation will
temporarily reduce the purchasing power of households in 2025, but it will improve substantially in 2026
as the tax hump is eliminated.

The main concern in the labour market moving forward is how well the skills of jobseekers will match
the demands of the new jobs that employers will need to create as the economy recovers. The labour
market has so far proved good at adapting, but the restructuring of production and loss of jobs during
the recession may cause lasting problems with matching. The labour supply has so far been boosted by
increased labour market activity, especially among older workers, and by immigration. The natural fall in
the working age population and a possible fall in the net migration balance could however set restrictions
on it. It consequently becomes more important to use labour efficiently and to improve productivity,
because wage pressures could otherwise remain a source of inflation risk.
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DEMAND FOR LABOUR
EMPLOYMENT

The recession that had lasted two years in Estonia ended in the second quarter of 2024 and the rate
of growth was faster in the fourth quarter of the year at 1.2% than in the same quarter of the previous
year. Real gross output still fell by 0.3% over the year as a whole, meaning it was well below the long-
term average growth rate of the economy, which remains at 2-3%. Other countries in Europe alongside
Estonia that saw their economies decline were Austria, Germany, Latvia and Finland, the latter three
of which are important trading partners for Estonia and so their weakness was a partial cause of the
recession in Estonia. The economies in most countries in Europe still grew last year, though at a slower
rate than the average of the past decade (see Figure 1). Performance was better than the average in
countries in southern Europe including Greece, Spain, Portugal, Croatia and Bulgaria, while the growth
in the French economy was also better than in the past decade. Growth in Scandinavian countries was
strongest in Norway and Denmark, with the pharmaceutical company Novo Nordisk making a substantial
contribution in Denmark. Growth accelerated last year in the majority of economies in Europe. Several
factors affected national economies in 2023, as prices for energy and commodities leapt because of
Russia's invasion of Ukraine, while monetary policy was tightened to tackle inflation.

Figure 1. Long-term economic growth in European countries and growth in 2024
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Demand for labour remained weak in Estonia in 2024 even though the economy had already started
to recover. This is to be expected, since there is a lag before the labour market reacts to changes in
economic activity. Data from tax declarations show that the number of people declared as receiving a
wage fell by 1.2% over the whole year, though the rate of fall slowed from quarter to quarter. The labour
force survey reports that employment in Estonian companies and institutions grew by 0.2%, but the
confidence bounds of this survey mean the change was not statistically significantly different from zero.

Given that the Estonian economy had already been in recession for two years by the start of 2024 and
that GDP was 5.4% below its peak from before the recession, the adjustment of employment was gentle
even in the register data. The relatively good position of the Estonian labour market is not an exception,
as the labour markets in most other countries in the European Union have remained strong in recent
years. The only two of the five countries in recession where employment also fell were Latvia and
Finland. Employment also fell in Sweden, where there was a small recession in 2023, and in Slovakia
and Poland, where the population declined (see Figure 2).

The Estonian economy was only 0.7% larger by 2024 than it was before the series of crises started in
2019, meaning that Estonia sits alongside Germany and Finland among the countries that have suffered
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Figure 2. Change in real GDP and employment growth in European countries in 2024
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most in the various recent crises. In general a lot of other European countries have successfully got over
the crises of the past five years, using additional labour resources or increased labour productivity to
grow their economies (see Figure 3). Increased employment has given substantial support to growth in
GDP in Europe except in Bulgaria, Romania, Slovakia and Latvia. It is indeed increased employment that
explains economic growth at the level of the 20 member states of the euro area.

Figure 3. The contribution of employment and productivity to real GDP growth from 2019 to 2024
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Like employment, the number of hours worked either at the level of the whole economy or per employee
in Estonia was little different in 2024 to what it was a year earlier. The number of hours worked per
employee has fallen in the longer view though, and is down 5% from 2019. This is because of a fall in
the number of hours worked by full-time employees, and an increase in the share of employees working
part time. These changes have arisen because labour force participation has increased steadily over
the years, particularly among older people. The hourly load of employees in Estonia is still above the
average for other European countries, particularly Western European countries, but is notably lower than
in Latvia or Lithuania (see Figure 4). The workload depends greatly on the structure of the labour market
and the social support system, which changes slowly so that there has generally been little change in
most countries in the hours worked per employee from what they were before the crises.

The number of hours worked per employee is highly dependent on how common part-time work is in
the economy. The share of employees working part time reported by the Estonian labour force survey
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Figure 4. Number of hours worked per employee, difference from the EU27 in 2019 and 2024
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was essentially unchanged from 2023 at a little over 156%. A little over a fifth of women in employment
were working part time, while 11% of men were. Over the longer term both men and women in Estonia
have started to work part time more, as a decade ago around 10% of all employees were working part
time. Estonia ranks around the middle among European countries for part-time work, while the rate in
the other Baltic states is among the lowest (see Figure 5). There is frequently a link between the propor-
tion of part-time workers being large and the labour force participation rate and women's labour market
participation rate being high, as they are in both the Netherlands and the Nordic countries, while they
are generally lower in several southern European countries. Estonia is something of an exception, as the
level of labour force participation indicates that the average workload should be notably smaller than
it actually is. Among the reasons for part-time work, it appears the main one is the need to look after
elderly relatives or children in Germany, the Netherlands, Switzerland and Austria, while in the Nordic
countries people work part time because of studies or training. People simply being unable to find a
full-time job is generally not the reason why the share of employees working part time is large in the
countries where part-time work is more common.

