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Estonia at glance

Official name: Republic of Estonia 
Short form: Estonia 
National Day: Independence Day, February 24.
Estonia declared its independence on this day 
in 1918. Estonia became a NATO member state 
on 29 March 2004. Estonia became a European 
Union member state on 1 May 2004.

Key Facts
o National currency: the kroon, EEK (100 
sents = 1 kroon)
o Currency system: modified currency 
board 
o Currency peg: 1EUR = 15.65 EEK
o Currency peg and currency board fixed 
by law since June 1992 (originally to the Ger-
man Mark)
o Tax system: 22% flat income tax, rein-
vested corporate profit is tax free; 18% VAT

International Credit Ratings
o Moody’s: A1
o Standard & Poor: A, outlook positive
o Fitch: A, outlook positive
o Country ceiling rating: AA

Geography
Area: 45 227 square km. Estonia is a green land, 
forests cover around half of the country (20 155 
square km)

Distances from Tallinn to:
o Helsinki 85 km;
o Riga 307 km;
o St. Petersburg 395 km;
o Stockholm 405 km.

Number of islands: 1 521. Largest islands are 
Saaremaa, Hiiumaa and Muhu. Estonia is a 
country of thousand lakes, largest of these are 
Lake Peipsi and Lake Võrtsjärv. Highest point: 
Suur Munamägi (Great Egg Hill), 318 m

Population
1,342 million (as of 01.01.2007)
Population density: 30 inhabitants per
square km
The proportion of urban population in
2003: 67.5%. The proportion of rural
population in 2003: 32.5%. Largest
ethnic groups: Estonians (68%), Russians
(26%), Ukrainians (2%), Belarussians (1%)
and Finns (1%)

Language
The official language in Estonia is
Estonian which belongs to the
Finno-Ugric language family and is
closely related to Finnish. Along with
Finnish, English, Russian and German are
also widely spoken and understood.

State
Type: parliamentary democracy.
Head of the State is the President, who is
elected by the parliament or an electoral
body. National legislature: the Riigikogu.
A unicameral parliament of 101
members.

Education
The number of comprehensive schools
is 604, of which 498 are for speakers of
Estonian, 87 are for speakers of Russian
and 19 schools work in both Estonian
and Russian. There are 13 universities in
Estonia, including 6 private universities.

Religion
Since the Reformation movement in the
16th century, the Lutheran church has
played the leading role in Estonia. Other
larger active confessions are: Greek
Orthodox, Russian Orthodox, Baptist,
Methodist and Roman Catholic.
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Estonian national clearing 
and settlement system

The Estonian retail payment settlement 
system ESTA – managed and developed 
by the Bank of Estonia – is one of the fast-
est retail payment systems in Europe to-
day, which for the people and businesses 
of Estonia means the prompt movement 
of monies between the various credit in-
stitutions of Estonia 10 times a day after 
every hour.
Today, the Estonian retail payment sys-
tem ESTA is not positioned as a Pan-Eu-
ropean Automated Clearing House (PE-
ACH); neither have the Bank of Estonia 
and the credit institutions passed a de-
cision to invest into ESTA to the extent 
needed to bring the said system into 
conformity with the Pan-European Au-
tomated Clearing House/Settlement and 
Clearing Mechanism Framework (PE-
ACH/SCM Framework).
The SEPA vision foresees that by 2010 all 
the objectives concerning the develop-
ment of infrastructure, payment instru-
ments and the legal framework will be 
fulfilled and the domestic payments of 
the European Union member states will 
be settled via the Pan-European Auto-

mated Clearing House (PE-ACH) system. 
The implementation of SEPA requires 
the modernisation of retail payment sys-
tems and the establishment of common 
regulations.
The Estonian Banking Association has 
given a clear signal to the European 
Payments Council that the Estonian re-
tail payment clearing system in one of 
the best in Europe today; due to this it 
would be a major step backwards for 
Estonian customers if Estonia’s domestic 
payments were directed to a pan-Euro-
pean clearing system, of which there is 
only one today – EBA Step2.
The EPC has said that customers in a Eu-
ropean Union member state must not 
feel a recession in the operation of the 
clearing systems, and therefore there is 
hope that Estonian customers will also 
be able to use the current situation – in 
which money is received from one Esto-
nian bank to another within 1.5 hours 
on workdays – when Estonia becomes a 
member of the EMU.
Until the pan-European clearing systems 
meet the needs of Estonian people and 
businesses, Estonian banks are in no 
hurry to send their domestic euro pay-
ments to the pan-European clearing 

ESTONIAN SEPA MIGRATION

European retail payment system will witness radical changes in coming years. 
The current national payment instruments will be replaced with pan-European 
credit transfers, direct debits and card payments. We will see abrogation of many 
legacy clearing and settlement mechanisms and banks will have to re-evaluate 
the situation to understand the impact of new cost drivers and assess their cur-
rent standing in regards to internal processes, IT platforms and supply channels. 
While SEPA instruments will replace the domestic payment instruments in euro 
area, Estonia as non euro-zone country will maintain the domestic clearing and 
settlement infrastructure until joining the euro-zone. However, member banks of 
Estonian Banking Association have decided to offer clients a possibility to execute 
SEPA transactions in euro in the same basis as customers of euro-zone banks are 
offered. 
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systems. At the same time all Estonian 
banks (banking groups) have the option 
to join such systems as they see fit.
 

