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Foreword

The Baltic economies demonstrated strong rebound in 2021
supported by solid growth in exports and private consumption.
Supply chain problems had rather limited impact on businesses
results in 2021, but much bigger problems emerged due to very
sharp increase in prices of energy and materials. Recovery in
private consumption was especially solid in Lithuanian and
Estonia with the increase in retail trade among the fastest in EU.
Recovery in Latvia in 2021 was slower due to more difficulties
managing pandemics. Situation in labour market kept on
improving in all Baltic countries and increasing tightness led to
higher growth in labour costs. We are more conservative on
economic growth in 2022 as jump in inflation will have a
negative impact on real private consumption growth. Moreover,
geopolitical risks also sharply increased and might lead to
unfavourable outcomes. According to SEB forecastsn ] T e i A |
economy will expand by 3.2 per cent,fi n Fog 416\per cent

andY é n E n by B.& geicent ir2022.

In 2022 edition of Baltic Business Outlook, we
present the most important insights about the
plans and the concerns from arou@d04 small

and mediunsized enterprise4SME)in Latvig
Lithuania and Estonia. SMEs are the backbone of
Baltic economies, and their confidence indicators

can give us a good idea about future
developments of businesses and economic
processes. We also want to say thank you for all
representatives of companies that participated
in our survey and devoted their precious time.
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Methodology

Only the results of the small and medium
enterprises (SMEs) with the age above 3 years
were included in this report.

Turnover growth

In the survey, companies expecting at least 15% turnover growtl
in 2022 are labelled as optimists while the companies expecting
growth figures below 15% are moderate optimists and the rest,
predicting a decline in turnover, are considered pessimists.

Employment

The employment outlook is divided into three groups:
companies planning to hire new staff in 2022, the ones
keeping the headcount unchanged and the companies
intending to cut back on personnel.

Exports

The respondents are divided into three groups:
companies planning to enter new markets in 2022,
those intending to grow in existing export markets,
and companies focusing on the domestic market.
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Innovation

The analysis refers to two groups of companies: those planning
innovations in 2022, be they in products, services, business
models, and/or employee development, or those not planning ¢
of the abovementioned.

Investments

The threshold of major investments is set at EUR 30 thousand
this survey, with the companies investing amounts above and
below that constituting the first two groups, and the third group
composed of companies not planning any investments in 2022

Sustainability

This year questions regarding sustainability were also left to fir
out the importance of different factors for achieving success ar
how much effort they have put in these areas during last 3 yea
Moreover, one question regarding EU taxonomy was introduce
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Estonia —

Executive summary: SME plans for 2022

79904 1490 4279/ Up and down: Where are they?

will keep the number will remain focused  will make 0

of employees on domestic market investments 15 /O

unchanged pessimists

A Manufacturing, A Education, healthcare,

administrative and wholesale and retail trade,

8 2 % 49 % 4 2 % support service activities,  arts, entertainment and
agriculture, forestry and recreation

' ir igitalisation i fishing, construction
doesint pIar:c hiring plan ; fj|g|talzsa:|9nt|r]s | g ATurnover up to EUR 65
employees from Innovations Important in their A Turnover from EUR 650  thousand

foreign countries business thousand to EUR 2 million
1-10 employees.

A 11-20 employees.

4  * 834 respondents S|E‘B



Latvia
Executive summary: SME plans for 2022

4% 81% 50%

will keep the number will remain focused  will make
of employees on domestic market investments
unchanged

86 % 44% 32%

doesn't plan hiring  plan digitalisation is
employees from Innovations important in their
foreign countries business

5 * 398 respondents

Up and down: Where are they?

21%

pessimists

A Manufacturing, administrative A Arts, entertainment and
and support service activities,  recreation, wholesale and
agriculture, forestry and fishin¢  retail trade, education,

healthcare
A Turnover from EUR 650

thousand to EUR 2 million. A Turnover up to EUR 65

thousand.
A 11-20 employees

A 1-10 employees.
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Lithuania

Executive summary: SME plans for 2022

68% 2% 47%

will keep the number will remain focused  will make
of employees on domestic market investments
unchanged

85% 43% 43%

doesn't plan hiring  plan digitalisation is
employees from Innovations important in their
foreign countries business

6 *638respondents

Up and down: Where are they?

24%

pessimists
A Arts, entertainmentand A Accommodation and food
recreation, manufacturing, service activities,
agriculture, forestry and transportation and storage,
fishing administrative and support

service activities
A Turnover more than EUR 2

million. ATurnover up to EUR 65

thousand.
A More than 100 employees.