While employment in the Estonian economy remained stable in 2024 in the labour force survey data or
fell slightly in the register data, the number of people of working age in the country rose. This meant that
the share of people of working age in employment, or the employment rate, was a little lower in 2024

Figure 5. Share of part-time emplyment in 2024
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at 68.9% than it was in 2023, when it was 69.2%. The employment rate last year was the same as in
2019, before the series of crises, but it was 1.8 percentage points lower for men and higher by the same
amount for women. Employment declined a little among the younger age group of people aged 15-24
partly because of the age structure in that age group, while the employment rate rose at the same time
among people in their middle and older working years. The rise in the employment rate among older
people can largely be explained by the gradual rise in the retirement age, and the strong motivation for
those of retirement age to keep working because pensions are small in comparison to wages.

Estonia had one of the highest employment rates in the European countries last year alongside the
Nordic countries, the Netherlands, Switzerland, and Malta (see Figure 6). It is generally the employment
rate for young people that varies the most from country to country. This comes from the education
system, as vocational studies in most German-speaking countries and the Netherlands often include
state-subsidised apprenticeships in businesses, where young people work and earn a wage alongside
their studies. The labour force survey considers such people to be in employment. If vocational studies
in Estonia were also carried out as apprenticeships, it would raise the employment rate even further. The
employment rate for women is lower than that for men in all countries, but the difference in Estonia is
one of the smallest, as it is in the Nordic countries, Latvia and Lithuania. The gender gap in employment
remains particularly wide in the southern European countries of Greece, Romania and Italy.

Figure 6. Employment rate by age groups in 2024
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Data from the Tax and Customs Board show that the increase in the number receiving a declared wage
from the general government slowed throughout 2024, but the downward trend in employment in the
private sector eased as the economy stabilised (see Figure 7). An average of 100,587 people a month
were receiving a declared wage in the second half of 2024 from institutions in the government register of
institutions, and that number was up by 0.7% on the year, having been up by 2% in the first half of 2024.
The rate of growth slowed further in the opening months of 2025.

The government institutions where growth in employment slowed most sharply were those in public
administration and social insurance, where the number receiving a wage was up on the year by 1.6%
in the first half of 2024, but by only 0.3% in the second half of the year (see Figure 8). The growth in
the number receiving a wage in education, which is largely in the public sector, slowed from 3.5% to
1.5%, but growth in employment accelerated in healthcare, which has a much larger private sector
component, and it reached 3.7% in the second half of the year. These figures are not full-time equivalent,
so some of the changes may have come from changes in the average workload.

Labour force survey data show that the share of workers that are employed in public administration,
healthcare and education was larger than in 2019 in 23 of the 29 countries surveyed in Europe. The
division of healthcare and education between the public and private sectors varies greatly from country to
country, but looking at the developments in employment at the sectoral level avoids possible institutional
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Figure 7. Recipients of declared wages in the private and public sectors, seasonally adjusted,
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Figure 8. Recipients of declared wages, three-month moving average, yearly growth
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changes within a country affecting the overall picture. Estonia, like Latvia and Lithuania, is generally
around the middle among the countries of Europe for the share of employment in these services that
is in the public sector (see Figure 9). The Nordic countries, which are renowned for their broad social
insurance systems, stand out for having a high level of public sector employment, while countries with a
low level are Romania, Bulgaria and, perhaps surprisingly, Italy.

The recent recession struck hardest in the private sector in manufacturing, which provides the lion's
share of exports in Estonia. Improved demand from abroad helped end the recession, and exports
started to grow in quarterly terms from the start of 2024 while employment in manufacturing fell more
slowly. Output in manufacturing was 23% lower by the end of 2024 than it was at the end of 2021.
Data from the Tax and Customs Board show that the number receiving a wage in manufacturing fell by
some 6762, or 6.6%, from its peak before the recession to its lowest point (see Figure 10). A lot of the
fall came in the wood sector, which covers wood processing, manufacture of wood and cork products,
and furniture production, but the recession also touched production of metal products and non-metal
mineral products, textile production, and clothes production, which had already been in decline for
a long time. There was some small monthly growth in employment in manufacturing in the second
half of the year instead of a fall, which is in line with the more optimistic expectations of employers for
employment.
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Figure 9. The share of public administration, education and healthcare in employment
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Figure 10. Yearly change in the number of recipients of declared wages
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Value added in construction had also declined by around a quarter in two years by the end of 2024, and
the number of people receiving a wage was down 6.6%. The employment expectations of employers in
construction improved in the summer months and the number receiving a wage rose, but those indicators
turned downwards again in the second half of the year (see Figure 10). Lower interest rates should in
future support demand in construction but the increase in general uncertainty will make households and
businesses more cautious about buying real estate.

The number receiving a wage in the services sector as a whole continued to fall in the second half of
2024. Employment in retail and wholesale, which employs large numbers and had around 87,000 people
declared as receiving a wage in second half of 2024, fell more steeply in the second half of the year,
dropping by 3.5%. Demand for labour remained weak in transportation and storage, and administrative
and auxiliary activities, which mainly covers temporary workers in manufacturing, as these sectors are
closely linked to manufacturing. The recession also touched employment in IT, which had been expanding
rapidly for a long time, but started to decline in the second half of 2023 and in early 2024. Employment
stopped falling there in the second half of 2024 though.

