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FOREWORD BY THE GOVERNOR  
OF EESTI PANK

The growth in the Estonian economy 
last year was faster than in almost all 
the years since the financial crisis. This 
is very good news, especially so as 
the growth was broadly based across 
many sectors of the economy. It is 
the job of Eesti Pank though to fore-
cast the future of the economy in the 
years ahead, and this picture is unfor-
tunately no longer quite so rosy. The 
labour market is reaching the point of 
overheating and productivity growth is 
not fast enough. This makes it import-
ant for the government to be careful 
in planning its spending for 2019 and 
subsequent years, and not rock the 
boat of stable economic development 
any further.

THE EURO AREA ECONOMY DID BETTER THAN EXPECTED
For the first time in a long time the economy in the euro area did better than had 
been expected. The economy grew and inflation rose faster in 2017 than we dared 
to forecast at the start of the year. Growth was supported by increased foreign 
demand and by greater confidence within the euro area. The European and global 
economies proved able to withstand the political headwinds that blew at gale force 
in some places. Economic activity increased with inflation relatively low both in the 
euro area and in most other advanced industrialised countries. The labour market is 
recovering strongly, though as the recovery is still only in its initial phase there has 
been spare capacity which has been deployed without wages rising sharply faster. 
Prices and wages have continued to rise gently, and this has allowed countries in 
the euro area to improve their competitiveness, and allowed interest rates to remain 
favourable.

The combined effect of several monetary policy measures was an increase in the 
balance sheets of the central banks of the euro area to a total of 4.5 trillion euros. 
In general, euro area commercial banks are currently not borrowing from central 
banks but rather depositing money with them, and interest rates in many mar-
kets remain negative. It is apparent that additional monthly net purchases of assets 
have an ever decreasing impact when balance sheets are so large. We started the 
year with monthly net asset purchases of 80 billion euros, which was reduced to  
60 billion in April, and at the end of the year we cut the planned monthly purchases 
for January to September 2018 to 30 billion euros. This fairly sharp reduction in the 
rate of purchases was in keeping with market expectations, which were shaped by 
the increase in economic activity and by the earlier messages issued by the Gov-
erning Council of the European Central Bank1 on limits on purchases of sovereign 

1   The monetary policy of the euro area is set by the Governing Council of the European Central Bank, which 
consists of the members of the bank’s Executive Board and the governors of the national central banks of the 
euro area.
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bonds. The size of the euro area economy is now quite close to its potential and so 
there will be some decline in the rate of growth and a rise in inflation. The euro area 
economy grew by 2.4% in 2017 and will continue to grow at the same rate in 2018, 
and then in subsequent years it will grow at between 1.7% and 1.9%. Inflation is 
expected to rise to 1.7% by 2020.

It should be remembered though that asset prices have risen much faster than 
consumer prices. With interest rates at record low levels, it is extremely important 
to watch out for risks building up in the financial sector. Central bank monetary 
policy is no substitute for structural reforms by governments, though the favourable 
interest rate climate that central banks have put in place could help in making such 
reforms. It is of great importance for the future of the euro area that governments 
and companies take advantage of the opportunities given to them by low interest 
rates, especially to improve their long-term capacity for growth.

TAILWINDS HELPED SPEED GROWTH IN THE ESTONIAN ECONOMY
The year 2017 was a successful one for the Estonian economy. Growth climbed to 
almost 5%, having been stalled in previous years, and this is one of the fastest rates 
seen since the financial crisis. A marked recovery in destination markets for exports 
and higher inflation there gave a lift to the growth in the economy. The economy 
also benefited from the rapid growth in the incomes of residents of Estonia, which 
allowed consumption to rise and companies to increase their turnover and, for the 
first time in several years, their profits. The general improvement in the economic 
climate and increased confidence led companies to invest more last year in fixed 
assets, which is the foundation for future economic growth. Companies still invest-
ed a smaller share of their revenues than the average for the other countries in the 
euro area, and so the investment was not sufficient for the income level of Estonia 
to catch up quickly with those of richer countries.

An increase in employment rather than in investment has led the labour market very 
close to overheating. Low unemployment, a rise in the number of unfilled vacan-
cies, worsening labour shortages, strong wage growth, and rising consumer price 
inflation all indicate that the economic cycle in Estonia has reached a point where 
growth is being driven mainly by demand, not by increases in the production capac-
ity of companies or in labour productivity. Productivity grew a little faster last year, 
but the rate of growth was still lower than in the previous decade. However, suc-
cess in exporting and competitiveness and the overall development of the economy 
depend on productivity. There is no sign at the moment that the competitiveness 
of exports would have suffered had wages and production costs not risen, though 
it is possible that success in exporting last year was mainly due to the favourable 
foreign environment and problems will only appear if demand weakens in Estonia's 
trading partners.

The success of the economy was also reflected in public finances. More was taken 
in VAT and labour taxes than was planned, but the budget for the year as a whole 
was in deficit even though it was forecast to be in balance. Expenditures exceeding 
income meant that the state contributed to boosting growth in the economy along-
side the private sector. Although the deficit was not large, a surplus in the budget 
instead would have helped to calm the economic cycle. Fiscal policy is an important 
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tool for keeping the economy in balance in countries in the euro area, though its 
scope is limited. Forecasts indicate slower growth ahead in the Estonian economy. 
In the years to come the government could support and stabilise the economy 
mainly by easing fiscal policy, but this may not be in keeping with the budget rules 
of Estonia or the European Union if it opts to build up a deficit during good times.

It also helps to balance the economy that Eesti Pank monitors the risks in the 
financial sector closely and stands ready to intervene to reduce them where nec-
essary. The goal is to maintain stability in the Estonian financial system, as a key 
foundation of the economy is the successful functioning of the banking sector. We 
are among the first in Europe to have fully equipped our macroprudential toolbox. 
While the government can use fiscal policy to smooth the economic cycle, the 
central bank can use macroprudential tools where necessary to put the brakes on 
runaway credit growth. This could become necessary if, for example, housing loans 
were issued like they were in the last boom, when neither banks nor borrowers paid 
enough attention to the possible consequences of the real estate bubble bursting. 
It is the central bank that can protect us against such dangers. Our macroprudential 
framework requires larger banks to hold more capital, as problems at bigger banks 
become problems for the whole economy. Swedbank and SEB Pank have been 
classed as such larger banks since 2016, and last year LHV was added to the list 
as its share of the banking market grew rapidly.

ESTONIA WAS THE CAPITAL OF EUROPE LAST YEAR
Estonia's membership of the European Union means that the work of the public 
sector is closely connected to Europe. The same is true of Eesti Pank, as a large 
part of our work comes from the shared duties of the central banks of the euro area, 
especially in shaping and implementing monetary policy. It is not possible to delin-
eate and define precisely what of our work is uniquely for the benefit of the Estonian 
economy and what for the euro area, but in rough terms the euro area takes up 
around one third of the working time of Eesti Pank staff.

Eesti Pank is the smallest central bank in the euro area, and we aim to do our work 
well and efficiently. As head of Eesti Pank I consider efficiency to be important, as 
it helps the central bank keep the trust of the people of Estonia. Working with the 
euro area means careful planning for a small central bank, but it lets us contribute 
Estonia's experience and knowledge to the decisions taken in Europe.

A key event for the bank last year was the two-day external meeting of the Govern-
ing Council of the European Central Bank in the buildings of Eesti Pank in Tallinn in 
June. After the meeting, the whole of the world of finance turned its gaze to Tallinna 
Reaalkool, where the President of the European Central Bank, Mario Draghi, gave 
a press conference to 60 journalists, in which I was also privileged to participate. 
This was a major undertaking for the smallest central bank in the euro area and the 
outstanding organisation of the external meeting is tribute to the staff of Eesti Pank, 
who had worked for more than a year for this event to be such a success.

Estonia's international profile was raised substantially by the presidency of the 
Council of the European Union, during which we worked with the Ministry of Fi-
nance more closely than ever before. The presidency gave me the rare opportunity 
to represent not only the Nordic-Baltic constituency at the International Monetary 
Fund (IMF), but also the European Union.
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Estonia's connection with Europe, and especially with the euro area, shines through 
in much of the work of the central bank, though the most obvious example of it is 
the euro as cash. We work ceaselessly to make sure that the money in the wallets of 
people in Estonia is of good quality. Last year we presented the new and more se-
cure 50 euro note to cash handlers, and we monitored how well the cash machines 
of companies that handle cash were able to identify counterfeits. This is one of the 
reasons why the number of counterfeits in Estonia remains small, with only 0.1% of 
all the counterfeits in the euro area turning up in Estonia.

In our work with payments and settlements, the TARGET2-Eesti system for large 
payments that is managed by Eesti Pank functioned well, and in September last 
year Eesti Pank joined the pan-European securities settlement platform TARGET2- 
Securities, which harmonises securities trading across Europe.

As Governor of Eesti Pank it falls to me to make sure that the bank is ready to 
face any unpleasant surprises. The joint work of the central banks of the euro area 
to stimulate economic activity through low-cost credit to commercial banks and 
large-scale asset purchases has increased the size of Eesti Pank's balance sheet, 
and with it the financial risks we face. Although the buffers that Eesti Pank has 
against these risks have increased in recent years, they are still smaller than those 
of most other central banks in the Eurosystem, and for this reason I am pleased 
that the Supervisory Board of Eesti Pank decided to transfer 3.2 million euros of the  
4.3 million euros of profit for 2017 to the central bank reserves, and 1.1 million euros 
to the state budget.

CONCLUSION
Growth in the economy in Estonia and in the euro area has picked up strongly, 
and is even above its long-term sustainable level. The low interest rate climate that 
the central banks have helped put in place has supported growth in the economy 
and now is the best time for governments to carry out the difficult reforms that are 
necessary to support growth over the long term. It is to be hoped that we have the 
sense to strike while the iron is hot and put our house in even better order while the 
good times roll.

Ardo Hansson

Governor
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THE MAIN FUNCTIONS OF EESTI PANK
MISSION
As the central bank of the Republic of Estonia and a member of the Eurosystem, we contribute to the sustainable devel-
opment of the Estonian economy and to increased prosperity for Estonia. We keep price growth moderate, setting a joint 
monetary policy together with the other central banks of the euro area and implementing it in Estonia. We maintain the sta-
bility of the Estonian financial system by helping to set policy for the financial sector. We ensure that cash is of good quality 
and promote a safe and efficient payment environment. We give an independent assessment of the state and outlook of 
the economy, we advise the government on important matters of economic policy, and we produce high-quality statistics.

VISION
The positions and actions of Eesti Pank are considered in Estonia and abroad. Eesti Pank is an efficient and innovative 
organisation that has the best available knowledge of its subject in Estonia.

THE SINGLE MONETARY POLICY OF THE EURO AREA
As a central bank of the Eurosystem, Eesti Pank participates in setting the single monetary policy of the euro area. The 
decisions needed for the single monetary policy to be implemented are taken jointly by all the central banks of the Euro- 
system working together. To be able to take the decisions for which it is responsible, Eesti Pank analyses processes that 
affect the whole of the Eurosystem and developments in the Estonian economy.

SAFEGUARDING FINANCIAL STABILITY
Eesti Pank backs up the functioning of the financial system as a whole. To do this, the central bank analyses and assesses 
the financial sector and the risks to it, and takes any steps necessary to reduce risks. Eesti Pank is responsible for mon-
itoring the stability and strength of the banking system as a whole. The bank designs policies for the financial sector and 
helps write the law governing it and develop the framework for crisis management.

INVESTMENT OF FINANCIAL ASSETS
Eesti Pank maintains the value of the currency through its reserves and uses the income it earns from them to cover its 
operating costs. Eesti Pank administers the assets of Estonia and the European Central Bank. For the central bank to be 
financially independent, it needs to maintain and invest its assets. The bank also has an agreement to manage the invest-
ment portfolio of the Guarantee Fund and is ready to invest other long-term reserves of the public sector.

CIRCULATION OF CASH AND SETTLEMENTS
Eesti Pank is responsible for ensuring there is enough good quality cash to meet the demand for it. Together with the other 
central banks of the euro area and the European Central Bank, Eesti Pank issues the notes and coins of the legal tender of 
the euro area. Eesti Pank participates in ensuring the quality of cash and in anti-counterfeit measures for cash. Eesti Pank 
takes care that payments and settlements happen without interruption, as it helps payment systems function efficiently, 
acts as overseer for the systems and helps to develop the payment environment.

STATISTICS
Eesti Pank is the other primary agency beside Statistics Estonia that conducts official statistics in Estonia. The central 
bank uses statistics for supporting financial stability and in producing economic forecasts and analysis, and companies 
use them in making investment decisions. Eesti Pank is responsible for compiling the statistics for the Estonian financial 
and external sectors and for the financial account. Eesti Pank also helps compile statistics for the European economic and 
monetary union and works in developing new statistical methodologies.

ANALYSIS AND ADVICE
Eesti Pank advises the government on questions of economic policy and works with research institutions, central banks in 
other countries and international institutions. Analysis and research by the central bank is used by the government in deciding 
economic policy, and by businesses and individuals in making financial decisions. Successful consultation and cooperation 
requires regular communication within the Eurosystem and also within international organisations and with the media.
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SUPERVISORY BOARD OF EESTI PANK 

Members of the Supervisory Board of Eesti Pank:   
Urmas Varblane, Enn Listra, Kaie Kerem, Mart Laar (Chair), 
Rein Minka, Jaanus Tamkivi, Liina Tõnisson and Kalev Kallo.
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ACTIVITIES OF THE SUPERVISORY BOARD OF EESTI PANK IN 2017
The Supervisory Board had nine regular meetings and two extraordinary meetings in 2017, and it also held four seminars 
as an additional forum for its work.

SUPERVISION OF THE EXECUTIVE BOARD OF EESTI PANK
The Supervisory Board heard a review of Eesti Pank’s financial results for 2016 and approved the annual report proposed 
by the Governor for 2016. The Chair of the Board presented the approved report to the Riigikogu.

The Supervisory Board also looked over the profit distribution strategy of Eesti Pank and decided to continue with the cur-
rent strategy of transferring up to 25% of profit into the state budget, and so 25% of Eesti Pank’s profit for 2016, amounting 
to 7,850,788 euros, was transferred to the state budget.

The Board considered the updated strategy of Eesti Pank.

The Board heard the Executive Board’s reports for 2016 and the first half of 2017, and gave recognition for the quality of 
the reporting and the work done.

At the last meeting of the year, the Governor of the bank presented the draft budget for 2018 to the Board, and the Board 
declared itself satisfied with it.

The Board heard the risk management report.
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INTERNAL AUDIT
The Supervisory Board extended the work schedule of the internal audit department in 2017 and approved a new work 
schedule for 2018 and heard reports on the work of the internal audit department. The Board decided that audit planning 
would move to a rolling horizon planning system to make more efficient use of audit resources. The Board had a regular 
meeting with the head of the internal audit department.

The Board heard the results of the external assessment of the internal audit function that was carried out by AS Deloitte 
Audit Eesti. It was of note that the assessment report did not contain any single recommendation from the assessor. The 
Board acknowledges the results achieved by the internal audit.

PARTICIPATION IN DECISION-MAKING IN THE EUROSYSTEM AND IMPLEMENTATION OF DECISIONS
In its meetings the Board received regular retrospective reviews of the work of the European System of Central Banks, 
covering how single monetary policy is set, the operation of single banking supervision, and the work of the European 
Systemic Risk Board. The Executive Board presented the Eesti Pank forecasts that were prepared as part of the joint 
Broad Macroeconomic Projection Exercise (BMPE) forecast produced with the European Central Bank and the other 
central banks of the Eurosystem.

The Board visited the European Central Bank and found out about the division of tasks between the European Central 
Bank and national central banks, planning for euro area monetary policy, the functioning of the Single Supervision Mech-
anism in Europe and its latest developments, and the architecture and functioning of compliance assessment.

CIRCULATION OF CASH
The Board discussed at two meetings a reduction in the use of one and two-cent coins in Estonia and gave its support 
to the proposal.

FINANCIAL STABILITY
Meetings of the Supervisory Board heard presentations of the Financial Stability Reviews, the Financing of the Economy 
review, and the Labour Market Review.

CONSULTATION AND COOPERATION ON QUESTIONS OF ECONOMIC POLICY
The Board held two seminars in 2017 on the work of the Fiscal Council, at which the annual report of the Fiscal Council 
was presented, as were reviews of its work and its opinions on the state budget that was being drafted. The Supervisory 
Board of Eesti Pank declared itself satisfied with the work of the Fiscal Council during the year.

The Executive Board presented a review to the Supervisory Board of its work at the IMF and the Bank for International 
Settlements.

ORGANISATION
The Supervisory Board continued looking into the work of the departments of Eesti Pank, heard reports on topics such as 
the role and resources of the central bank during the presidency of the European Council, strategic goals and main devel-
opments in the central bank, international communication and the work of the central bank in international organisations, 
and the principles for organising communication at Eesti Pank in an emergency.

The Board decided that, in line with best practice, it would assess its own activities. The assessment was based on the 
internationally recognised self-assessment criteria for management organs of organisations.

