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INTRODUCTION
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Like elsewhere in Europe and other countries
around the world, the most topical question
affecting the Estonian economy is what impact
the steps taken to combat the COVID-19 pandemic and the restrictions they have placed
on the activities of households and businesses will have. This issue of Eesti Pank’s Estonian
Economy and Monetary Policy will give the usual
review of the economies of Estonia, neighbouring
countries and the rest of the world using the most
recent data available, but as data are received
with quite a long lag, most of the usual economic
data do not yet show the impact of the pandemic.
This edition of the review is different from usual
because of COVID-19, as the pandemic has
meant there is great uncertainty about any forecast. The focus here will be on how the Estonian
economy may look in the near future, but a great

time though there will be many more companies
that are not able to survive the crisis and the recovery will be much more of a struggle.

deal depends on when the spread of the virus is
brought under control and when the restrictions
on the economy are lifted.

the private sector during the crisis. The government has decided to use extraordinary measures
to alleviate the harm caused by the pandemic,
and this will place a heavy burden on the state
budget. Additional measures will increase general government spending and the budget deficit.
The deterioration in the economy will automatically raise social transfers as well, while tax revenues will be reduced as the revenue base shrinks.

Indexes of global economic activity were
already falling sharply in February. The results
for March were even weaker as the impact of the
restrictions introduced in response to COVID-19
became ever more apparent and they affected
ever more countries. As new data have come in,
forecasts, including those of Estonia’s main trading partners, have been systematically adjusted
downwards. This has a very substantial impact
on the Estonian economy, as not only is Estonia
very dependent on export revenues, but it is also
apparent that demand for internationally traded
goods and services is falling many times faster
than the general growth in the national economy.
The crisis has affected different sectors very
differently. Various services businesses have
been hit fastest and hardest in Estonia, such as
hotels, restaurants, events and travel organisers,
and transport companies. Other sectors have also
been affected, and the difficulties will deepen as
the emergency situation continues. If the restrictions remain in place for a short time, the economy
is likely to recover quite quickly, as the permanent
damage to companies and economic structures
will be small. If they remain in place for a longer

The emergency situation declared by the
government and the restrictions imposed
under it will last until 1 May. Analysis by Eesti
Pank shows that the restrictions remaining in
place for this long will mean that the Estonian
economy will contract be around 6% compared
to last year. It is very probable though that the
restrictions will need to be extended, which will
make the recovery much harder and so the potential damage caused by COVID-19 to the economy
will be much larger, as will the amount of budget
funding needed to soften the impact.
It is extremely important that the state help

The current crisis is different from the
financial crisis of a decade ago because the
economy is being hurt primarily by supply-side
restrictions, not by a collapse in demand caused by falling incomes, and so there is a limit
to how effective economic policy measures
taken to revive the economy can be. The main
goal of such measures should be to avoid job
losses and bankruptcies, because then the economy can recover more quickly after the crisis.
What should be in the whole package of economic policy decisions that may be necessary
will depend on how long the recession lasts
and on how much it affects the structure of
the economy. This means it is worth waiting to
see how the first assistance package affects the
economy before making decisions about what
the next steps should be to support the economy
over a longer time.

THE EXTERNAL ENVIRONMENT
THE GLOBAL ECONOMY

Figure 1. Yearly growth in world and euro area
trade, three-month moving average
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Growth in the global economy is threatened
this year by the ever wider spread around the
world of the new coronavirus COVID-19, which
started in China. Growth had slowed in 2019 to
2.9%, primarily because of a decline in the growth
in global trade and industrial output (see Figure
1). Uncertainty and worry about the damage that
the spread of the virus would cause to the global
economy increased at the start of the year everywhere though, and volatility in financial markets
reached almost the level of the previous financial crisis. Several international institutions1 have
already cut their forecasts for economic growth
multiple times. The data published in March for
the non-financial economy did not really show
any impact from the virus, as the global economy was improving slightly in January and early
February largely because of successful moves
towards a trade agreement between the USA
and China (see Table 1). Global activity indexes
have mostly declined though. The rapid rebound
in March of the activity indicators for industrial
companies in China indicates that growth in the
global economy may start to recover faster than
expected once national restrictions on activity are
eased. The Global Composite PMI2 fell sharply in
February as companies in the industrial sector,
and also in the services sector, which had previously been performing better, announced a deterioration in business conditions (see Figure 2).
Global export orders also fell, threatening the
recovery in international trade. Some confidence was given by the labour market measures
in several countries, which will help to mitigate
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the impact of the virus on the economy a little3.
National central banks and governments have

Table 1. GDP growth in different regions in 2014 - 2019 (change, %)*
World

2014

2015

2016

2017

2018

2019

3.6

3.5

3.2

3.8

3.6

2.9

Advanced economies

2.1

2.3

1.7

2.5

2.2

1.7

Emerging markets and developing economies

4.7

4.3

4.4

4.8

4.5

3.7

2019 Q3

2019 Q4

Euro area

1.4

1.9

1.9

2.7

1.9

1.2

1.3 (0.3)

1.0 (0.1)

United States

2.5

2.9

1.6

2.4

2.9

2.3

2.1 (0.5)

2.3 (0.5)

China

7.3

6.9

6.7

6.8

6.6

6.2

6.0 (1.4)

6.0 (1.5)

Japan

0.4

1.2

0.6

1.9

0.8

1.0

1.7 (0.0)

-0.7 (-1.8)

United Kingdom

2.6

2.4

1.9

1.9

1.4

1.2

1.2 (0.5)

1.1 (0.0)

* GDP at constant prices, quarterly growth over the previous quarter in brackets
Sources: IMF World Economic Outlook Update (January 2020), OECD, Eurostat, National Statistics
1 IMF, OECD, ECB.
2 JP Morgan Global PMI, IHS Markit.

5

2017

Sources: Bloomberg, Eurostat

3 At the same time the labour market generally reacts to events in the economy with a lag.

adopted various different policy measures that
are aimed to support the economy4.
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The spread of the coronavirus is initially
largely a supply-side shock that will eventually affect the whole of the global economy.
Growth in the Chinese economy, which has been
the motor of growth for the global economy, was
already slowing gradually last year because of the
trade conflict with the US. The closure of production plants and imposition of travel restrictions at
the start of this year to limit the spread of the
virus harmed the Chinese economy even further.
The falling demand in China and stoppages at
factories have had a substantial impact on companies and the economy in the rest of the world
through global production and value chains.
Activity indexes for manufacturing5 and services6
in China fell to record low levels in February,
though the Composite index7 showed rapid
recovery in March, when the majority of factories
had restarted work (see Figure 3). Exports from
China were in total 17.9% less in January and
February than a year earlier. Imports fell by much
less, dropping only 4%, and so China recorded its
first foreign trade deficit since March 2018. Sales
of cars were 80% lower in February than a year
earlier, which indicates that purchases of non-essential consumer goods are being postponed.
Annual inflation still remains high at 5%, mainly
because of rapid rises in prices for food products, especially pork. The Chinese central bank
cut its monetary policy interest rates in February
in order to inject liquidity into financial markets
and lower the financing costs of companies. In
late February and early March China announced
the end of lockdown more and more frequently in
various regions, and factories started work again.
The performance of economies in other large
economic regions has also been poor. The US
economy continued to grow by a moderate 2% in
2019, which is below the 3% target of President
Trump's government for the second year in a row.
Growth in private consumption has also slowed
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Sources: Markit Economics, National Bureau of Statistics of China

by more than expected, and corporate investment
fell in the fourth quarter of last year for the third
quarter in a row. Sentiment indicators for companies have equally been pessimistic and the activity index in manufacturing8 fell across much of the
board in March. Yearly growth in the Japanese
economy declined to 0.7% in the fourth quarter, mainly because of a rise in the VAT rate that
reduced domestic demand, and natural disasters
that interrupted production. The future sustainability of Japanese growth will depend on a recovery in domestic demand and on resolution of the
interruptions to production and trade caused by
natural disasters, coronavirus and international
trade disputes. Growth should also be supported
in the years ahead by a fiscal stimulus announced
by the government in December. The economy
of the United Kingdom grew even more slowly
at the start of this year. Growth was 0% in the
last three months of 2019, though yearly growth
still managed to reach 1.1%. The positive impact
of elections in December and a smooth Brexit in
January are fading, and companies have become
more worried again in the face of the spread of
the coronavirus.
Financial markets were affected above all
at the end of February and in March by the
spread of the coronavirus and reassessment