ESTA

ESTA settles domestic interbank retail 
payments using a fixed time schedule. 
ESTA only settles payments initiated in 
the Estonian kroon. 
ESTA is open every weekday from 8:15 
to 18:00. Payments are not settled on 
national holidays and at weekends. ESTA 
is convenient and fast, which is ensured 
by long working hours of the system and 
frequent transfers of payments to banks. 
Banks are informed of the incoming pay-
ment orders every hour. Hence, trans-
fers between banks take place 10 times 
a day, that is at every hour between 9:00 
and 18:00. A payment is transferred into 
the payee’s account within 30 to 90 min-
utes, depending on the time of initializ-
ing the payment.
ESTA settles payments in batches. A 
batch of payment orders from a partici-
pant will first undergo technical valida-
tion to check the format and accuracy 
of each payment order. As a result, the 
batch of payment orders may be vali-
dated, partially validated, or rejected. 
The entire batch is validated if all the 
payment orders in the batch have been 
entered correctly. If the number of in-
correct payment orders in the batch is 
below the predefined threshold deter-
mined by the participant, the batch is 
partially validated.
After technical validation the system 
carries out financial validation of the 
payment orders accepted as the result 
of the technical validation with the aim 
to check if the participant has sufficient 

cash collateral with ESTA in order to set-
tle the payments in the batch. 
If the cash collateral is sufficient, the 
credit institution’s current collaterals are 
renewed based on the validated pay-
ment orders (the amount of the payer’s 
collaterals is decreased and the payee’s 
bank collaterals are increased).
Following a change in the collaterals, 
payments in the payment orders batch 
are considered settled and finalized, and 
the credit institution that sent the batch 
is informed which payment orders were 
accepted (or settled) and which reject-
ed. 
At closing time, the manager of ESTA re-
turns the balance of each participant’s 
cash collateral into their accounts with 
Eesti Pank. 
ESTA participation is based on the princi-
ple that any person that has an account 
in Eesti Pank, meets the participation re-
quirements as determined by Eesti Pank 
and has concluded a respective agree-
ment with Eesti Pank can be a partici-
pant of ESTA.
As at 1 December 2007, ESTA had 13 
participants: Hansapank, SEB Eesti Üh-
ispank, Sampo Pank, Eesti Krediidipank, 
Tallinna Äripanga AS, AS SBM Pank, Nor-
dea Bank Estonia Branch, Parex Banka 
Estonia UniCredit Bank Estonia Branch, 
Svenska Handelsbanken AB Estonia, AS 
DnB NORD Banka Estonia, Eesti Pank and 
OMX Tallinn.

ESTA is a 100% secured system, which 
means that settlements of the credit 
institutions participating in the system 
are processed using cash collaterals they 
initially deposited into Eesti Pank. The 
payee is only informed of the incoming 
payment after it has been settled. Credit 
and liquidity risks are kept to a minimum 
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through the system’s functionality. Op-
erational risks are managed on a daily 
basis.
Eesti Pank pays special attention to the 
system’s operational reliability. Contin-
gency measures and procedures have 
been elaborated in order to secure set-
tlements in contingency situations. ESTA 
has been operational 99.8% of its work-
ing life.
An average of 80,000 payments a day 
(0,06 payments per capita) are settled 
via the system at a total value of 70 mil-
lion EUR.
The value and the number of payments 
have been growing every year. The rise 
in the annual value of payments in 2006 
was 37% and the number of payments 
grew by 14%.
Fees for the system participant 
It costs 100,000 Estonian kroons (EUR 6 
400) to join the settlement system of or-

dinary payments. Each participant of the 
system has to pay Eesti Pank, the manag-
er of the settlement system, 0.50 kroons 
(EUR 0,031) per each payment settled.

Trends in Estonian payment 
method usage

The growth of the turnover of payments 
intermediated by banks decelerated to 
20% at the end of September 2007 (27% 
in the previous period). The growth rate 
of the number of payments, however, 
was similar to earlier periods (12%). 
This has been fostered by the favorable 
economic environment, including the 
continuous income growth, the develop-
ment of the real estate market and the 
increasing loan volume.
Regarding retail payments, no unexpect-
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Turnover(EUR)
Number of 
payments 
(thousand)

Average amount 
(EUR thousand)

Total 26412,65 18 801,90 1,406056
Cash payments* 9,64 44,00 2527,13
Non-cash 
payments

293,96 11 780,50 1,406056
Cheques 2537,61 39 479,00 2529,623
Traveller’s 
cheques

0,04 0,10 0,447382
Other cheques 2525,85 39 448,00 0,830851
Card payments 196,09 10 454,60 0,019173
Direct debits 52,86 1 293,40 0,038347
Other debit 
orders**

44,05 39 629,00 2530,262
Mobile payments 
at POS

0,00 0,60 0,051129
Credit orders 26109,04 6 977,40 3,738831
Standing orders 206,22 180,30 2537,804
Paper-based 
credit orders

4633,39 218,10 21,24423
Telebank credit 
orders

3879,25 1 943,60 1,994043
Telephone bank 
credit orders

6,95 39 517,00 2529,495
Internet bank 
credit orders

6567,01 4 609,60 2526,364
Mobile credit 
orders

2525,21 39 491,00 0,019173
Other credit 
orders***

25,65 0,20 108,7073
SWIFT**** 10790,29 39 480,00 4963,334
Undefined 0,00 0,00 0

*   Cash payments include payments initiated with the down payment of cash or a 
cash card payment. Card transactions with cash function are cash payments to the 
account or receiving cash from the account.
**  Other debit orders include all debit orders not reflected under any other specific 
type of debit order (e.g., payments made on the basis of decisions subject to com-
pulsory execution, such as court judgments and rulings, precepts of tax authority to 
collect tax arrears, loan repayments, etc).
*** Other credit orders include all credit orders not reflected under any other spe-
cific type of credit order (e.g., conditional credit orders).
**** SWIFT (Society for Worldwide Interbank Financial Telecommunications) is a 
standardized international inter-bank information exchange network for forwarding 
transaction orders to banks in various countries.

Table 1. Payments by payment methods in the period January-Septem-
ber 2007 as a monthly average
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ed developments have occurred in the 
past five years. The Estonian payment 
environment has evolved dynamically 
over the years and reached an excellent 
level in terms of electronic payments, 
which is reflected in the growing avail-
ability of electronic payment methods 
and consumer preferences.
Owing to less risky and faster money 
transfers, non-cash payment methods 
have become more effective and their 
structure has not changed drastically in 
the past five years either. Card payments 
as well as Internet and telebank credit 
orders are used most frequently: they 
comprise 56%, 24% and 10%, respec-
tively, of the total number of payments 
intermediated by banks.
The majority of the turnover of non-
cash payments included credit orders 
over the Internet and telebank (35% and 
29%, respectively). The turnover of card 
payments, on the other hand, comprised 
merely 2%.
Cash does not dominate the Estonian 
payment environment: by the end of 
2006, the share of cash in the economy 
had declined to 4.9% of GDP.
 