The Board proposed support for the issue as part of the Eesti Mõttelugu (History of Estonian Thought) series of collections 
of works dedicated to Ragnar Nurkse and Otto Strandman, who were outstanding economists of their time, to mark the 
100th anniversary of the Republic of Estonia.
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On 5 October a book of the writings of Ragnar Nurkse, an economist from Estonia, was 
presented in the Museum of Eesti Pank. The book was published as part of the Eesti Mõttelugu 
series and its publication was supported by Eesti Pank at the proposal of the Supervisory 
Board. The President of the Republic of Estonia, Kersti Kaljulaid, attended the presentation.
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COLLECTOR COINS
The Board took note of the programme for issuing collector and commemorative coins in 2019 together with the proposals 
of the Executive Board for minting coins.

The Board approved the designs for the national sides of three two-euro commemorative coins, and the designs for two 
silver coins and one gold coin.

ASSESSMENT OF THE MANAGEMENT OF EESTI PANK IN 2017
The Supervisory Board of Eesti Pank confirms that the participation of Eesti Pank in the monetary policy chosen by the 
European System of Central Banks and its implementation in Estonia and the euro area is intended to support the expect-
ed growth in the economy. The monetary policy measures introduced have helped in meeting the goal of price stability.

The updated strategy that Eesti Pank has produced following inclusive work in many directions is more precisely and 
systemically aimed at fulfilling the mission and the earlier strategy. The bank managed to achieve the goals it was aiming 
for in its strategic work.

The savings made from the budget has been a running theme in the bank’s operations since the independence of the 
central bank was re-established. The management of the bank assess the budget and cost items other than fixed costs 
each year starting anew. The incomplete execution of the budget is rather a consequence of how the budget for the bank 
is drawn up and of the working culture and to a large extent because of savings that have been made.

In 2017 the gap between the planned budget and actual spending narrowed, meaning the budgeting process had become 
more accurate. 

The bank had work plans in place in 2017 and they were managed well and in keeping with the strategy. All the main tasks 
planned were executed successfully. The Executive Board exercised constant supervision over the relevance of the plans and 
how they were executed, and updated them if necessary, and the same was done with procurement plans and the budget. 

The external meeting of the Governing Council of the European Central Bank was well organised and Eesti Pank success-
fully completed all its tasks for the Presidency of the Council of the European Union.
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THE RESPONSIBILITIES OF THE SUPERVISORY 
BOARD OF EESTI PANK
The Eesti Pank Supervisory Board oversees the work of Eesti Pank in all its activities.

THE SUPERVISORY BOARD HAS RESPONSIBILITY FOR:
•	 approving the Statute of Eesti Pank;

•	 supervising how the Eesti Pank budget is adhered to;

•	 approving the Eesti Pank annual report and submitting it to the Riigikogu;

•	 nominating a candidate for Governor of Eesti Pank to the President of the Republic;

•	 appointing and removing from office the Deputy Governors of Eesti Pank and the Head  
of the Internal Audit;

•	 nominating and removing from office the members of the Supervisory Board of the  
Financial Supervision Authority at the proposal of the Governor;

•	 approving the principles for payment of the Executive Board;

•	 approving the Statute of the Internal Audit Department of Eesti Pank;

•	 nominating the internal auditors of Eesti Pank and approving the internal audit work schedule;

•	 setting the salary for the head of the internal audit department of Eesti Pank;

•	 nominating the independent auditors of Eesti Pank in accordance with the Eesti Pank Act;

•	 distributing the profit of Eesti Pank as required by law and the profit distribution strategy  
approved by the Supervisory Board;

•	 reviewing and approving written proposals and other documents submitted to the Riigikogu  
in the name of Eesti Pank;

•	 taking decisions on the design of the national side of euro coins and on the denomination  
and design of collector coins in accordance with European Union rules;

•	 approving the design of Eesti Pank’s insignia;

•	 deciding the establishment, reorganisation and liquidation of the independent divisions  
of Eesti Pank at the proposal of the Governor;

•	 approving the statutes of the independent divisions and representations of Eesti Pank;

•	 approving the statutes of the Fiscal Council and nominating and recalling members of it2.

2  See the obligation added to §4² of the Eesti Pank Act in 2014; agreements between the member states of the European Union meant that more thorough 
supervision of compliance with the requirements for fiscal balance in the Stability and Growth Pact was started. In Estonia, the Fiscal Council supervises fiscal 
balance.
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Every year the Governing Council of the European Central Bank holds a monetary policy meeting in one 
of the member states of the euro area. On 8 June 2017 the Governing Council, which brings together 
the Governors of the 19 central banks in the euro area and the Executive Board of the European Central 
Bank, held their monetary policy meeting in Eesti Pank. The meeting was held in the Independence Hall 
of the bank and chaired by the President of the European Central Bank, Mario Draghi.
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ACTIVITIES OF EESTI PANK IN 2017

PARTICIPATION IN SETTING THE MONETARY 
POLICY OF THE EUROSYSTEM

MONETARY POLICY DECISIONS
The monetary policy goal of the Eurosystem, which is the European Central Bank and the central banks of the 19 members 
of the euro area, is to maintain price stability in the euro area. Inflation in the euro area rose slightly in 2017, averaging 1.5% 
for the year, up from 0.2% in the previous year (see Figure 1). Inflation was raised by higher prices for energy and food, 
while core inflation still only averaged 1% for the year, and was below its long-term average of 1.4-1.6%. One factor holding 
down core inflation has been the weak growth in wages. The forecast from experts of the Eurosystem of December 2017 
expects that inflation in the euro area will climb to 1.7% by 2020. The inflation expectations of companies, households, 
various institutions and financial instruments increased during the year.

The Governing Council of the European Central Bank finds that inflation pressures have increased, but inflation is not 
yet high enough or sustainable enough for the economy to run smoothly. For this reason it was considered necessary to 
continue with various monetary policy measures (see Table 1) to meet the goal of price stability.

The Governing Council of the European Central Bank held monetary policy interest rates at their lowest levels under the 
economic and monetary union in 2017, with the minimum bid rate on main refinancing operations at 0.00%, the lending 
facility rate at 0.25%, and the deposit facility rate at -0.40% (see Figure 2). The Governing Council maintains that base 
interest rates will remain at their current levels for a long time and certainly for longer than the duration of the asset  
purchase programme.
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Source: Eurostat
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Figure 2. Eurosystem monetary policy interest rates and money market rates, %

The volume of monthly purchases under the asset purchase programme was 
80 billion euros up to March 2017, and 60 billion euros from April to December. 
At its meeting in October, the Governing Council of the European Central Bank 
decided to extend the asset purchases for nine months from the new year and to 
reduce the monthly purchases to 30 billion euros from January 2018. The asset 
purchase programme is intended to run until the end of September 2018, but if 
necessary it will continue until a lasting correction in inflation is apparent that is in line with the price stability goal of the 
Eurosystem in the opinion of the Governing Council of the European Central Bank.

The Governing Council of the 
European Central Bank held 

monetary policy interest rates at 
their lowest-ever levels in 2017
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Table 1. The Eurosystem’s monetary policy framework in 2017

The standard monetary policy framework Deadline Frequency Developments in 2017

Open market operations

Main refinancing operations (MRO) One week Weekly

Long-term refinancing operations (LTRO) 3 months Quarterly

Fine-tuning operations (FTO) As necessary As necessary

Structural operations As necessary As necessary

Standing facilities

Deposit facility (DF) Overnight Daily

Marginal lending facility (MLF) Overnight Daily

Reserve requirement

Minimum reserve requirement (MRR) Daily Daily

Excess reserves As necessary As necessary

Non-standard measures Deadline Frequency Developments in 2017

Fixed rate tender procedures with full allotment From October 2008 Permanent
Extended on 26 October to at least the 
end of 2019, covering MRO and the 
3-month LTRO operations

Currency swap agreements with leading non-euro area central 
banks without a specified term As necessary

The Securities Markets Programme (SMP) and the Covered 
Bond Purchase Programmes (CBPP and CBPP2)

Purchases ended, covered 
securities are being held to 
maturity

Targeted longer-term refinancing operations (TLTRO) 2-4 years Quarterly
The final offer in the second series of 
targeted longer-term operations was held 
in March

The Asset Purchase Programme (APP), which has four parts: 
covered bonds (CBPP3), asset backed securities (ABSPP), 
public sector securities (PSPP), and the corporate bond (CSPP) 
portfolio

Until the end of September 
2018 or longer if necessary Permanent

It was decided on 19 January that only 
public sector bonds at below the interest 
rate on the standing deposit facility could 
be bought, but that the priority in this 
case is still to purchase bonds with higher 
interest rates
The monthly volume of asset purchases 
was 60 billion euros a month from April to 
December, having previously been 80 billion.
It was decided on 26 October: (a) to 
reduce the monthly asset purchase 
volumes to 30 billion euros a month from 
January 2018 until at least September 
2018; (b) to start to publish information 
on the reinvested amounts received from 
bonds that have reached maturity; (c) to 
continue reinvestment over a long period 
after the end of the asset purchases

Lending out the securities purchased under the asset purchase 
programmes From 2 April 2015 As necessary

To ensure the effectiveness of the asset purchase programme, the Governing Council approved some changes to it. From 
January 2017 it was permitted to buy public-sector bonds that have at least a year to maturity, where the previous limit 
was at least two years, and debt instruments that have a yield to maturity that is lower at the moment of purchase than 
the interest rate on the standing deposit facility of the European Central Bank, which was then -0.40%. The Governing 
Council decided at its meeting in October that the repaid principal payments of the securities bought earlier under the 
asset purchase programme that have matured would be reinvested over a long time after net asset purchases have ended, 
and in any case for as long as is necessary. This is very important for the Eurosystem as in this way the asset purchase 
programme can provide long-term support to monetary policy and favourable liquidity conditions. It was decided that the 
European Central Bank would start to publish information on the reinvested assets over the next 12 months so that the 
asset purchase programme could run smoothly.

The impact of the various monetary policy measures is felt in different ways in the economy of the euro area and in inflation 
over the medium term. The financing of banks has already been improved by the targeted long-term loans of the Eurosys-
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The most important instrument in 
the monetary policy implementation 

of the Eurosystem in 2017 was the 
asset purchase programme

tem. This in turn has helped the lending channel to recover, as loan conditions for companies and households have eased 
and demand and supply for loans are increasing. Interest rates on deposits and loans have fallen for the whole of the 
euro area and the differences between interest rates for different countries have narrowed. Share prices have risen and 
interest rates on corporate bonds have fallen. These changes have not led risks to financial stability to increase in most 
countries, though in the longer term risks must still be monitored closely. The monetary policy environment has favoured 
increased economic activity for some time now and its influence may start to be felt more strongly in future in asset prices 
and consumer prices. Interest rates remaining low could harm the profitability of banks in the long term, and this in turn 
could reduce their ability to lend and increase the risks to financial stability.

CLEAR FORWARD GUIDANCE HELPS TO MAINTAIN PRICE STABILITY
Forward guidance means that the central bank provides information about its future  monetary 
policy intentions. Such advanced public communication is used by most of the world’s leading 
central banks. Forward guidance is especially useful at a time like now when inflation and inter-
est rates are low, so cutting base interest rates further has little effect and central banks need 
to use other measures to achieve their goals.

Forward guidance was used for the first time in the euro area in July 2013, when the Governing 
Council of the European Central Bank advised that monetary policy interest rates would remain 
low for an extended period of time. These messages have been updated from time to time and 
alongside base interest rates there has been reference to the expected duration and size of the 
asset purchase programme in recent years.

Forward guidance with a clear message helps to stabilise developments in financial markets. 
This was seen in the first half of 2013 when money market interest rates were very volatile and 
financing conditions were deteriorating. The expectations of the market increased vulnerability 
to external shocks that were not directly linked to the dynamics of economic indicators and 
monetary aggregates for the euro area. This posed a threat to the goal of price stability. The 
effect of the innovation in communication was that volatility in short-term money market inter-
est rates fell as financial markets realised that the European Central Bank’s monetary policy 
remained supportive.

Forward guidance also helps banks, companies and consumers understand better how quickly 
loan interest rates are likely to move and in which direction. If the central bank assumes that 
base interest rates will remain low for a long time, commercial banks can provide better lending 
conditions for companies and households as they themselves are able to borrow more cheaply 
from the central bank. In this way forward guidance contributes to growth in investment and 
consumption, which then lifts the economy and inflation towards the goals of price stability.

IMPLEMENTING MONETARY POLICY DECISIONS  
IN THE EURO AREA AND ESTONIA
Monetary policy decisions are implemented through the monetary policy oper-
ations of the Eurosystem and the standard framework for this did not change in 
2017. The non-standard measures were changed and expanded though.

The most important instrument in the monetary policy of the Eurosystem in 
2017 was the asset purchase programme. The total value of assets purchased 
under the programme increased over the year from 1.5 trillion euros to 2.3 tril-
lion3. The largest part of the total value was the 1.9 trillion or so euros of public 

3   At amortised acquisition cost.
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sector bonds. The largest part of the private sector asset purchases were the 241 billion euros of covered bonds, followed 
by 132 billion euros of corporate bonds, and 25 billion euros of asset-backed securities.

Targeted long-term refinancing operations (TLTRO) were provided to credit institutions in the euro area from September 
2014 to March 2017. The fourth operation in the second series (TLTRO-II) in March was the last, and 234 billion euros 
were lent under it to a total of 474 credit institutions in the euro area. Demand for loans under this operation was stronger 
than expected, as the banks were trying to ensure funding for the next four years at the lowest possible interest rate. The 
conditionality attached to the loan made this the last chance for the banks to get additional funds in the best case at the 
interest rate of the deposit facility of the European Central Bank, which was -0.4%, as it was not planned that the measure 
would be extended. Markets expect that in future monetary policy will steadily return to normal, which will lead to a rise in 
base interest rates and a corresponding increase in the price of liquidity from central banks. The total stock of loans taken 
under TLTRO stood at 761 billion euros at the end of 2017.

THE INCREASE IN EXCESS LIQUIDITY CONTINUED IN 2017
Before the financial crisis of 2008, monetary policy in the Eurosystem was being implemented 
under conditions of a structural liquidity deficit, where banks’ need for liquidity exceeded the 
funds they had available. After the financial crisis started in 2008, the European Central Bank 
started supplying liquidity in unlimited amounts, leading to a substantial build-up of excess 
liquidity.

 In a country where the economy is growing stably, the central bank aims for balanced liquidity 
conditions where the level of excess liquidity is relatively low. Under balanced liquidity condi-
tions the overnight money market interest rate is close to the rate of the central bank’s main 
refinancing operations, but when excess liquidity is increasing, the overnight rate falls and ap-
proaches the rate on the deposit facility of the central bank. Beyond a certain point the impact 
of excess liquidity is reduced, as the interest rate on the deposit facility sets a lower bound 
on the interest rates on unsecured money market instruments such as EONIA and EURIBOR. 
The goal of increasing excess liquidity further is to increase the amount of money that is freely 
available to commercial banks that they can use to lend to businesses and households. The 
amount of excess liquidity depends not only on liquidity management but also on the long-term 
policy of the central bank that determines the structural liquidity position of the banking system.

The large-scale asset purchase programmes have substantially increased the excess liquidity 
in the banking system of the euro area. At the end of 2017 this stood at 1.8 trillion euros and 
the structural liquidity deficit had been replaced by a surplus. Some 80-90% of all the excess 
liquidity in the euro area has built up in the economically strongest countries in the euro area. At 
the end of 2017, Estonian banks were holding 4.4 billion euros more than the minimum reserve 
requirement, which is more than the average amount required in the Eurosystem.

Demand for the one-week main refinancing operations (MRO) declined in 2017. The average value of such operations was 
33.7 billion euros in January, but in December it was only 3.1 billion euros (see Figure 3). The first reason for this was the 
targeted long-term refinancing operation in March. A second reason was the reduced interest due to the asset purchase 
programme, which has substantially increased excess liquidity in the Eurosystem. The consolidated balance sheet of the 
Eurosystem increased to 4.5 trillion euros by the end of 2017, with excess liquidity growing to 1.8 trillion euros. The balance 
sheet was 2.2 times larger than it was in August 2014 before the large-scale non-standard monetary policy measures 
started.

A consequence of the use of non-standard measures was that the EONIA index for interbank overnight lending stayed 
at low levels at just a fraction above the standing deposit facility rate. These measures also pushed down interest rates 
on long-term bonds in the euro area. On 21 September the European Central Bank announced its decision to produce a 
new reference rate for overnight money markets based on the data on money markets collected by the European Central 
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Figure 3. Changes in volumes of Eurosystem monetary policy operations 2014-2017 (billion euros)

Eesti Pank bought around 
2 billion euros of bonds 

within the asset purchase 
programme in 2017

Bank. It is planned that this should be published from 2020. The money market reference rates like EONIA and EURIBOR 
are widely used for contracts in financial markets, and they also have an important role in the implementation of monetary 
policy in the Eurosystem.

EESTI PANK’S MONETARY POLICY OPERATIONS
Eesti Pank continued its activities in implementing Eurosystem monetary policy in 2017, with participation in the asset pur-
chase programmes as the central element in it. Eesti Pank participates in the public sector purchase programme (PSPP) 
among the four most active purchase programmes, and buys assets in the proportion of the capital key of the European 
Central Bank, which is 0.2739% for Eesti Pank. As Estonia has not issued any sovereign bonds, the bonds of European 
institutions have been bought instead under the rules of the purchase programme. During the year a total of 1.8 billion 
euros of bonds were purchased, and the cumulative net value of purchases on the balance sheet was 5.1 billion euros at 
the end of 2017.

