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Executive summary
CFOs of largest Baltic companies are historically optimistic on near term future
despite the challenges from ongoing pandemic, supply chain problems or the
surge in energy prices.
Strong financial position and positive stance on the next 12 months lead to
increased willingness to take more risk on balance sheet.
Concerns related with the labor market jumped as the companies struggle to
find staff and the labour costs are increasing rapidly again.
Focus on digitalization, automation and innovation remains top priority for
Baltic companies for the next year.
Increased interest in investments in home markets.
87% of CFOs see financial benefits from investing in reduction of organization’s
impact on the environment.
80% of all CFOs claim that the company plans to invest in sustainability in the
next 12 months.
Similar share of companies has a strategy tackling climate change or is on the
track to execute it.
Measuring CO2 footprint is one of the most relevant targets for investments in
sustainability in short term as it will soon become a critical metric in reporting.

Baltic CFO survey
– Once per year since 2014
– Omitted last year due to COVID-19
– 289 CFOs of the largest SEB Baltic corporate clients responded
– Carried out in September this year
– 7 standard questions ranging from the assessment of the current financial
situation and short-term outlook to revealing major concerns and the
investment plans of the companies’
– Special 2021 topic: environmental agenda.
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The answers clearly indicate about the
optimistic stance of Baltic companies’ CFOs
on short term business conditions. The share
of respondents expecting favourable or very
favourable business conditions is even higher
compared to 2019 despite continuing pandemic. It seems that the companies believe
in the further recovery of both domestic and
external demand which should outweigh
challenges arriving from supply chain issues
or very high energy prices. Compared to
2019 the assessments about the business
conditions in 12 months improved the most
in Estonia. Totally 62% of surveyed CFOs
in Estonia believe that business conditions
for the company will be favourable or very
favourable. The lowest share of companies
with such optimistic stance in 2021 was in
Latvia. Other surveys from official institutions also confirm that economic sentiments
of businesses in Baltics came back to prepandemic level. That is also in line with GDP
performance as Estonia’s output jumped the
most since the pre-pandemic level, while the
slowest pace of recovery has been in Latvia.
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Latvia is the first with 83% of companies
assessing the financial position as favourable
or very favourable. It is true that Lithuania
and Estonia lag only modestly with respective 80% and 75% share of companies
claiming that financial situation of companies
is strong. Compared to 2019 survey, the
assessments of financial position improved
in Lithuania and Latvia, while in Estonia
there was no significant change. Overall, the
answers again confirm that large enterprises
survived pandemic period successfully both
due to demonstrated flexibility and material fiscal support. Current strong financial
position allows the companies not only to be
better prepared for possible challenges, but
also think about the investments.

Q3. The greatest concerns for
the company in the next
12 months (multiple choices)
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Companies in Latvia stand out as the most
afraid of another lockdown due to COVID
as 59% of respondents name it as great
concern in the next 12 months. In Lithuania
and Estonia much lower share of companies
named it as a great threat. We can assume
that previous lockdowns in Latvia had a more
severe impact to economy compared to
lockdowns in Lithuania and Estonia. Another
explanation might be that relatively more
Latvian companies operating in sectors that
were negatively impacted by lockdowns participated in our survey. It is quite interesting
that in such volatile environment relatively
few CFOs are afraid of economic downturn.
This concern takes only fifth place among
Baltic companies.
Shortage of skilled professionals and increasing cost of staff is the common top issue for
the companies in all three Baltic countries.
Although unemployment is still above
the pre-pandemic level, many companies
complain about the difficulties in finding the
employees. The share of companies in Lithuania naming the lack of skilled professionals
as a concern is even higher compared to the
years of 2018 or 2019. Tight labor market
is again rapidly pushing up wage level. The
survey’s results confirm that the issue of
strong growth in labor costs is more relevant
in Lithuania and Estonia as the 57% of
companies in Lithuania and 56% in Estonia
call it a material concern compared to 41%
of companies in Latvia.
On top of wages growth, the recent jump
in energy and materials prices also adds
pressure on companies’ profitability. The
concern of pressure on margins and prices
is especially high in Estonia as two thirds of
companies name it as a great concern in the
next year. It is also interesting that increased
tensions with Eastern neighbors did not have
an impact on the share of companies seeing
geopolitical risk as great concern in short
term.