Developments in private sector employment in other European countries in 2024 in comparison to the
previous year show that manufacturing elsewhere has generally done worse than public and private
sector services (see Figure 11). Employment in construction fell steeply in countries where growth in total

10
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Figure 11. The contribution of sectors to change in employment in 2024
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employment was poor, including Estonia's important trading partners of Finland, Sweden and Latvia, and
employment in manufacturing also fell in Latvia and in Finland. In countries where total employment grew,
a large part of the growth came from services, in either the public sector or the private sector or both.

THE OUTLOOK FOR EMPLOYMENT

The Eesti Pank March forecast 2025 expects that the recovery in the economy that started in 2024 will
continue at a slow rate in 2025-2027. The recovery will be supported by improving foreign demand and by
interest rates falling further, but the rate of recovery will be restrained by the increase planned in the tax
burden to improve the balance of the state budget and cover additional spending on defence. A risk to the
forecast is the trade war that is threatening to break out in early 2025 and that would affect exporters from
Estonia and probably make households and businesses less confident about the future again. The central
indicator for demand for labour in the forecast is the number of hours worked at Estonian companies
and institutions, which is found from the Estonian labour force survey. To forecast the number of people
employed from the hours worked, assumptions must be made about the number of hours that will be
worked per employee in future. It is generally assumed that this indicator will converge to a certain level,
given past trends. The forecast does not expect the recovery in the economy to lead to substantial growth
in employment (see Figure 12), as the labour force survey data do not show employment falling in the
preceding years. This indicates that there is slack in employment in companies, which means that they will
be able to increase their output volumes without hiring additional staff.

Figure 12. Growth in real GDP and employment, March forecast
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The Eesti Pank forecasts covers the whole of the economy, and does not differentiate between different
sectors. It is quite probable in the short term that the recovery in foreign demand will see manufacturing
output increase further, and the rise in employment that started last year continue. This is also indicated
by the expectations for employment of employers in manufacturing, which were around their historical
average level in the early months of 2025 (see Figure 13). The recovery in construction and real estate will
be supported by the cycle of cuts in interest rates, and employment may be expected to increase in that
sector in a rather longer term, though the preliminary indicators for the near term do not show it doing so
yet. It is probable though that employment in the government sector will fall a little at the same time, as
the plans to consolidate the state budget will cut into the budget for labour costs. There are no preliminary
signs yet of demand for labour recovering in the retail sector in the near future.

Figure 13. Employment expectations, standardised

industry retail construction services

(]
=
—

2017 2018 2019 2020 2021 2022 2023 2024 2025

Sources: European Commission, Eesti Pank calculations

An advance indicator of growth in employment is the change in the number of vacancies, as employers start
to look for additional staff before employment increases. Information on the number of vacancies and the
vacancy rate can be found from the Statistics Estonia survey of vacancies and labour mobility, and from the
statistics on vacancies released by To6tukassa. The data from Statistics Estonia did not show any change in
2024 in the vacancy rate, which is vacant positions as a share of all vacant and filled positions. The vacancy
rate is falling steeply in the state sector, while in local government sectors it remained higher in 2024 than it
was a year earlier. Some small rise was apparent in the private sector in the second half of 2024 in vacancies
at foreign-owned companies, but there was no change at companies in Estonian ownership (see Figure 14).
The survey found that there were 9488 vacancies on average in the second half of 2024.

Figure 14. Vacancy rate by ownership of employer, seasonally adjusted
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The number of job advertisements registered in the Té6tukassa database does not give any grounds for
forecasting a substantial rise in employment in the coming months either. The number of job advertisements
has been about the same since the middle of 2023, and is about the same as it was in the second half
of 2019. The number of vacancies advertised in retail and manufacturing is down particularly noticeably
from where it was before the series of crises. The number of vacancies advertised in the early stages of
the recovery may however be depressed because some employers have succeeded in rehiring employees
that they had earlier let go but whose contacts they have maintained. The number of vacancies in the
public sector and in construction spiked temporarily in the middle of 2024 (see Figure 15).

Figure 15. Number of vacancies each month, seasonally adjusted, 2019 = 1
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UNEMPLOYMENT

The unemployment rate fell a little throughout 2024, and it was 7.7% in first half of the year and 7.4% in the
second. The change was seasonal, as those figures without seasonal factors would have been 7.5% and
7.6%. The unemployment rate in 2024 was higher than the 6.4% in 2023, but most of the change came
from more active participation in the labour force. If the labour force participation rate had remained the
same as in 2023 and the employment rate had been what it was estimated at in 2024, the unemployment
rate would have risen to only 6.7%, not 7.6%. The monthly data from Eurostat show that unemployment
increased in early 2025, as the average figure for December 2024 and January and February 2025 was
7.9%. Survey data show that the unemployment rate of 7.6% was 3.1 percentage points higher than the
rate of 4.5% before the crises in 2019. The subsequent years took in the rise in unemployment during the
Covid-19 pandemic and the subsequent partial fall in it. Growth in productivity was higher before the crisis
than growth in labour costs, indicating that the labour market was overheating and the unemployment rate
was below its equilibrium rate (see Figure 16). The Eesti Pank March forecast expects the unemployment
rate to fall slowly moving forwards. This is not because of growth in employment, but because of a slight
fall in the very high labour market participation rate.