Eesti Pank does not participate in the asset-backed securities purchase programme 
(ABSPP) the third covered bond purchase programme (CBPP3), or the corporate sec-
tor purchase programme (CSPP) but it shares the risks with the other members of the 
Eurosystem in accordance with the capital key. The Finnish central bank has bought 
bonds issued by the Estonian companies Elering and Eesti Energia as part of the cor-
porate sector purchase programme. The risks are also shared for the currently inactive 
Securities Markets Programme (SMP). Bonds purchased under the second covered bond purchase programme and the 
Securities Market Programme are held to maturity by Eesti Pank.

The Estonian monetary policy counterparties did not use the lending facilities of the standard monetary policy framework 
of the Eurosystem, including the marginal lending facility, in 2017, like in 2016. The main reason was that the bank groups 
use centralised liquidity management and the local banks had sufficient liquidity buffers, meaning that local banks are 
not very dependent on the liquidity supplied by the central bank. The final offer under the targeted long-term refinancing 
operation (TLTRO-II) in March was used by one bank from Estonia. At the end of 2017, Eesti Pank’s portfolio of monetary 
policy loans stood at 91 million euros.
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The facility that was used most by the monetary policy counterparties of Eesti Pank was depositing funds at the central 
bank. Uncommitted funds were held in ever-increasing amounts on current accounts, known as demand deposits, at 
Eesti Pank. Excess reserves are subject to the interest rate on the standing deposit facility, but an interest rate of -0.4% 
is attractive under current market conditions. During the year the accounts of the commercial banks at the central bank 
increased by 1.4 billion euros, and at the end of 2017 the Estonian commercial banks held a total of 4.6 billion euros at 
Eesti Pank, of which only 0.2 billion euros was minimum reserve requirement. Almost all the banks hold excess reserves, 
but in substantially varying amounts.



21

EEST I PANK ANNUAL REPORT 2017

Eesti Pank publishes its analysis of financial stability and assessment of risks in the Financial Stability Review. 
The majority of financial intermediation in Estonia operates through banks, so the review concentrates on the 
risks to the banks and on assessing the ability of companies and households to repay their loans. The Financial 
Stability Review is published twice a year and is presented at a press conference in Eesti Pank.
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In 2017 Eesti Pank 
considered the risks 
to financial stability 

to be small

SAFEGUARDING FINANCIAL STABILITY

ANALYSIS AND ASSESSMENT IN MACROPRUDENTIAL SUPERVISION

THE RISKS TO FINANCIAL STABILITY IN ESTONIA
In 2017 Eesti Pank considered the possible risks to financial stability to be small, like in the 
previous year. The risks are reduced by the strong capitalisation of the banking sector and by 
the good financial position of companies and households in Estonia.

The three main risks are the same as they were a year earlier. The biggest risk is now of a 
sharp fall in real estate prices in the Nordic countries, which could in consequence increase 
the liquidity risk to the banks operating in Estonia and the funding risk for the economy, and could reduce the income 
of Estonian exporting companies and consequently hurt their ability to service their loans. Real estate prices have been 
rising rapidly for years in Sweden especially, and also in Norway, with support from lending, but in 2017 they started to fall 
a little. The change from rapid rises in real estate prices to a slight fall in Sweden does slightly reduce the risk to financial 
stability in Estonia.

The profits of Estonian companies stopped declining and the resulting risk to their ability to service their loans also de-
clined as the external environment improved and economic growth helped increase the sales turnover of companies. The 
profitability of companies remains low however and the wage growth that has restricted it may accelerate again.

The third risk was of a possible rise in the rate of growth of Estonian real estate prices and loans. With interest rates low, 
the real estate market may heat up further, leading the growth in housing loans and loans to real estate companies to 
increase, which in turn would make the banking sector more vulnerable to risks from the real estate sector. Alongside the 
rise in the rate of growth of real estate prices for residents of Estonia, the risks to the financing of commercial real estate 
have also increased as large amounts of new office space have been built in recent years. There may not necessarily be 
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enough demand for all of the new office buildings, and the ability of some real estate owners to service their loans may 
deteriorate. This could lead to loan losses for banks that have funded investments in commercial real estate.

The Eesti Pank  financial stability risk analysis in 2017 covered factors affecting demand and supply in the residential prop-
erty market in Estonia, the nature of the commercial property market in Estonia, the effect of changes in the taxation of 
banks on their capitalisation, the debt burden of Estonian households and  indicators illustrating households with payment 
difficulties, and the possible impact on financial stability of the increase in the popularity of index funds.

RISKS TO FINANCIAL STABILITY IN THE EUROPEAN UNION
Risks to financial stability in the European Union are assessed by the European Systemic Risk 
Board (ESRB), which can, where necessary, issue warnings and recommendations for reducing 
risk. The European Central Bank publishes regular risk assessments for financial stability in the 
euro area. Financial stability in Europe improved throughout 2017 with support from the general 
strengthening of the economic environment and an improved outlook for the banking sector. 
The ESRB and the European Central Bank found however that certain risks to financial stability 
were still there.

With interest rates low, the greatest danger is the uncertainty about risk premiums in global 
financial markets, where developments may differ from what is currently expected. The con-
sequence of this could be that the markets would change their behaviour sharply and demand 
much higher return on their investments than currently. This would lead the prices of financial 
assets to fall and would reduce access to funding. The realisation of this risk could cause prob-
lems for loan servicing in both the public and private sectors.

The banking sectors in several European countries continue to be confronted by long-term 
problems such as low profitability and poor asset quality and these problems could become 
worse if the recovery in the economy is weaker than expected. Furthermore, the rapid devel-
opment of the non-bank financial sector and other financial intermediaries has increased the 
possible impacts of the risks from that sector on financial stability in general.

MACROPRUDENTIAL SUPERVISION POLICY

THE CAPITAL BUFFERS FOR BANKS
As a macroprudential supervisory institution, Eesti Pank is responsible for setting additional capital buffers for banks (see 
Table 2). Once a quarter, Eesti Pank assesses the need for a countercyclical capital buffer for the banks. On all four occa-
sions in 2017 it was decided to keep the buffer rate at 0%. Countercyclical buffers require banks to add capital at times 
when credit is growing rapidly, and they are then reduced when the economic cycle turns. Banks can use the additional 
capital buffers they have built up during the growth phase of the financial cycle to cover losses that may arise during pe-
riods of stress and to continue supplying credit to the rest of the economy.

The decision not to change the buffer rate was taken primarily because the indebtedness of the non-financial sector, which 
is the debt of companies and households to nominal GDP, was no higher than in the previous year (see Figure 4). The reduc-
tion in the debt burden was mainly due to modest growth in the debt liabilities of companies. Although their borrowing from 
the banks operating in Estonia increased in 2017, companies barely changed the size of their foreign debt liabilities and their 
funding through parent companies. At the same time the rate of growth in borrowing by households for residential property, 
car leases and other consumption loans increased. The decision not to change the buffer rate was also taken because the 
banks have not loosened their lending standards and conditions and have not increased their leverage.
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Sources: Statistics Estonia, Eesti Pank
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Figure 4. Indebtedness of companies and households

Eesti Pank added AS LHV 
Pank to the list of sys-

temically important credit 
institutions in Estonia

In 2017 Eesti Pank decided to add AS LHV Pank to the list of systemically important credit institutions for the financial 
system in Estonia alongside Swedbank AS and AS SEB Pank. The market share of LHV Pank had increased since a year 
earlier, and so had its role in the financial system. In consequence Eesti Pank applied an 
additional buffer rate of 0.5% to LHV Pank AS from 1 January 2018. Eesti Pank decided 
to keep the buffer rate for Swedbank AS and AS SEB Pank at 2%. The additional cap-
ital buffers held by systemically important banks help to increase their resilience, thus 
reducing risks to the financial system and to the economy more generally. Eesti Pank 
assesses how appropriate the buffer rates are and the need for buffers for systemically 
important credit institutions each year.

Table 2. The macroprudential measures of Eesti Pank

Tool Rate Applicable from

Systemic risk buffer 1% 1 August 2016

Other systemically important institutions buffer

     Swedbank AS, AS SEB Pank 2% 1 August 2016

     AS LHV Pank 0.5% 1 January 2018

Countercyclical buffer 0% 1 January 2016

Housing loan requirements*

1 March 2015
     loan-to-value ratio limit 85%**

     debt-service-to-income (DSTI) ratio limit 50%

     maximum maturity 30 years

* The limits may be breached by 15% of the volume of mortgages issued each quarter
** The limit is 90% for loans guaranteed by KredEx

INTERNATIONAL COOPERATION IN MACROPRUDENTIAL SUPERVISION
Cooperation in macroprudential supervision in the European Union is coordinated by the ESRB. Risks from commercial 
real estate and assessment of appropriate measures climbed up the agenda of discussions at the ESRB in 2017. Assess-
ments were complicated by the limitations of the data available on the commercial real estate market and on financing 
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for transactions in it. The ESRB paid more attention than previously to non-bank financial intermediaries. The methods of 
assessing the financial resilience of insurers and crisis resolution issues were analysed from the point of view of macro-
prudential supervision. Longer term growth in financial markets brought particular attention to risks related to investment 
funds. At the end of the year the ESRB decided to issue recommendations to update the legislation and supervision of the 
European Union to help reduce the risks from the liquidity and leverage of investment funds.

The ESRB also discussed ways to reduce non-performing loans and analysed the impact of the introduction of the Inter-
national Financial Reporting Standards IFRS 9 at the start of 2018 and its implications for macroprudential supervision. 
In addition an opinion on the legal framework for the implementation of structural capital buffers was contributed to the 
discussions on the Capital Requirements Directive of the European Union.

Macroprudential cooperation in the Nordic and Baltic regions continued in the informal high-level Nordic-Baltic Macro- 
prudential Forum (NBMF), which brings together governors of central banks and supervisory authorities. Discussions in 
2017 continued to focus largely on the risks arising from the residential property market and household indebtedness, 
and on the existence and sufficiency of the measures taken. Opinions were also shared on the methodology for assessing 
the need for countercyclical buffers, and the importance of the reciprocity of macroprudential measures was emphasised.

SINGLE BANKING SUPERVISION
Europe’s Single Supervision Mechanism (SSM) is designed to make sure that there is single and strong supervision of 
bank capital throughout the euro area. The banks operating in Estonia that came under the direct supervision of the 
European Central Bank in 2017 were Swedbank and SEB. Under the SSM, the macroprudential supervisors in the partic-
ipating member states share responsibility with the European Central Bank. The European Central Bank assesses mac-
roprudential risks from the euro area perspective and considers how appropriate the measures taken by member states 
are. The European Central Bank can also give recommendations and can introduce stricter requirements for the banks 
should it consider it necessary. The measures taken by the SSM countries in 2017 were predominantly regular reviews of 
countercyclical buffer requirements. Working with the countries in the SSM, the European Central Bank further developed 
its methodologies for assessing systemic risks and calibrating macroprudential supervisory measures. Principles were 
published in June 2017 for how to apply additional capital buffers to banks that are systemically important for the domes-
tic banking system. The possible impact on financial stability and macroprudential supervision of proposed changes to 
banking regulation in Europe was also analysed.

DEVELOPMENT OF THE MACROPRUDENTIAL SUPERVISION FRAMEWORK
Discussions intensified in 2017 on how to improve the functioning of macroprudential supervision in the European Union 
and on whether the measures available for the supervisors are adequate. The discussions were initiated by the proposal 
of the European Commission to start separating more clearly the responsibilities for micro and macro financial supervision 
within banking regulation. Clear delineation of responsibilities would mean the micro-financial supervisory institution oper-
ating at the level of the individual banks would look at the risk level of a particular bank and set supervisory requirements 
specific to it. Only macroprudential supervisors with responsibility for the banking system as a whole would be able to 
set additional requirements to counter systemic risk to the whole of the banking system. Eesti Pank is in favour of clearer 
delineation of responsibilities in supervision as it helps target macroprudential measures better and makes them more 
transparent.

However this makes it more important that sufficient macroprudential measures be available for the macroprudential au-
thority, and some restrictions in the current legal framework of the European Union should be removed or reduced. Eesti 
Pank considers for example that the upper limits in the Capital Requirements Directive on the capital buffers for credit 
institutions that are important for the domestic banking system should be raised. Eesti Pank finds that macroprudential 
measures are more transparent and effective when each risk is addressed by a specific measure. For this reason the spe-
cific order of measures should be abolished and additivity of buffer requirements should be allowed where appropriate. 
Furthermore, the coordination procedures of potential macroprudential measures with the European Union institutions 
should be made less burdensome for member states. 
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The principles for 
domestic cooperation in 

macroprudential supervision 
were added to the cooperation 

agreement between the 
Ministry of Finance, the 

Financial Supervision 
Authority and Eesti Pank

FINANCIAL SECTOR POLICY

DOMESTIC LEGISLATION
Eesti Pank was consulted on several proposals to initiate new legislation or amend existing legislation on the financial 
sector. An opinion was asked for the design of the draft for a law on mutual insurance companies on whether it is nec-
essary to allow insurance companies to operate in the form of an association. Eesti Pank’s opinion was that there is no 
clear reason why a successfully functioning insurance sector needs another form for insurers. If it were to be done, mutual 
insurance companies should be subject to the same requirements as insurers already operating, to ensure the credibility 
of the market and a level playing field for competition.

Eesti Pank supported the proposed changes to the Savings and Loan Associations Act as the growth in the membership 
of savings and loan associations and the extension of their economic activities means they are effectively taking deposits 
from the public. Amending the law is necessary to ensure stability in the financial sector and to protect the public and 
members of associations from excessive risk-taking. This means bringing savings and loan associations under financial 
supervision, finding a solution for guaranteeing their deposits, and setting requirements for liquidity, capitalisation, man-
agement, ownership, and the provision of loans.

Separate income tax rules were introduced for banks so that starting from 2018 their 
income tax rate would be 14% of the profit earned in the previous quarter if paid 
quarterly. In its opinion on the draft law, Eesti Pank noted that such an adjustment 
could weaken the stability of the financial system in the future and reduce the ability 
of credit institutions to finance the investments needed in the economy. It was rec-
ommended that the possible negative side-effects could be reduced by allowing the 
banks to cover losses in the previous period from current profit, taking the taxation 
period as a year rather than a quarter, and applying a similar set of tax rules to all the 
companies in the financial sector.

The Ministry of Finance, the Financial Supervision Authority and Eesti Pank signed an updated cooperation agreement 
on 24 March 2017 that replaced two earlier cooperation agreements with a general agreement for ensuring financial sta-
bility and managing financial crises. The most important change concerned cooperation in crisis management, as the 
newly-passed Financial Crisis Prevention and Resolution Act set out the precise rules and allocation of responsibilities for 
crisis management. It was important for Eesti Pank as a macroprudential authority that the principles of domestic cooper-
ation in macroprudential supervision were included in the agreement. A joint commission of the parties to the agreement 
will coordinate domestic macroprudential assessment and the introduction of measures to reduce systemic risks.

ESTONIA AS PRESIDENT OF THE EUROPEAN UNION
During the Estonian presidency of the Council of the European Union, Eesti Pank worked as a 
partner to the Ministry of Finance. A more significant contribution was made to the work of two 
working groups. The first was the working group on banking that was handling the proposals 
of the European Commission for the Capital Requirements Regulation and Directive for banks 
and investment firms, and changes to the Bank Recovery and Resolution Framework Directive 
and Regulation.

During Estonia’s presidency, the European Council reached an agreement with the European 
Parliament on the hierarchy of creditors that establishes the order in which creditors are to be 
repaid by banks that have fallen into difficulty, and on the implementation of the International 
Financial Reporting Standard IFRS 9 extended by the transitional principles. Experts from Eesti 
Pank mainly contributed to the proposals for macroprudential measures. 
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The discussions in the working group on setting up a single deposit insurance system drew 
largely on the experts from Eesti Pank. As the member states were not yet ready to reach a 
political agreement on single deposit insurance, the discussions under the Estonian presidency  
could realistically focus only on the roadmap for banking union confirmed by the council in 
2016, and on technical questions not yet agreed upon.

During the presidency the European Commission submitted a proposal to amend the regulation 
on financial supervisory authorities of the European Union. The initial concerns and proposals 
from the member states were discussed during meetings attended by experts from Eesti Pank. 

NORDIC AND BALTIC COOPERATION
Nordic-Baltic cooperation is particularly important for Estonia because Estonia’s economy is closely linked to the econ-
omies of neighbouring countries and the cross-border integration of the financial sector is significant. For this reason, 
institutions with responsibility for maintaining financial stability in these countries need to consider carefully cross-border 
impacts in making their decisions. The ministries of finance, central banks, financial supervisory authorities, and crisis 
resolution authorities of the Nordic and Baltic countries discussed regional cooperation agreements in 2017, and the tasks 
of the coordinating group for the same institutions in different countries. The agreement signed in 2010 on preventing and 
managing financial crises was to be updated to accommodate the obligations and arrangements set out in the reviewed 
European Union framework. The main aim of the regional cooperation agreement is to improve cooperation in the region 
in ensuring cross-border financial stability in the functioning of the financial sector and in the resolution of financial crises. 
The updated agreement was signed in January 2018.
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Eesti Pank accesses international financial markets through the Financial Markets 
Department. Portfolio managers make transactions for investments and also for monetary 
policy as part of the European Central Bank’s asset purchase programme, within which 
more than 5 billion euros worth of bonds had been bought by the end of 2017.
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FINANCIAL ASSET MANAGEMENT

RESERVE MANAGEMENT

THE STRUCTURE OF INVESTMENT ASSETS
The Eesti Pank reserves underpin confidence in the monetary system of the euro area, guarantee the bank’s financial 
independence and ensure that it has sufficient capital to cover any possible losses.