A 1-10 employees.
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In the beginning of 2022, the share of companies expecting the decrease in
turnover dropped significantly compared to last year in all three Baltic countries
and there was a respective increase in the share efated moderate optimists.
Meanwhile, the share of companies forecasting strong growth in turnover
increased only marginally. Estonian SMEs remained the most optimistic in Baltics
and Lithuanian companies were the most pessimistic ones.
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«Efin él SLCynCA yEATHDC e7T $§j
Moderate

Pessimists optimists Optimists

turnoverwill turnover will turnover will

decline increase by increaseby
up to 15% morethan 15%

One of the strong factors for higher turnover in 2022 will be accelerated
inflation, which will have a positive impact on sales revenue (of course, if the
demand of goods or services do not fall materially), but higher rise in costs
will also have a negative impact on businesses particularly those, that cannot
transfer the increase in costs rapidly into the final price of product or service.

~

yiTLATSAlL nnlTjRCI é1 0GUO3
13%
Optimists 13%
12%

73%

Moderate optimists 66%

15%
21%
24%

Pessimists

H Estonia ® Latvia = Lithuania
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NT nEél $CAlAlL I nl RECS E
vA>l nEfin EAl geélTén nEC
LAaT ACT ey ACyl Cial CA yil

concerns. Burdensome legislation and excess bureaucracy also stayed as a
significant problem having negative impact on SMEs growth.

Estonia
High tax burden. — 37

) . 3.4
Covidlocrisis | 3 0

Burdensome legislation ands 27

excess bureaucracy GG 2.7

Problems in finding the marketr 2.8

for products and services [N 2.7
Low productivy - 7

Labourshortage G > 5

Difficult access to financea_ 22'56

Challenges with supply chail i 25

Non-payment of invoices or latee

payment by customers [ 2 3

Insufficient skills of employees I %

Problems with developing news 2.2

products or technologies [ 2.1

Difficulties in finding foreign partnersr 2.2

or entering foreign markets [ 2.0
2021 January ® 2022 January

E nAS unl ACT \tivds@ littie Bitysgrprigink to ek tatbbunshoitagé wag iotGimdng TORF C 1T
| jfFnE jd yjT L pbdeddhkaringthe fiegulR €dm@laintsBtdut SlackEbpuriCBaltice T L iy n
Al CA nj ¢ghil n § Cduftred. Bésigds, RUpgly climim probler@sl Wierke dlsd Aot ifl the tdpRondem U
for surveyed companies this year. Accessing to finance remained the problem
of rather low importance for most companies, too.
daynj !l I j7 n FyagC dljl G nj 0D Cbinl Aérl
Latvia Lithuania -
ngh tax burden _ gg ngh tax burden 38
Burdensome legislation ands 3.3 Burdensome legislation ands 3.1
excess bureaucracy [l 34 excess bureaucracy 35
Covid19 crisis [ Covid19 crisis 3372
25 Problems in finding the marketr 3.2
Labourshortage i - 9 for products and services 3.1
Low productivity | %% Labourshortage 2'3?.0
Problems in finding the market 2.8 ) .
for products and services IR 2.6 Challenges with supply chair 3.0
Difficult access to flnance_ 2. 4 Insufficient skills of employees 2'2?8
: . Low productivity 26
Challenges with supply chairi_ 2.4 2.7
Non-payment of invoices or late2 Non-payment of invoices or late 28
payment by customers EEE 2 3 payment by customers 2.6
- . . Problems with developing news 2.5
Insufficient skills of employees_ 2_3 products or technologies 2.6
Problems with developing news 21 o : 2.8
products or technologies [ 2.1 Difficult access to finance: 25
Difficulties in finding foreign partnersr Difficulties in finding foreign partners 2.5
or entering foreign markets EEEY 1. 9 or entering foreign markets 25
2021 January ® 2022 January 2021 January 2022 January
SEB
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More companies said that the number of employees dropped than the increased ed yjnl+tCD yjTLAal CA nj Inl RCSAL

during the last year in all Baltic countries and that is rather interesting as official
data reveals that the number of employed persons rapidly increased and the
unemployment rate dropped in all three countries in 2021.

How has the number of your staff changed during the last year?

Estonia

79%
74%

18%
8% 9% 12%

Increased Remained the Decreased
same

2021 January ® 2022 January

Latvia
73% (4%

18% 17%

9% 9% I
B

Increased Remained the Decreased
same

2021 January ® 2022 January

drop in share of companies that reduced staff last year and the
changes were more significant in Estonia and Lithuania.