The number registered as unemployed fell gradually throughout 2024, and this trend continued in the early
months of 2025 (see Figure 17). The number registered as unemployed in 2024 was lower than the estimate
found from the labour force survey. When long-term unemployment increases, it may be that people lose
the motivation to register with Té6tukassa, perhaps because they have lost their right to unemployment
benefits. Another explanation for the difference between the two indicators could be that only people aged
up to the retirement age can register as unemployed, while the survey data cover people up to the age of
74. The number registered as unemployed fell throughout 2024 both for local residents and for refugees
from the war in Ukraine. There were about 55,000 people registered as unemployed at the end of February
2025, of whom 3781 or 7% were under international protection because of the war in Ukraine. The flash
statistics from Statistics Estonia show that the unemployment rate for Ukrainian citizens under temporary
protection was 22.4% at the end of 2024, which was notably higher than the rate for local residents.

13
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Figure 16. Unemployment, March forecast
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Figure 17. Number of people unemployed, seasonally adjusted
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The number of people newly registered as unemployed in the Tédtukassa register fell throughout 2024
and in early 2025 by around 8000 people a month at the start of the period and some 7100 people a
month by the end of it. The number who became unemployed because of redundancy fell gradually
(see Figure 18). Around 1300 people a month were registered as newly unemployed because of redun-
dancy in the early months of 2024, but in the first three months of 2025 a little over 1100 a month were.
The number and share of people made redundant who had a background in public administration have
increased a little. Like the number of the newly unemployed, the number exiting unemployment also fell
gently throughout 2024. The number exiting to employment varied from month to month, but was stable
on average.

The region where the unemployment rate was notably higher than in the rest of Estonia was again Ida-
Virumaa, and the number registered as unemployed there fell more slowly in the second half of 2024 and
early 2025 than it did elsewhere (see Figure 19). The registered unemployment rates in the other regions
of Estonia were very similar and came down slowly throughout 2024. The registered unemployment rate
in Northern Estonia probably fell because of the fall in unemployment among refugees from the war, as
a larger part of the people from Ukraine under international protection because of the war have moved
to live in that region.
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Figure 18. Registered unemployment flows, seasonally adjusted
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Figure 19. Registered unemployment rate by region, seasonally adjusted
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Unemployment has fallen in recent years throughout the European Union and in the euro area more
narrowly, and it has reached record low levels. It has risen though in most of the Nordic countries and in
Latvia and Lithuania where economies have been facing difficulties. Estonia now has one of the highest
rates of unemployment in the European Union. Unemployment in Spain and Greece, where it has historically
been high, is however now sharply lower than it was in 2019 before the series of crises, or in 2022 (see
Figure 20).

Unemployment among young people aged 15-24 is higher in all countries than it is for people in their prime
working years of 25-54 (see Figure 21). This is partly because young people are only entering the labour
market and starting to look for their first job, or are taking on temporary work alongside their studies,
but also because it is harder for them to find a job if they do not have previous work experience or have
not finished their studies. The unemployment rate for the young was around 20-25% in a lot of countries
in 2024. The unemployment rate is classically found as the ratio of the number of people unemployed
to the number of people participating in the labour force who are either employed or unemployed. The
youth unemployment rate in Greece and Spain is very high, but the youth labour force participation rate is
relatively low, which means that the number of young people unemployed among all young people is not
very different from the European average. In Sweden meanwhile the youth labour force participation rate
is higher, and so Sweden is a leader among European countries for having a small share of young people
who are unemployed.
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Figure 20. Unemployment in European countries
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THE LABOUR SUPPLY

The labour supply consists of people of working age who are active in the labour market, either working
or looking for work. Those people are the labour force, and the size of that labour force depends partly on
the number of residents of working age, and partly on how actively they participate in the labour market.
The Estonian population has been growing every year since 2016, as immigration has compensated for
the natural demographic decline. The most significant change in recent years came in 2022, when the
population grew by 2.6%, largely because refugees from the war in Ukraine arrived in Estonia. The flow of
refugees was smaller in 2023, and the population grew by 0.6% (see Figure 22). An initial estimate of the
population on 1 January 2025 has been published that is based on data from the population register, and
it shows the population shrank by 0.4% in 2024. The estimate of the population has in earlier years usually
been adjusted upwards to take account of unregistered immigration. The natural demographic change
has been negative throughout these years. The number of people of working age without migration has
fallen more slowly because of natural demographic changes than the whole population has, as large
cohorts have reached working age, while small ones have exited it. The population forecast is an important
input for the economic forecast, and it is based on the EUROPOP population forecast of the European
Commission. It is assumed for the three years of the forecast that the population will shrink by 0.3% each
year. This is because the natural decline in the population will become steeper, while the migration balance
will become smaller. The number of people of working age will fall a little more slowly in 2025-2026 than the
total population, and in 2027 it will do so at the same rate. It is the forecast of the working age population
that is most important for the labour market forecast, and the accuracy of it depends greatly on how
successfully migration can be predicted given that it can fluctuate widely.