The goal of investment of the reserves is to earn a moderate level of stable income while ensuring that the assets are 
preserved over the long term. The investments are mainly made in the liquid money and capital markets of developed 
countries.

The risk level accepted by Eesti Pank and the expected return are reflected by the benchmark portfolio, which is used 
for measuring the return and risks of investments. The Executive Board of Eesti Pank sets the risk level of the benchmark 
portfolio, basing it on the situation in global financial markets. The benchmark portfolio is reviewed and adjusted to match 
the agreed risk level at least once a quarter.

At the end of 2017, Eesti Pank’s portfolio of investment assets stood at 363 million euros (see Figure 5). The bank had 
nine million euros of gold. The size of the Eesti Pank reserves is set by an agreement between the euro area central banks 
and the European Central Bank on net financial assets. If the investment outlook is favourable, Eesti Pank can increase its 
portfolio of investment assets within agreed limits.

At the end of 2017 Eesti Pank’s invested reserves were in 65 million euros of bonds denominated in euros, while the foreign 
currency reserve stood at 298 million euros. The foreign currency reserve was made up of bonds from the USA, Australia 
and Canada. The equity portfolio was the same size as in 2016 at 101 million euros. Eesti Pank continues to hold 8250 
troy ounces, or 256.6 kg, of gold.
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RETURN ON INVESTMENTS
During the year a total of 6.5 million euros was earned from investments, meaning the return on invested assets was 
1.72%, which was substantially higher than the return from money markets4 (see Figure 13). The positive result was mainly 
achieved through the equity portfolio.

The year 2017 was notable for increased confidence among economic agents and a surprisingly sharp and broadly based 
increase in economic growth. Economic activity increased around the globe and the political risks that were earlier feared 
did not materialise, or at least, companies were able to continue operating despite them. Despite the general economic 
recovery and strong labour markets, inflation remained low. In this environment companies achieve good financial results 
and investors continued to have a high level of appetite for risk. Share prices rose even faster last year, and the global 

4  Since Estonia joined the euro area the interest rate on the main refinancing operations is used for the return from money markets.

Source: European Central Bank
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developed market equity index that Eesti Pank invests in climbed as much as 20%. However, the appreciation of 14% in 
the euro against the US dollar over the year reduced the return on equity investment in euros substantially.

Although inflation remained low, the positive trends in the economy pushed central banks to pull back their monetary 
policy stimulus slightly, and so interest rates rose a little. Higher interest rates meant lower prices for bonds and the return 
on the Eesti Pank bond portfolio was negative for the first time in several years. Interest rates move differently in different 
countries though, and while the return on the Australian and Canadian portfolios was negative, that on euro area and US 
bonds was positive.

Active investment management did not bring any additional income over the benchmark portfolio in 2017 despite the posi-
tive contribution of the Eesti Pank portfolio managers, as the contribution of external managers to active management was 
negative. At the end of the year Eesti Pank was using four external managers. These were PIMCO, which Eesti Pank has 
used since 2005, Informed Portfolio Management, used since 2007, and GSAM and Schroders, which Eesti Pank started 
using as external managers in 2017. The external asset management programme is based on overlay mandates and the 
managers express the majority of strategies through derivate instruments.

PROVISION OF ASSET MANAGEMENT SERVICES
Full asset management services were provided to the Guarantee Fund, whose investment portfolio amounted to 231 
million euros at the end of 2017. The Guarantee Fund is a legal entity under public law that secures under the conditions 
and extent set in law the funds of depositors, investors, mandatory pension holders, and holders of insurance contracts 
signed with insurers for mandatory pensions.

EESTI PANK’S PARTICIPATION IN THE RESERVE MANAGEMENT OF THE EUROPEAN 

CENTRAL BANK
As well as managing its own financial assets, Eesti Pank plays an active role in managing the 
reserves of the European Central Bank. The foreign currency reserves of the European Central 
Bank were made up from transfers from the foreign currency reserves of the central banks of 
the countries in the euro area. All the central banks of euro area member states have the right 
to participate in management of the foreign currency reserves of the European Central Bank, 
and reserve management is divided among national central banks in proportion to their share 
in the subscribed capital of the European Central Bank.

The priorities of reserve management are liquidity, security and return in that order, as the re-
serves guarantee sufficient resources in the Eurosystem for any possible currency intervention. 
Eesti Pank stands ready to carry out currency intervention in the name of the European Central 
Bank if needed.

The foreign currency reserve of the European Central Bank comprises US dollars, Japanese 
yen, Chinese yuan, gold, and SDRs of the IMF. The composition of the reserves changes during 
the year due to changes in the market value of the invested assets and the foreign currency and 
gold operations of the European Central Bank.

Under the currency specialisation model, Eesti Pank cooperates with Suomen Pankki (the Bank 
of Finland) in managing a share of the ECB’s dollar-denominated security portfolio. At the end 
of 2017 the Estonian and Finnish part of the European Central Bank reserves were around 1.158 
billion dollars. Reserves are managed following the investment rules laid down by the European 
Central Bank.

The euro area’s central banks, including Eesti Pank, are entitled to a share of the European 
Central Bank’s profit. After the statutorily required amount has been transferred to the ECB’s 
general reserve fund, the remainder of the profit earned is distributed proportionally among 
central banks of the euro area countries as shareholders of the European Central Bank, in pro-
portion to their contributions.
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Euro coins are procured through international procurements, as there are no 
mints operating in Estonia. The freshly minted coins are brought to Eesti Pank 
by lorry, which can carry from 2.4 million to 8.7 million coins.
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MANAGING CURRENCY CIRCULATION
Eesti Pank makes sure that there is sufficient good-quality banknotes and coins available in Estonia to cover the cash 
needs of credit institutions, companies and residents of the country.

Cash reaches the hands of residents mainly through the network of ATMs, and also from the tills of shops and from bank 
offices. At the end of 2017 there were 748 ATMs in Estonia. Around one quarter of all the ATMs also allow cash to be paid 
in, and the number of such machines has increased steadily in recent years.

Some 80% of all the cash circulating in Estonia is recirculated through the G4S cash handling service, and so Eesti Pank is 
turning its attention more and more to monitoring the cash processing machines of credit institutions and cash handlers.

In 2017 Eesti Pank issued 1.01 billion euros in value to credit institutions and 0.82 billion euros were returned to Eesti Pank 
(see Table 3). The number of banknotes issued and returned was higher than in the previous year, and so the imputed 
value of the cash in circulation was some 14.6% higher than in 2016. The exact amount of cash in circulation in Estonia 
cannot be measured precisely, as banknotes circulate both within the euro area and outside it.

CURRENCY CIRCULATION AND PAYMENT SYSTEMS
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Table 3. Cash flows between Eesti Pank and credit institutions

Year

Total amount (EUR billion) Number (million)

Issued by Eesti 
Pank

Received by Eesti 
Pank

Issued by Eesti Pank Received by Eesti Pank

banknotes coins banknotes coins

2011 1.67 1.05 45.5 124.5 35.3 22.3

2012 1.44 1.32 43.8 35.9 43.3 5.0

2013 1.47 1.33 42.0 34.2 41.1 5.9

2014 1.30 1.21 38.1 30.0 37.3 5.6

2015 1.19 1.05 35.2 26.8 31.8 4.4

2016 1.00 0.84 23.1 23.9 18.7 0.7

2017 1.01 0.82 25.7 25.3 19.8 2.2

THE ROLE OF CASH IN THE ECONOMY
Cash has several important roles in an economy and in society, among them its use as a means 
of payment and store of value. The demand for cash and changes in the use of means of pay-
ment reflect people’s daily consumption habits and the spread of new technologies in society. 
Although multiple means of payment exist, the central bank takes an impartial stance towards 
them and ensures that the functioning of payment systems is cost-effective so that they meet 
customer demand.

Rapid technological development and changing preferences have encouraged the increased 
uptake of electronic means of payment, and it is Northern European countries, including Esto-
nia, that are particularly notable for this. Data from the European Central Bank show that new 
payment solutions are used more in Estonia than in other euro area countries. Although many 
alternatives to cash and card payments have appeared, the amount of cash in circulation has 
not diminished, but has in fact increased steadily. Cash is not only used as a means of payment 
but also for saving, and around one third of people in Estonia hold their savings in cash.

There are several reasons why cash continues to hold an important place in society. One reason 
is certainly that the great advantage of cash is that it is not dependent on technical infrastruc-
ture and the functioning of electricity and communications systems. This gives confidence that 
transactions can still be made even if it is not possible to use electronic means of payment. 
Paying in cash also guarantees anonymity and means the value of the payment is transferred 
from the buyer to the seller instantly, so that both know that the payment has been made and 
the transaction is final.

In 2017, 25.7 million banknotes were issued by Eesti Pank. Demand was again largest for 50-euro banknotes, which made 
up some 38% of all the banknotes issued. The 50-euro note is widely-used because it is the denomination most commonly 
used in ATMs and it is used both for making payments and for saving. The 50-euro banknotes of the second series, with 
improved security features, went into circulation in April 2017. Some 1.7 million 50-euro banknotes of the second series 
have been issued into circulation in Estonia.

More banknotes of all denominations except the 500-euro banknote were issued than in 2016. The 500-euro banknote 
has been replaced to some extent by the 200-euro note. One reason for this is the decision of the Governing Council of 
the European Central Bank to stop issuing 500-euro notes at the end of 2018.
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Source: Eesti Pank
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Figure 7. Banknotes issued and returned

Eesti Pank again received back more 20-euro and 100-euro notes than it issued, which is primarily because of tourism 
and work related migration across borders. Figure 7 shows the dynamics of the issue and return of cash. It illustrates that 
the amounts of cash issued and returned were a little more than a year previously, which is also reflected in the increase 
in net issuance.

Since the euro was introduced, the net total of euro cash issued by Eesti Pank has increased to 1.45 billion euros, of which 
1.4 billion euros was in banknotes and 49.1 million euros in coins. The net number of coins issued has been stable at re-
cent years at between 22 and 25 million coins. The most common coins issued by volume were one and two-cent coins, 
which accounted for 63% of the coins issued into circulation in 2017. Low value coins do not come back to Eesti Pank as 
people receive them as change from shops and rarely use them for making payments.

All banknotes returned to Eesti Pank through credit institutions are sorted with fully automated sorting machines. Their 
authenticity is checked using parameters that only the central bank knows, and worn, dirty, torn or stained banknotes are 
removed from circulation. Banknotes that are fit for use are packaged and returned back into circulation.

A total of 19.5 million euro banknotes passed through cash processing in Eesti Pank in 2017, which is a similar number 
to that of 2016. Around 2.5 million of the banknotes processed were sorted as unfit for circulation. The number of such 
banknotes rose slightly because the parallel issuance of 20-euro banknotes was stopped and all of the 20-euro banknotes 
of the first series that were returned to Eesti Pank were removed from circulation and destroyed in the sorting process.

Eesti Pank exchanges damaged euro banknotes and coins. Damaged banknotes are sent for expert analysis, which first 
establishes whether notes and coins are authentic and then assesses the extent of the damage. Banknotes are reim-
bursed when more than 50% of them is detectable. Expert analysis on cash was carried out 241 times in 2017, during 
which 17,678 damaged banknotes were analysed and 3065 coins were removed from circulation. 

If there is a suspicion that a banknote is counterfeit, the Police and Border Guard Board must be informed so they can 
start an investigation. Banknotes that have been sent to the police as suspected counterfeits are examined by experts from 
the Estonian Forensic Science Institute, whose analysis confirms or rejects the authenticity of the banknote. This process 
led to the discovery of 604 counterfeit euro banknotes in Estonia in 2017, and 74 counterfeit euro coins were discovered 
in Estonia. The number of counterfeits discovered in Estonia has been one of the lowest in the euro area over the years.
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ROUNDING RULES FOR ONE AND TWO-CENT COINS
Some 2.8 billion one and two-cent coins are issued into circulation in the euro area each year. 
As the costs of minting such coins are higher for many countries than the nominal face value 
of the coins, Finland, the Netherlands, Ireland, Belgium and Italy have started using rounding 
rules.

The experience of countries that use rounding rules has so far been positive, as people under-
stand the low value and even the uselessness of one and two-cent coins. They are used as 
change for payments for goods and services, and are then collected and often simply lost. A 
survey by the European Central Bank also shows that 84% of merchants in countries that have 
introduced rounding rules are happy with them. Surveys of consumers also show that around 
two thirds of people in the euro area would be in favour of the use of rounding rules.

Eesti Pank also supports rounding rules. Introducing rounding rules would not mean that those 
coins are removed from circulation. The coins would remain in circulation as a legal means of 
payment, meaning that merchants would have to continue to accept them for payment in the 
tills of their shops.

Even though the euro has been in use for seven years now, there is still an impressive 
amount of cash in Estonian kroons that has not been returned from circulation, as 
there are still 710.1 million kroons, worth 45.38 million euros, unreturned. Eesti Pank 
will exchange kroons for euros for an unlimited period of time, and in 2017 this was 
done on 1942 occasions as some 498,480 euros were exchanged.

PREPARATION OF NEW BANKNOTES AND COINS
The 50-euro banknotes of the second series, with improved security features, went into circulation in April 2017. Since 
April, Eesti Pank has issued 1.7 million 50-euro banknotes of the second series into circulation in Estonia. Work continued 
for the transition to the 100 and 200-euro banknotes of the second series, so as to be ready for when they are introduced 
into circulation in 2019. A total of 5.7 billion banknotes were produced in the euro area in 2017, of which 75% were notes 
of the second series. Eesti Pank allowed suppliers of cash handling devices and companies adopting such devices to 
borrow samples of the new 50-euro notes for testing purposes, and organised tests of cash handling devices. Stocks of 
coins were replenished in 2017 to cover the demand for cash by volume and by structure.

All the central banks of the euro area are involved in the production of euro banknotes every year. In the first quarter of 
2017, the J. Enschede printing house in the Netherlands completed the production obligations of Eesti Pank for 2016. The 
production obligation for 2017 of 13.5 million 50-euro banknotes of the second series was met by the Bundesdruckerei 
printing house in Germany, and it is planned that this order will be completed in the first quarter of 2018. The new banknotes 
will be added to the joint reserves of the Eurosystem. Eesti Pank joined with seven other euro area central banks in a Joint 
European Tender5 to meet its production obligation for 2018 by printing the quota of second series five-euro notes set by 
the Governing Council of the European Central Bank. The winner of the joint tender was the Giesecke & Devrient printing 
house in Leipzig, where the production volumes will be prepared separately for 2018.

In 2017, 20 million one-cent coins, five million two-cent coins, and 1.5 million two-euro coins were added to the stocks of 
coins. The Eesti Pank procurement for minting the coins was won by the Lithuanian Mint. On 26 June a two-euro coin with 

5   The Joint European tender is a shared format for procurement of the banknote quotas for the central banks of eight countries – the Netherlands, Finland, 
Estonia, Slovakia, Luxembourg, Malta, Cyprus and Slovenia.

The number of counterfeits 
discovered in Estonia has 

been one of the lowest in the 
euro area for several years 
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a special design was issued as a commemorative coin entitled “Estonia’s road to independence”, which was dedicated to 
the approaching centenary of the Republic of Estonia. A total of 1.5 million of the commemorative coins were minted, of 
which 10,000 were packaged and intended for collectors.

COLLECTOR COINS AND NUMISMATIC PRODUCTS
Several projects for collector coins and other collector products were in process in 2017. At the start of February a silver 
collector coin with a nominal value of eight euros and a gold coin with a nominal value of 25 euros dedicated to the Han-
seatic city of Tallinn were issued, and 5000 of the silver coin and 2000 of the gold coin were minted by the Portuguese 
mint. The coins were designed by Riho Luuse.

Preparations were also made for the minting of a silver collector coin with a nominal value of 10 euros dedicated to the 
Olympic Games in PyeongChang to be issued in January 2018. The collector coin was designed by Carmen Testa from 
Italy and 2000 of the coins were minted by the Lithuanian Mint.

PAYMENT SYSTEMS MANAGED BY EESTI PANK
On 18 September 2017 Estonia and the other Baltic states joined the pan-European securities settlement platform  
TARGET2-Securities (T2S). T2S has been set up to simplify and speed up the settlement of securities within Europe. The 
platform handles more than half a million transactions a day with a total turnover of more than 850 billion euros.

Joining T2S means that Estonian investors will in future be able to buy and sell 
European securities more cheaply than before. The platform was launched in 
2015, but to disperse the risks arising from the large number of participants and 
the technical complexity, entry to the platform was managed in groups, or waves. 
The Baltic states were in the last wave of joiners, and the platform now brings 
together 21 depositories.