By the end of September 2007, credit 
institutions operating in Estonia had 
issued a total of 1.7 million bank cards 
(1,26 cards per capita), which is 10% 
more than during the same period a 
year ago. 77% of those, i.e. approxi-
mately 1.3 million were debit cards and 
23%, i.e. 0.4 million, were credit cards. 
About 26% of all issued bank cards are 
passive. 
With the year, 89 ATMs were added 
and by the end of September there 
were 983 ATMs in Estonia (0,7 ATMs per 
thousand inhabitants), 85% of which 
allowed cross-usage. The growth in the 

number of points of sale (POS) accept-
ing card payments has shrunk from 
38% to 16% within four past years. By 
the end of September 2007, there were 
about 16,357 POS enabling card pay-
ments (12,2 per thousand inhabitants), 
which is 2,209 more than at the same 
time in 2006.



1.
ESTONIAN
ECONOMY
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Estonia’s economy has been surging after 
the accession to the European Union in 
2004. This has stemmed from the coun-
try’s higher reliability, opening of the 
labour market as well as financial sector 
developments. In the first and second 
quarters of 2007, however, economic 
growth decelerated. The slowdown was 

mainly caused by domestic market ori-
ented sectors, such as construction, re-
tail trade and real estate development. 
As regards demand, the slowdown was 
mostly reflected in private consumption, 
whereas investment growth remained 
virtually at its previous level owing to 
the continuously high activity in resi-
dential construction. External demand 
remained strong as well and the goods 

and services exports kept growing at the 
usual rate. 
In the basis of different analysis the eco-
nomic growth of 7.3 is expected for 2007, 
4.3% for 2008, and 5.7% for 2009. Real 
GDP growth will decline in 2008 mainly 
owing to the lower investment activ-
ity in the real estate sector. However, 

growth should be slowing down mostly 
in that sector, which is why lower invest-
ment activity does not affect Estonia’s 
economic growth in the long run. Eco-
nomic growth is expected to pick up in 
the second half of 2008. Along with the 
deceleration of growth also external bal-
ance has shown signs of improvement. 
The current account deficit decreased in 
the second quarter of 2007. The deficit 

ESTONIAN ECONOMY
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is expected to decline even further in 
the coming years. This should mainly 
arise from the lower investment activity 
in the real estate sector and continuous 
growth in exports. 

Domestic demand 

In the first half of 2007, Estonia’s eco-
nomic growth was slightly slower than 
the 11% growth witnessed during the 
previous year and a half. As expected, 
the slowdown was mainly caused by do-
mestic market oriented sectors, such as 
construction, retail trade and real estate 
development. According to the estimates 
of Eesti Pank, Estonia’s economic growth 
will pick up again in about a year’s time. 
As regards demand, the slowdown was 
mostly reflected in private consumption. 
In the last couple of years, private con-
sumption has been also boosted by the 
reduction of the income tax rate, a rise 
in child and family allowances and an un-
planned pension increase. Real private 
consumption growth decelerated from 
nearly 17% in the first quarter of 2007 to 
12% in the second quarter. Such correc-
tion is quite extensive for one quarter. 
Along with slower economic growth, the 
growth rate of private consumption is 
expected to decrease even further in the 
near future and return to the average 
level of economic growth. Investment 
growth remained virtually at its previ-
ous level owing to the continuously high 
activity in residential construction. In the 
years to come, economic growth will still 
be mostly shaped by investment. Accord-
ing to current estimates, the volume of 
real estate investment is exceeding de-
mand and the investment activity should 
decrease. Given the large share of real 
estate investment in total investment, 

their impact on the economy might be 
considerable. Based on the forecast of 
Eesti Pank, overall investment activity 
will still be relatively high and reach the 
average of 2005. This will create favour-
able preconditions for further economic 
growth and rapid income convergence 
with the more advanced industrial coun-
tries. External demand remained strong 
in the first halfyear and the goods and 
services exports kept growing at the usu-
al rate. Tense political relations with Rus-
sia had an adverse impact on the transit 
of oil and oil products but this was offset 
by the faster growth of other types of 
transport. As a whole, transport was one 
of the few fields of activity where year-
on-year growth exceeded first-quarter 
growth. Since the active entry into new 
markets is over by now, Eesti Pank ex-
pects the growth of services exports to 
slow slightly compared to the previous 
year. The central bank forecasts that the 
competitive ability of Estonian enter-
prises will not deteriorate in the coming 
years. This means that companies will 
be able to maintain their present market 
share and the growth rate of exports will 
remain at 5–7% level. In the longer run, 
the main risks are not that much related 
to external demand but to the flexibil-
ity of the Estonian labour market. The 
competitiveness of Estonian enterprises 
is the most jeopardised by continuously 
stronger wage growth compared to pro-
ductivity. 

Employment 

 Estonia’s labour market is still charac-
terised by strong demand. The employ-
ment rate keeps growing, although at 
a more moderate pace. The number of 
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employed persons grew by 1.3%, up to 
658 600 in the 2nd quarter, despite high 
growth during last year. The unemploy-
ment rate declined to 5%.  In the coming 
years, labour supply will rely more heavily 
on the smooth functioning of the labour 
market. Wage growth has been outstrip-
ping productivity growth almost twice 
in the past year, largely on account of 

profits. The average gross salary was 738 
EUR in the 2nd quarter, which is 21.2% 
higher than a year before. The growth of 
real salary exceeded 14% for the second 
quarter in a row, while the growth of la-
bour productivity was only 5,9%. Unit la-
bour costs have increased considerably 
both in nominal and real terms. Even so, 
the rapid surge in labour costs has not 
affected competitiveness adversely so 
far. However, wage pressures have been 

slightly declining since the beginning of 
this summer, thus contributing to the 
easing of domestic price pressures. The 
Estonian labour market has been very 
flexible to this point. The discrepancies 
between wage and productivity growth 
are expected to be temporary and disap-
pear in the years to come. 