Lithuania

67% 66%

23%
18%

15%

10% I

| Clngnl

Increased Remained the Decreased

same

2021 January ® 2022 January

SEB



There were no significant changes in the expectations of SMEs regarding
hiring new employees. Lithuanian companies remained the most
optimistic on changes in staff in 2022 as almost one of four surveyed

The share of companies that plan to reduce staff was the smallest in Estonia. Overall,
such results that more companies want to increase than reduce staff in 2022 among
Baltic companies demonstrate quite optimistic attitude on growth potential this year.

companies said that the number of employees will increase.

How will the number of staff at your company change by the end of 20227?

That also indicate that unemployment rate might fall further during this year.

Estonia Latvia Lithuania
760 (9% 8% 0 68% 68%

0

210 24%
13% 0 9% 11% 11% 8%

B B
- N
Increased Remained the Decreased Increased Remained the Decreased Increased Remained the Decreased
same same same

2021 January ® 2022 January
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2021 January ® 2022 January

2021 January 2022 January
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Survey demonstrated that the share of SMEs employing foreigners was
close to 10 per cent in Estonia and Lithuania and a little bit lower in Latvia
this year. Since the last survey, the changes were minimal. Despite the
tightness in labor market, the share of companies that do not have, but
are interested to hire foreigners remained stable, too.

Does your company have employees from foreign countries?

809, S070 85%

% o 8% 9% 9% 794
1 . 1 5
Yes No, but interested to hire No and don't plan to

have
H Estonia ®Latvia ® Lithuania
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Such responses indicate that the number of foreign employees in
2022 will increase, but the changes will not be material. Estonia
stand out in Baltics with the highest share of foreign workers, while
in Lithuania the share of foreign managers is the lowest.

If yes, who are they?

54%

45% 45%

39% 40%
30%
24% 25%
II ]

Workers Specialists Managers

H Estonia ® Latvia ® Lithuania
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During the last year, the share of companies that are focused on domestic market YAnRenAAl yjTLAaTeCl Al C nEC Tjlkn jleécCinc

again increased. The fact that Baltic economies recovered rapidly from the markets, while the share of such locally oriented companies is slightly
pandemics and the private demand was strong might be one of the reasons why smaller in Estonia and Lithuania. Two thirds of companies that plan to
companies increases their exposure into domestic market. However, continued enter new export markets say that the target markets are EU
tendencies are not very welcome in longer perspective as usually exgrarhted countries and especially Nordics and other Baltic countries.

companies are able to demonstrate rapid growth and generate higher value added.

Are you planning on entering any new export markets in 2022? TOP new export markets:
81%
74% 0
2% ¢ Baltics ¢ Russia
¢ Nordics ¢ USA
¢ Other EU countries ¢ Asia
16% PP e S M=

13% 5%

10% 10% I . 9%

Plan to enter new export  Plan to expand into Domestic country will
markets existing export markets remain our target market

H Estonia ®Latvia = Lithuania
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The share of surveyed companies that plan innovations and development in 2022

slightly dropped from last year and fell to below 50 per cent level. Certainly, that is
not positive and welcome change, because it is obvious that the more companies

invest in innovations and development, the higher probability of success in growth.
Higher focus in domestic market and increased costs might be one of the reasons
for such changes during the last year.

What kind of innovations and
developments are you planning for 20227

32%
Product/service 28%
24%
16%
14%

18%

13%
11%
16%

Automate production/
administrative processes

Employees trainings
8%
Business model 7%
8%
H Estonia® Latvia = Lithuania
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Of those companies that plan innovations and developments the
majority intends to develop new products and services. Estonia
stands out by the share of such companies, while Lithuanian
companies lags in developing products and services.
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There were practically no significant changes in the plans of companies
about their investments for this year. In 2021 investments from
companies recovered in Baltics from the downturn in 2020. Improved
business sentiments, strong external demand, fagpacity utilization and
increasing labor costs motivated companies to increase investments.

Are you planning any investments for 20227?

It is likely that similar tendencies will continue this year, but some concerns
regarding geopolitical risk, increased costs of investments and remaining
supply chain bottlenecks might deter from even higher investments.

Estonia Latvia Lithuania

Up to EUR 10 th e 142 Up to EUR 10 th g 2000 Up to EUR 10 th o
EUR 10-30 th g’ 1270 EUR 10-30 th gy 1529 EUR 10-30 th 123
EUR 30-50 th g %0 EUR 30-50 th g 3% EUR 30-50 th %8

More than EUR 50 th gy’ 470 More than EUR 50 th gl d0%0 More than EUR 50 th }5%,
NO INVESIMENS g 2%?/24 No investments [ 22202% No investments %j:%
DI RGOV —— %Agé% Don't know yet g %g% Don't know yet 23(%%
2021 January ® 2022 January 2021 January ® 2022 January 2021 January 2022 January
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There was a slight increase in the share of companies mentioning that
digitalization is not in agenda for 2022. Again, that is a minor surprise
considering very sharp growth iregmmerce during the last two years.