Before they could join T2S, the Estonian, Latvian and Lithuanian central securities depositories had to be joined together, 
and the new institution was called Nasdaq CSD. An important spur for the Baltic depositories to join together came from 
the tightened requirements in the directly applicable CSD regulation of the European Parliament and the Council, which 
would have made it hard for the Estonian, Latvian and Lithuanian depositories to remain competitive individually.

The Nasdaq CSD is based in Latvia and services are provided in Estonia and Lithuania through local branches. Nasdaq 
CSD manages three securities settlement systems as legally speaking there is a separate system in each Baltic state, 
but all the systems work on a single technical platform. Nasdaq CSD was authorised by the Latvian financial supervision 
institution working together with Estonian and Lithuanian colleagues.

The preparations for joining T2S in 2017 required a lot of intensive work from the Baltic central banks that would be provid-
ing the cash settlement services to Nasdaq CDS and T2S. It is now easier for the commercial banks that have joined T2S to 
get loans from Eesti Pank, and this helps financial stability in Estonia. Banks have to give collateral when they take a loan, 
and only high quality securities are suitable for this. As T2S makes it easier for the banks to access a much wider securities 
market, it will be easier in future for them to provide suitable collateral for the central bank. Securities accounts and T2S 
cash accounts are both on a single technical platform in T2S, so account managers at banks can manage their liquidity bet-
ter. T2S is a multicurrency platform and the Danish kroner will be added to the T2S currencies alongside the euro in 2018.

Eesti Pank operates the TARGET2-Eesti component system for large-value payments. The number of participants in  
TARGET2-Eesti fell in 2017 as Nasdaq CSD no longer needed to have a separate cash account in each branch in the Baltic 
states for settling the cash leg of securities transactions, and two participants, Nordea and DNB, merged as Luminor Pank 
AS. At the end of 2017 TARGET2-Eesti had 13 participants together with Eesti Pank.

The Governing Council of the European Central Bank decided in 2017 to develop the Target Instant Payment Settlement 
(TIPS) service to provide reachability for SEPA instant payments, consolidate the technical solutions behind TARGET2 and 
T2S, and create a single collateral management system across the Eurosystem. These projects will allow users of services 
in the Eurosystem to harmonise their processes even further. TIPS will enable TARGET2 participants to provide SEPA 

Joining T2S means that Estonian 
investors will in future be able to 
buy and sell European securities 
more cheaply than before
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A press conference was held at Eesti Pank when the Baltic states joined the pan-European securities settlement platform 
T2S. The importance of the step and the changes to supervision of the depository were explained by (from left) Kristi 
Sisa, head of the Estonian branch of Nasdaq CSD, Mihkel Nõmmela, head of the Payment and Settlement Systems 
Department of Eesti Pank, and Andre Nõmm of the management board of the Financial Supervision Authority.
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One of the strategic goals 
of Eesti Pank is to ensure 

the continuous operation of 
payment services

instant payments to their clients with settlement directly in central bank money from November 2018. The large number 
of participants in TARGET2 means that TIPS may facilitate SEPA instant payments between a very large number of banks 
in Europe. Harmonisation of TARGET2 and T2S will see sharing of the technical platform, more efficient liquidity manage-
ment, and a single entry point for users to TARGET2 and T2S services. The collateral management system is being set up 
to provide harmonised services for managing eligible assets as collateral in Eurosystem monetary policy operations to all 
market participants and central banks.

The Emergency Act of the Republic of Estonia defines payment services and cash circu-
lation as vital services and Eesti Pank as the organiser. The law calls for the provider of 
vital services to be able to ensure the continuous operation of such services and to be 
able to restore them rapidly in case of an interruption to them. Ensuring the uninterrupted 
functioning of payment services is one of the strategic tasks of Eesti Pank. As a partici-
pant in the continuity plan, Eesti Pank can permit settlement of bank to bank payments 
through dedicated accounts at Eesti Pank if the interbank payment systems are interrupted. In 2017, providers of vital 
services and Eesti Pank tested out the agreed procedure for making interbank payments if communication with the rest 
of the world is lost. The first test of the procedures was successful.

OVERSIGHT
Eesti Pank oversees payment and settlement systems to minimise the risks coming from infrastructure to financial stability 
and the circulation of cash.

Eesti Pank worked with the central banks of Latvia and Lithuania to assess the risks of the new Baltic securities settlement 
systems, and was part of the process for issuing the operating licence to Nasdaq CSD. One reason for the cooperation 
between the Baltic central banks in assessing the risks of settlement systems was that the Baltic securities settlement 
systems were put to operate on the same technical platform. As the system for each country was meant to be a legally 
independent system operating under the laws of that country, each central bank gave a legal assessment for its own sys-
tem in the risk assessment. Observance of other principles was assessed jointly and conclusions and recommendations 
to Nasdaq CSD were agreed between the central banks.
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The instant payment 
system allows payments 
to move between banks 
immediately

The central banks found it was necessary to take measures to mitigate operational risks, enhance the participant default 
rules and procedure, and provide more certainty about the protection of the rights of participants when links between 
financial market infrastructures are used. Nasdaq CSD had complied with most of the 41 recommendations by the time it 
applied for its operating licence after the assessment. The deadline of September 2018 was agreed for compliance with 
the other recommendations.

The strategic task of Eesti Pank as overseer of payment and settlement systems is to improve the cyber resilience of the 
financial market infrastructure (FMI) in Estonia. Cyber attacks on the financial sector have become more common and 
have shown the importance of comprehensive resilience to cyber attack. Operators of payment and settlement systems 
need to ensure their systems can resist cyber attack, and should ensure that the measures needed to minimise cyber risk 
are appropriately taken by third-party providers of services that are needed for the functioning of the systems.

The Eurosystem as overseer has developed a Cyber Resilience Strategy to improve  the cyber resilience of the Eurosystem 
by enhancing FMI readiness and fostering sectoral resilience and collaboration, in a context of increasing interdepen-
dencies, vulnerabilities and threats. Under this strategy a high level forum, the Euro Cyber Resilience Board (ECRB), was 
set up to ensure pan-European resilience to cyber attacks against FMI. Oversight requirements6 are being drawn up that 
system managers would have to follow to ensure cyber resilience. An initial assessment of the FMI’s cyber posture from 
the Eurosystem Cyber Survey gave a general picture of the cyber maturity of all the payment systems operating in Europe. 
Eesti Pank analysed the sufficiency of the cyber resilience measures taken by the card payment system manager Nets 
Estonia. Overseers at Eesti Pank and the other central banks of the Eurosystem are continuing with a deeper assessment 
of the cyber resilience of FMIs. 

DEVELOPMENT OF THE PAYMENT MARKET
Eesti Pank promotes the effective functioning of the payments market and helps to catalyse its sustainable development 
by supporting domestic and pan-European initiatives that influence interbank settlement and the provision of payment 
services. To this end Eesti Pank is an active participant in developing the policy and legal framework for the payments 
market and facilitates cooperation between market participants to ensure the integrated implementation of the payment 
solutions provided to residents of Estonia.

In November 2017, the SEPA instant payments scheme was launched in Europe together 
with interbank instant payment systems where payments are made end-to-end within 
around 10 seconds, 24 hours a day, around the year. Eesti Pank has contributed to the 
development of the rules and the infrastructure for this through the Eurosystem and the 
Euro Retail Payments Board (ERPB). In Estonia the first banks have already joined the 
instant payments system, and the goal is for all the banks to start providing SEPA instant 
payments to residents of Estonia by the end of 2018 at the latest.

Eesti Pank took an active role in the e-invoice presentment and payment (EIPP) solutions working group of the ERPB 
throughout 2017 and helped to develop minimum requirements for business rules and technical standards aimed at fa-
cilitating cross-border interoperability. Eesti Pank first raised the need for a cross-border EIPP solution in the Eurosystem 
in 2014, and continues to work to make it possible for all residents and companies from Estonia to be able to use EIPP 
solutions across Europe.

Monitoring and assessment of innovative financial technology, or fintech, that may affect the payment market is strategi-
cally important for Eesti Pank. All issues relating to virtual currencies and tests of the use of distributed ledger technology, 
including the blockchain, have been in focus. For this reason Eesti Pank has clarified the risks associated with the use of 
virtual currencies. Furthermore, the rapid development of the technology and continuing emergence of new virtual curren-
cies have prompted a theoretical discussion and analysis in the Eurosystem of digital base money issued by central banks.

6   CROE, Cyber Resilience Oversight Expectations
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THE CORE TECHNOLOGY BEHIND VIRTUAL CURRENCIES, OR CRYPTO ASSETS, MAY 

ALLOW NEW PAYMENT SOLUTIONS TO BE DEVELOPED
Virtual currencies cannot currently be defined as money and are not suitable as an alternative 
means of exchange for making payment transactions. Virtual currencies like bitcoin have very 
volatile and uncontrolled prices, which prevents them fulfilling the essential functions of money. 
To qualify as money, a virtual currency has to be usable as a stable unit of account, be a store 
of value, and work as an efficient means of payment. Although the term virtual currencies is 
widely used, Eesti Pank believes it would be more accurate to talk about crypto assets, as 
experience has shown that companies have issued virtual tokens or coins of cryptocurrency 
mainly to attract investment, and people have bought them primarily in the hope of rapidly real- 
ising speculative profits.

A crypto asset represents a claim on nobody in principle and so it cannot be used as a reliable 
alternative means of payment as there is no central party like a central bank or payment service 
provider that is responsible for maintaining the stability of the value of the crypto asset or pro-
viding security for consumers in the same way as with cash or scriptural money held on bank 
accounts.

However, the core technology that underlies crypto assets, which is the blockchain and distrib-
uted ledger technology, can be used in developing other new payment solutions. An example 
from Estonia is a digital wallet tested jointly by the commercial banks and fintech companies 
that used the blockchain of bitcoin as a payment system and allowed payments between peo-
ple and for online purchases. In this case the units of crypto assets were only used for secure 
message exchange in making and receiving payments. Consumers were able to fill and empty 
their digital wallets using a one-to-one exchange rate where the value of the crypto assets in 
euros was guaranteed by the commercial bank.

In making payments consumers and companies want reliable, fast or even instantaneous, and 
universal means of payment. Given the limited adoption of crypto assets and solutions based 
on their core technologies, it is important to monitor whether additional innovation in this area 
could improve the day-to-day financial services currently offered to people and companies and 
could for instance compete with SEPA instant payments.
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New sources of information for national statistics are being found from rapidly developing information and 
communications technology alongside administrative and survey data. Head of the Eesti Pank statistics department 
Jaanus Kroon spoke in Tallinn at a working group of the informal meeting of ministers of economy and finance on 
mobile positioning systems as a data source for border-crossing statistics used for the balance of payments.
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COMPILING AND DISTRIBUTING STATISTICS
Eesti Pank completed all the work planned under the national statistical programme. Compilation and distribution of reg-
ular statistics was achieved to the publication and data forwarding schedules without exception and in accordance with 
international statistical standards.

High levels of demand and international interest in the statistics of Eesti Pank are shown by the number of hits on the sta-
tistical section of the bank’s website as its official dissemination channel (see Figure 8), with hits to the English language 
part of the site accounting for some two thirds of all visits and showing a steady increase. Financial sector statistics con-
tinue to be the most popular.

Several changes were made to the statistical site during the year to make it more user-friendly. The most important of 
these was to make the site work better on mobile devices, and additional functionality was introduced for downloading 
time series. The publication calendar was also made easier to follow and the style of the whole site was refreshed.

The amounts of data that need to be sent under international agreements and regulations from the European Union and 
the European Central Bank have increased again (see Figure 9). This is because of wide ranging correction to the time 
series for statistics on the financial account and the external sector, as a result of which several earlier datasets had to be 
compiled and sent anew. The focus of international organisations continues to be mostly on the external sector statistics.

DEVELOPMENT OF NEW AREAS OF STATISTICS
One of the key trends in statistics at the European System of Central Banks (ESCB) that will make the strength and depth 
of financial relations more identifiable is the focus on granular data and the creation of an ESCB database to manage them. 
Experience shows that such data offer a clear advantage in broadening the range of statistics available to users while at 
the same time reducing the reporting burden on data providers. The largest granular data project in the ESCB in the years 

DEVELOPMENTS IN STATISTICS
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Source: Eesti Pank
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Figure 9. External sector, financial sector and securities statistics sent to international organisations

ahead is the creation of the AnaCredit pan-European credit database, which should be ready in autumn 2018 to receive 
its first data on loans issued. After the regulation for collecting data was passed in March 2017, Estonia reached the stage 
of preparations where technical preparations were started together with the credit institutions that will submit data. Prepa-
rations were also made to join the updated ESCB Register of Institutions and Affiliates Data (RIAD) that is required for the 
credit database to function efficiently.

The Centralised Securities Database (CSDB), which contains detailed information on issues of tradable securities, issuers 
and prices, continued to be developed. Even more work was done on extending the Securities Holdings Statistical Database 
(SHSDB), which contains detailed information on securities holders and on the securities in their portfolios. The development 
of the securities holdings statistics database stemmed from changes to the regulation on collecting security statistics, which 
substantially increased the level of detail of indicators to be collected from banking groups. Equally, the set of important  
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banking groups among reporting entities has widened and it now takes in important banking groups based in Estonia. To 
organise collection of those data, Eesti Pank has prepared a reporting format that will be rolled out in September 2018.

The development of large ESCB-wide databases has made it even more necessary 
than before to focus on quality management for data, and single standards have 
been agreed for this at ESCB level. This means that technical and IT equipment and 
processes need to be sustainable and comply with European Central Bank demands.

Connected to this change making data collection more detailed and harmonised 
across Europe, and to optimising reporting burdens, is the European Reporting 
Framework (ERF), which is a project looking into how the statistical reporting of credit 

institutions to the European Central Bank can be reorganised. As this would represent a fundamental change in the collection 
of data, the contribution of central banks to developing the concept has been of great importance. Eesti Pank continued to be 
part of the projects Aruandlus 3.0 and Nullbürokraatia attempting to optimise the reporting burden within Estonia.

A change came into force in the Investment Funds Act at the start of the year that substantially reduced the supervisory 
reporting burden for non-public investment funds. As supervisory reporting on investment funds had been a main source 
of statistics under the ECB regulation, the removal of the supervisory reporting of non-public funds was compensated by 
statistical reporting from non-public investment funds. Also affecting investment funds was the participation in drawing up 
the European Central Bank regulation on compilation of statistics for pension funds. European Central Bank reporting for 
pension funds will start to apply from 2019.

The second wave of the Estonian Household Finance and Consumption Survey (HFCS), which collects data on the real 
and financial assets of households and on their liabilities, income and consumption, was launched in 2017 using the 
methodology of the European Central Bank. During the year an extensive questionnaire was prepared and jointly with 
Statistics Estonia was carried out in some 2700 households. The information collected during the interviews was added 
to by information from various registers. Comparative analysis of survey data and registry data was also started so that in 
future existing registry data can be used as much as possible and the dependence on interviews can be reduced.

DEVELOPMENT OF A NEW DATA SUBMISSION PORTAL AND MORE 
EFFICIENT USE OF REGISTRY DATA
Work continued in 2017 on the development of a new portal for data collection. The new reporting platform for both sta-
tistical and supervisory reporting was not ready for the planned deadline of September as it proved more complicated 
than expected to have some of the functionality working properly. It also became apparent during the work that further 
development was needed, for which an additional state procurement was run. The planned functionality was ready by the 
end of the year, the hosting software was installed, and testing started.

During the year there were also several updates to the way registry data were used as an input for the compilation of 
statistics. The main changes concerned the collection of information on securities from the Estonian Central Securities 
Depository, where the technical solution and data model were changed. Preparations were also made for the transition to 
the new version of the X-Road national data exchange, which is used for exchanging information with Statistics Estonia 
and the Centre of Registers and Information Systems.

WORK WITH OTHER INSTITUTIONS
An agreement was signed between Eesti Pank and Statistics Estonia in 2017 setting out the principles for cooperation in 
areas of shared responsibility. The agreement covers ongoing cooperation and joint contributions to ensuring the quality 
of the national system of accounts and other statistics. More rational organisation of statistical work within the country was 
also agreed, with Eesti Pank taking over the compilation of the annual financial accounts from Statistics Estonia and hand-
ing over in exchange the responsibility for annual statistics on economic indicators for foreign affiliates (FATS). The annex-
es to the cooperation agreement gave more precise details on the content, format and schedule of data to be exchanged.

In compiling its statistics on travel services, Eesti Pank has for the past decade used data from mobile positioning that 

Large-scale statistical work 
in 2017 was needed for the 
creation of the ESCB AnaCredit 
database and organising 
the Household Finance and 
Consumption Survey
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are collected using a methodology developed jointly by the central bank, the University of Tartu, and OÜ Positium LBS. To 
mark the 10th anniversary of this innovative statistical methodology, preparations were started for a big-data methodology 
for mobile positioning and international publication of scientific articles on it in 2018.

As statistical work is being done in an ever more globalising world, the exchange of contacts and experience with stat-
isticians from other central banks cannot be underestimated. It was the turn of Eesti Pank to host Nordstat, the regular 
meeting of statisticians from the Nordic and Baltic countries that has been set up to further this work.