4 Cuts in monetary policy interest rates, targeted lending, support and tax breaks for companies, loan payment holidays for corporate
loans and mortgages, and more.
5 The Caixin China General Manufacturing PMI.
6 The Caixin China General Services PMI.
7 Manufacturing PMI, National Bureau of Statistics of China.
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Figure 3. Purchasing Managers Indexes (PMI)

8 IHS Markit US Manufacturing PMI.

of the risks around it. There was a great deal of
anxiety in stock markets (see Figure 4). The positive
outcome of trade negotiations between the US and
China was forgotten, and attention focused entirely
on the spread of the coronavirus and the possible recession that it might cause. Stock indexes in
the advanced economies of the USA, Europe and
Japan fell in the second half of March by almost
30% from the record levels they had seen at the
start of the year. Bond markets showed the clearest signs of panic, with changes of a similar size
to those seen in earlier crises in 2001, 2008 and
2011. Demand has been the strongest for the most
secure classes of asset, such as US Treasuries,
and this has pushed long-term US interest rates
to the lowest levels they have ever recorded.
Interest rates on several sovereign bonds from
the euro area have also fallen to their lowest lev-
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els ever. The interest rate on the German 10-year
sovereign bond fell to -0.90%, and the interest
spread between German bonds and those of Italy,
the country worst hit by the virus, and some other
southern European countries widened.

7

Commodities markets saw bigger changes
than markets for other asset classes. The
price of gold rose as it traditionally does when
uncertainty appears, while the oil price saw a
very sharp correction, with the price of a barrel
of Brent crude falling from 60 dollars in the middle of February to close to 20 dollars by the end
of March (see Figure 5). One reason for the fall in
the oil price was the reduction in global demand
that was caused by the spread of COVID-19. It is
estimated that demand from China has fallen by
as much as a third. Promises by central banks
around the world and the heads of government
of the G7 countries to support economies and
financial markets helped to stabilise the oil price
at the start of March. A further fall in the oil price
was caused primarily though by the unwillingness
of Russia and Saudi Arabia to agree to production cuts by OPEC countries, and by the price
war between them. There was a notable sell-off
of gold that started at the end of February, after
which the price of gold started to fall. The fall
in price was mainly caused by increased selling
pressure from investors who wanted to get liquidity quickly. The main food commodity that rose in
price was meat.

Figure 4. World stock indexes,
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Figure 5. Commodity price indexes
and the oil price, USD
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THE EURO AREA
The economy in the euro area grew by only
0.1% in the fourth quarter of 2019, and its
yearly growth was 0.9%. This was the slowest
rate of growth since 2013. Quarterly growth in
the German economy was down to 0%, as net
exports continue to make a negative contribution, while growth in the French economy was
reduced to -0.1% by the strikes against pension
reforms. The Italian economy meanwhile shrank
by 0.3% as households made sharp reductions
in spending. Several international organisations
have already cut their expectations for growth
in the euro area economy this year because of
coronavirus, with the IMF cutting its forecast by

0.1pp to 1.3%9, and the OECD cutting its forecast by 0.3pp to 0.8%10. The indicators that
are already available for the non-financial economy show that euro area exports grew by a bare
0.2%. The drop in exports to China, India and
the United Kingdom was particularly noticeable.
Yearly growth in industrial production fell further
and was negative by 1.9% in January. Industrial
production in the euro area contracted by 1.7%
in 2019 as a whole, which is its largest fall since
2012. This was mainly because of declines in
capital goods and car production because of a
fall in demand in target markets and the interruptions to supply chains that were caused by trade
disputes. A positive note was that retail sales in
the euro area have held up, and they were 1.7%
more in January than a year earlier.

Figure 6. Employment and unemployment
in the euro area
unemployment (right scale)
employment, Q1 2009 = 100 (left scale)
hours worked, Q1 2009 = 100 (left scale)
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Figure 7. Trade-weighted euro exchange rate

Activity indexes and survey data indicate a
deterioration in the economic climate in the
euro area. The composite index of activity in the
euro area in March confirms a sharp drop in activity in the services and industrial sectors11. Indexes
measuring economic activity show the economy
in the euro area to be currently doing worse than
it was during the financial crisis in 2009. German
firms continue to do worst, but a deterioration was
also apparent in business in France, and worse in
Italy and Spain. Reduced access to production
inputs as Chinese factories closed because of the
virus have reduced the stocks of finished product in warehouses. Although Chinese factories
have increasingly started to return to work since
the middle of February, supply chains have still
been stretched very thin and are making it hard
for companies to fulfil orders seamlessly. Many
companies in the service sector such as hotels,
travel and transport companies and providers of
financial services are on the brink of collapse in
almost all the countries of the euro area, and very
many of them have announced a drop in revenues because of the restrictions on activity and
movement imposed because of the spread of the
virus, and the consequent drop in client numbers.
Looking forward this suggests it is to be feared
that the situation may become even more difficult
for businesses.
9 WEO January update.
10 March forecast update
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11 Eurozone Composite PMI, IHS Markit.
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The state of the euro area labour market
indicated at the start of 2020 that it was resilient. Changes in the economy generally reach the
labour market with a lag though. Unemployment
in the euro area remained at 7.4% in January, the
low level where it has been for several months,
while wages were rising quickly (see Figure 6).
Uncertainty about the future has pushed companies to reduce hiring further and further, send
staff on unpaid holiday leave, or even make some
staff redundant. This is particularly so in the sectors that have been hit most by the virus and by
interruptions to trade. Growth in employment in
the euro area rose to 0.3% in January, but this

was before the virus had had a harmful impact on
the euro area economy.
Businesses have not particularly had to pass
their costs on to their clients so far, as companies have been helped by the fall in prices
of inputs. Exporters have also been helped by
the favourable exchange rate of the euro against
the currencies of trading partners (see Figure
7). Measures taken by the Eurosystem support
favourable financing conditions for the non-financial sector in the euro area (see Box 1). Inflation
fell in the euro area from 1.2% in February to
0.7% in March, largely because of falls in energy
prices. Core inflation, which gives a better reflection of domestic price pressures, fell to 1% in
March (see Figure 8).