Figure 22. Change in the population and its components, and March forecast
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The latest data on population changes in other European countries come from 2023, when migration
was still affected in a lot of countries by the war in Ukraine. In countries where the population increased,
it did so because there was a large positive migration balance (see Figure 23). The growth in population
was led by small countries, but large countries where the population grew by around 1% were Ireland,
Portugal, Norway and Spain. Latin American countries supplied a lot of the immigrants in Portugal and
Spain because of their shared language. Immigration to Ireland is made easier because it is an English-
speaking country, and other English-speaking countries like the United Kingdom, the USA, Australia and
Canada provided a substantial share of the immigrants there. The natural demographic change generally
has only a small positive or negative impact on the total change in the population. The biggest falls in
population in 2023 were in Germany, because of emigration and the natural demographic process, and
in Latvia, where natural demographic change was deeply negative.
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Figure 23. Population change in European countries in 2023
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The methodology of the labour force survey means that it reflects changes in the number of working-age
people with a lag, as it estimates employment, unemployment and other indicators for the whole year using
the number of people of working age as at 1 January. Growth in the labour force had accelerated in 2022
and continued in 2024, though the rate of growth slowed from 3.5% earlier to 1.8%. The labour force was
expanded by the increase in the number of people of working age, and by more active participation in the
labour force (see Figure 24).

Figure 24. Yearly change in the labour force and its components
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The labour force participation rate rose further in 2024 even though it was already high, and it climbed to
74.6% from 73.9% in 2023. The participation rate for women rose notably more than that for men for the
second year in a row. This happened in 2023 for women aged 25-64, but in 2024 it was seen in the 65-74
age group. The youth participation rate remained unchanged for both men and women (see Figure 25).

One cause of the rise in the labour force participation rate in recent years has been a reduction in the
share of people out of the labour market because of retirement or family obligations. A further reason
that emerged in the first half of 2024 was that the share who were inactive because of health reasons
was slightly smaller (see Figure 26).

Labour force participation in Estonia remains very active in international comparison, and the participation
rate is only higher in Sweden and the Netherlands among European Union countries. Strong demand
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Figure 25. Labour force participation rate by gender and age group
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Figu{_e _%6. Change in the share of non-participants in the population aged 15 and over by reason of
inactivity
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for labour in the past two years has increased the labour force participation rate in many member states
of the European Union, and there were only five countries out of 30 European countries that had data
available (see Figure 27) where it did not rise, though in most cases the change was very small. Women
participate less in the labour force less than men, and this can vary widely from country to country. The
participation rate for women is high in the Nordic countries and in Estonia, but it is below the average
in southern European countries where the family model with only one breadwinner remains common.

19



EESTI PANK ¢« LABOUR MARKET REVIEW ¢ 2025

Figure 27. Labour force participation in countries of Europe in 2024 by gender
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AVERAGE WAGES

Growth in wages was slower in 2024 as a whole than in 2023, but the trend of slower growth stopped
in the middle of the year. The average gross monthly wage was 8.1% higher in the third quarter than a
year earlier and 8.3% higher in the fourth quarter, so the rate of growth was about one percentage point
higher than in the second quarter (see Figure 28). The average full-time wage was 2062 euros in the
fourth quarter of 2024 and a worker receiving that salary every month got 1596 euros in take-home pay,
assuming they contributed to the second pension pillar. The median gross wage was 17.6% below the
average at 1699 euros, and a worker who earned the median wage in each month of the fourth quarter
took home a net wage of 1369 euros.

Figure 28. Yearly growth in the average monthly gross wage and March forecast
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Monthly wage statistics and data from the Tax and Customs Board indicate that the average wage was
increased in the fourth quarter of 2024 by wage payments that were shifted earlier to avoid the higher
income tax rate that applied from 2025. Data from Statistics Estonia show that the rate of growth in the
average wage accelerated from an average of 7.5% in October and November to 9.9% in December.
There was no change at the same time though in the rate of growth in the median wage, which is to be
expected because the change in behaviour affected a relatively small share of workers. Data from the
Tax and Customs Board also show that the number of people receiving a declared wage fell in January
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2025 by around 1%, and it was back to its trend value in February. This was probably because monthly
wages were paid out to some workers at the end of December rather than in early January, and so their
wage payment in January was skipped.

There were probably several reasons why growth in wages accelerated in the second half of the year, such
as a small recovery in productivity growth in manufacturing, a possible increase in hours worked that does
not show up in the data, and the expectation of consumers in advance of tax changes that prices would
rise. Wage growth was also boosted in 2024 by the rise of 13.1% in the minimum wage, though the rise
in the minimum wage in 2025 was smaller at 8%. The monetary value of the minimum wage is 866 euros
(for more on the minimum wage in Estonia see Box 1). The March forecast 2025 from Eesti Pank expects
wage growth to slow further in 2025-2027. This will be driven by the public sector, where the efforts to
consolidate the state budget will mean wages rise more slowly than before. Wage growth in the private
sector will be restrained by the sluggishness of the recovery in the economy and by more labour being
available than on average. Growth in net wages will be aided in 2026 by the income tax reform that will
eliminate the tax hump and allow employers to restrain the growth in gross wages a little. A risk seen in
the forecast is a deterioration in the match between the jobs available and workers, as lots of jobs were
lost permanently during the recession. This means that although there may be a lot of unemployed people
looking for work, employers may still find it difficult to find employees with the right skill set they need.

Box 1: Development of the minimum wage in recent years
and the probability of earning it

Collectively negotiated wages play a relatively small role in how wages are set in the Estonian
labour market. Exceptions are healthcare and education, which are mainly in the public sector
and where minimum rates for pay are agreed, and the minimum wage agreements that cover the
whole of the economy.