Q4. The probability for
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12 months
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Q5. Assuming a current cash surplus position, companies use the
money in the next 12 months to:
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When pandemic started, there were many
concerns about the solvency and liquidity
among companies, but better than expected
economic development together with
adequate fiscal support helped to avoid the
wave of bankruptcies or material worsening in solvency. The answers to the question
about the probability for counterparts’ default in the next 12 months demonstrate that
in 2021 CFOs are even less worried about
the worsening of counterparts’ financial position than they were in 2019. Time will tell
if such optimism was correct, but the risk of
higher defaults is increasing as the economies are coming back to normal life, fiscal
support is diminishing, and the number of
bankruptcies unavoidably will return to the
historically normal levels.

The survey reveals that in 2021 in case of
surplus cash the largest share of companies
would invest in home country. That indicates
that companies believe in further recovery of
domestic markets as the private consumption
is forecasted to demonstrate growth in the
next few years. Historically high consumer
confidence, accumulated households’ savings
and remaining strong growth in net wages
are convincing factors for the belief in positive trends in household consumption. The
share of companies that would invest abroad
dropped and that probably relates COVID-19
pandemic as the economic situation in other
European companies is not so favourable
as in Baltics and travelling between various
countries is not without the limitations.
There is no surprise in the drop of the share
of companies that would pay down debt in
case of surplus cash as the indebtedness of
companies did not increase during pandemic
times and there is no need to deleverage. It
is interesting that compared to 2019 survey
this year there was a significant increase in
the share of Lithuanian companies that would
pay out dividends to shareholders. It depends
on the structure of shareholders, but the
fact that almost a quarter of the companies
would choose to return surplus cash to the
shareholders might mean that there is lack of
investment ideas among companies.

Q6. Corporate priorities for the
next year
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Corporate priorities differ quite significantly
among Baltic companies. In Estonia there is a
clear focus on digitalization, automatization,
and innovation. That connects with the highest share of value added in IT sector in Estonia compared to other countries. In Lithuania
the largest share of companies names the
growth in investments to increase production
capacity as the top priority for the next year.
Lithuania has the stronger industrial sector
and current capacity utilization level is record
one, therefore it is rational for such companies
to concentrate on operational investments
assuming strong order book of production. In
Latvia the priorities among the companies are
distributed more evenly. The answers of CFOS
among all companies also point to the strong
focus on growth as only historically small
share of companies name reducing cost or
increasing cash flow as the priority.

Q7. Is this a good time to be taking
greater risk onto balance sheet?
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The distribution of answers is quite similar
among companies in Baltics countries and
clearly indicate about the historically strong
willingness to increase short-term and
long-term risk. Despite ongoing pandemic,
companies are more eager to take more
risk even compared to pre-pandemic years.
In Estonia the willingness to take more risk
increased the most since 2019. It might be assumed that the companies expect historically
strong economic growth next year and that
justifies higher risk on companies’ balance.
The answers also clearly indicate stronger
investment activities.