REVIEWING THE DEVELOPMENT TRENDS IN STATISTICAL WORK
To help it cope sustainably with the new statistical demands, the additional requirements for international data and the 
shorter release deadlines, Eesti Pank drew up a new development strategy for statistics. This will in future see statistics 
provided more for the financial sector as a whole. This should mean time series appearing on the statistical section of the 
external website that are already compiled for the European Central Bank, such as statistics on insurance, investment funds 
and pension funds. There will also be new areas such as securities statistics and there has been a lot of interest in statistics 
on various creditors and credit intermediaries. For the tasks and goals of the strategy to be achieved, the development of 
an information system for statistical work and increased information technology capacity is vital and inescapable.

THE STATISTICAL INDICATORS FROM EESTI PANK PLAY AN IMPORTANT PART IN THE 

EUROPEAN UNION’S MACROECONOMIC IMBALANCE MONITORING SCOREBOARD
After the financial crisis, the Council of the European Union adopted a Macroeconomic Imbal-
ance Procedure in 2011 as part of the six pack of legislative measures. The procedure allows 
for more efficient oversight in those European Union countries where signs of imbalance have 
appeared in the economy that could negatively impact economic stability in particular coun-
tries, the euro area or the European Union as a whole.

The monitoring is done using the MIP scoreboard. This comprises 14 key indicators for external 
and domestic imbalance and the labour market, for which fixed thresholds have been set. There 
are 28 additional indicators alongside the key indicators. Table 4 shows the key indicators in the 
MIP scoreboard for which the Statistics Department of Eesti Pank has responsibility.

Table 4. The key indicators from the MIP scoreboard for macroeconomic imbalance  
monitoring for which Eesti Pank has responsibility

Indicator Threshold 2014 2015 2016

Current account balance % of GDP three-year average of -4 to 6% -0.4 0.9 1.4

Net investment position % of GDP up to -35% -46.9 -39.8 -37.1

Change in the market share of exports  
of goods and services % of global exports five-year change of up to -6% 20.4 7.9 -0.7

Additional growth in private sector loans % of GDP up to 14% 5.7 3.0 5.9

Private sector indebtedness % of GDP up to 133% 118.0 115.2 115.4

Financial sector liabilities % change up to 16.5% 13.1 8.7 7.2

The additional indicators cover net foreign lending, net external debt, net inflow and level of 
direct investment in the country, total private sector debt, and financial leverage. 

An Alert Mechanism Report containing a thorough economic analysis is produced from these 
statistics each December. If necessary countries are given advice on eliminating problems, and 
in more serious cases sanctions can be applied to make them take the necessary measures.

The only criterion on the scoreboard that was excessively negative for Estonia was the interna-
tional net investment position, though this has improved steadily since 2010.

The scoreboard indicators come from the national statistics on the balance of payments and 
the financial accounts and as political steps may be taken on account of these indicators, sep-
arate rules have been set out for monitoring the quality of them.
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Barry Eichengreen, the world-renowned Professor of economics from the University of California and 
author of several works on the international economy and monetary system, gave a lecture in Eesti Pank 
on 12 January. His lecture Ragnar Nurkse and the International Financial Architecture was dedicated to the 
Estonian economist Ragnar Nurkse, who was born 110 years earlier.
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ECONOMIC ANALYSIS AND CONSULTATION

ECONOMIC ANALYSIS AND MONITORING AT EESTI PANK
Economic monitoring and analysis by Eesti Pank is used in the preparation of monetary policy decisions in the Eurosystem 
and to support financial stability, and in the bank’s role as an advisor to the government.

The results of analysis by Eesti Pank were made public in regular publications, articles, public lectures, and the Eesti Pank 
blog. The publications by Eesti Pank come into three main groups of analysis of financial stability, analysis of the non- 
financial sector, and results of economic research. Publications on the non-financial sector come with various focuses. 
Alongside regular publications on the whole of the economy are reviews of the financing the economy, competitiveness 
and the labour market.

The review of the Financing of the Economy published in February assessed corporate and household funding conditions. 
The analysis found that borrowing capacity remains good and that growth in borrowing by households has accelerated. 
The banks operating in Estonia have sufficient funds from increased domestic deposits and repayments of earlier loans to 
cover new lending. This means the low level of investment activity in recent years has not been due to limits on funding.

The Competitiveness Review published in March also covered a range of indicators for non-price competitiveness. The 
review showed that despite weaker price competitiveness in some individual sectors, there was no cause to talk of a sub-
stantial deterioration in competitiveness overall.

The Labour Market Reviews published in April and October also covered competitiveness from the point of view of the labour 
market. The analysis found that growth in labour costs was above its long-term average throughout the year, while employ-
ment increased and unemployment fell. The recovery in external demand and higher prices for exports helped to increase 
labour productivity and improve corporate profits, which had suffered in recent years. The April issue of the review also pre-
sented the updated long-term population forecast, which indicates some decline in the working age population ahead.
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The labour participation rate in Estonia is one of the highest in Europe. Although Esto-
nia stands out primarily for the high employment rate among older people, participation 
in the recent past has increased more at the expense of younger age groups. Given the 
ageing of society, the large-scale engagement of the population in the labour market 
will be one of the top economic policy priorities moving forward.

The economy as a whole is covered by the review of the Estonian Economy and Mone-
tary Policy. The June and December issues accompanied the assessment of the state 
of the economy with the economic forecasts produced by Eesti Pank. Four issues 
were published during the year and they provided ever more confirmation that the economies of Europe and Estonia were 
improving notably during the year. Domestic and external demand helped the economy grow faster than expected and 
the average growth for the whole year was 4.9%. This is estimated to be faster than the long-term sustainable rate, and 
so the question of overheating of the economy rose up the agenda. However, the current state of the economy does not 
indicate serious imbalances.

Alongside these regular publications, Eesti Pank issued comments and press releases on key economic indicators.

FORECAST
Eesti Pank produced two economic forecasts in 2017 in cooperation with the European Central Bank and other central 
banks in the Eurosystem. Experts from the central banks of the euro area analyse the economies of their own countries 
in the broad macroeconomic projection exercise (BMPE), covering the current year and the next three years. The euro 
area forecast is an important input for the monetary policy decisions taken by the Governing Council of the European 
Central Bank, and is based on the forecasts of the member states. The forecasts are coordinated by the monetary policy 
committee of the European Central Bank, which is the umbrella for the working groups on forecasting, public finances and 
the development of forecasting models. Experts from Eesti Pank participate in the monetary policy committee and in its 
working groups. Experts from Eesti Pank are also able to contribute to the forecasts for the Estonian economy produced 
by the European commission and the OECD.

The Eesti Pank economic forecast is based on econometric models and expert assessment. The Estonian economy is 
very small and open and keeping the models accurate means constant observation of the transmission channels for im-
pacts from the external environment. Several boxes of background information are included with the forecast to explain 
the linkages that are important for it.

One regular box of background information covers the competitiveness of the Estonian exporting sector, and this was also 
studied in 2017 from the point of view of changes in the structure of exports of goods and services and also changes in 
market share. Further analysis showed that even though wages have increased faster in recent years than productivity, 
Estonian exporters have managed to keep up with increasing foreign demand.

The external environment significantly affects not only economic growth in Estonia, but also the rate of inflation. For this 
reason, several background boxes in the forecast discussed the global oil market and how it impacted inflation in Estonia. 
The rise in consumer prices was notably faster in Estonia in 2017 than the average in the euro area, and for the year as 
a whole it was 3.4%. The main cause of higher inflation was higher prices for food commodities and energy on global 
markets. These external factors together with continuing rises in consumption taxes will keep Estonian consumer price 
inflation higher than that in the euro area in 2018 as well.

General government spending in Estonia is lower as a ratio to GDP than the average for the 
euro area. However the transfers from the European Union budget in the public sector are 
among the largest in the monetary union, so one box considered the short-term impact of 
European Union support on economic growth. As the Estonian government has produced 
an additional investment programme for several years ahead, government expenditure will 
grow rapidly in the years to come and this will give the economy a boost until 2020.

A key part of the forecast is an assessment of the potential for growth in the Estonian econ-
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As Estonia held the 
presidency of the 
European Union in the 
second half of 2017, 
topics related to the 
European economic 
and monetary union 
received more focus 
than usual

The Estonian economy 
will be running above 
its equilibrium level in 
the coming years 

omy. The initial results of the launch of the Work Ability Reform, the effectiveness of investment, and the marginal return 
on capital were analysed for this. The potential level of the Estonian economy has improved slowly in recent years. Growth 

in investment gives grounds to hope that productivity is making an increasing contribution to 
GDP growth and the potential for growth in the economy will increase faster.

The Eesti Pank December forecast found that growth in the Estonian economy will decline 
over the years 2018-2022 from 4.2% to 2.8%, but it will be running above its potential level 
during all of this time. The growth will mainly be led by demand, not by production capacity 
at companies or by increased productivity.

RESEARCH
In line with the strategic research plan, 12 research projects were completed by the monetary policy and research de-
partment in 2017 on monetary policy, the financial sector and the real economy, and development of the macroeconomic 
and banking modelling system. The results of the research work by Eesti Pank economists and visiting researchers was 
published in Eesti Pank working papers and occasional papers (see Appendix 3). Articles based on the research are also 
published in academic journals and in publications and working papers of the European Central Bank. Economists of the 
research division and visiting researchers together wrote 22 research papers in 2016, of which 21 were published during 
the year (see Table 5). Two papers were published in the working papers and occasional papers series of the European 
Central Bank. The results of research work were also presented at international scientific conferences.

Researchers continued working with Estonian and foreign partners in 2017, participating in the ESCB’s Wage Dynamics 
Network, and the Household Finance and Consumption Network run by the central banks of the euro area. Two experts 
from abroad came to work at the bank in 2017 as part of the visiting researcher programme, as did two Estonia-based 
guest researchers.

Open seminars were organised again, with 14 guest lecturers speaking at the bank. The lecture in the series dedicated 
to Professor Ragnar Nurkse was given by world-famous economist Professor Barry Eichengreen of the University of Cal-
ifornia on the relevance for today’s financial world of the conclusions reached in Nurkse’s book International Currency 
Experience: Lessons of the Inter-War Period published in 1944.

The Eesti Pank research award for 2017 went to Kerli Lille for her research into how capital controls affect the transmission 
of economic shocks from the global level to local markets. As part of its research work, Eesti Pank helped organise the 
Nordic Econometric Meeting in Tartu. Under an agreement on cooperation between the University of Tartu and Eesti Pank, 
staff from the bank gave courses in the university on macroeconomics and econometrics.

ADVISORY FUNCTIONS
Eesti Pank is an advisor to the government in its areas of expertise. Eesti Pank gives eco-
nomic policy advice primarily on balanced economic development and on financial stability.

As Estonia held the presidency of the European Union in the second half of 2017, topics re-
lated to the European economic and monetary union received more focus than usual. Eesti 
Pank’s position on the future of the EMU is that top priority should go to further development 
of the banking union and the capital markets union. These two unions will boost the potential 
for growth in the monetary union and make it easier to smooth the economic cycle for the 
private sector in both a general recession and one that affects only individual countries.

Eesti Pank has traditionally taken the position that the first line of defence against any sort of shock 
is the member state itself, and so the fiscal rules and economic policy goals of member states 

should broadly be in keeping with the requirements. The resilience of the Estonian economy to any unexpected event is stronger 
than before the crisis, as the government debt is very small, the debt burden of the private sector has shrunk, and the banking 
system remains strong.
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Table 5. Articles published by Eesti Pank staff in 2017

Juan Carlos Cuestas and Javier 
Ordonez Fiscal consolidation in Europe: Has it worked? Applied Economics Letters, 2017. 

Juan Carlos Cuestas and Luis Gil-
Alana

Oil price shocks and unemployment in Central and Eastern 
Europe Economic Systems, 2017. 

Juan Carlos Cuestas 
House prices and capital inflows in Spain during the 
boom: evidence from a cointegrated VAR and a Structural 
Bayesian VAR

Journal of Housing Economics, 2017, Vol. 37, pp 22-28.

Juan Carlos Cuestas and Bo Tang Asymmetric Exchange Rate Exposure of Stock Returns: 
Empirical Evidence from Chinese Industries

Studies in Nonlinear Dynamics and Econometrics, 2017, 
Vol. 21, Issue 4.

Juan Carlos Cuestas, Alessandra 
Cepparulo and Maurizio Intartaglia

Financial Development, Institutions and Poverty Alleviation: 
An Empirical Analysis Applied Economics, 2017, Vol 49, Issue 36, pp 3611-3622.

Juan Carlos Cuestas and Nora Abu 
Asab

The Credibility of a Soft Pegged Exchange Rate in 
Emerging Market Economies: Evidence from a Panel Data 
Study

Annals of Economics and Finance, 2017, Vol. 18, Issue 1, 
pp 29-51. 

Juan Carlos Cuestas and Luis A. 
Gil-Alana Unemployment rate cycles in Europe Applied Economic Letters, 2017, Vol. 24 , Iss. 2, pp 136-

139.

Juan Carlos Cuestas, Fabio Filipozzi 
and Karsten Staehr

Uncovered interest parity in Central and Eastern Europe: 
expectations and structural breaks

Review of International Economics, 2017, Vol. 25, Issue 4, 
pp 695–710. 

Juan Carlos Cuestas and Karsten 
Staehr

The great leveraging in the European crisis countries. 
Domestic credit and net foreign liabilities

Journal of Economic Studies, 2017, Vol. 44, Issue 6, pp 
895-910.

Karsten Staehr Capital flows and growth dynamics in Central and Eastern 
Europe Post-Communist Economies, 2017

Karsten Staehr The choice of reforms and economic system in the Baltic 
states

Comparative Economic Studies, 2017, Vol. 59, No. 4, pp 
498-519.

Andres Kuusk, Karsten Staehr and 
Uku Varblane

Sectoral change and productivity growth during boom, 
bust and recovery in Central and Eastern Europe

Economic Change and Restructuring, 2017, Vol. 50, Issue 
1, pp 21-43

Krzysztof Jajuga, Lucjan Orlowski and 
Karsten Staehr (editors) Contemporary Trends and Challenges in Finance Springer, 2017.

Merike Kukk and Karsten Staehr
Macroeconomic factors in the dynamics of corporate and 
household saving. Evidence from Central and Eastern 
Europe

Emerging Markets Finance and Trade, 2017, Vol. 53, Issue 
11, pp 2585-2608. 

Merike Kukk and Karsten Staehr
Identification of Households Prone to Income 
Underreporting : Employment Status or Reported Business 
Income? 

Public Finance Review, 2017. Vol 45, Issue 5

Merike Kukk How does household debt affect financial asset holdings? 
Evidence from euro area countries

Studies in Economics and Finance, 2017, Vol. 34, Issue 2, 
pp 194-212.

Nicolas Reigl Forecasting the Estonian Rate of Inflation using factor 
models

Baltic Journal of Economics, 2017, Vol. 17, Issue 2, pp 
152-189.

Aleksei Netšunajev and Katharina 
Glass

Uncertainty and Employment Dynamics in the auro area 
and the US

Journal of Macroeconomics, 2017. Vol. 51, March, pp 
48-62. 

Helmut Lütkepohl and Aleksei 
Netšunajev

Structural vector autoregressions with heteroskedasticity: 
A review of different volatility models Econometrics and Statistics, 2017, Vol 1, pp 2-18. 

Helmut Lütkepohl and Aleksei 
Netšunajev

Structural Vector Autoregressions with Smooth Transition 
in Variances

Journal of Economic Dynamics and Control, Vol. 84, pp 
43-57.

Dieter Nautz, Till Strohsal and Aleksei 
Netšunajev

The anchoring of inflation expectations in the short and in 
the long run Macroeconomic Dynamics, 2017

The primary place among Estonia-focused topics was taken for the second year in a row by discussion of the govern-
ment’s budget strategy. As the economic outlook has improved, the fiscal policy stance has tended to become too ex-
pansionary. When it updated its budget strategy for the next four years in Spring 2017, the government planned a much 
larger spending programme in those years than previously, meaning not only that the structural position would be weaker 
than in 2017, but that the budget would be in nominal and structural deficit in 2018-2019. Eesti Pank does not consider a 
fiscal stimulus to be a wise policy for the coming years. In its positions and opinions published during the year, Eesti Pank 
referred repeatedly to the risks from imbalances in the economy. A fiscal policy that pushes growth even higher would 
increase the risk of overheating, especially in the construction industry.

Current economic policy questions were also discussed at regular meetings of the Finance Committee and the Economic 
Affairs Committee of the Riigikogu, and at meetings with the Ministry of Finance and the Ministry of Economic Affairs and 
Communications, where the offices of the Prime Minister and the President were also represented (see Table 6). Meetings 
with large companies and professional associations also continued to be held.
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Table 6. Key meetings of members of the Executive Board of Eesti Pank in 2017

7 February meeting of the Executive Board with the President of the Republic

13 February bilateral meeting between Ardo Hansson and the Minister of Finance

2 May presentation of the annual reports of Eesti Pank and the Financial Supervision Authority to the Finance Committee of the Riigikogu

4 May presentation of the annual reports of Eesti Pank and the Financial Supervision Authority to the Riigikogu

6 June meeting of the Executive Board with the Prime Minister to discuss the outlook for the Estonian economy

15 August meeting between Ardo Hansson and the Minister of Finance

23 October meeting of the Executive Board with the Finance Committee of the Riigikogu

6 November response by Ardo Hansson to an interpellation from the Riigikogu

8 December meeting of the Executive Board with Prime Minister Jüri Ratas

WHEN IS IT RIGHT TO STIMULATE THE ECONOMY USING THE GOVERNMENT BUDGET?
One of the secondary tasks of fiscal policy is to smooth the economic cycle. The fiscal position 
of the general government reacts to changes in the economic cycle even without the govern-
ment taking any decisions. If the economy grows faster than expected, so do the incomes of 
residents and tax receipts from them. At the same time there is less need to increase the in-
comes of working age people through social transfers, and so the fiscal position of the general 
government is stronger than planned. An unexpected decline in the economy, or a larger one 
than forecast, means the changes are in the opposite direction and the fiscal position is weaker 
than was planned. It is generally recommended that governments should not interfere with the 
functioning of these automatic stabilisers.