Figure 8. Euro area inflation
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Box 1. The monetary policy environment of the euro area
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The Governing Council decided at its meeting of 12 March 2020 to increase the additional
Figure B1.1. Eurosystem holdings under
the asset purchase programme
net asset purchases made within the asset purpublic sector purchase programme
chase programme until the end of this year in
third covered bond purchase programme
order to keep funding conditions favourable
corporate sector purchase programme
asset-backed securities purchase programme
even given the high levels of uncertainty. A fur3.0
ther 120 billion euros of assets will be bought
2.5
this year on top of the monthly purchases of
20 billion euros, ensuring a strong contribution
2.0
from the private sector purchase programmes.
1.5
The Governing Council still expects the net purchases to run for as long as necessary to rein1.0
force the accommodative impact of its policy
0.5
rates. The purchases will be terminated shortly
before the Governing Council starts to raise
0.0
2015
2016
2017
2018
2019
2020
base interest rates. As at February the total
Last observation 28.02.2020
Source: European Central Bank
value of bonds purchased under the asset purchase programme on the balance sheet of the
Eurosystem was 2.6 trillion euros (see Figure B1.1). At 2.1 trillion euros, the largest part of the
portfolio consists of public sector bonds, of which Eesti Pank’s purchases account for 5.7 bilEUR trillion
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The objective of the Eurosystem monetary policy is to maintain price stability in the euro area.
The regulation of the European Central Bank defines price stability as inflation of below but close
to 2% over the medium term. Inflation pressures remain weak in the euro area at present. The forecast published in March 2020 by experts from the Eurosystem expects that the Harmonised Index
of Consumer Prices (HICP) will rise by between 1.1% and 1.6% in 2020-2022. The outlook for the
economy is very uncertain at the moment though, and so is the outlook for inflation. To support
households and companies affected by the uncertainty caused by the coronavirus outbreak and the
disruption to the economy, the Governing Council of the European Central Bank decided in March
to ease monetary policy further with another wide-ranging package of measures.

lion euros. The Governing Council will continue to reinvest the principal payments from maturing securities purchased under the asset purchase programme in full for an extended period of
time past the date when it starts raising the key interest rates, and in any case for as long as
necessary to maintain favourable liquidity conditions and an ample degree of monetary accommodation.
The Governing Council also decided at its meeting of 18 March to launch a new temporary
Pandemic Emergency Purchase Programme (PEPP)12 to ease the economic impact of the pandemic. The total value of the programme will be 750 billion euros and all the asset classes eligible
under the existing asset purchase programme (APP) will be bought. The new emergency purchase programme will be terminated when it is seen that the crisis phase of the virus outbreak
has passed, but in any case not before the end of the year. In addition, the list of securities purchased under the corporate sector purchase programme (CSPP) will be extended and the terms
for collateral submitted for refinancing operations will be eased.
To provide immediate liquidity support for the euro area financial system, it was decided to run
additional longer-term refinancing operations (LTROs) temporarily until June13. The operations

ESTONIAN ECONOMY AND MONETARY POLICY 1/2020

will be fixed rate tender procedures with full allotment, and the interest rate on them will equal
the average interest rate on the deposit facility. This is currently 50 basis points lower than the
interest rate on the main refinancing operations. In targeted longer-term refinancing operations
(TLTRO–III), notably more favourable terms will be applied during the period from June 2020 to
June 2021 to all TLTRO-III operations outstanding during that time14,15. These operations will
support lending by banks to the parties most affected by the spread of the virus, especially small
and medium-sized enterprises.
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Monetary policy interest rates were not
changed at the meetings in January and March.
The deposit facility rate is -0.50%, the interest
rate on main refinancing operations remained
at 0% and the marginal lending rate remained
at 0.25% (see Figure B1.2). The Governing
Council expects them to remain at their present or lower levels until it has seen the inflation
outlook robustly converge to a level sufficiently
close to, but below, 2% within the projection
horizon, and such convergence has been consistently reflected in underlying inflation dynamics. The unfavourable impact on the banks of
the negative deposit interest rate continues to
be eased by the two-tier system for reserve
remuneration, under which some of the excess
liquidity that banks hold at the central bank is
exempt from the negative deposit facility rate.

Figure B1.2. Eurosystem key
interest rates and EONIA
ECB's key interest rate
EONIA or Euro OverNight Index Average
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lending facility rate
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Source: European Central Bank

12 See ECB press release https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200318_1~3949d6f266.en.html.
13 See ECB press release https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200312_2~06c32dabd1.en.html.
14 Throughout this period, the interest rate on these TLTRO-III operations will be 25 basis points lower than the average interest rate applied in the Eurosystem’s main refinancing operations. For banks that maintain their current level of lending, the rate
applied will be lower, and, over the period, may be up to 25 basis points below the average interest rate on the deposit facility.
The banks are now also able to borrow larger amounts in the TLTRO-III operations.
15 See ECB press release https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200312_1~39db50b717.en.html.

Money market interest rates in the euro area
Figure B1.3. Euro area money
started to fall again at the start of March in
market interest rates
reaction to the outbreak of the coronavirus and
3-month EURIBOR
6-month EURIBOR
the fall in the oil price (see Figure B1.3). As at
12-month EURIBOR
3%
18 March 2020 the 3-month Euribor was at
-0.41%, the 6-month Euribor was at -0.36%,
and the 12-month Euribor was at -0.25%. Yearly
2%
growth of the money supply in the euro area
has been strong with support from the accom1%
modative monetary policy measures and credit
creation of the Eurosystem, and in February the
growth in the broad money indicator M3 rose to
0%
5.5%. Yearly growth in lending to households
increased to 3.8% in February, while yearly
-1%
2010
2012
2014
2016
2018
2020
growth in lending to non-financial companies
Last observation 13.03.2020
Source: Bloomberg
was down a little at 3.0%. Credit growth is supported by favourable lending conditions at the banks and increasing demand from households
for loans for real estate and for consumption loans.
At its first meeting of the year, the Governing Council of the European Central Bank launched
a review of its monetary policy strategy16. This review will assess how the current strategy17 has
helped in achieving the target of the European Central Bank of maintaining price stability and it
will consider the need to adjust any elements of it. The review will cover the quantitative definition
of price stability, monetary policy tools, economic and monetary analysis, and the principles of
communication. It will also consider how monetary policy-making should take other factors such
as financial stability, employment and environmental sustainability into account.
16 See ECB press release https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200123~3b8d9fc08d.en.html.
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17 The current monetary policy strategy was adopted in 1998 and some parts of it were clarified in 2003.
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MAIN TRADING PARTNERS
The economies of Estonia's main trading
partners had already started to cool before the
outbreak of the coronavirus reached Europe
(see Figure 9). Finnish GDP fell by 0.7% over
the quarter in the fourth quarter as both private
consumption and general government spending declined. The yearly growth in GDP in Finland
was 1%. Sweden's GDP grew by only 0.2% over
the fourth quarter, mainly because of private consumption, and yearly GDP growth was 1.2% in
Sweden. The Latvian economy was also cooling, as growth over the fourth quarter was only
0.1%, while yearly GDP growth was 2.2%. The
Lithuanian economy performed better with quarterly growth of 1% in the fourth quarter and yearly
GDP growth of 3.8%. Foreign trade with Estonia's
neighbours also declined (see Figure 10).

Figure 9. Yearly growth rates of GDP
of trading partners
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The labour markets of Estonia's trading partners were stabilising. Unemployment remained in Estonia's neighbours at 6-7% in 2019,

and did not fall any further (see Figure 11). The
unemployment rates in Finland, Sweden and
Lithuania started to rise again in early 2020, while
unemployment in Latvia remained at 6% in early
2020, which is its lowest level since before the
economic crisis of 2008. The employment rate
has remained quite high in Estonia's neighbours,
and it fell a little only in Sweden in 2020, though
this was a temporary fall before the outbreak of
the virus crisis.

Figure 10. Yearly export growth
of trading partners
Latvia
Lithuania
Finland
Sweden
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Inflation has varied across Estonia's trading
partners. Consumer prices have risen faster in
recent months in Latvia and Lithuania, with inflation reaching 3% in Lithuania in early 2020 (see
Figure 12), which is its highest rate of the past
two years. Inflation there was driven by food
products and transport, and food products also
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drove inflation in Latvia. Consumer price inflation
fell to 1% in Sweden in February, which is its lowest level there since September 2016. The fall
can be explained by prices for electricity hitting
record lows because of a warm winter and the
large hydroelectricity capacity. Inflation in Finland
was also only around 1% in early 2020.
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COVID-19 may have a powerful impact on
the economies of Estonia's trading partners,
but the absence of any preliminary statistics
mean there is no factual information available.
The restrictions imposed in response to the epidemic that erupted at the end of February 2020
will affect economies a great deal. A lot depends
on how long the restrictions remain in place and
how the harm already caused to the economies
can be eased. Even if the crisis passes quickly, it
will certainly leave traces in the behaviour of people and companies in the future, and this may
affect the state of the economies in the countries
around Estonia. The Finnish central bank is forecasting that the Finnish economy will shrink by
1.5-4% as a consequence of the corona pandemic. Forecasts for the Swedish economy
foresee a drop of between 2.8-4.2%, while the
Latvian central bank has downgraded the outlook
for Latvia to -6.5% and the Lithuanian central
bank predicts a fall in the range of 3.4%-20.8%.
The extent of the impact will depend on whether
the crisis only causes a fall in demand for exports,
or whether it also harms domestic consumption.