Inflation

Although economic growth has been 
slowing, price pressures have not eased 
in Estonia yet. The price rise of the con-
sumer basket and the increase in sales 
prices in the business sector was even 
faster in summer compared to the begin-
ning of the year. Consumer price growth 
is facilitated by continuously rapid wage 
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increase and higher wholesale prices in 
external markets fuelled by strong de-
mand. In September 2007, the price rise 
exceeded 7% mainly owing to the in-
crease in food and fuel prices. According 
to the estimates of Eesti Pank, inflation 
will continue at a similar pace also in the 
final months of 2007. Major fluctuations 
might only stem from changes in world 
market prices. Although the growth of 
core inflation will start decelerating al-
ready at the end of this year, since price 
pressures are also easing, in 2008 the 
average consumer price growth will be 
stronger than in 2007. Inflation growth 
will remain relatively fast because of the 
rising food prices in the world market 
and the policy measures scheduled for 
January and July 2008. Excluding the in-
crease of direct taxes, the average infla-
tion rate in 2008 would be lower than in 
the final months of 2007. According to 
the estimates of Eesti Pank, in 2008 the 
prices of monopolistic service providers 
will grow faster than the average of the 
previous years. Compared to the spring 
2007 forecast, external price pressures 
have proved to be stronger and several 
euro area countries have also recorded 
acceleration of inflation. Based on the 
forecast of Eesti Pank, the rise in con-
sumer prices will decelerate also in 2009 
when the annual average inflation rate 
will be 4.6% and year on- year growth 
will remain below 4 %.

Current Account

As cyclical factors are withdrawing, we 
expect external balance to improve as 
well. External demand will be strong dur-
ing the entire forecast period, although 
its growth will slightly slow. The profit 
forecast of transit services is slightly 

more pessimistic, because relations with 
Russia have worsened. The demand for 
imports will also decline in the next year, 
mainly due to more modest investment 
and private consumption growth. When 
forecasting the possible export devel-
opments of Estonian enterprises, their 
competitiveness is becoming increas-
ingly more topical because of the robust 
growth of costs and prices. Unfortu-
nately, there is no uniform indicator to 
gauge competitiveness. However, when 
we look at industrial production indices 
and compare them with the EU average, 
the competitive edges of enterprises 
producing intermediate commodities 
with little value added have decreased 
the most. The growth rate of producing 
capital goods and commodities is also 
approaching the EU average. This means 
the faster than the market average 
growth experienced earlier is receding. 
That is why we expect the 2007–2009 
real export growth to remain at the level 
we used to have prior to such exception-
al, foreign trade affecting factors as ac-
cession to the EU and the rapid growth of 
re-exports in 2005–2006. External debt 
External debt growth will inhibit along 
with economic slowdown and increasing 
interest rates. The growth rate of debt 
should gradually decline by about twice 
over the forecast horizon and reach the 
same pace as the nominal GDP growth 
by 2009. In the next years, external debt 
growth will be kept up by the increasing 
external liabilities of credit institutions. 
These are used to finance the loan de-
mand of households and enterprises. 
Loan demand should abate in the years 
to come, and this will put a strong brake 
on the further increase in financial in-
stitutions’ external debt. The credit 
growth of the corporate sector may also 
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be somewhat slower than forecasted in 
spring. The active business of Estonian 
enterprises in foreign countries should 
augment external claims, which would, 
in turn, reduce the net external debt. In 
the next years, mainly local governments 
will shape the external debt of the gen-
eral government. They will not, however, 
affect the general external debt volume 
to a very large extent, because their loan 
volume is relatively small. 

Stock market develop-
ments 

One of the most significant events of the 
past six months on the Tallinn Stock Ex-
change was the listing of shares of Arco 
Vara on the primary list of the Tallinn 
Stock Exchange in June. The volume of 
this issue posted the all-time top third 
result on the stock exchange (the to-
tal volume of the issue was 100 million 
EUR). In addition, AS Viisnurk was di-

vided into AS Trigon Property Develop-
ment and AS Viisnurk, and the business 
name of PTA Grupp AS was renamed AS 
Silvano Fashion Group. The value of the 
Tallinn Stock Exchange index OMXT rose 
quickly at the beginning of the year and 
experienced a correction in the second 
half of the first quarter. By mid-sum-
mer, the value of the index increased 
to nearly 1000 points again. Due to the 
downturn of international stock mar-
kets the index value shrunk close to 900 
points by the end of the summer and 
remained there throughout September. 

October, however, saw a rapid price hike 
and in November the value of the index 
dropped even below 800 points. The 
year-on-year growth of the stock index 
stood at only 13% at the end of Octo-
ber. After a brisk rise the capitalization 
of listed companies dropped to 4,9 bil-
lion EUR by the end of September. By the 
end of October, it had shrunk already to 
3,9 billion EUR. This is comparable to 
the level of end-2006. As a ratio of GDP, 
the capitalization rate declined to 31% 
(34.8% at the end of March).The average 