Q8. Does the company have strategy tackling
climate change and is on track to execute it?
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Yes, we have the strategy, but we lack execution

No, but we are planning to create it in upcoming 12 months

Yes, we have the strategy and the company is on track

Q9. Who is responsible for the
implementation of environmental agenda in organization?
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In Latvia and Estonia, the share of companies that have the strategy on tackling
climate change is much higher compared to
Lithuania. However, the share of companies
that have and are already on the track to
implement it is quite similar among Baltic
countries. More than one third of surveyed
companies in Lithuania do not have, but plan
to create the strategy in the next 12 months,
compared to 18% in Latvia and 22% in
Estonia. This comes to no surprise, as more
and more of Lithuanian companies are realizing the importance of integrating sustainability into their businesses from both risk
management and growth perspectives. The
share of companies that do not have and do
not plan to have such strategy is the largest
in Latvia, but the differences are not very
significant. We stipulate that this number
will go down - there is increasing urgency
for larger companies to adopt sustainability
due to many factors: incoming regulation,
customers’ attitudes, partners, and financial
institution expectations.

Around 20% of surveyed companies have
sustainability officers. Estonia stands out
with the share of PR and marketing persons
responsible for the implementation of environmental agenda. Sustainability was seen
as mostly communication topic (i.e., brand
positioning), hence PR oriented positions
were the ones accountable for it. However,
this is steadily changing on the global scale
mostly because companies started to be cautious of risks associated with greenwashing.
In Estonia the share of companies with no
responsible persons for corporate sustainability is the smallest one. Besides, there is a
great variation of answers among companies
who is responsible for corporate sustainability implementation ranging from CEO or CFO
to the managers of quality or logistics. The
answers perfectly describe and illustrate
that sustainability governance is quite a
new topic among companies and there is no
established universal approach to it in the
Baltic market. Such numbers also might explain why nearly one sixth of the companies
are struggling with sustainability strategy
implementation – without having clear
governance model with dedicated resources,
it is difficult to lead initiatives for people who
have multiple priorities within their roles.

Q10. Does the organization evaluate the environmental impact
of its products and services?
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Companies in Estonia are the leaders in
evaluating environmental impact of its
products and services. Latvian companies
are a little bit lagging, but the share of such
companies is above 50% in all three countries. The share of the companies measuring
their environmental impact is very encouraging. However, if we consider percentage
of companies with sustainability strategy
implementation, we can observe a clear gap
between measuring environmental impact
and actioning such insights towards environmental impact reduction. Around 10% of
companies in all countries do not plan to do
such evaluation in the next 12 months.
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Q11. Does organization see
financial benefits from investing
in reduction of organization’s
impact on the environment?
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It is very encouraging that around 85% of
companies in all countries see the financial
benefits of integrating sustainability into
their businesses. Companies are trying to
follow changing business landscape which
puts sustainability as one of the key priorities. Numerous studies in Europe, US and
other markets are indicating that consumers
are more likely to buy sustainable products
(around 70% of consumers), they are
expecting brands to create sustainable products (around 80% of consumers) and even
would be willing to pay more for it (50% of
consumers). Such trends are also emerging
in the Baltics, hence there is no surprise that
companies are already trying to leverage it
and capitalize on it.
Latvia and Lithuania have the largest share
of companies that believe in new business
opportunities while Estonian companies
stand out in seeing financial benefits from
investing in reduction of organization’s
impact on the environment from changing
consumer behavior. This partly might be
because Estonia has closest export links with
Scandinavian markets where sustainability
maturity is higher vs Baltic countries. As Nordic consumers are more climate conscious it
might have a spillover effect into Estonia as
well. In Estonia, the share of companies that
do not see financial benefits is the smallest
one compared to Latvia and Lithuania.

Q12. If the company invests in sustainability, where the investments
related to environmental impact
would be directed in the next
12 months? (multiple choices)
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Measuring CO2 footprint could be named
as one of the most relevant targets for
investments in sustainability during the next
year among all three countries. Measuring
total CO2 footprint in some industries is a
tough challenge especially for those which
have complex supply chains. This will likely
become a critical metric for companies in
their reporting (not only to governments but
also key partners) hence investments will be
needed.

