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• The global economic outlook has deteriorated
– The impact of financial market turbulences has    

been stronger than expected
– Difficulties are expected also in 2009

• Unexpectedly high price increases in the global 
market

• The recovery of investment growth has been 
delayed

What has changed
over the past half a year?
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GDP growth in the USA 
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GDP growth in the euro area 
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According to the IMF’s spring forecast, the 
external environment has considerably 
deteriorated
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• The price rise of raw materials and food has 
been unexpectedly high

• Provided there will be no great surprises from 
the global markets,
inflation can be considered to have peaked at 
the beginning of 2008
– Inflation will start to decline in line with slowing 

domestic demand and wage growth

Price growth has been higher than 
expected
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Source: Statistics Estonia

Inflation has already started to slow in 
recent months 

Monthly CPI growth
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• Though income growth has continued to be rapid, 
inflation is curbing people's purchasing power

• Future confidence has weakened as well
– Optimism has been replaced by pessimism

• Currently there are no signs referring to growth 
picking up speed

Uncertainty is having an impact 
on domestic demand
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Source: Statistics Estonia, Eesti Pank'

Before new houses are built, 
old ones must be sold

Real estate related business activity
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Eesti Pank's spring forecast 2008
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Sources: Statistics Estonia, Eesti Pank

Real GDP growth
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Forecast compared to autumn: 
developments the same, numbers slightly 
different
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• In some respects, Eesti Pank's view of the economy   
has not changed:
– Domestic demand needs a breather, which makes also 

resources available for exports
• At the same time, there is no escape from the downside: some jobs 

will be lost, the share of bad loans will increase, etc
– The volume of nominal economy in 2008 basically the same

as in the autumn forecast                                      
(difference EEK 200 bn, growth 11.5%)

• In some respects, the view has changed:
– The 2009-2010 export markets growth environment will be less 

favourable than presumed earlier

The opinion has not changed 
considerably
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• The fundamentals of the Estonian economy 
remain strong
– The position of the financial sector and the state budget is 

strong
– The peg of the Estonian kroon curbs inflation
– The current account deficit is decreasing

• A 5% economic growth is not a negative thing! 
One has to differentiate between ambitious goals 
and feasible developments
– Estonia's convergence with Europe has been faster 

than anyone could assume 10 years ago
– After the withdrawal of cyclical factors, a growth over 5% is a 

good result, since the standard is higher now

Eesti Pank is still optimistic as
regards economic development
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Once we become richer, the pace of 
convergence slows; the 2005-2006 growth 
boosters were of one-off nature
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Alternative development scenarios are also 
possible

Real GDP growth
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• Eesti Pank's spring forecast confirms what was said in 
autumn:
– The 2008 budget surplus should have been at least 2% from the start

• In this respect, it is not very exact to say that "expenditure is being 
cut", since it should not have been planned in the first place!

• The 2009-2012 national budget strategy is more important
– Principal differences in forecasts will manifest themselves in 

2009-2010, i.e., it is necessary to curb the expenditure of the 
National Budget Strategy

– It is not a question of cyclical changes but a  strategic review of the 
decisions built on excessive optimism

Corrections in the state budget are 
necessary
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• The indexation of prices and wages must be avoided
– The indexation of prices is not justified for monopolies (or others)

• Why should the price of electricity or water depend on the global market price 
of milk?

– The indexation of wages without considering productivity may mean loss 
of jobs

• The general staring point of amendments to labour laws 
is right:
– to support the creation of productive jobs, not the preservation of less 

productive ones
• Fostering the changing and creation of jobs contributes to a smooth passage 

through the economic recession phase

Structural economic policy
must support adjustment
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• In general, the economic development is in line with what 
was forecasted in autumn
– Adjustment is taking place and is by all means necessary
– Inflation will slow in the near future

• The development of the external environment is more 
threatening, and this concerns 2009-2010 as well

• Conclusions for the Estonian economic policy:
– a moderate  correction useful for the 2008 budget and 

necessary when planning the 2009-2010 budget
– structural policies must support the flexibility of the economy

Conclusion
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Thank you!

Economic forecast by main indicators
Difference from 
the autumn forecast

2005 2006 2007 2008 2009 2010 2007 2008 2009
GDP(EEK bn) 175.4 207.1 243.3 271.3 291.6 316.3 1.5 -0.2 -9.8
Real GDP growth (%) 10.2% 11.2% 7.1% 2.0% 3.0% 5.0% -0.2% -2.4% -2.7%
HICP growth (%) 4.1% 4.4% 6.8% 9.8% 4.5% 3.0% 0.5% 2.4% -0.1%
GDP deflator (%) 6.1% 6.2% 9.7% 9.5% 4.4% 3.3% 0.8% 1.8% -0.7%
Current account (% of GDP) -10.0% -15.5% -17.4% -10.2% -7.5% -6.6% -2.3% 1.7% 2.1%
Current account plus new capital account balance (% of GDP) -9.3% -13.2% -15.8% -8.3% -6.1% -3.9% -2.9% 1.6% 1.7%
Real private consumption growth (%)% 10.6% 15.1% 8.9% 2.8% 3.8% 4.5% -2.5% -3.6% -2.3%
Real government consumption growth (%) 1.6% 2.6% 4.8% 4.5% -0.3% 1.6% 0.7% 2.4% -3.0%
Real investment growth (%) 9.9% 22.4% 7.8% -9.8% -2.2% 5.0% 0.4% -8.2% -4.0%
Real export growth (%) 20.5% 8.3% 1.5% 2.2% 4.8% 6.5% -3.7% -3.1% -2.3%
Real import growth (%) 16.3% 17.1% 2.8% -1.9% 0.8% 5.0% -2.2% -5.8% -4.5%
Unemployment rate (%) 7.9% 5.9% 4.7% 6.4% 6.6% 5.9% -0.5% 0.7% 0.4%
Change in the number of the employed (%) 2.0% 6.4% 1.4% -2.4% -0.2% 0.8% 0.1% -2.2% -0.2%
GDP growth per full-time employee (%) 8.2% 5.3% 6.7% 3.1% 3.2% 4.5% 0.6% -1.4% -2.7%
Real wage growth (%) 8.5% 11.9% 13.8% 5.7% 2.7% 3.5% -1.3% -3.1% -2.4%
Average gross wage growth (%) 11.4% 16.2% 20.4% 15.0% 7.0% 7.0% 0.1% 0.0% -2.7%
Nominal money supply growth (%) 42.0% 28.2% 13.4% 11.6% 8.5% 8.9% -11.0% -3.4% -3.1%
Nominal credit growth (%) 50.4% 51.6% 30.2% 9.3% 8.5% 8.2% 1.7% -6.3% -3.5%
External debt (% of GDP) 85.3% 96.4% 110.3% 110.1% 110.3% 110.0% 2.8% 1.2% 1.9%
Budget balance (% of GDP) 1.8% 3.4% 2.8% -1.2% 0.0% 0.0% 0.0% -2.3% -0.7%
Sources: Statistics Estonia, Eurostat, Eesti Pank