 Current account (EUR mln) % of GDP 
 

Quarter  
 

  Year  
Quarter  
 

  Year  

 I II III IV  I II III IV  

1999 -73,3 -73,4 16,2 -100,1 -230,6 -6,2 -5,4 1,2 -7,3 -4,4

2000 -47,4 -63,9 -43,8 -175,8 -330,9 -3,4 -4,1 -2,9 -10,7 -5,4

2001 -94,9 -28,8 -77,1 -159,8 -360,7 -6,1 -1,6 -4,4 -8,7 -5,2

2002 -218,7 -197,1 -154,2 -255 -825 -12,6 -9,8 -7,9 -12,3 -10,6

2003 -257,7 -182 -242,1 -303,6 -985,4 -12,9 -8,2 -11 -13,4 -11,3

2004 -216,3 -409,1 -145 -406,4 -1176,8 -9,5 -17,3 -6,1 -15,8 -12,3

2005 -266,3 -333,7 -219,5 -298,1 -1117,5 -10,7 -11,8 -7,7 -9,8 -10

2006 -470,1 -501,6 -474,8 -604,8 -2051,2 -16 -15,2 -14 -16,7 -15,5

2007 -768,7 -506,3 -549,4   -21,9 -13 -13,9   

Table 2. Current account balance 
and % of GDP
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daily turnover of stock transactions to-
taled 6,65 million EUR and was 1.4 times 
higher in the last half-year, compared to 
the previous period. The turnover was 
again primarily boosted by transactions 
with the shares of Tallink Grupp and Ees-
ti Telekom, which comprised 28% and 
17%, respectively, of the total turnover 
of stock exchange. The stocks of Merko 
Ehitus, Olympic Entertainment Group 
and ArcoVara were also more liquid dur-
ing the period under analysis. In the au-
tumn of 2007, 29 members of stock ex-
change were entitled to act as brokers; 
four of them were inactive. The number 
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of domestic members of stock exchange 
still remained below that of foreign 
members. The majority of transactions 
were nevertheless intermediated by do-
mestic members.

Full text of “Monetary Developments & Policy 
Survey. September 2007” is accessible at: 
http://www.eestipank.info/pub/en/doku-
mendid/publikatsioonid/seeriad/ylevaade/_
2007_09/tiitel907.pdf
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Commercial banks operating in Estonia

Allied Irish Banks (branch)
Baltic Investment Group Bank (BIG)
DnB NORD Banka Estonia (branch)

Eesti Krediidipank
Hansapank

Nordea Bank Estonia (branch)
Parex Banka Estonia (branch)

Sampo Pank
Scania Finans (branch) 

SBM Pank
SEB Eesti Ühispank

Siemens Financial Services (branch)
Svenska Handelsbanken AB Estonia (branch)

Tallinna Äripank
UniCredit Bank Estonia (branch)

ESTONIAN BANKING SECTOR

Market share of Estonian banks as of 30.06.2007

Hansapank; 
49%

SEB Eesti 
Ühispank; 

26%

Sampo Pank; 
11%

Nordea 
Pank; 

9%

Krediidipank; 
1% BIG; 1%

Parex 
Pank; 

1%
Marketshare: Loans

Hansapank; 
47%

SEB Eesti 
Ühispank; 

28%

Sampo Pank; 
12%

Nordea 
Pank; 12%

Krediidipank; 
1%

Marketshare: Housing loans

Hansapank 49%
SEB Eesti Ühispank 26%
Sampo Pank 11%
Nordea Pank 9%
Clients (individuals) 950000 standing agreements

Table 3. Loan market distributon
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Strategic development of 
the banking sector 

At the end of the third quarter of 2007, 
seven companies licensed as credit in-
stitutions, seven branches of foreign 
credit institutions and over 170 cross 
border banking service providers were 
operating in the Estonian banking mar-
ket. Over 30 cross-border service pro-
viders have emerged during the past six 

months. On 1 September 2007, the 
name of Bayerische Hypo- und Vereins-
bank AG Tallinn Branch was changed to 
AS UniCredit Bank Estonian Branch as a 
result of the expansion and merger of 
UniCredit Group. As the growth of the 
loan market has slowed and credit in-
stitutions have responded differently to 
that, market shares have also changed 
more than usual during the past six 
months. Major banks implementing 
more conservative credit policy have lost 
market share during the last half-year. 
Greater market share has been achieved 
by somewhat more active branches. At 
the end of the third quarter, 95% of the 
total amount of loans and leases granted 
in Estonia divided between four major 
market participants whereas two major 
market participants occupied 74% of the 
market. The assets of credit institutions 
controlled by branches of foreign credit 

Hansapank
67%

SEB Eesti 
Ühispank

10%

Sampo Pank
10%

Nordea Pank
1%

Krediidipank
1%

BIG
11%

Marketshare: Consumer credit

Hansapank; 
54%

SEB Eesti 
Ühispank; 

26%

Sampo 
Pank; 10%

Nordea Pank; 
7%

Krediidipank; 
3%

Marketshare: Deposits

Hansapank 54%

SEB Eesti Ühispank 26%

Sampo Pank 10%

Nordea Pank 7%

Clients: 3,0 million standing agreemments

Volume 8,3 billion EUR

On-demand deposits 66% average size 814 EUR

Premium deposits 34% average size 3200 EUR

Table 4. Market distribution of Deposits

Hansapank; 
49%

SEB Eesti 
Ühispank; 

27%

Sampo 
Pank; 20%

Nordea 
Pank; 

4%
Marketshare: Credit Cards 

Issued
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institutions or non-resident financial 
groups accounted for nearly 100% of 
the total assets of banks operating in 
Estonia. Operating in the neighboring 
countries forms an essential part of Es-
tonian banking groups’ activities. When 
in Estonia and Latvia the credit growth 
is normalizing, there is still potential to 
increase the amount of loans in Lithu-
ania and Russia. Moreover, at the begin-
ning of September, the Central Bank of 
Russia decided to lift the restrictions on 
Swedbank at the beginning of June and 
permit Swedbank to fully resume its ac-
tivities.