18 %
16 %

15 %

Measuring CO2 footprint

Investing in R&D to create/
enhance products

Investing in sustainability
governance model

Creating and expanding our
sustainability strategy

Creating and implementing sustainable organisational culture

No, we do not plan to invest in
sustainability

Creating and expanding sustainability
strategy would also be one of top priorities
for investments in Lithuania and Latvia. The
share of companies choosing such answer is
slightly smaller in Estonia, but Estonian companies stand out by the share of companies
that plan to invest in R&D to create/enhance
products, related to environmental impact
and create/implement sustainable organizational culture. As Estonia seems to be edging
over other Baltic countries, Estonian companies are more likely to focus on tangibility
and take further steps towards R&D and
new product development versus taking first
steps of implementing strategy.

Q13. What is the main challenge for the company
in relation to environmental impact in the next 12
months?
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Developing a clear vision and strategy is the
greatest challenge among all Baltic countries.
Knowledge and understanding of regulation
and compliance requirements is the number
two challenge in Estonia and Latvia and
number 3 in Lithuania. These two challenges
go hand in hand – companies are still struggling to define their vision and strategy as
they lack knowledge and clarity on regulatory requirements for the future as they
themselves are evolving. There is no doubt
that companies are struggling to find relevant
workforce which would help accelerate their
sustainability journeys as such talent is still
scarce in the market.

Macroeconomic outlook
Estonia
The transition from a steep recession to an economic boom has happened
almost in a blink of an eye. When in Q2 2020 economic output fell by 7%, only a
year later growth reached 13%, the highest figure recorded since 1997. What
is even more striking is that compared to pre-crisis high, GDP stood already at
6.7% higher level in Q2. Many other EU countries are not able to reach previous
GDP levels for some time.
A rising tide has lifted nearly all the boats. Most industrial companies now
state that the shortage of materials and equipment, not the demand, limits the
further growth of their production. The industrial sentiment index stands at its
highest level since 2007. The spirits are high also among the companies catering the domestic economy. Growth of retail sales has continued in double-digit
figures despite the high comparison base of last year. Economic confidence has
passed its pre-crisis level even in the service industry that is still lacking foreign
tourists. At least for now, the future looks bright. Current high demand in main
export markets will not vanish overnight. The same goes for domestic demand
that has been propped up by the 2nd pillar pension savings and a brisk wage
growth.
Fast recovery has not come without drawbacks. Global high demand for energy
as well as many other goods and commodities has created bottlenecks. This
has pushed up their price and many companies as well as households see the
gains in their income being eaten away by the inflation. The inflation outlook
remains somewhat unclear, but at least in some areas, price increases already
seem to have reached their peak. However, even with inflation exceeding 3%,
the growth of nominal gross salaries will more than double that, boosting real
incomes and increasing living standards.
On the further horizon, several serious challenges arise. Estonia is ongoing a
demographic shift where the number of people in their late 20s-early 30s will
drop by 40%. This will make an impact on the labour market, real estate and
many other parts of the economy. Another question is how long the IT sector
can remain the main contributor to the GDP growth. In Q2 2021 information
and communication sector already made up almost 10% of the total value added in the economy, but at one point sector’s chronic labour shortages will reach
the point from where the future growth can only become very slow. Thirdly, in
many other parts of the economy, climbing up the value chain has been difficult.
This raises questions about the fate of sectors such as manufacturing, where
the labour productivity remains low even compared to countries at a similar
economic development level.