-5%
-10%

2014

2015

2015

2016

2017

2018

2019

Source: Reuters

Figure 11. Unemployment rates
of trading partners
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Figure 12. CPI inflation of trading partners
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THE ESTONIAN ECONOMIC ENVIRONMENT
ECONOMIC ACTIVITY
Growth in the Estonian economy was fast
in 2019 as the economy expanded by 4.3%.
Monthly economic statistics show though that
economic activity started to weaken in the middle of the year. Industrial output and expectations
of companies were both down in late spring and
summer. The performance in the first half of the
year was very strong in 2019, but it was weaker
in the second half of the year.
Estonian GDP grew by 3.9% over the year to
the fourth quarter, and by 0.9% from the third
quarter. This was still a powerful rate of growth,
but the growth was narrowly based and so it does
not well represent the general trend of development in the economy. Various data sources
indicate that economic activity was no longer particularly strong in the fourth quarter.

Figure 13. Growth in GDP and in GDP
excluding one-off factors
GDP
excluding net taxes and IT
excluding net taxes
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There were three main reasons why the economy has grown more slowly before now. The
first was that the economic cycle had peaked.
Unemployment was already low, making it hard
to achieve growth in the economy by hiring
additional employees. Secondly, trade tensions
increased last year, and that particularly affected
more open countries like Estonia. Some branches
of the Estonian economy could benefit from this,
but overall a small and open economy benefits
from the world being open. The third reason was
that climate policy affected some branches of the
economy. The branch affected most in Europe
was car production, while in Estonia it was oil
shale energy. Other branches of industry have
also suffered though. The volume index for manufacturing fell in the middle of 2019 and has since
remained at around the same level (see Figure 14).

2019

Sources: Statistics Estonia, Eesti Pank

Figure 14. Volume index of production
in manufacturing, 2015 = 100
European Union
Estonia
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Growth in the economy was led by the IT sector in the fourth quarter, where value added
increased by around a third. Without the IT
sector, the growth over the year in value added
would have been 0.5% in the fourth quarter (see
Figure 13). Beyond the IT sector, growth was also
raised by net product taxes, which over the long
term generally grow at the same rate as GDP or
value added, but in the short term may make a
volatile contribution to economic growth.
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Figure 15. Economic sentiment indicator
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Business surveys indicated that the economy
hit its lowest point in November 2019, and that
economic activity was expected to strengthen
in early 2020 (see Figure 15). Industrial output statistics give the same picture, as they show manufacturing output was 10% lower in January than
a year earlier, but had grown quite strongly from
December. Statistics for January and February
did not yet show the impact of COVID-19 on the
economy. The expectations of Estonian companies remained relatively strong in March too, but
the expectations of trading partners have weakened.

Figure 16. GDP growth
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DOMESTIC DEMAND
Domestic demand grew by 3.3% in the fourth
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quarter of 2019, largely on the back of private
sector investment. Investment also provided
more than half of the growth in domestic demand
throughout the whole of 2019 (see Figure 16).
While other components of domestic demand
passed the levels they reached during the previous boom some years ago, investment only
reached that point in 2019.
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The rise of 1.7% in private consumption in
the fourth quarter was quite modest given
the growth in retail sales and in the payroll.
Spending particularly increased on durables, eating out and accommodation. The biggest fall was
in spending on education. The quarterly growth
figures for earlier quarters are retrospectively corrected though, and the initial estimate of growth in
private consumption in the third quarter of 1.2%
was revised to 2.9%. The revision came mainly
in spending abroad by households. Spending on
travel has increased consistently. Last year private individuals spend around 1.2 billion euros
on travel18, which is around 8% of the disposable
income of households.
The purchasing behaviour of households
remained strong at the start of the year. Retail
sales volumes in February were 7% more than
in the previous February, but consumer confidence started to fall in March (see Figure 17).
Expectations for the performance of the Estonian
18 See the Eesti Pank balance of payments.
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Figure 17. Private consumption
yearly growth in private consumption (left scale)
yearly growth in real compensation of employees (left scale)
consumer confidence barometer (right scale)
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economy in the next 12 months fell especially.
It should be noted here that the surveys were
carried out in the first ten days of March, when
Estonia had not yet introduced wide-ranging
restrictions because of the coronavirus and the
number of people infected had not yet risen dramatically.
Gross fixed capital formation increased by
13.2% in 2019. More than three quarters of that
growth came from non-financial companies and
the growth was also supported by households,
though lower investment than planned by the
general government had a slight braking effect.
As in several previous years, the growth in gross
fixed capital formation was very dynamic in 2019,

as the volatility in the growth in corporate investment had not yet fully faded away (see Figure 18).
Investment by non-financial companies increased by around 18% last year. The growth
in investment was broadly based across sectors,
with transport and storage, retail trade, and manufacturing all contributing substantially. Growth
was pulled back for the second year in a row by
the real estate sector. The growth was divided
almost equally across three types of fixed assets,
with transport vehicles, machinery and equipment, and construction each contributing 5-6
percentage points of investment in fixed capital.
Strong consumer confidence and the strong
growth in incomes allowed household investment to increase by more than 17% in 2019.
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Households had good access to loans, and the
growth in loans was quite fast. Growth in loans
and in the number of sales transactions indicates
the housing market was very active in the first two
months of 2020 immediately before the uncertainty caused by the coronavirus deepened.
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Reduced competition in the banking market has allowed banks to choose their clients
more and to issue loans with higher interest
margins. The changes have particularly affected
medium-sized and large companies. The average
interest rate on long-term corporate loans rose by
around a percentage point over the last year (see
Figure 19). Some foreign banks that have exited
the market were particularly active in lending to
large companies and lent at cheaper rates than
the market average. The departure of banks from
the market affected the supply of loans and the
price of them to small companies, but the remaining banks and new ones have managed to fill this
gap fairly quickly. The banks built up capital and
liquidity buffers during the good times that can be
used to fund the non-financial sector if the uncertainty in the economy caused by the coronavirus
continues.
Change in inventories was smaller than in the
last quarter of 2018, and it contributed little to
GDP growth. The biggest growth was in stocks of
goods held for sale by wholesale and retail companies, while the biggest fall was in unfinished

Figure 18. Gross fixed capital formation
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Figure 19. Average interest rate on new loans*
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long-term loans to non-financial corporations
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product and stocks of raw materials and inputs
at manufacturing companies. Given that the stoppages and restrictions caused by the outbreak of
coronavirus have interrupted international supply, the reduction in stocks of raw materials could
present a risk for manufacturing companies.

EXTERNAL BALANCE AND
COMPETITIVENESS
The cooling of foreign demand last year
slowed Estonia's foreign trade (see Figure 20).
Having earlier grown strongly, exports of goods
and services fell by 0.5% in the fourth quarter. This was largely because of a fall of 2.7% in

Changes in the energy sector had a substantial impact on imports and exports of goods.
Estonia was earlier an exporter of electricity, but
by the end of the year it was importing it. The
warm winter and heavy precipitation meant that
hydro energy from the Nordic countries was much
cheaper on the market. The decline in exports
was also partly due to reductions in exports of
telephones and mobile communications equipment, and mineral products.
Terms of trade had little impact in the fourth
quarter. Average export and import prices were
down in the quarter, but they rose a little in the
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last month of the quarter (see Figure 21). Prices
for export goods fell most for energy products,
paper products and wood products, but they rose
for food and drink products. Import prices fell
noticeably as the amount of electricity imported
increased. They also fell for mined products.