Quality of assets 

The total value of bank loans and leases 
granted in Estonia was approaching 18 
billion EUR at the end of the third quar-
ter of 2007. Within the two last quarters, 
the total value of the financing portfo-
lios increased by 1,9 billion kroons. The 
structure of the financing portfolio has 
generally been stable and the shares of 
loans granted to different sectors have 
not significantly changed. Arising from 
the structure of the banks’ financing 
portfolio, bank loan collaterals consist 
primarily of real estate. At the end of the 
third quarter, 73% of granted loans were 
mortgage-backed. The share of loans 
without collateral has remained com-
paratively stable during the last quar-
ters; however, the share of securities has 
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started to increase slightly. Among other 
household loans (non-housing loans), 
the share of loans without collateral has 
remained steady at 32% during the last 
year. As regards consumer credit, the 
share of loans without collateral is de-
creasing evenly: a year ago, 44% of con-
sumption loans were without collateral, 
whereas in the third quarter of 2007 
the respective figure stood at 40%. The 
loan-servicing capability of loan custom-
ers has remained good despite the tight-
ening economic conditions and stricter 
credit policy. At the end of the third quar-
ter, the share of loans overdue by more 
than 60 days among loans granted to the 
non-financial sector totaled 0.5% on an 
aggregate basis. Following a more con-
servative approach where the amount 
of loans overdue by more than 60 days 
is considered as a ratio to the previous 
year’s loan portfolio, the amount of 

loans overdue was 0.71% at the end of 
the third quarter. Compared to the previ-
ous year, it had increased by 0.2 percent-
age points. The stock of provisions for 
loan losses (as a ratio to the amount of 
loans overdue by more than 60 days) has 
decreased considerably during the past 
six months. This is due to changes in ac-
counting principles. Previously, the stock 
of provisions for loan losses exceeded 
the value of loans overdue by more than 
60 days, whereas since the third quarter 
of 2007 it has been lower than the latter. 
At the end of the third quarter, the stock 
of provisions for loan losses accounted 
for 87% of the loans overdue by more 
than 60 days. This is quite normal, as in 
Western Europe and Nordic countries 
this ratio has ranged from 60% to 80% 
in recent years. The slight increase in the 
share of overdue loans in the last quar-
ters is the result of several aspects. First 
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of all, the growth of financing portfolios 
has decelerated. If their growth rate in 
2007 had remained close to that in 2006, 
the share of overdue loans would not 
have changed remarkably and the ratio 
of overdue loans would have been com-
parable to the 2006 figure. Secondly, 
the increase in overdue loans was af-
fected by the slowing economic growth. 
Thirdly, the specific nature of the busi-
ness model of some financial institutions 
had also a role to play; the problem of 
overdue consumer loans rests with one 
institution. By economic sectors, other 
household loans form the largest share 
of overdue loans. At the end of the third 
quarter, these loans comprised 2.78% 
of loans overdue by more than 60 days. 
This figure has been steadily increasing, 
being 1.4% a year ago. Failing to pay con-
sumer loans by due date is affected by 
the toughening economic environment 
as well as by the fact that these loans are 
readily available. The amount of overdue 
housing loans has also increased steadi-
ly. While a year ago, loans overdue by 
more than 60 days accounted for 0.19% 
of all housing loans, then at the end of 
the third quarter of 2007 this ratio was 
0.41%. As regards the total of banking 
groups, the share of write-downs in the 
loan portfolio has remained more or 
less unchanged at 0.7% of the aggregate 
portfolio of banking groups. The share of 
loans overdue by more than 60 days in 
the groups’ financing portfolio has also 
remained relatively stable, accounting 
for 0.4% of the aggregate portfolio at 
the end of the third quarter. Total write-
downs of banking groups exceeded the 
amount of loans overdue for more than 
60 days by 1.6 times.   

Capital adequacy

On 1 January 2007, the new capital ade-
quacy calculation principles entered into 
force in Estonia, but all banks decided 
to use the opportunity to calculate the 
adequacy ratio in 2007 on the basis of 
the former system. As of 2008, all credit 
institutions operating in Estonia start us-
ing the standard approach for calculat-
ing capital adequacy. The introduction 
of more complicated methods for cal-
culating capital requirements for credit 
risk is an issue for the future. On a solo 
basis, the banks’ capital adequacy ratio 
has been 3–4% above the required mini-
mum level during the last two quarters. 
At the end of October, it stood at 14.3%. 
As banks use very different methods to 
include additional own funds, there are 
great differences in their adequacy ra-
tios. Capital adequacy of most banks op-
erating in Estonia exceeds the required 
minimum level by several percentages, 
but there are also banks in the case of 
which the inclusion of additional own 
funds is a constant issue. So far, such 
an operational model has worked satis-
factorily – audited profits or additional 
funds from parent banks have been in-
cluded in own funds, if necessary. Con-
solidated capital adequacy indicators, 
too, differ substantially across banking 
groups (from 10.4 to 11.2%). At the end 
of the third quarter, banks’ net own 
funds reached 2,15 billion EUR, 71% of 
which consisted of Tier 1 own funds. 
Contrary to previous quarters, the share 
of Tier 2 own funds in gross own funds 
decreased again in the third quarter of 
2007 (in the second quarter, the ratio 
was 38%). This was caused by the more 
balanced growth of risk assets for which 
the inclusion of additional own funds 



23

ceased to be an issue. In order to cover 
the increasing risk assets, the inclusion 
of retained earnings in own funds, for 
instance, will suffice.  
The growth of loan portfolios has slowed 
but as deposit growth has decelerated 
the gap between banks’ deposits and 
loans widened also in the last quarters. 
To fill this gap, additional funds have 
been continually received mainly from 
parent banks. At the end of September, 
the share of foreign loans in banks’ liabil-
ities reached 47% (8,1 billion EUR). The 
structure of banks’ external financing 
has not changed much within the past 
six months. Resources received from par-
ent banks as deposits and loans account 
for nearly 80% of the external resources 
other than deposits from nonresident 
clients. Another 9% comes from subordi-
nated claims of parent banks; the share 
of such claims has increased due to the 
required higher share of own funds as 

of March 2006. The share of resources 
raised by issuing bonds remained almost 
unchanged also in the last two quarters. 
Over two thirds of bond liabilities consist 
of long-term funds received in earlier 
periods. Higher ratings of parent banks 
have enabled them to raise funds from 
markets at a presumably more favour-
able price compared to the opportuni-
ties of local banks. This has enabled par-
ent banks to charge lower funding costs 
from local banks compared to what has 
been paid to local clients for term de-
posits.  The profitability of banks has 
continuously been supported by a rela-
tively large share of demand deposits in 
total deposits, as these are less sensitive 
to the changes in key interest rates. The 
share of demand deposits reached near-
ly two thirds (see Efficiency and profit-
ability). 
After the rearrangement of intra-group 
financing schemes in the first half of 
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2006, the share of liquid assets in banks’ 
assets has been relatively stable over 
the last quarters. The higher reserve re-
quirement established in autumn 2006 
can also   be considered as a contribut-
ing factor. On an aggregate basis, the 
coverage of current liabilities by liquid 
assets has nevertheless remained rela-
tively similar to previous levels. The ra-
tio of short-term liabilities to short-term 
claims has remained relatively stable as 
well. Since parent banks still play a ma-
jor role in financing their subsidiaries in 
Estonia, the banks’ liquidity risk is largely 
related to the parent banks’ ability and 
will to provide funds to local banks.   