It is estimated that the automatic stabilisers are weaker in Estonia than elsewhere on average 
in the euro area, as taxes are mainly flat and proportional and unemployment benefits are small 
next to the average wage. This means it may be necessary for the government to step in, par-
ticularly if there is a large and unexpected fall in the economy.

Generally a discretionary stimulation of the economy through the general government budget 
in Estonia is justified if: a) the euro area, including Estonia, is hit by a severe recession; b) a 
recession affects only Estonia alone and single monetary policy supporting price stability is too 
tight for Estonia.

None of these conditions will apply in the near term, when the Estonian economy will in any 
case be running at above its long-term sustainable level.
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The high points of 
international relations 
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Organising the external meeting of the Governing Council of the European Central Bank that was held in Tallinn in 
June 2017 and the subsequent press conference was a major event for Eesti Pank in its international cooperation 
and public relations. The press conference was held in the Tallinn Reaalkool by President of the European Central 
Bank Mario Draghi, Vice-President Vítor Constâncio, and Governor of Eesti Pank Ardo Hansson.

INTERNATIONAL PARTNERSHIPS  
AND PUBLIC COMMUNICATIONS

INTERNATIONAL COOPERATION
The work of Eesti Pank as a central bank in the euro area, including its international cooperation, is largely related to the 
European Central Bank and other members of the European System of Central Banks. The next most important interna-
tional partner by amount of work is the International Monetary Fund (IMF), where Eesti Pank represents the Republic of 
Estonia. Eesti Pank works together with the Ministry of Finance in the European Union’s Economic and Financial Affairs 
Council (ECOFIN) and the bodies under it. More information on Eesti Pank’s international partners can be found on the 
Eesti Pank website7. Table 7 lists the higher level forums where Eesti Pank participated in 2017, with the names of mem-
bers and alternate members.

The two high points of international relations for Eesti Pank in 2017 were the external meeting 
of the Governing Council of the European Central Bank in Tallinn and the Estonian presidency 
of the Council of the European Union. The Governing Council of the European Central Bank, 
which usually meets in Frankfurt, holds a euro area monetary policy meeting once a year in 
one of the member states of the euro area. The external meeting held in Tallinn in June 2017 
was preceded by a year of intensive work, which involved one in three of Eesti Pank’s staff 
to a greater or lesser extent because the central bank is so small. Eesti Pank contributed to 
the success of the presidency of the Council of the European Union in its work on financial 
stability and the IMF. In September the central bank helped to organise the informal meeting 
of European Union ministers of finance and economy in Tallinn, where the central banks of the 
European Union discussed with ministers deepening the European Economic and Monetary 
Union, and the effect of technological innovation on banking and capital markets.

7   https://www.eestipank.ee/en/eesti-pank/international-cooperation.

https://www.eestipank.ee/en/eesti-pank/international-cooperation.
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Table 7. Eesti Pank’s participation in the work of international organisations and institutions

European System of Central Banks

Governing Council of the European Central Bank Ardo Hansson, Ülo Kaasik

General Council of the European Central Bank Ardo Hansson, Ülo Kaasik

Supervisory Board of the European Central Bank Madis Müller

Public Relations Committee Viljar Rääsk, Ingrid Mitt

Budget Committee Kairi Rätsepp, Helga Käärik

European Retail Payments Board (ERBP) Madis Müller 

Financial Stability Committee Jaak Tõrs

Information Technology Committee Ahti Roosa, Jarmo Inkinen

Committee on Controlling Helga Käärik, Kairi Rätsepp

Market Infrastructure and Payments Committee Mihkel Nõmmela, Kaire Torsus

Organisational Development Committee Kairi Rätsepp, Helga Käärik

Banknote Committee Rait Roosve, Margot Luukas

Human Resources Conference Kadi Kapral

Accounting and Monetary Income Committee Liivi Teder, Kairi Rätsepp

Monetary Policy Committee Martti Randveer, Peeter Luikmel

International Relations Committee Raoul Lättemäe, Anu Randveer

Risk Management Committee Kaari Kumari, Gerlyn Peetson

Internal Auditors Committee Henn Oit, Janno Kase

Statistics Committee Jaanus Kroon, Ain Paas

Market Operations Committee Fabio Filipozzi, Kristel Leo

Legal Committee Kadi Kapral, Marek Feldman

Market infrastructure high level group Madis Müller

SWIFT and CLS oversight high level group Kaire Torsus, Airi Uiboaid

Council of the European Union

Informal Council of Economics and Finance Ministers Ardo Hansson

Economic and Financial Committee (EFC) Madis Müller, Raoul Lättemäe

European Commission

European Commission and the European Central Bank statistics forum Jaanus Kroon

Committee on Monetary, Financial and Balance of Payments Statistics Jaanus Kroon

Organisation for Economic Cooperation and Development

Economic Policy Committee Martti Randveer, Ilmar Lepik

Financial Markets Committee Jana Kask

International Monetary Fund (IMF)

Board of Governors Ardo Hansson

Nordic-Baltic Monetary and Financial Committee (NBMFC) Madis Müller, Raoul Lättemäe

International Monetary and Finance Committee (IMFC) Ardo Hansson

International Monetary and Finance Committee alternate member Raoul Lättemäe

The European Systemic Risk Board (ESRB)

General Board Ardo Hansson

Advisory Technical Committee Jana Kask

European Banking Authority (EBA)

Board of Supervisors Jaak Tõrs, Indrek Saapar

Bank for International Settlements

Board of Governors Ardo Hansson

Irving Fisher Committee on Central Bank Statistics Jaanus Kroon

* Only those committees and forums that had meetings and discussions in 2017 are listed in the table.
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The presidency of the European Union gave Estonia the rare chance to participate in discussions of global economic poli-
cy. Eesti Pank supported the Ministry of Finance in its work at the G20 in drafting the European Union positions on matters 
where central banks have expertise, and at meetings on financial topics. The presidency also saw Eesti Pank participating 
in the International Monetary and Financial Committee, where it represented the positions of the European Union and the 
Nordic-Baltic Constituency of the IMF on international economic and financial topics.

One of the main topics at the IMF in 2017 was supporting global economic growth and improving the global financial 
security network. The outcome of these discussions was an updating of the conditions for the IMF’s lending programmes 
to help countries cope better with liquidity risks. There was also discussion of support for global economic growth and of 
spreading the gains of economic growth to everybody. The IMF continued discussions with member states about improv-
ing the international financial system to this end, within which Eesti Pank participated in updating the institutional view on 
the liberalisation and management of international capital flows.

Eesti Pank also hosted the IMF’s mission as part of the regular monitoring of the Estonian economy and economic policy. 
The IMF will issue an official assessment of Estonian economic policy in 2018 as part of the full economic policy consul-
tations under Article IV of the IMF’s statutes.

PUBLIC RELATIONS
The public relations work of Eesti Pank supports the central bank in achieving its strategic goals. The better society under- 
stands the actions of the central bank, the more successfully Eesti Pank can do its work. Public support for the central 
bank’s monetary policy is a great help in maintaining stable and sustainable economic growth in Estonia and the euro 
area and in achieving financial stability. For this reason Eesti Pank regularly publishes information, spokespeople from the 
bank make presentations in meetings and conferences, and blog posts, articles and commentaries are written on topical 
issues. Table 8 presents the statistics for public communications. Eesti Pank also transmits its messages through Twitter.

Two topics were particularly important for public communications at Eesti Pank in 2017. 
The first was the government’s fiscal policy, which the central bank found to be too loose 
for the state of the economy. The public discussion in spring 2017 received a lot of media 
attention and allowed Eesti Pank to share its opinion on the sustainability of state financ-
es, which can be summarised simply as money should be saved during the good times 
so as to have something to spend during the bad times.

The other special event was the external meeting of the Governing Council of the European Central Bank in Tallinn in June and 
the press conference after the meeting, where President of the European Central Bank Mario Draghi and Governor of Eesti 
Pank Ardo Hansson both spoke. Organising the meeting and the press conference was a major challenge for Eesti Pank.

Topics related to cash were also on the agenda in 2017 with the launch of commemorative coins and collector coins and 
the introduction of the new 50-euro banknote. Newspapers gave a lot of coverage to the 25th anniversary of the kroon in 
June. Within the communications work of Eesti Pank, the most attention during the year was paid to the economic fore-
cast, and to reviews of the labour market and financial stability. The press showed interest in the connections between the 

Table 8. Public relations in figures

Press releases 225

Comments by spokespeople 216

Articles and blog posts 35

Oral and written responses to enquiries 1943

Website hits 564 808 

Museum visitors 17 284

References to Eesti Pank in the media 2663

 An important topic in 
public communications 
was the government’s 

fiscal policy, which Eesti 
Pank found to be too loose



50

EEST I PANK ANNUAL REPORT 2017

On 20 June the Eesti Pank Museum celebrated the 25th anniversary of the Estonian kroon. The Governor of Eesti Pank gave 
an address on memories of the kroon and monetary reform, and a short film was shown with Eesti Pank staff speaking of 
their memories of the kroon. Lydia Koidula, Jakob Hurt and Carl Robert Jakobson, who appeared on the kroon banknotes, 
came to the museum for the official opening of the exhibition of the kroon, which travelled around Estonia for five months.
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Estonian economy and Scandinavia, discussing how Estonia would be affected by any possible problems in the Swedish 
real estate market and how the Estonian economy was developing compared to that of Finland. At the end of 2017 the 
topic of cryptocurrencies received a large amount of media attention.

The role of the Eesti Pank museum is to maintain and cherish the history of Eesti Pank and Estonian money as a part of 
the Estonian cultural heritage. The permanent exhibition at the museum, its publications, and its educational work are all 
intended to inform the public of the central bank’s role and functions in society. The museum again ran its travelling exhi-
bition of the kroon in 2017 to celebrate the 25th anniversary of the launch of the Estonian kroon. The Eesti Pank Museum 
participated for the first time in a large-scale project that developed a smartphone app with a game for visitors to eight 
museums across Estonia. Various public lectures were held at the museum in 2017, along with various family events and 
the Night of Museums. The central bank also ran seminars on financial behaviour for teachers and various educational 
programmes and excursions for adults and school groups.
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EMPLOYEES
Eesti Pank is the smallest central bank in the euro area by number of employees. It aims to ensure that skilled and enthu-
siastic specialists work at the central bank, given the competition pressure from the labour market and changes in how 
support services are organised in the public sector.

At the end of 2017 there were 234 people working at Eesti Pank, or 252 if those on suspended contracts are included. The 
number of employees has been relatively stable since 2010 (see Figure 10). The total staff turnover in 2017 was 5%, which 
is 0.3% higher than in the previous year (see Figure 11).

There were 18 employees with suspended contracts, 13 of them on maternity leave. Inter-institutional rotation saw one 
employee working at the Government Office of Estonia in 2017, one at the European Union representation in Estonia, one 
at the International Monetary Fund, and two at the European Central Bank. The contract of one employee was suspended 
for higher education studies.

On average, there were 229.85 full-time equivalent employees at Eesti Pank in 2017. Staff costs were 3.5% higher in 2017 
than in 2016.

The average age of Eesti Pank employees was 46 and they had worked for Eesti Pank for an average of 12 years, and  
141 people had more than 10 years of experience. Women account for 57% of the Eesti Pank staff and 43% are men, and 
79% of staff have a Master’s degree or equivalent and 7% a doctorate.

The salaries of the Governor of Eesti Pank and the Deputy Governors are set by the Supervisory Board.

From 1 May 2017 Governor Ardo Hansson received a salary of 9600 euros a month, and Deputy Governors Madis Müller 
and Ülo Kaasik received salaries of 7800 euros a month. In total the members of the Executive Board of Eesti Pank were 
paid salary of 301,467 euros in 2017.

ORGANISATION

Source: Eesti Pank
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Figure 10. The number of employees at Eesti Pank by year
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Source: Eesti Pank
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Figure 11. Staff turnover at Eesti Pank 2010-2017

EESTI PANK’S STRATEGY FOCUSES ON FIVE MAIN GOALS
Eesti Pank is a constantly developing organisation that adapts its work and its processes to its 
ever-changing environment and to new requirements. The Eesti Pank strategy for 2018-2022 
was drawn up in the first half of 2017.

The strategy above all presents a general picture of all of the most important activities and op-
erations of Eesti Pank. After that the five most important targets are covered separately.

The five main strategic goals for Eesti Pank for 2018-2022 are: to make the organisation of work 
at Eesti Pank even more efficient; to play a major role in economic policy, achieving price and 
financial stability; to be an influential expert on questions of new financial technologies that af-
fect the payments market and financial stability; to be fully prepared to carry out all duties in an 
emergency; and to ensure the financial independence of the central bank through investment 
activities.

The expected results for all five goals have been listed, together with the activities and resourc-
es needed to achieve them.

The strategy is brought up to date each year and whether it needs to be reviewed is assessed.

The average monthly salary at Eesti Pank, including holiday pay and additional pay for working overtime, at night, during 
holidays and during national holidays, was 2375 euros in 2017, up from 2288 euros in 2016. This figure covers everyone 
from the top managers to the service staff, but the largest group of the bank’s employees are professional specialists.

The remuneration policy of the bank aims to support the recruitment and retention of enthusiastic staff with the necessary 
qualifications, and to pay employees in the organisation fairly and competitively in the labour market. The general compar-
ison group for employee compensation is the median in the financial sector in Tallinn and Harjumaa.

The salary of the members of the Supervisory Board of Eesti Pank is set by the law governing senior civil servants. The Chair 
of the Supervisory Board received 1850.94 a month in salary and other members of the Board received 1322.10 a month.
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TRAINING AND DEVELOPMENT WORK
In 2017, 92% of the bank’s staff attended training courses. The average per employee was 3.8 days of training and  
1.8% of human resources spending was invested in staff development.

Eesti Pank’s partners in training were the European Central Bank and the central banks of various other countries, to-
gether with the IMF Institute and the Joint Vienna Institute, and the US Federal Reserve. Training organisations in Estonia 
provide the majority of the training, with both specialised and open training courses. The seminars of Eesti Pank also play 
an important role in staff development.

Twice a year the bank runs an induction programme for new employees to introduce new staff to each other, develop a 
sense of team spirit and explain the various activities of Eesti Pank, and 15 new employees attended this programme in 
2017.

During the health month held jointly by Eesti Pank and the Financial Supervision Authority in May 2017, attention was 
again focused on occupational health and on promoting a healthy lifestyle. Staff could attend various lectures, participate 
in a step counting competition, share healthy recipes and much more. More colleagues from different departments than 
before were involved in preparations for the health month programme, and 140 employees of Eesti Pank and the Financial 
Supervision Authority came to listen to the health month lectures.

The Eesti Pank chamber choir and the folk dancing group were again active, appearing at several events including the 
social programme of the external meeting of the Governing Council of the European Central Bank. The bank’s Culture Club 
also organised thematic evenings around travel, music and film.

Employees and their families were invited to the traditional summer days and winter days, and efforts to promote a healthy 
lifestyle were popular such as counting the steps taken during a month or the minutes of physical activity during a couple 
of months. There is also a bowling tournament that is held twice a year. Various sports competitions were available for 
sportier members of staff, and competitions were held with other European central banks.
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ANNUAL ACCOUNTS OF EESTI PANK 
FOR THE FINANCIAL YEAR ENDED 
31 DECEMBER 2017

THE FINANCIAL POSITION OF EESTI PANK

Capital and reserves
Eesti Pank’s capital as at 31 December 2017 stood at EUR 460.4 million euros. More detailed information on Eesti Pank’s 
capital can be found under Item 30 “Capital and Reserves” in the notes on the Balance Sheet.

Provision for foreign exchange, interest, credit and gold price risks
Following from risk assessments, Eesti Pank increased its provision for foreign exchange, interest rate, credit and gold 
price risks. The size of the provision and the continuing need for it is reassessed each year, with various factors consid-
ered. The risk assessment is based on a calculation of the value at risk of risk-bearing assets, which takes into account the 
size of the risk-bearing assets, the extent of risks that have realised during the year, and the forecast for the year to come. 
As at 31 December 2016 the provision made to cover foreign exchange, interest rate, credit and gold price risks were EUR 
37.5 million. The bank transferred EUR 7.5 million to the provision in 2017 and as a result the risk provision increased to 
EUR 45 million. See also Item 28 “Provisions” in the notes on the Balance Sheet.

Provision for the obligation to exchange Estonian kroons for euros
It is highly probable that not all the kroons that were issued will be exchanged for euros in the future, as some will have 
been destroyed and some retained as souvenirs. For this reason a special purpose provision of EUR 29.6 million was set 
up in 2016. Future exchanges of kroons for euros will be funded from the provision. The provision was reduced in 2017 by 
EUR 498.5 thousand through the return of kroons.