Although there are many hopes that pandemics is close to finish, but it
does not mean that consumers will turn their backs on digital channels.
Besides, the need for businesses to increase productivity remains very

relevant topic and digitalization is one the great tool to do it.

How important is digitalization in your company's agenda for 20227?

Estonia

. 15%
Very important - 14%

L 33%
Quite important _ 29%

0
Not important at all 26%

I 31%

. 26%
Don't know yet _ 26%

2021 January ® 2022 January
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Latvia

12%

Very important . 99
0

o 27%
Quite important - 2304

Not important at all 44%
R 49%

. 17%
Don't know yet - 18%

2021 January ® 2022 January

Lithuania

Very important

Quite important

Not important at all

Don't know yet

2021 January

18%
11%

33%
32%

23%
26%

26%
31%

2022 January

SEB



Estonian companies are more focused on sales digitalization, Latvian on
production processes automation and Lithuanians on administrative
processes automation. Differences in priorities greatly depend on the
distribution of the sectors the respondents are active.

On which digitalization activity you will focus in 202272

(share of companies that plans to focus on digitalization, more than one answer is possible)

59%

50% 50%
45% 46%
33%
0

Sales digitalization Production processes Administrative processes
automation automation

W Estonia ®m Latvia ® Lithuania
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Estonian companies are again the leaders in selling products and
providing services online, while there was a sharp drop in the share of
such companies in Lithuania. Of course, much depends on the economic
sectors the surveyed companies operate, but still results indicate that
Estonian companies are the leaders in online sale.

Do you have an-shop?

28%
Yes 20%

19%

No, but we plan to have 12%

11%

No 68%
76%

W Estonia ® Latvia ™ Lithuania
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l.e., 54 per cent of surveyed Estonian companies in retail and
wholesale trade have-shops, while only 29 per cent of Latvian and
Lithuanian companies have it.

What is a share of your sales generated in youskop?

27%
71-100%
31-70% 24%
3%
10-30% 28%

27%

less than 10%

49%

H Estonia ® Latvia ® Lithuania

SEB



As it was last year, Lithuanian companies attach more importance to all those Although environmental issues is a common topic nowadays, the share of
three factors compared to Latvian and Estonian companies. The highest score companies that treat this factor as very important for sustainable growth is
is placed for the factor of contributing to employees and the community. relatively low. Estonian companies stand out wit the lowest score in Baltics.

The importance of the following factors for achieving sustainable
success with your company (on a scale from 1 to 5)

. Responsjble
business g.CtIVItIeS

Responsible attitude
towards natural resources
and environment

Contribution to employees
and the co ml}/nlty 3.5

3.9

W Estonia ® Latvia ® Lithuania
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In Estonia the companies put the most effort in responsible business
activities, companies in Latvia paid most attention in choosing
sustainable partners and companies in Lithuania invested most in
responsible attitude towards natural resources.

How much effort have you put in these areas during last 3 years?
Onascale from1to5

Responsible business activitie_.
Choosing sustainable partner_31 £
. _ 3.2
Decreasing the printing paperfi s
Responsible attitude towards natural resource-'
Trainings for employees_ .
Inclusion of employees .g

2
Using environmentally sustainable productio 2.72

Decreasing CO2 emissio_ 22'(.37
Using green energy/heating_2223

H Estonia ® Latvia ® Lithuania

The survey indicates that companies were not so concentrated in
decreasing COemissions and use green energy during the last three
years due to other priorities. However, it is inevitable that much more
efforts will be put into these areas in the near future especially when
more regulation comes in and the prices of energy recently jumped.




This new question helps to better understand if the companies in Baltics follow the Almost 80 percent of surveyed SMEs are aware of upcoming changes in

development of EU actions in meeting climate and energy targets and how they regulation which is not so bad result considering that currently EU taxonomy
TePEn éTLAayn nEC yjTLATSALE jLClIAneéj T Cismpreariéntd ifitg réqéirBment Belgrge pultiompdinies; buficeriaiglyd ¢ y in e j 1
system, establishing a list of environmentally sustainable economic activities will SMEs should also prepare for upcoming changes in a few years time.

play important role helping the EU to scale up sustainable investments.

Have EU green goals (taxonomy) and requirements
influenced the company's operations or behavior?

62%

71%
28%

50%
22%
19% 0
.0 = l i = I

| am aware of this, but it] do not know about the EW¥es, | am aware of this and
does not impact my green goals and already have a plan to
company so far requirements meet new requirements

H Estonia ®Latvia ® Lithuania
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