Efficiency and profitability 

Despite the slowdown in the growth of 
loan portfolios and higher funding costs, 
banks’ profitability has remained high. In 
the third quarter of 2007, banks’ aggre-

gate net profits of the last four quarters 
exceeded 447 million EUR. A large share 
of the profits comes from the dividend 
income paid by subsidiaries this year. 
The profitability of banks’ own funds 
as the moving average of the four last 
quarters has remained above 30% in 
the last two quarters.  At the end of the 
third quarter of 2007, the net profit of 
banking groups as the sum of four con-
secutive quarters reached 626 million 
EUR. This means that the annual growth 
exceeded even 60%. Despite the mod-
est fall in the third quarter, the profit-
ability of banking groups has remained 
above 28%, thus still exceeding the re-
sults of major Nordic banks even by as 
much as a third. Although funding costs 
have risen and the spread between the 
income on assets and interests paid on 
liabilities has slightly decreased, the ra-
tio of net interest income to average as-
sets has remained almost similar to the 
second-quarter figure both in terms of 
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banks and banking groups. In the case of 
banks, the growth of funding costs was 
largely passed on to clients, whereas its 
impact on banking groups was somewhat 
stronger. The recent volatility of financial 
markets has not influenced banks’ prof-
itability substantially. The figures for the 
trading income of banking groups indi-
cate slightly lower results for the third 
quarter compared to the second quar-
ter. Banks, on the other hand, posted 
even higher results quarter-on-quarter. 
Even more than the higher funding costs 
and the volatility of financial markets, 
the profitability of assets has been influ-
enced by a slowdown in the growth of 
fee and commission income. This could 
be observed in the case of banks as well 
as banking groups. Although banks re-
ceive the majority of fee and commis-
sion income on payment intermediation, 
the increase in income has been inhib-
ited, inter alia, by changed market con-
ditions for borrowing and changing loan 
terms and conditions. Since key interest 
rates have gradually risen, a stronger de-
mand for fixing the interest rate could 
be expected. However, statistics do not 
confirm any substantial changes in loan 
terms and conditions. The slowdown in 
the growth of asset utilization has been 
offset by a moderate rise in administra-
tive expenses both across banks and 
groups. At the same time, an increase 
in the write-down of claims has reduced 
the expected favorable impact of the cut-
down on expenses. Consequently, on an 
aggregate basis, banks were unable to 
retain the second-quarter profitability 
of asset in the third quarter. In the case 
of banks, write-downs have curbed net 
profits by 4.5% (19 million EUR) in the 
last four quarters. As concerns groups, 
without write-downs their profits over 

the past four quarters would have been 
9% (57,5 million EUR) higher. The future 
profitability of banks depends, on the 
one hand, largely on the further devel-
opments in funding costs. As most of the 
loans in Estonia have been granted with 
a floating interest rate, the growth of 
funding costs is to a great extent trans-
ferred on to clients with some delay. On 
the other hand, profitability is supported 
by the large share of demand deposits, 
as these are less sensitive to the chang-
es in key interest rates. Yet in the case 
of loans granted by banking groups in 
other markets, the use of fixed interest 
rate is more common. The growth in the 
share of resources received from par-
ent banks increases the dependency of 
banks’ profitability on the price that par-
ent banks ask for funds. The slowdown 
in credit growth manifests itself also 
in fee and commission income. At the 
same time, local banks earn the majority 
of fee and commission income on pay-
ment intermediation services, whereas 
the volume of these services is not ex-
pected to fall abruptly. The future profit-
ability of banks will definitely be affected 
by further changes in customers’ ability 
to service their loans and banks’ flex-
ibility in cost management. Banks’ third-
quarter results give some confidence 
that although the profitability might 
slightly decrease in the future owing to 
loan losses and the slowdown in credit 
growth, banks are capable of responding 
to that relatively fast (though probably 
in a limited scope) by cutting down on 
expenses.   

Full text of “Financial Stability Review, November 
2007” is accessible at: http://www.eestipank.info/
pub/en/dokumendid/publikatsioonid/seeriad/fi-
nantsvahendus/_2007_2/tiitel.pdf
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Estonian Banking Association
Estonian Banking Association (EBA) was founded on July 3, 1992 by 21 commercial 
banks. Currently 7 member banks that represent 99% of banking sector assets (all 
together 14 banks in Estonia). EBA is a full member of FBE and EPC.

Committees under EBA
• Legal committee
• Anti money laundering committee
• Physical security committee
• EPC committee
 o EPC cash WG
 o EPC cards WG
 o EPC SEPA Payment Schemes WG
 o EPC legal SG
 o EPC standards SG

In addition working groups on financial markets, consumer credit, consumer affairs, 
internet banking security, communication etc.