16

The current account remained in a small
surplus of 0.6% of GDP for 2019 as a whole,
though this is the lowest level of the past
couple of years. The reduction in the surplus on
the current account of the balance of payments
was caused most by the decline in exports. This
decline then reduced demand for imports, and
imports of goods were also down in the fourth
quarter. The positive balance for services continued to support the current account (see Figure 22).
Preliminary estimates of the balance of payments suggest that exports were also lower
in the first months of 2020 than they were a
year previously. The confusion surrounding the
outbreak of coronavirus, which has affected the
global economy and international trade, will also
touch Estonian companies, whose activities are
tightly interlinked with international supply chains.
Because of international supply chains, more than
12% of Estonian imports come from the East Asia
region, which covers Japan, China, Hong Kong
and Taiwan (see Box 2 for more). Given this background, it may be expected that indicators for foreign trade will fall even further in the first half of
this year.

Figure 20. Export growth decomposed
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Figure 21. Export and import price indexes
yearly change in the export price index
yearly change in the import price index
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Figure 22. Current account
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exports of goods, while growth in exports of services slowed to 3.8% over the year in the fourth
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Box 2: How the coronavirus will affect international trade
International trade has been hit hard by the spread of the virus. Global demand and supply
have both dropped. Indexes of activity in manufacturing in the US and the euro area had fallen
by the middle of March to levels not seen for more than a decade. The decline in international
trade and lengthening supply times, which are usually a sign of increasing demand, now indicate
a break in supply chains. Estimates made by the World Economic Forum (WEF) using various
sources suggest that the turnover of global trade could fall by 30-75%.
The problems that started to move from China have rolled increasingly onwards towards
Europe and the US. China has about 20% of the global market for input components and intermediate products. The largest groups of products are components for machinery and car manufacture, components for telephone communications equipment, and components for precision
equipment and instruments, and also inputs for the production of medicines. The average supply time by sea from China to Europe is 30 days, and as the supply difficulties in China started
in February, they first appeared in early March.
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The supply capacity of China will start to recover while demand from Europe and the US
falls at the same time as production is stopped by the wider spread of the virus. This has
happened fastest in industrial companies that use lean methods in production and so rely particularly on the efficiency of supply chains. Several car factories in Europe stopped operations at
the start of March for example. This then affects companies in metal production and electronics
that provide inputs for car manufacturing.
The supply problems have caused a lot of confusion in the transport industry. Containers
have piled up in some ports in the US and Europe and have not moved on from there, while there
is a shortage of containers in China. The turnovers of ports and transport companies have fallen.
The turnover of the port of Rotterdam was some 20% lower by the middle of March than a year
earlier, though this estimate came before the coronavirus erupted across Europe. US ports also
expect goods volumes to be down by around 20% in March and April. Supply problems are also
multiplying within Europe and this affects Eastern Europe very much, with Lithuania estimating
that its international trade is down around 30% for example.
Estonian companies are tightly tied into international supply chains through exports
and imports. Around 30% of Estonian companies export directly (see Table B2.1). Companies
in Estonia are relatively tightly interconnected, and companies that do not export directly provide
products or services to those that do. In total 80% of Estonian companies are directly or indirectly
dependent on foreign markets as they either export directly or are connected to exporting companies through supply chains within Estonia, making them up to two steps removed from exports.

Table B2.1. Percentages of exporting enterprises by main activity*
Exporting

One step to export

Two steps to export

Manufacturing

37%

23%

6%

Information and communication

21%

19%

8%

Transportation and storage

20%

29%

9%

Construction

11%

17%

15%

Agriculture and forestry

7%

42%

21%

* Companies with an export turnover of at least 10% of sales.
Source: Participation and position of Estonian companies in global and local value chains, 2017 University of Tartu, ASK
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The shock from the virus will essentially impact most companies and most sectors of the
Estonian economy. Businesses have estimated that their export turnover will fall by 30-50%.
Manufacturing is likely to be affected the most as it has the largest share of exporting companies
(see Table B2.2), and about half of Estonian exports come from manufacturing. The ICT sector
could be affected in very different ways, as production of components may be hurt because it
is most exposed to the danger of interruptions to supply chains from China, while companies
providing services and software development may recover fastest after the shock has passed.
Table B2.2. Percentages of exporting enterprises by activity in manufacturing*
Exporting

One step to export

Food production

23%

10%

Manufacture of wood and of products of wood and cork

35%

31%

Computer programming, consultancy and related activities

23%

23%

Furniture manufacturing

30%

24%

Manufacture of other transport equipment

54%

15%

Manufacture of other non-metallic mineral products

32%

18%

Manufacture of motor vehicles, trailers

68%

22%

Forestry

6%

30%

Metals and metal products excluding machinery and equipment

34%

36%

Manufacture of rubber and plastic products

56%

19%

Manufacture of chemicals and chemical products

49%

8%

Manufacture of electrical equipment

54%

18%

Manufacture of computer, electronic and optical products

69%

12%

* Companies with an export turnover of at least 10% of sales.
Source: Participation and position of Estonian companies in global and local value chains, 2017 University of Tartu, ASK
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International supply chains will not necessarily recover to where they were before, as
companies will want to minimise risks and especially to reduce their dependence on China
and Asia. If the restrictions remain in place, supply chains may become concentrated in certain
regions, causing a redistribution of markets. This may give companies new opportunities to join
supply chains if they are flexible enough to reorganise their production and react rapidly to the
changed circumstances.
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THE LABOUR MARKET
Demand for employees remained strong in
the fourth quarter of last year even as growth
slowed a little in the economy. Employment at
companies based in Estonia of both Estonian residents and short-term workers from third countries working in Estonia increased (see Figure 23).
Employment of Estonian residents at Estonian
companies increased by 1.6% in the fourth quarter, or by more than 10,000 people. This meant
that employment increased faster than a year earlier. The Police and Border Guard Board report
that around 18,900 people from third countries
had current short-term registrations for work19 in
the fourth quarter, or a little over 7600 more than
a year earlier. This indicates though that the peak
in hiring short-term foreign labour has passed.

Figure 23. Yearly growth in the employment
of Estonian residents and short-term
foreign workers
Estonian residents
short-term workers*
total
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Sources: Statistics Estonia, Police and Border Guard Board, Eesti Pank

19 A valid registration does not necessarily mean that the holder is working in Estonia for the whole quarter, and so those data should
be treated as an approximation.

As the number employed rose at the end of
last year, so did the number of hours worked,
though it increased notably more slowly than
employment did. The number of hours worked
per employee fell by 0.7%, even though the share
of all those employed who were working parttime remained almost the same as a year earlier.
This means that full-time employees also worked
a little less than earlier. The number of hours
worked per employee has by now been falling for
a long time, which can be put down to preferences changing as incomes rise, as people prefer
a slightly shorter working day and longer holidays
than they had before, and also to an increase in
the share in the labour market of older workers,
who work a little less20.
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The labour force survey shows that emp-
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loyment in industry and construction was at
about the same level at the end of last year
as it was a year earlier (see Figure 24). If the foreigners who have come to Estonia for short-term
work are included in employment, there was even a
moderate increase in the labour supply in the secondary sector, which is manufacturing, electricity, gas and water supply, and construction. The
performance of the service sector has been supported by strong domestic demand and the number employed in it has continued to rise. As the
ability to speak Estonian is more important in this
sector than in the industrial sector, it is mostly local
residents who find employment in the service sector, and the share of foreign labour is small.
The unemployment rate fell to 3.9% in the
fourth quarter of 2019. Unemployment has
recently been similar to what it was in the first
half of 2008. Labour shortages remained in the
labour market last year, though registered unemployment rose in the fourth quarter to reach 5.3%
at the end of the year (see Figure 25). Data from
Töötukassa show this indicator rising even further
in early 2020.