The only year in recent times when the national minimum wage has been held unchanged was
2021. The minimum wage set by the state rose from 540 euros to 820 euros in 2019-2024,
which was an increase of 51.9%. The average wage rose by 40.8% at the same time and so the
minimum wage consequently rose from 38.4% of the average wage to 41.4% (see Figure B1.1).
The minimum wage has also increased as a ratio of the median wage from 49.1% to 51.3%. Such
a clear increase in the minimum wage relative to the average wage raises the question of whether
there has consequently been any change in the share of minimum wage contracts.

Figure B1.1. The ratio of the minimum wage to the average wage and the median wage
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This box looks at the employment contracts that were in force during the year and at the proportion
of those contracts where the average payment' made under the contract to the employee was
equal to or smaller than the minimum wage. It should be remembered when interpreting the
results that each contract is counted once during the year and that the shorter the contract, the
more probable it is that the payments will be close to the minimum wage, so if the employer uses
four consecutive three-month contracts to cover one minimum-wage job during the year, the
share of such contracts within all contracts for the whole year will be increased.

In 2019, 10.8% of all the employment contracts that applied during the year gave an average
payment that was smaller than or equal to the minimum wage, and this share was more or less
the same in 2024 at 10.9%. This does not necessarily mean though that a person with the same
education in the same region doing an equivalent job in 2024 was equally as likely to be paid the
minimum wage or less as they were in 2019.

There was for example a large increase in Estonia in those years in the number of jobs in the region
of Harjumaa, where the share of employees earning close to the minimum wage is small, but a fall
in the number of jobs in Ida-Virumaa, where a large share of employees earn the minimum wage.
There have also been changes in the structure of the economy and in the degree of activity in the
labour force across age, gender, education and nationality that may have affected the share of
employees receiving the minimum wage.

This means that estimates of the change in the probability of being paid the minimum wage must
consider the demographic characteristics of the employees, the sector of the employer, and the
geographical region. Changes in the composition of the labour force and the structure of the
economy mean the probability of receiving the minimum wage actually rose a little in 2019-2024
by 0.6 percentage point from 10.5% to 11.1%. This increase came largely from part-time work,
which was more likely to be paid the minimum wage in 2024 than previously.

There were changes during that time in the probability of earning the minimum wage across
education and gender, but these were small at below one percentage point and the age group
where the probability of earning the minimum wage increased faster than the average was the
over 60s. Larger changes are however apparent across sectors. It emerges that the probability
of being paid the minimum wage increased substantially in those years in service sectors or in
those where higher wages are still close to the minimum (see Table B1.1). An exception is mining,
where average wages are generally high and the probability of earning the minimum wage was
very small. The number of jobs in that sector has fallen substantially in recent years though, and
so the share of minimum-wage jobs there has consequently increased.

Table B1.1. Probability of earning the minimum wage and the change in it across

sectors
Sector Probability, 2019 (%) Probability, 2024 (%) Change (pp)*

Arts, entertainment and recreation 12.6 15.9 3.3
Construction 13.4 16.6 3.2
Mining 1.5 3.8 2.3
Administrative and support service 14.9 16.8 1.9
activities

Other service activities 26.6 28.3 1.7
Real estate activities 26.5 28.0 1.5
Healthcare 5.3 3.9 -1.4
Financial and insurance activities 41 3.1 -1.0

Sources: Statistics Estonia, Eesti Pank calculations
* All changes are statistically significant at the 1% level, 0.01

1 Each payment is adjusted to be full-time equivalent and the average monthly payment under the contract is then
found. Payments are not considered when the full-time equivalent adjusted average payment is smaller than a quarter of
the minimum wage. Employment contracts are only considered when they have lasted at least one calendar month. Each
contract has equal weighting in the dataset.
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The sector where the probability of having a contract on the state minimum wage fell the most in
2019-2024 was healthcare. Separate wage agreements are signed for that sector and the rise in
the minimum rate of pay for healthcare workers has been faster than that in the national minimum
wage in recent years. The minimum pay for a nurse for example increased by 61.1% from April
2019 to April 2024, while that for a doctor rose by 58.6%.

All else being equal, women were 2.2 percentage points more likely than men to have a contract
in 2024 that paid the minimum wage or less on average, as 11.9% of women and 9.7% of men
had such a job. An increased level of education makes a minimum-wage contract much less likely,
as the probability of earning the minimum wage was 3.5 percentage points higher for employees
with secondary education than for those with higher education. This is illustrated by the difference
between Harjumaa and Tartumaa and the other regions of Estonia, as the probability of being paid
the minimum wage or less in those two regions is notably smaller.

The effect of age on the probability of being paid the minimum wage is not linear, as the probability
is higher at the extremes of age for both the young and the old. The probability of earning the
minimum wage is however higher for short-term contracts, as a quarter of workers on contracts
of one to three months were paid the minimum wage or less, while the probability falls to nearer to
15% for contracts lasting half a year. Around 7% of workers on contracts that lasted the whole year
were paid the minimum wage on average across the year.

The growth in real wages remained quite strong throughout 2024, as it was 4.7% in the third quarter and
4.2% in the fourth quarter. High inflation slowed the growth at the end of the year. Real wages measu-
red using the consumer price index were 0.8% higher in final quarter of 2024 than at the peak before
the recession, while the consumption deflator shows they were 3.2% higher. Real wages are of course
only a part of the income of households, and the real purchasing power of households is also shaped
by other sources of income, including pensions, benefits and business income. Taxation also plays an
important role. The combined effect of all those factors means that the growth in household purchasing
power will be stunted in 2025, but a large boost is expected in 2026, especially because of changes to
income tax (see Figure 29).
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The growth in the average wage slowed by more in the public sector in 2024 as a whole than it did in
the private sector, as collective agreements in 2023 had raised the pay of teachers, healthcare workers
and internal security operatives by a large amount. The average gross wage in 2024 was higher than in
2021 by 35% in the state sector overall, 39% in local government administration, 34% at Estonian-owned
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private companies, and 33% at foreign-owned private companies. Wage growth in the public sector is
forecast to remain slower than that in the private sector for some time. Growth in the average wage in the
private sector also slowed in 2024 as a whole, but it picked up in the second half of the year, particularly
at private companies in Estonian ownership (see Figure 30).