Key activities
• FBE and EPC membership 
• Concordance of Estonian law to EU directives
• Anti money laundering
• Cooperation with the Consumer Protection Board
• Cooperation with tax authorities (electronic exchange of information) 
• Good Banking Practice
• Partnership with the Bank of Estonia
• Payments and standards
• Guarantee Fund
• Important data source

Guarantee Fund
The deposit guarantee scheme in Estonia is built on Guarantee Fund which is a legal 
person in public law founded by Guarantee Fund Act on 1 July 2002. 
The objective of the Fund is to increase the reliability and stability of the financial 
sector by guaranteeing the protection of funds deposited by clients of:

• credit institutions (depositors) 
• clients of investment institutions (investors) 
• unit-holders of mandatory pension funds 

The Guarantee Fund is the legal successor of the Deposit Guarantee Fund, which 
was founded on May 1998 and operated on the basis of the Deposit Guarantee 
Fund Act. 
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In Estonia deposits are refunded by a max. of 90% but no more than 20 000 Euros. 
The Guarantee Fund is funded by quarterly contribution payments of banks, cur-
rently 0,125% of deposit surplus. Funds account for 1,65% of banks deposits (107 
mln EUR) as of 31.09.2007. The asset manager of Guarantee fund is Eesti Pank.
Contacts: Roosikrantsi 2, Tallinn 10119; Phone +372 611 0730 Fax: +372 611 0732; 
tf@tf.ee; www.tf.ee 

 

Financial Supervision Authority
The Financial Supervision Authority is an agency by the Bank of Estonia, with auton-
omous competence and a separate budget and the management of which acts and 
submits reports pursuant to the procedure provided for in the Financial Supervision 
Authority Act. The Financial Supervision Authority conducts financial supervision in 
the name of the state and is independent in the conduct of financial supervision.

Mission
The Estonian Financial Supervision Authority (EFSA) sees its mission as strengthen-
ing the soundness of the financial market and enhancing its transparency. 
According to section 3 of the Financial Supervision Authority Act, the objective of 
financial supervision is to protect the interests of clients and investors in the finan-
cial sector in preserving their assets and in this way promote the stability of the 
Estonian monetary system. 
• The tasks of the EFSA via performing supervision include the following:
• Promote stability and soundness of the financial sector
• Reduce risks in the financial system
• Enhance transparency of the financial sector
• Contribute to the prevention of abuse of the financial sector for criminal  
 purposes
• Promote efficiency of the financial sector

Vision
The Estonian Financial Supervision Authority envisions being an internationally 
recognized and proactive supervision agency with an indivisible team.
Supervised entities: credit institutions, fund managers, insurance companies, insur-
ance brokers, securities market operators, issuers.

Contacts: Sakala 4, Tallinn 15030; Phone: +372 6680 500 Fax: +372 6680 501; info@
fi.ee; www.fi.ee 

Distribution of Supervision Fee by The Groups of Supervised Entities 2005-2007
Entity Share 2005 Share 2006 Share 2007
Credit institutions 63,1% 66,0% 65,1%
Investment firms 2,8% 3,4% 2,3%
Damage insurers 11,6% 12,0% 12,7%
Life insurers 4,3% 4,8% 5,7%
Insurance brokers 3,6% 3,4% 3,4%
Fund managers 14,4% 9,9% 10,1%
Stock exchange and 
CSD

0,2% 0,5% 0,7%

Total 100% 100% 100%



Macroeconomic forecast (09.2007)

2005 2006 2007* 2008* 2009* 

GDP (EEK bn) 175.4 207.1 241.8 271.5 301.4 

Real GDP growth (%) 10.2 11.2 7.3 4.3 5.7 

HICP (%) 4.1 4.4 6.3 7.4 4.6 

GDP deflator growth (%) 6.1 6.2 8.8 7.7 5.1 

Current account (% of GDP) -9.9 -15.5 -15.0 -11.8 -9.6 
Current account plus new 
capital account balance (% of 
GDP) 

-8.9 -13.0 -12.9 -9.9 -7.8 

Real private consumption 
growth (%) 

10.6 15.1 11.4 6.4 6.1 

Real government consumption 
growth (%) 

1.6 2.6 4.1 2.2 2.6 

Real investment growth (%) 9.9 22.4 7.5 -1.6 1.8 

Real export growth (%) 20.5 8.3 5.2 5.3 7.1 

Real import growth (%) 16.3 17.1 5.0 3.9 5.3 

Unemployment rate (%) 7.9 5.9 5.2 5.8 6.2 
Change in the number of the 
employed (%) 

2.0 6.4 1.3 -0.2 0.0 

Value added growth per full-
time employee (%) 

8.2 5.3 6.1 4.5 5.9 

Real wage growth (%) 8.5 11.9 15.1 8.8 5.0 

Average gross wage growth (%) 11.4 16.2 20.4 15.0 9.7 
Nominal money supply growth 
(%) 

42.0 28.2 24.5 15.0 11.6 

Nominal credit growth (%) 50.4 51.6 28.5 15.6 12.0 

External debt (% of GDP) 85.3 96.4 107.5 108.9 108.4 

Budget balance (% of GDP) 2.3 3.7 2.8 1.1 0.7 

Source: Eesti Pank



ESTONIAN  BANKING ASSOCIATION
Ahtri 12, 10151 Tallinn

Tel: +372 611 6567 Fax: +372 611 6568
E-mail: pangaliit@pangaliit.ee

www.pangaliit.ee

EESTI KREDIIDIPANK
Narva mnt. 4, 15014 TALLINN 

tel +372) 6 69 09 00
faks +372 6 61 60 37 
info@krediidipank.ee
www.krediidipank.ee

HANSAPANK
Liivalaia 8,  15040 TALLINN 

tel +372 6 31 03 11
faks +372 6 31 04 10 

hansa@hansa.ee
www.hansa.ee

NORDEA PANK
Hobujaama 4, 15068 TALLINN 

tel +372 6 283 200
faks +372 6 283 201 
tallinn@nordea.com

www.nordea.ee

PAREX PANK
Roosikrantsi 2, 10119 TALLINN

tel +372 6 110 200
faks +372 6 110 244

info@parex.ee
www.parex.ee

SAMPO PANK
Narva mnt. 11, 15015 TALLINN 

tel +372 6 30 21 00
faks +372 6 30 22 00 
info@sampopank.ee
www.sampopank.ee

SEB EESTI ÜHISPANK
Tornimäe 2, 15010 TALLINN 

tel +372 6 65 51 00
faks +372 6 65 51 02 

info@seb.ee
www.seb.ee 

TALLINNA ÄRIPANK
Estonia pst 3/5, 15097 Tallinn 

tel +372 6 68 80 00
faks +372 6 68 80 01 

info@tbb.ee
www.tbb.ee