Figure 24. Yearly growth in employment
in Estonia with and without currently
registered non-resident workers
secondary sector, total
tertiary sector, total
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Figure 25. Unemployment
registered unemployment rate, seasonally adjusted
unemployment rate, seasonally adjusted
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Figure 26. Yearly change in average wages
by ownership status of employer
state
local municipality
Estonian private ownership
foreign private ownership
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Wages continued to change strongly throughout 2019, though the rate of rise slowed to 6.4%
in the fourth quarter. Wages rose faster in the public sector for the second year in a row, with wage
growth of 8% at the end of the year (see Figure 26).
20 See Box 2 of the Labour Market Review 1/2019.

6%
3%
0%

2013

2014

2015

Source: Statistics Estonia

2016

2017

2018

2019

The growth in wages at private companies was a
couple of percentage points behind that. Public
sector wages rose more in healthcare and education throughout the year, though the growth in
wages in education slowed at the end of the year.
Private sector wage growth remained strong in
construction, at 8.5% in the fourth quarter, while
it fell back in manufacturing to 5.8% in the second half of the year.

Figure 27. Growth in unit labour costs
nominal unit labour costs
real unit labour costs
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Unit labour costs, which show the ratio of
labour costs to labour productivity, fell in the
second half of the year (see Figure 27). Unit
labour costs rose faster in 2019 than they did on
average elsewhere in the European Union, indicating a loss of competitiveness. Unit labour costs in
construction rose powerfully in the first three quarters of 2019, but that growth slowed sharply in
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the fourth quarter. They rose faster though in real
estate activities and in manufacturing.
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The data for declared wage recipients
showed slower growth in employment in
January and February 2020. Data from the Tax
and Customs Board show the number of waged
employees rose by 1.9% in 2019 as a whole, and
by 0.5% in January and February 2020. The average rise in declared wages was faster in the first
months of the year at 8% than in the fourth quarter
of the previous year. Although there were 51% more
registered short-term workers than a year earlier,
registrations of new workers were down 11% over
the year. This probably reflects the restrictions on
travel that were introduced in March.
The number registered as unemployed was
about 10% higher in January and February than
a year earlier. Almost 37,000 people were registered as unemployed at the end of February. The
number registered as unemployed started to rise
rapidly after the emergency situation and the restrictions were introduced, and data from Töötukassa
show 40,125 people unemployed as at 29 March.
This meant that the registered unemployment rate
rose by 0.5 percentage point in March.

PRICES
Inflation has remained low in recent months
at close to 2%. The main reason it has been low
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Figure 28. Yearly change in energy prices
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has been cheap energy prices. The price of electricity on the Nordic exchange was extraordinarily low in January as the weather was favourable.
Limited transmission capacity meant that the
cheap electricity did not reach Estonian consumers in full, but the price of electricity was still 18%
lower than a year earlier (see Figure 28).
Inflation for motor fuels accelerated temporarily at the start of this year due to the low
reference base effect. A further reason is that
the exchange rate of the euro has fallen. Crude oil
prices started to drop on global markets in January.
Demand for crude oil on world markets was partly
reduced by the spread of the coronavirus. Cheaper
oil prices only passed more strongly into Estonian
consumer prices from the start of March.

Labour shortages have so far been holding
core inflation up (see Figure 29). Low unemployment and rapid wage growth gave a powerful boost to household incomes, and so prices for
services continued to rise quickly at the start of
this year. Prices for services other than communications services, which are affected by technological development, rose by as much as 6% in
January. The biggest increases were recorded in
prices for leisure services, especially tourism services.

Figure 29. Annual growth in factors
of core inflation
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The average price level for manufactured
goods remained broadly unchanged over the
year in the first quarter of 2020. Seasonal discounts for clothing and footwear were substantial
in January. Inflation slowed for imported consumer goods as demand-side price pressures
weakened. A further factor was the cut in prices
for water and wastewater services in Tallinn.
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GENERAL GOVERNMENT
FINANCING
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The strong growth in the economy in 2019
improved the general government fiscal position, though by a little less than was targeted.
Initial estimates show that general government
spending exceeded revenues and the nominal
fiscal deficit reached 0.3% of GDP. The structural deficit also declined from its position in
2018, though by less than the minimum permitted amount that had been targeted, which was
an improvement in the structural fiscal position of
at least 0.5% of GDP a year. Larger tax revenues
than expected helped to improve the fiscal position, but the very rapid growth in current spending worsened the fiscal balance.
The growth in general government expenditure was driven by social transfers, including
pensions, and the very rapid rise in general
government wage costs. General government
labour costs rose by 9.8% over the year, and social
transfers increased by 8.6%. The growth in expenditure was slowed by the low level of investment
activity. Although the growth in general govern-
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ment investment picked up in the later months of
the year, general government investment at current
prices for the year overall was at the same level as
a year earlier, and at constant prices it was 3.5%
smaller. The use of support from the European
Union funds was also smaller than expected.
General government investment in construction
and transport vehicles increased in the year overall, while investment in other machinery and equipment declined. Spending by local governments on
investment was higher than a year earlier throughout the year, but that increase did not offset the
reduction in spending on investment by the central
government. In total, general government spending
increased by 7.4% over the year.

Figure 30. Tax receipts in the state budget
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ing up around twice as much fuel as normal in
December 2019 because the requirements on bioadditives were to be tightened from the new year,
which also meant fuel excise receipts were large in
January 202021. In total, general government tax
revenues were 8.9% larger than a year earlier in
2019, and total revenues were 8.1% larger.

ESTONIAN ECONOMY AND MONETARY POLICY 1/2020

Tax receipts remained very good in 2019. Tax
revenues even rose faster in the second half of
2019 than they did a year earlier. The good performance of the Estonian economy and the consequent rise in employment and wages boosted
receipts of labour taxes (see Figure 30). The budget
balance was also improved by fuel sellers stock-
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21 General government budgeting uses the accrual principle, which means that income and expenses are recorded for economic
transactions at the moment they occur, not when the money is actually received or the payment made. In consequence the large revenues received from fuel excise in January in response to stocking up of fuel supplies were recorded under income for 2019.
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HOW THE CORONAVIRUS COVID-19 WILL
AFFECT THE ESTONIAN ECONOMY
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There is great uncertainty about the economic impact that the coronavirus COVID–19 will
have, as it is not possible to predict accurately
how the virus will spread in Estonia or around
the world, the measures that countries will
take to stop the spread of it, the extent of the
restrictions that will be placed on the economic activity of companies, or the final duration
of the emergency rules. The following impact
analysis compares two possible scenarios. The
first takes the currently announced duration of
the emergency situation declared on 12 March,
which the government stated would last until the
start of May. As the COVID-19 crisis has been
met with fairly similar measures in different countries, the scenario has assumed that the emergency will last in other countries for as long as it

on the economy without the package of measures taken by the government to ease the crisis,
as the exact make-up of that package was not
known at the time the scenarios were defined.

does in Estonia. The economic restrictions lasting until the start of May is the most optimistic
outlook possible here, and it is probable that the
restrictions will last for longer than this. The negative scenario for the additional harm that could
be caused to the economy considers restrictions
remaining in place in Estonia and foreign countries until the start of August.

Economic Research on the impact of COVID-19
has been useful, as have statements by businesses and senior managers in various sectors.