Figure 30. Yearly change in average wages by employer ownership
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The faster growth in wages in the third quarter was quite broadly based across sectors, and the growth
in wages in the private sector continued to accelerate in the fourth quarter of the year in the service
sector and in manufacturing and construction (see Figure 31). Data pointing to the optimisation of wage
payments over time show that it happened above all in the private sector. Growth in pay in healthcare,
which is largely in the public sector, was boosted notably in 2024 by a collective agreement that raised
the minimum hourly pay of doctors, nurses and carers by 10%. A new agreement signed in March 2025
will raise the minimum rates of hourly pay by 1.5% from 1 April 2025, and by 5% from 1 April 2026. The
estimated average wage of teachers increased by 5.7% in 2024 and 0.9% in 2025. This means wage
growth will slow noticeably in healthcare from the second quarter of 2025 and from the first quarter in
education, and wage growth for the whole public sector will consequently slow.

Figure 31. Yearly change in average wages by sector
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Box 2: The structure of wages in Estonia and other
European Union countries

A country's wage structure, which is the relative wage levels across different career stages and
sectors accounting for education, gender and other characteristics, is affected by various factors
such as the national labour market institutions, the tax system and the balance of supply and
demand for labour across segments of the labour market. This box uses data from the wage
structure survey that is run every four years to compare the wage structure in Estonia with those
in other European Union countries across various characteristics. It uses data on gross hourly
pay from 2010, 2018 and 2022.

There are quite wide differences across the countries of the European Union in the inequality of
the wage distribution. The wage distribution is more equal in the Nordic countries, as the hourly
wage in the first decile is almost half of that in the ninth decile. Wage inequality in Estonia is a
little above the average of the countries observed, though it is wider again in the other Baltic
states. Inequality in net wages is affected both by the distribution of gross wages and by how
progressive the tax system is, as the progressive tax systems in the Nordic countries reduce
wage inequality there a long way. The ratio between the first and ninth deciles for wages has
declined in a majority of European Union countries since 2018, before the pandemic, meaning
that low wages have risen by less than high wages, but over a longer period the ratio of the lowest
wages to the highest has risen in a majority of countries (see Figure B2.1). The wage distribution
in Estonia was less unequal in 2022 than it was in 2010. This was helped by a rise in the minimum
wage of around 120% between 2010 and 2022.

Figure B2.1. The ratio of the first and ninth wage deciles
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The gender pay gap, which is the difference in pay between men and women, has for a long
time been wider in Estonia than in other European Union countries, and it is now among the very
widest. It has however narrowed over time, falling from around 30% in 2006 to 21% by 2022,
and it fell sharply further in 2023 to 17% (see Figure B2.2). There was a leap in pay at this time
in education and healthcare, where women predominate among employees, and this may have
helped the gap to narrow. The width of the pay gap is partly connected with the difference in
the labour force participation rates of men and women, as women are almost as active in the
labour market as men in several countries with large pay gaps such as Latvia, Germany, Estonia,
Finland, Slovakia and Denmark. The participation gap is however large in several countries with
a small pay gap, such as ltaly, Malta and Romania. This is because in those three countries it
is more likely that the women who would only earn a small wage stay out of the labour market.
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Figure B2.2 Gender wage gap in EU countries in 2023
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One interesting aspect of the wage structure is how the level of education affects the average
wage. As the level of education rises, so the wage earned increases on average, but there are
wide differences between countries in this education premium. The dataset on the structure
of incomes unfortunately covers only 13 of the countries in the European Union, but the three
Baltic states are all among them. The boost to wages given by higher education over secondary
education in the countries observed ranges from 120% in Bulgaria to 40% in Estonia for men,
and for women from 88% in Bulgaria to 47% in Czechia (see Figure B2.3). The higher education
premium in Estonia is consequently small among the countries observed, and notably smaller
than in Latvia and Lithuania, which otherwise share historical and economic similarities with
Estonia. The gap between the wage of workers with basic education and that of workers with
secondary education is widest in Germany and Slovakia. In the other countries they earn up to
a fifth less than a worker with secondary education. Wage gaps from the level of education are
also affected by the balance of supply and demand for professional specialists in the economy,
differences in pay between the public and private sectors, and structural changes in the economy.

Figure B2.3. Difference between the wages of workers with higher or basic education and the
wages of those with secondary education
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Change in hourly pay over time shows that the growth in Estonia in 2018-2022 was about the
same at 40-43% across different levels of education. Over a longer term from 2010 to 2022
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though, it was the hourly wage of workers with lower levels of education that increased most, as
the hourly wage of a worker with basic education increased by 140% in those years, while that of
an employee with higher education rose by 106%.