Macroeconomic outlook
Latvia
The economy was quickly back on its feet in Q2, with GDP surging by 5.1 %
in the first half of the year. The strength of the rebound brought the economy
above pre-crisis levels. From April onwards, there are strong signs of economic
recovery. This year we expect the economy to grow by 4.3 %. Next year it will
speed up to 5.2 % growth, then slow to 4.2 % in 2023. Despite vaccinations
being under way, their pace is slowing. This makes new waves of restrictions
unavoidable.
Exports remain a key driver for the manufacturing sector, while consumption is
expanding at a good pace. In July retail sales rose by a mediocre 4.8 %. Spending patterns are cautious, while deposits in the banking sector continue piling
up. In July exports of goods increased by 25.5 %, with solid increases for all
major categories except electrical machinery and equipment. An approaching
worldwide construction boom will sustain strong demand for various materials
used in construction. Manufacturing was up by 7.9 % in July.
The good news is that there was a significant increase in production in the
high and medium-high technology sectors. The medium-term outlook remains
clearly positive. The most affected sectors – catering, accommodation, entertainment, and leisure – will stabilize, but a full recovery will take longer. Construction faces overheating risks due to an approaching EU fund tsunami and
other big projects such as Rail Baltica. The primary challenges are how to deal
with labour shortages, rising costs, supply chain disruptions and infection risks.
In the second quarter, wages were somewhat surprisingly up by 10.2 %. The
number of low-income earners has decreased significantly, but those who receive more than the average wage increased. Although the economy is recovering, fiscal stimulus measures are more lavish than last year.
The labour market has passed the most difficult stage, with unemployment falling by 0.2 percentage points to 7.9 % in the second quarter. Due to structural
issues, improvements in the labour market could be quite gradual.
Higher prices for transport, housing and food pushed up inflation to 3.7 % in August. After a period of low inflation, this increases frustration and undermines
purchasing power amid conditions of uncertainty. Although inflation will still lag
wage growth, certain support measures for socially vulnerable groups should
be considered. By the end of the year, inflation will peak around 5 % and then
gradually ease.

Macroeconomic outlook
Lithuania
Strong economic growth continued during the third quarter in Lithuania and
the economy is on the track to achieve our forecasted GDP growth of 4.3% this
year after 0.9% slump in output in 2020. Worsening epidemiological situation
and supply chain disruptions together with record high energy prices are major
short-term risks to economic growth. On top of that sanctions to Belarus will
also have a negative impact on economy next year. In 2022 we expect GDP to
rise by 3.6 and in 2023 by 3.3%.
Industrial production is already more than 15% above the pre-pandemic level.
Despite persisting supply chain problems industrial companies managed to
demonstrate solid performance in summer, too. However, the growth is expected to stabilize in the next quarters despite the strong order books. Firstly,
capacity utilization reached record high level in third quarter of 2021 and that
inevitably requires higher capital expenditures. Moreover, the number of companies complaining about a labor shortage is historically high. Finally, supply
chain problems seem to last longer than previously expected.
Private consumption growth is forecasted to remain the main contributor to
economic growth in the upcoming quarters. Accumulated higher than usually
savings, stable consumer confidence, continued wage growth and falling unemployment provide material support to household expenditure growth. However,
accelerating inflation due to the jump in energy prices is an apparent negative
factor that will hold back private consumption growth. Annual HICP inflation
jumped to 6.3% in September and is likely to peak only in January when electricity and natural gas prices to households will be increased.
Labor market has been improving during the last few quarters. The number of
employees in the country is already by 2% higher compared to pre-pandemic
level, but the unemployment remains higher than before pandemic. We forecast
that unemployment will drop to 7.2% in 2021 and go down to 6.6% in 2022.
Average gross wage in 2021 is expected to rise by 9.5 per cent – only marginally smaller growth than in 2020. Unlike the past two years, in 2022 private
sector pay will increase more than public sector pay. Monthly minimum wage
will rise from 642 to 730 euros in 2022 and will materially contribute to higher
labor costs to businesses. We forecast that average will increase by 7.5% in
2022 and 6.5% in 2023.
Government will be responsive to the issues the economy will be facing and
will not be in hurry to reduce budget deficit closer to zero as fiscal discipline
rule in 2022 will not be applied. Budget deficit is expected to be 6.2% GDP this
year and to drop to 3.2% GDP in 2022. Government has already received first
tranche from Recovery and Resilience Facility and will have a positive impact on
public spending in the next few years.