The economic outlook in the scenarios is
based on the expected impact on the consumption of Estonian households of the restrictions imposed by the government, the impact
on different sectors of the economy, changes
in Estonia’s main foreign markets caused by
emergency restrictions in other countries, and
the combination of these impacts in the Eesti
Pank macro model EMMA22. The scenario analysis covers all the main impact channels (see Table
2). The scenarios describe the negative impact

As the emergency caused by COVID-19 in
Estonia and most other countries has lasted
for a relatively short time, there are still few
data available on how much the restrictions
have affected the economy. Data on the impact
of foreign restrictions were available from China
and Italy at the time of the analysis for example.
Estonian data were scarce, as electricity consumption, registered unemployment and financial
figures were the few high-frequency data that can
reveal any impact from COVID-19. An in-depth
survey of companies by the Estonian Institute of

A. Household consumption
The effect on consumption of stopping
the spread of COVID-19 is different from
the collapse in sales volumes in 2008-2009.
Restrictions on international travel, closures of
schools and shopping centres, and warnings and
bans on meeting in public spaces have made it
impossible to consume some goods and services
or reduced the need for them. These are mainly
supply-side restrictions on consumption, not a
reduction in demand as in the earlier case.
Although the combined impact on private
consumption of the restrictions put in place
because of the outbreak of the virus will be

Table 2. Channels for the economic impact of COVID-19
Measures

Supply

Demand

Finance

Restrictions on movement and activities within a country

Reduced production from
absences from work because
of illness or quarantine, and
direct restrictions on business
acitivites*

Falls in incomes and a rise in
uncerntainty causing reduced
consumption and investment*

Falls in the value of financial
assets, payment problems
for households and companies, falls in the asset quality
of banks

Restrictions on cross-border movement

Disruptions in value chains*

Reduced travel*

Restrictions imposed in other
countries

Fall in commodities prices*

Reduced foreign demand*

* Channels entered in the Eesti Pank scenario analysis

22 EMMA is the macro model of the Estonian economy (Working Papers of Eesti Pank No 12, 2005).

sharp and negative, different groups of goods
and services are affected differently. Demand
and consumption increase for some individual services and goods, such as communications services in response to remote working and
movement restrictions, and also food and drink
purchases, which at first increased because of
stocking up and later to replace spending in restaurants, which have suffered one of the largest
drops among services.
It is estimated that spending on eating out
will be down by around 80% while the restrictions are in place. Direct purchases of food
and primary consumption goods from shops will
increase at the same time. The opening hours of
food shops have been reduced and visits to them
have declined, but the number of online orders
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has leapt up. The amount spent on each shopping trip has also increased. Overall, purchases of
food and drink from retail chains have increased
under the restrictions.
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The closure of shopping centres cut off one
traditional sales channel for semi-durable and
durable goods. For this reason sales of clothes
and footwear may be expected to fall by up to 80%
while the restrictions are in place, and sales of interior and household goods by up to 50%. The rapid
transition to homeworking and home schooling in
March caused a spike in demand for some durable
goods such as computers and domestic electronics, which remained through the second half of the
month, but sales of such goods started to fall in the
beginning of the second quarter. Remote working
is also supporting strong demand for data communications services.

spending on transport will be cut by up to 50%
while the restrictions last.
As the Estonian border is closed to foreign
tourists, accommodation providers are being
hit hard. The larger hotel chains have already
closed most of their hotels and spas, and accommodation in apartments has also dropped.
Consumption of accommodation services will
fall to a minimal level while restrictions last, with
consumption of holiday and culture services
down 95%. As around 60% of the visitors staying with accommodation providers in the summer
months are foreigners and they may not necessarily quickly start travelling again even once the
restrictions are lifted, the consumption of hotel
and restaurant services will remain modest.
Figure 31 summarises the immediate impact of
the restrictions on the consumption of the larger
groups of goods and services while restrictions
last, without taking account of the effect that
changes in incomes and confidence may have.
This is added in the macro simulation (see part D).
The change in total consumption in 2020
depends on the sensitivity of these cost items
to the restrictions, the duration of the restrictions, and how fast the subsequent recovery is.
In the scenario where the restrictions remain until
the start of May, consumption at current prices
will be 5% lower this year. If the restrictions last
until the start of August, the fall will be 12%. Both
scenarios assume that consumers will transfer
Figure 31. Change in consumption
due to the restrictions
restaurants and hotels

Spending by households on transport is
shown by every possible measurement to have
been reduced by the restrictions. Weaker confidence means first of all that consumers have
postponed purchases of vehicles. Secondly the
use of vehicles has declined, which can be seen
in traffic density measurements by the Road
Administration and in a fall of some 30% in retail
sales of fuel. Thirdly, not only has international
transport disappeared, but the number of passengers on domestic trains and buses has fallen
by around 80%. It can be assumed in total that

garments and footwear
leisure and culture
miscellaneous goods
and services
transportation
furnishings and household goods
education
healthcare
housing, water, energy
communication services
alcoholic beverages
and tobacco
food and non-alcoholic
beverages
-100% -80% -60% -40% -20% 0%
Source: Eesti Pank

20%

Table 3. Change in value added due to the restrictions
Loss in value
added under the
restrictions

Sector

Share in total
value added
(2019)

Share in total
employment
(2019)

Manufacturing

-27%

14.8%

18.0%

Construction

-8%

6.9%

8.7%

Wholesale and retail trade, repair of motor vehicles and motorcycles

-26%

11.7%

12.8%

Transportation and storage

-21%

7.0%

7.5%

Accommodation and food service activities

-82%

1.9%

4.4%

Information and communication

4%

7.4%

4.8%

Real estate activities

-5%

10.3%

1.7%

Administrative and supporting activities

-27%

3.6%

3.5%

Education

-5%

5.1%

9.2%

Arts, entertainment and recreation

-90%

1.5%

3.0%

Other activities

0%

29.8%

26.4%

Source: Eesti Pank

from ordinary shops to online shops under the
restrictions. This has already happened to a large
extent for food and essential goods, where prob-

sure, and accommodation and catering sectors,
while value added created in information and
communications will increase at the same time

lems relate more to the capacity of retail chains to
cope with the increasing number of online orders.

(see Table 3).
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B. Production and value added by
sector
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How the restrictions introduced to stop the
spread of COVID-19 will affect the value added
of different sectors has been calculated using
the same method as for consumption, where
first the probable loss of value added while the
restrictions are in place is defined, and then an
aggregate impact for the whole year is found
depending on whether the restrictions last
until May or August. The biggest losses under
the emergency situation will clearly be for the lei-

The emergency situation was declared in
Estonia on the evening of 12 March and is initially planned to last until 1 May. This means that
economic conditions were normal for 72 days in
the first quarter, which is 80% of the quarter, and
the restrictions were in place for 19 days, or 20%
of the quarter. The financial results of sectors
will be affected by the restrictions in the same
proportion. It is planned that the restrictions will
last in the second quarter until 1 May meaning
they will cover one third of the quarter directly,
though recovery will then happen gradually. In the
alternative scenario where the restrictions end at
the start of August, most sectors will be hurt by

Table 4. Changes in value added in current prices due to the restrictions
With restrictions until 1 May