The education premium varies widely across sectors, and depends on the need within a sector
for labour with better skills or more education. The differences for different levels of education in
Estonia are for example quite small in accommodation and food service, where higher education
gives a boost of 10% on average to hourly wages over secondary education, while secondary
education gives a similar 10% boost over basic education. It is probable that the demands placed
on labour in that sector are quite similar, and the educational barrier to entry is low. A relatively large
share of the workers in the sector who have higher education may be doing jobs that require lower
qualifications. One of the largest higher education premiums in 2022 was of 76% in healthcare and
social work. This probably reflects the wide spectrum of jobs in the sector, where the educational
requirements and consequently the pay levels are very different for different positions.

Figure B2.4. Higher education premium in Estonia in 2022 by sector
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The more experienced a worker is, the better their skills generally are in their job, and so the
probability increases that they can climb further up the career ladder. Young people who have only
just started working and who have little experience generally earn less than the average wage, and
as a worker becomes older, so their average wage rises. The peak of earning arrives at different
times in different countries, and it is usually at a higher age and above 50 in Western European
countries, where economic development is more stable and employment protection for long-
serving employees is stronger. In Central and Eastern European countries with rapidly changing
economic structures however, it is people in their middle working years of 30-49 who earn larger
wages, having gained their education after the transition to a market economy, and found jobs
in sectors where demand for labour was growing (see Figure B2.5). The Baltic states, including
Estonia, stand out for having a relatively low average wage for workers aged over 50, as it is even
below the pay of very young workers. Over time though the peak of the wage and age curve has
shifted upwards even in Estonia.

The inequality in the wage structure in Estonia is quite wide, but it has narrowed over the years as
the minimum wage has risen. The gender wage gap remains large, though it has also narrowed
sharply in recent years. Level of education and wages are related in Estonia, but the wage premium
for higher education is smaller than it is in many other European Union countries. The education
premium has been reduced in recent decades by faster growth in wages for workers with lower
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Figure B2.5. Hourly wage as % of the average by age group in 2022
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levels of education, which has also been helped by the rise in the minimum wage. The peak of
earning by tenure arrives in Estonia in middle-age, while the highest wages are paid in Western
Europe to the older age groups. The picture in Estonia is typical of those in Central and Eastern
European countries with changing economic structures.

Surveys by the Estonian Institute of Economic Research report that labour shortages perceived by
employers were below their historical average throughout 2024 in the sectors surveyed (see Figure 32).
This means that the upwards wage pressures caused by labour shortages remain below the average.
This indicator is very volatile, but there was a small rise in it in the early months of 2025. As labour
shortages generally increase when companies start hiring new staff, this should indicate that economic
activity is increasing further. The ratio of vacancies to the number of people unemployed does not
however give any indication that there are shortages of available labour (see Figure 33). This ratio has
remained at around where it was during the Covid-19 pandemic since the end of 2023.

The end of the recession and faster growth in the prices of Estonian output caused value added measured
in current prices to rise faster in 2024. Growth in wages and in the number of waged employees slowed
at the same time, and this reduced the rate of growth in the payroll of the economy so that it fell a little

Figure 32. Labour shortages, standardised

industry services construction

I VA e
U

2017 2018 2019 2020 2021 2022 2023 2024 2025

Sources: European Commission, Eesti Pank calculations

28



EESTI PANK ¢« LABOUR MARKET REVIEW ¢ 2025

Figure 33. Vacancies per person registered as unemployed, seasonally adjusted
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below 5% (see Figure 34). These developments reduced the share of the payroll in value added, though it
remained close to its historical record level. This means that the recovery in the economy helped restore
the capital share, which reflects profits and depreciation of fixed assets and which had declined in the
meantime.

Figure 34. Yearly growth in compensation to employees and nominal GDP
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Measuring the labour costs of one waged employee against the GDP produced per worker gives the
cost of the labour for creating one unit of value added, or the unit labour cost. The cost of labour per unit
of GDP in current prices is the real unit labour cost, and that cost measured per unit of GDP at constant
prices is the nominal unit labour cost. Unit labour costs are similar to the payroll as a share of GDP, as
they show the pressure put by labour costs on the price of output and also on profitability. Unit labour
costs fluctuate across the economic cycle, as they typically increase during a recession, but then as the
economy recovers they move back towards the long-term value that is fixed by production technology
and the level of risk in the economy. There was high inflation that exceeded the growth in wages at
the start of the recent recession, and so nominal unit labour costs rose while real unit labour costs fell
throughout 2022. Unit labour costs rose in 2023 and the first half of 2024, as is typical of a recession,
but the recovery then started in the second half of 2024 (see Figure 35).
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Figure 35. Yearly growth in unit labour costs
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Real unit labour costs in Estonia for the economy as a whole, and especially in manufacturing, are
among the highest in the countries of Europe (see Figure 36). There are several factors that can explain
the differences between countries, including differences in production technology, the structure of the
economy, and the cyclical position of the economy. The more capital intensive the economy or a sector
within it is for example, the lower the level of unit labour costs should be. Sweden and Denmark stand
out for having low unit labour costs in manufacturing. Real unit labour costs in Latvia and Lithuania, like
in Estonia, were above the European Union average in 2024. Real unit labour costs in Estonia are higher
for the economy as a whole and for manufacturing than they were before the series of crises erupted
(see Figure 37). Three of the five highest rates of growth in unit labour costs in the European Union were
posted by the three Baltic states.

Figure 36. Real unit labour costs in 2024
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Figure 37. Change in real unit labour costs in 2024 from 2019
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