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Nordic Outlook Update – Estonia 
 

 
 

 
 Higher interest rates weigh on growth 

The economic recovery has continued broadly as expected, supported by both 
stronger household consumption and a rebound in exports. However, higher 
inflation and interest rates cast a shadow over the coming quarters. Rising prices 
will weigh on real wage growth and consumer sentiment, while higher interest 
rates will dampen demand as growth slows important export markets. We lower 
our GDP forecast for next year to 2.2 per cent and expect growth to pick up to 
close to 3 per cent in 2028. 
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 • Recent GDP figures show that the economy expanded by 0.6 per cent in the third quarter. 
This is broadly the same pace as average growth in the previous two quarters. 
 

• Significant revisions to the national accounts at the end of August showed that the 
economy was also in better shape than previously thought, with GDP growth for 2025 
revised up to 1.3 per cent. 
 

• The strong upswing in household consumption in the first quarter of 2026, driven by 
changes to personal income taxation, faded in subsequent months, but retail sales have 
continued to grow at a steady pace. However, rising interest rates and inflation will curb 
growth in 2027. 

 
• Household consumption has benefited from the lowest inflation in years. The average 

HICP inflation in 2026 will end up around 3 per cent, although surging energy prices have 
pushed it back above that level. Elevated fuel prices will keep inflation at 3 per cent also 
in 2027. 

 
• While consumer sentiment had been recovering from very low levels for most of 2026, 

the recent rise in energy prices has pushed it lower again. Business sentiment is stronger 
in export-oriented manufacturing, where growth has been gathering pace. 

 
• The labour market has remained stable, with the unemployment rate falling to around 5 

per cent, its lowest level since before the pandemic. Wage growth has remained close to 
6 per cent, roughly in line with nominal GDP growth. We expect the labour market to 
remain stable over the forecast horizon. 

 
• The surge in new lending to businesses has yet to translate into stronger investment 

activity. The prospect of higher interest rates will keep businesses cautious in the coming 
quarters. 

 
• The March 2027 parliamentary elections are expected to bring a new governing coalition 

to power. Despite promises to lower taxes, including abolishing the unpopular car tax and 
cutting VAT on food, the scope for such measures remains limited, given an already large 
budget deficit of close to 4 per cent. 
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The income tax reform introduced at the start of 2026 
gave retail sales a strong boost. Higher disposable incomes, 
especially among middle- and higher-income earners, have 
supported consumer spending. 

 Falling food prices and strong competition in the local fuel 
market have kept inflation below the euro area average in 
recent month. 

   

 

 

 
Consumer confidence has gradually recovered this year, 
but the recent rise in fuel prices has triggered another 
sharp decline. 

 Business confidence has improved markedly across 
sectors, despite persistently weak consumer sentiment. 

   

 

 

 
Unemployment is back to pre-pandemic levels, but 
employment still lags behind. 

 Despite a clear pick-up in corporate borrowing, stronger 
lending has yet to translate into higher investment. 
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Disclaimer 
This report has been compiled by SEB Corporates & Investment Banking, a division within Skandinaviska  
Enskilda Banken AB (publ) (“SEB”) to provide background information only. Opinions, projections and estimates contained in this 
report represent the author’s present opinion and are subject to change without notice. Although information contained in  
this report has been compiled in good faith from sources believed to be reliable, no representation or warranty, expressed or 
implied, is made with respect to its correctness, completeness or accuracy of the contents, and the information is not to be relied 
upon as authoritative. To the extent permitted by law, SEB accepts no liability whatsoever for any direct or consequential loss 
arising from use of this document or its contents. 
 
The analysis and valuations, projections and forecasts contained in this report are based on a number of assumptions and 
estimates and are subject to contingencies and uncertainties; different assumptions could result in materially different results. 
The inclusion of any such valuations, projections and forecasts in this report should not be regarded as a representation or 
warranty by or on behalf of the SEB Group or any person or entity within the SEB Group that such valuations, projections and 
forecasts or their underlying assumptions and estimates will be met or realised. Past performance is not a reliable indicator of  
future performance. Foreign currency rates of exchange may adversely affect the value, price or income of any security or 
related investment mentioned in this report. Anyone considering taking actions based upon the content of this document is urged 
to base investment decisions upon such investigations as they deem necessary.  
 
In the UK, this report is directed at and is for distribution only to (I) persons who have professional experience in matters  
relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (The ‘‘Order’’) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together 
being referred to as ‘‘relevant persons’’. This report must not be acted on or relied upon by persons in the UK who are not 
relevant persons. In the US, this report is distributed solely to persons who qualify as ‘‘major U.S. institutional investors’’ as 
defined in Rule 15a-6 under the Securities Exchange Act. U.S. persons wishing to effect transactions in any security discussed 
herein should do so by contacting SEBEI.  
 
The distribution of this document may be restricted in certain jurisdictions by law, and persons into whose possession this 
documents comes should inform themselves about, and observe, any such restrictions. This document is confidential to the 
recipient, any dissemination, distribution, copying, or other use of this communication is strictly prohibited. 
 
Skandinaviska Enskilda Banken AB (publ) is incorporated in Sweden, as a Limited Liability Company. It is regulated by 
Finansinspektionen, and by the local financial regulators in each of the jurisdictions in which it has branches or subsidiaries, 
including in the UK, by the Financial Services Authority; Denmark by Finanstilsynet; Finland by Finanssivalvonta; and Germany 
by Bundesanstalt für Finanzdienstleistungsaufsicht. In Norway, SEB Enskilda AS (‘ESO’) is regulated by Finanstilsynet. In the US, 
SEB Securities Inc (‘SEBEI’) is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority (FINRA). SEBEI 
and ESO are direct subsidiaries of SEB. 
 

   