With restricions until 1 August

Q1

Q2

Q3

Q4

Q1

Q2

Q3

Q4

Arts, entertainment and recreation

-0.8%

-2.0%

0.0%

0.0%

-0.8%

-4.0%

-2.6%

0.0%

Accommodation and food service activities

-0.1%

-0.3%

0.0%

0.0%

-0.1%

-0.6%

-0.4%

0.0%

Manufacturing

-0.6%

-1.5%

0.0%

0.0%

-0.6%

-3.0%

-1.9%

0.0%

Administrative and supporting activities

-0.3%

-0.7%

0.0%

0.0%

-0.3%

-1.5%

-0.9%

0.0%

Wholesale and retail trade, repair of motor
vehicles and motorcycles

-0.3%

-0.8%

0.0%

0.0%

-0.3%

-1.6%

-1.0%

0.0%

Transportation and storage

0.1%

0.2%

0.0%

0.0%

0.1%

0.3%

0.2%

0.0%

Construction

-0.1%

-0.3%

0.0%

0.0%

-0.1%

-0.5%

-0.3%

0.0%

Real estate activities

-0.2%

-0.5%

0.0%

0.0%

-0.2%

-1.0%

-0.6%

0.0%

Education

-0.1%

-0.1%

0.0%

0.0%

-0.1%

-0.3%

-0.2%

0.0%

Other activities

-0.3%

-0.7%

0.0%

0.0%

-0.3%

-1.4%

-0.9%

0.0%

Information and communication

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

Change in total value added

-2,8%

-6,6%

0,0%

0,0%

-2,8%

-13,3%

-8,7%

0,0%

Sector

Source: Eesti Pank

restrictions throughout the whole of the second
quarter and the recovery will be more gradual and
slower than in the first scenario and will start only
after production volumes have been reduced for
a third of the third quarter. The changes in the
value added created in different sectors can be
seen in Table 4.
In the more optimistic scenario where the
restrictions last until the start of May, Estonia
will lose 2-3% of value added for 2020 as a
whole because of the restrictions. In the more
pessimistic scenario the loss will be 6-7%. These
estimates only show the direct impact of the
restrictions, to which should be added weakness
in foreign markets, loss of income, and other
impacts.
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The Estonian economy is oriented towards
exports, and so it will suffer a serious additional blow from any deterioration in the state of
the main target markets. The economy is particularly vulnerable to this channel, as demand
for exports does not fall in tandem with growth in
the economies of target countries, but to a much
greater extent, as people generally give priority
to domestic producers when an economy turns
down, and so the share of imports in consumption and investment goods falls. It has been a

Changes in the economic circumstances in
Estonia’s trading partners and in demand for
exports have been calibrated using figures
from the Chinese economy among others, as
these have already been published because
the virus erupted there first. Similar indicators
for Europe are not yet available. In the optimistic
scenario for the impact of COVID-19 with restrictions until the start of May, GDP in the euro area
will be down by 3.9% this year, and the economies of Estonia’s trading partners will be down
by the same amount23. Foreign demand will drop
by 9.8% for 2020 as a whole, with the deepest
fall coming in the second quarter, followed by a
recovery in the second half of the year. By comparison, foreign demand for Estonian products
and services fell by around 18% in 2009. Although
the shock from COVID-19 will be temporary and
the recovery can be expected to be faster than
after the financial crisis, it is inevitable that there
will be some long-lasting damage to economic
relations. This means that foreign demand will
not return to the same level as forecast in the
Eesti Pank December forecast during 2020. In
the more pessimistic scenario where restrictions
remain in place until the start of August, GDP in

Figure 32. Relationship between economic growth and growth of imports in the EU
growth of imports
15%

growth of imports
15%

10%

5%
y = 2.7x + 0.002
0%
-15%

5%

-5%
-5%

15%

economic growth

10%

economic growth
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C. Change in foreign demand

rule in the European Union in recent decades that
when growth in an economy slows by one percentage point, growth in imports slows by 2.62.7 percentage points (see Figure 32).

5%
y = 2.6 x + 0.002
0%
-15%

-15%

5%

15%

-5%

-10%

(A) 1996-2019

-5%

-10%

(B) 2007-2019

-15%

Source: Eurostat

23 The recent forecast by the Finnish central bank expected the Finnish economy to shrink by 1.5%-4% this year, and the ETLA forecast a decline of 1%-5%. The ETLA considered that a larger fall is more likely.

the euro area will be down by 6.5% this year and
demand in foreign markets will be down 16% (see
Figure 33).

D. The aggregate impact on the
Estonian economy

Figure 33. Foreign demand in
different scenarios

1.1

Eesti Pank December forecast
with restrictions until 1 May
with restrictions until 1 August
financial crisis Q4 2007-Q3 2011

1.0
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The combined estimate for the impact on
the Estonian economy from the channels
described above has been calculated using
the Eesti Pank macro model EMMA. This
allows numerical scenarios to be created where
the reactions of different sectors and economic
indicators to the virus reflect the systemic links
between them so that all the changes are consistent with each other.
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On the expenditure side, COVID-19 has a

gradually into the labour market. Falling turnover

direct impact on the economy through falls
in private consumption and exports. Private
consumption is hindered primarily by restrictions on movement and the temporary closure
of shops, as described in part A, and also by
insecurity and uncertainty about the future. The
capacity to consume will also be reduced by falling household incomes.

means wage rises will be postponed or pay will
be cut, and some companies will be forced to
make redundancies, raising unemployment.

The closure of national borders and the decline in economic activity in the main export
markets will reduce the export revenues of
Estonian companies, and this together with
the drop in household consumption will bite
into corporate profits. Corporate profits will
receive the first blow, which will cause a sharp
drop in investment, and then the impact will pass

The current crisis has primarily a supplyside impact on the economy, as economic
activity is mainly being hindered by the restrictions introduced to stop the spread of the
virus. The impact of restrictions on economic
activity will be felt quickly and widely. At the same
time the supply-side nature of the shock means
that the recovery can be relatively fast once the
restrictions are removed. However, the longer the
restrictions remain in place, the longer the recovery will take. The macro model EMMA estimates
that the restrictions remaining until the start of
May will bring the economy down by around 6%

Table 5. Scenarios for how COVID-19 will affect the economic outlook and difference from the Eesti
Pank December forecast in brackets
With restrictions until 1 May

GDP in current prices, EUR billion
GPD in constant prices, change %
Consumption in constant prices, change %
Exports in constant prices, change %
Unemployment rate, %
Budget balance, % of GDP
Source: Eesti Pank

With restrictions until 1 August

2020

2021

2022

2020

2021

2022

26.71

29.45

30.63

24.05

28.21

29.36

(-2.8)

(-1.5)

(-1.7)

(-5.5)

(-2.7)

(-3.0)

-5.5

8.2

1.8

-13.9

16.7

1.7

(-7.8)

(6.2)

(-0.4)

(-16.1)

(14.6)

(-0.4)

-2.8

10.2

2.2

-18.6

28.1

6.2

(-7.0)

(6.4)

(-1.2)

(-22.8)

(24.2)

(2.8)

-12.9

11.7

3.0

-18.8

18.4

3.0

(-14.2)

(9.2)

(0.2)

(-20.1)

(15.9)

(0.2)

9.8

8.8

8.8

13.1

12.1

10.6

(-4.1)

(2.7)

(2.3)

(7.4)

(6.0)

(4.2)

-3.7

-2.4

-1.9

-7.1

-4.4

-2.7

(-3.5)

(-2.2)

(-1.9)

(-6.9)

(-4.2)

(-2.7)

this year, while restrictions remaining until the
start of August will cause it to drop by 14% (see
Table 5). Although the recovery in growth in both
consumption and exports is strong in both scenarios, the size of the economy will in both cases
remain smaller in the years ahead than was forecast before the crisis, which indicates lasting
harm to some sectors of the economy.
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The tightening of the revenue base and
the operation of the automatic stabilisers in the state budget system 24 will wor-

sen the general government fiscal position
quite noticeably. Depending on the scenario,
the budget deficit will be increased because of
the COVID-19 restrictions by 4%-7% of GDP
this year (see Table 5). The reality will be different from this, as the government has decided
to make additional expenditures to support the
economy. The full impact of the government’s
package of measures on the economy and the
fiscal position cannot yet be forecast though, as
the package was still being decided on while the
scenario analysis was being run.
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24 Costs and expenditure items in the general government budget that react automatically to changes in the economic cycle, such as
various social benefits including unemployment benefits, hence causing a change in fiscal position.