Revaluation accounts
Unrealised profit from gold, foreign currency and securities is not recorded as income in the Profit and Loss Account and 
is transferred to the revaluation accounts in the liabilities side of the Eesti Pank Balance Sheet. Assets on these accounts 
can be used to reduce any future impact on the financial results of the bank from unfavourable developments in prices or 
exchange rates. In this way such financial buffers can help strengthen the resilience of the bank to underlying risks. The 
total value of the revaluation accounts for gold, currency and securities was EUR 28 million at the end of December 2017 
and EUR 19 million at the end of 2016. For more details, see the notes on accounting principles, and Item 29 “Revaluation 
accounts” in the notes on the Balance Sheet.

Financial results for 2017
Eesti Pank’s net profit in 2017 was EUR 4.3 million, and it was EUR 31.4 million in 2016.

Net interest income increased to EUR 20 million euros in 2017 from EUR 16.8 million in 2016. The majority of the invest-
ment income in 2017 came from transactions within the Eurosystem through the excess reserves of Estonian credit institu-
tions and securities held for monetary policy purposes. A large part of the investment income in 2017 came from the equity 
portfolio. Global share prices increased by around 23% though the strengthening of the euro reduced the contribution 
of equity investments to income. The equity portfolio still produced positive results for the year as a whole. The interest 
rates on the securities in the portfolio rose and so the return on that part of the portfolio was negative. The structure of 
the portfolio remained generally stable in 2017, and the only major change was that US government bonds were replaced 
by a US government guaranteed mortgage-backed securities fund. The net income of Eesti Pank was increased by the 
Eurosystem monetary income of EUR 10.6 million and income from equity shares and participating interests of EUR 3.7 
million, which includes EUR 3.3 million of profit distributed by the European Central Bank.
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The total operating expenses of Eesti Pank, including depreciation, increased from EUR 17.7 million in 2016 to EUR 19.8 
million in 2017. The largest expenses were on staff costs, cash production, and information and communications tech-
nology.

Risks
Eesti Pank has a risk management system that covers all the processes of the bank and allows various risks to be tack-
led in a single framework. Risk management aims to reduce the adverse effects that unforeseen events can have on the 
achievement by the bank of its objectives. To this end, risk management is integrated into the investment, planning, budg-
eting and management reporting processes.

Reporting and analysis of risks show that risks coming from the external environment have increased. Eesti Pank contrib-
utes to risk management for the whole of the euro area through the committees and management bodies of the European 
System of Central Banks. Contingency plans for services are used to reduce the impact of any possible interruption to 
processes the bank considers critical and to ensure the continuity of activity. The external auditors regularly assess the 
risk management of the bank.

The financial risks at Eesti Pank are assessed using both Value at Risk (VaR) and Expected Shortfall risk measures. It 
became necessary to use multiple measures of risk because of the significant increase in the balance sheet total and the 
risks stemming from changes.

Eesti Pank’s reserves are exposed to various risks such as market, credit and liquidity risks. Risks are managed on a daily 
basis, with various risk limits set on investments and precautionary measures employed like the four-eyes principle and a 
division between decision-making and oversight functions.

Investment risk not related to monetary policy is measured when possible by the risk variable VaR, and its ratio to the 
benchmark portfolio is limited. The benchmark portfolio is approved by the Executive Board of Eesti Pank and sets the 
overall risk tolerance of Eesti Pank’s investments. The benchmark portfolio currently contains bonds and equity fund units. 
The Executive Board also decides the acceptable level of foreign exchange risk for the benchmark portfolio. The foreign 
exchange risk of the bond portfolio is hedged with forward transactions for foreign currency. Risks that are not measured 
by VaR are limited by their amount or by other parameters. Counterparty risk is managed through various contracts. The 
list of financial instruments that are permitted for managing investment assets is approved by the Governor of Eesti Pank. 
The risk management division observes that the risks remain within their permitted limits.

In addition to the risks from reserve management, the assets of Eesti Pank are subject to risks from monetary policy 
transactions. Risks related to monetary policy transactions are managed jointly in the Eurosystem Risk Management Com-
mittee, which comprises representatives of the euro area central banks, including Eesti Pank. A risk framework has been 
established that sets out conditions for transaction counterparties, assets that qualify as collateral for monetary policy 
operations, the financial instruments to be purchased within the purchase programmes and similar. No major changes 
were made last year in the risk framework for collateral for monetary policy, though the risks of the Eurosystem were in-
creased substantially because of the various asset purchase programmes above all. Under Article 32.4 of the Statute of 
the European System of Central Banks (ESCB) and the European Central Bank (ECB), any losses from monetary policy 
operations and from securities purchased under the Securities Market Programme and the expanded asset programme 
other than government bonds, if they were to materialise, are shared in full by the Eurosystem central banks in proportion 
to the prevailing ECB capital key shares8.

8   Under Article 29 of the Statute of the ESCB and of the ECB, the central banks of the member states subscribe the capital of the European Central Bank in 
the proportions given by the capital key. The capital key is calculated by looking equally at each country's share of the European Union's population and GDP. 
The weightings are adjusted every five years or whenever a country joins the EU. As the member states that are outside the euro area do not have a right to the 
distributed profit and loss of the European Central Bank under the capital key, Eesti Pank's share of the risks of the European Central Bank has been 0.2739% 
since 1 January 2015.
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APPROVAL OF THE ANNUAL ACCOUNTS FOR THE  
FINANCIAL YEAR ENDED 31 DECEMBER 2017  
BY THE EXECUTIVE BOARD OF EESTI PANK
The Executive Board recognises its responsibility for the Annual Accounts of Eesti Pank for the financial year ended 
31 December 2017.

The Annual Accounts of Eesti Pank have been drawn up in accordance with the rules established in Article 26.4 of the 
Statute of the European System of Central Banks and of the European Central Bank9. The parts of the Annual Accounts 
that are not regulated by ECB guidelines have been drawn up in accordance with the financial reporting standards gen-
erally accepted in Estonia. The Annual Accounts give a true and fair view of the assets and liabilities, equity and financial 
performance of Eesti Pank.

The preparation of the Annual Accounts in conformity with the above requirements requires the Executive Board to pro-
vide estimates of the determinants affecting the assets and liabilities of Eesti Pank as at the accounting date and income 
and expenses during the accounting period. These estimates are based on the information available about Eesti Pank, its 
intentions and risks as at the date of preparation of the Annual Accounts. The final outcome of the economic transactions 
reflected in the Annual Accounts may differ from the estimates of the Executive Board.

On 19 March 2018, all the members of the Executive Board of Eesti Pank on that day signed the Annual Accounts.

Ardo Hansson Governor of Eesti Pank, Chairman of the Executive Board

Ülo Kaasik Deputy Governor of Eesti Pank, Member of the Executive Board

Madis Müller Deputy Governor of Eesti Pank, Member of the Executive Board

9  Decision of the ECB of 3 November 2016 on the legal framework for accounting and financial reporting in the European System of Central Banks (recast)
(ECB/2016/34), OJ L 347, 20.12.2016, p 3.
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BALANCE SHEET AS AT 31 DECEMBER 2017 AND 2016
thousand EUR

 Item 31/12/2017 31/12/2016

ASSETS

Gold and gold receivables 1 8 926 9 059

Claims on non-euro area residents denominated in foreign currency  279 401 323 076

    Receivables from the IMF 2 71 163 94 642

    Balances with banks, security investments and other external assets 3 208 238 228 434

Claims on euro area residents denominated in foreign currency 4 103 065 102 104

Claims on non-euro area residents denominated in euro 5 25 402 11 949

Lending to euro area credit institutions related to monetary policy  
operations denominated in euro

6 91 210 86 000

Other claims on euro area credit institutions denominated in euro 7 7 365 4 873

Securities of euro area residents denominated in euro  5 152 215 3 398 564

    Securities held for monetary policy purposes 8 5 103 761 3 339 318

    Other securities 9 48 454 59 246

Intra-Eurosystem claims  2 708 062 2 757 818

    Participating interest in the European Central Bank 10 88 853 88 853

    Claims equivalent to the transfer of foreign reserves 11 111 730 111 730

    Net claims related to the allocation of euro banknotes within the Eurosystem 12 1 550 197 1 619 515

    Other claims within the Eurosystem (net) 13 957 282 937 720

Other assets  67 260 67 485

    Tangible and intangible fixed assets 14 17 354 17 304

    Other financial assets 15 234 234

    Off-balance-sheet instruments revaluation differences 16 536 91

    Accruals and prepaid expenses 17 43 314 32 629

    Sundry 18 5 822 17 227

TOTAL ASSETS  8 442 906 6 760 928

The notes on pages 60–81 form an integral part of the Annual Accounts.
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 thousand EUR

Item 31/12/2017 31/12/2016

LIABILITIES  

Banknotes in circulation 19 2 950 204 2 838 064

Liabilities to euro area credit institutions related to monetary  
policy operations denominated in euro

4 559 041 3 192 216

    Current accounts (including cover for the minimum reserve system) 20 4 559 041 3 192 216

Other liabilities to euro area credit institutions denominated in euro 21 8 631 0

Liabilities to other euro area residents denominated in euro 22 220 216 18 207

    General Government  208 591 7 117

    Other liabilities  11 625 11 090

Liabilities to non-euro area residents denominated in euro 23 8 631 5 207

Liabilities to non-euro area residents denominated in  
foreign currency

24 0 15 758

Counterpart of the special drawing rights allocated by the IMF 25 73 590 78 981

Other liabilities  55 490 58 036

    Off-balance-sheet instruments revaluation differences 16 158 7 553

    Accruals and income collected in advance 26 6 032 5 202

    Sundry 27 49 300 45 281

Provisions 28 74 312 67 122

Revaluation accounts 29 28 019 19 039

Capital and reserves 30 460 447 436 895

    Capital  246 133 222 581

    Reserves  214 314 214 314

Profit for the year  4 325 31 403

TOTAL LIABILITIES  8 442 906 6 760 928

The notes on pages 60–81 form an integral part of the Annual Accounts.
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PROFIT AND LOSS ACCOUNT FOR 2017 AND 2016
   thousand EUR

 Item 2017 2016

Interest income  43 951 45 686

Interest expenses  -23 956 -28 916

Net interest income 31 19 995 16 770

    

Realised gain arising from financial operations  2 009 10 278

Write-downs on financial assets  -6 047 -2 809

Provisions for foreign exchange rate, interest rate and credit risks  -7 500 -7 500

Net result of financial operations, write-downs and risk provisions 32 -11 538 -31

    

Fees and commissions income  109 106

Fees and commissions expenses  -34 -60

Net income from fees and commissions 33 75 46

    

Income from equity shares and participating interests 34 3 655 3 488

Net result of pooling of monetary income 35 10 567 10 951

    

Other income  1 363 47 533

Other expenses  0 -29 622

Other income and expenses 36 1 363 17 911

    

Total net income   24 117 49 135

    

Staff costs 37 -9 409 -9 090

Administrative expenses 38 -5 821 -5 090

Depreciation of tangible and intangible fixed assets 14 -1 704 -1 860

Banknote production services 39 -856 -430

Other operating expenses 40 -2 002 -1 262

    

Operating expenses  -19 792 -17 732

    

Profit for the year  4 325 31 403

The notes on pages 60–81 form an integral part of the Annual Accounts.
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NOTES ON THE ANNUAL ACCOUNTS OF EESTI PANK
ACCOUNTING POLICIES USED IN THE ANNUAL ACCOUNTS

General Principles
The Annual Accounts of Eesti Pank (occasionally also “the bank”) have been drawn up in accordance with the rules based 
on Article 26.4 of the Statute of the European System of Central Banks and of the European Central Bank10. The parts 
of the Annual Accounts that are not regulated by ECB guidelines have been drawn up in accordance with the financial 
reporting standards generally accepted in Estonia.

The preparation of the Annual Accounts requires the Executive Board to provide estimates of the determinants affecting 
the assets and liabilities of Eesti Pank and income and expenses during the accounting period as at the balance sheet 
date. These estimates are based on the information available about Eesti Pank and its intentions and risks as at the date 
of preparation of the Annual Accounts.

No Cash Flow Statement is presented as it does not provide significant relevant information to the readers of the Annual 
Accounts of Eesti Pank, given the bank’s role as the central bank.

The Annual Accounts have been prepared in thousands of euro unless indicated otherwise.

The Balance Sheet items are grouped by residency (euro area, non-euro area) and currency (euro, other currency). The 
assets and liabilities related to monetary policy are recorded on separate rows.

The Annual Accounts have been prepared on the historical cost basis, except in cases explained in the following account-
ing principles.

Assets and liabilities
Assets and liabilities are recognised in the Balance Sheet when it is probable that any associated future economic benefit 
will flow to or from Eesti Pank; almost all of the risks and rewards related to assets and liabilities have been transferred; 
and the cost or value of an asset or a liability and the resulting gains or losses can be measured reliably.

Financial assets and liabilities
A financial asset is any asset that is cash, or a contractual right to receive cash or any other financial asset from another 
entity, or a contractual right to exchange financial assets with another entity under conditions that are potentially favoura-
ble. A financial liability is any liability that is a legal obligation to deliver cash or any other financial asset to another entity 
or to exchange financial assets with another entity under conditions that are potentially unfavourable.

Financial assets are initially recorded at their acquisition cost, which is the fair value of the amount paid for the financial 
asset in question. Financial liabilities are initially recorded at their acquisition cost, which is the fair value of the amount 
received for the financial liability in question. Subsequent measurement of financial assets and liabilities is based on the 
market value, the acquisition cost or the amortised cost depending on the type of the asset or liability. Market value is 
the amount for which an asset could be exchanged or a liability settled between knowledgeable, disinterested and willing 
parties in an arm’s length transaction. Financial assets recorded at market value are revalued on every balance sheet date.

Financial assets recorded at adjusted acquisition cost are written down if the recoverable amount of an asset is likely to 
be smaller than its carrying amount. The impairment of significant financial assets is measured for each object separately. 
The impairment of financial assets that are not individually significant and that are not expected to be impaired is meas-
ured for all assets together. Write-downs of financial assets are recorded as an expense of the accounting period in the 
Profit and Loss Account.

Recording of transactions in foreign currency
With the exception of spot transactions in securities, transactions in financial instruments denominated in foreign curren-
cy are recorded in off-balance-sheet accounts on the trade date. On the settlement date, off-balance-sheet entries are 
reversed and transactions are recorded on the Balance Sheet. The purchase and sale of foreign currency affect the net 

10   Decision of the ECB of 3 November 2016 on the legal framework for accounting and financial reporting in the European System of Central Banks (recast)
(ECB/2016/34), OJ L 347, 20.12.2016, p 3.
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foreign currency position on the trade date; realised results arising from sales are also calculated on the trade date. The 
interest accrued on financial instruments denominated in foreign currency and the premiums or discounts are calculated 
and recorded on a daily basis. These amounts also affect the foreign currency position on a daily basis.

Assets and liabilities denominated in foreign currencies are converted into euro at the exchange rate of the European Cen-
tral Bank prevailing on the balance sheet date. Income and expenses are converted at the exchange rate of the European 
Central Bank prevailing on the recording date. The revaluation of on-balance-sheet and off-balance-sheet instruments and 
of foreign exchange assets and liabilities is performed on a currency-by-currency basis.

The special drawing right (SDR) of the International Monetary Fund (IMF) is defined in terms of a basket of currencies. To 
revalue Eesti Pank’s holdings of SDRs, the value of the SDR was calculated as the weighted sum of the exchange rates 
of five currencies (the US dollar, the euro, the Japanese yen, the pound sterling and the Chinese renminbi) converted into 
euros as at 29 December 2017.

The exchange rates applied on 31 December 2017 and 2016 were as follows:

 31/12/2017 31/12/2016

USD 1.1993 1.0541

GBP 0.88723 0.85618

JPY 135.01 123.4

CNY 7.8044 7.3202

SDR 0.842034 0.78456

Gold
Gold is valued at the market price prevailing at the year-end. No distinction is made between the price and currency re-
valuation differences for gold. Instead, a single gold valuation is accounted for on the basis of the price in euros per fine 
ounce of gold, which, for the year ending 31 December 2017, was derived from the exchange rate of the euro against the 
US dollar on 29 December 2017.

Securities
Securities held for monetary policy purposes

Securities held for monetary policy purposes are accounted for at amortised cost subject to impairment. The Governing 
Council of the ECB assesses on a regular basis the financial risks associated with these securities. Annual impairment 
tests are conducted on the basis of the estimated recoverable amounts as at the year end.

Other securities

Marketable securities (other than securities held for monetary policy purposes) and similar assets are valued either at the 
mid-market prices or on the basis of the relevant yield curve prevailing on the balance sheet date, on a security-by-secu-
rity basis. For the year ending 31 December 2017, mid-market prices on 29 December 2017 were used.

Income recognition
Income and expenses are recorded in the Profit and Loss Account during the accounting period on an accrual basis 
regardless of when cash was received or paid. Realised gains and losses arising from the sale of foreign exchange, gold 
and securities are taken to the Profit and Loss Account. Such realised gains and losses are calculated by reference to the 
average cost of the asset concerned.

Unrealised gains are not taken to the Profit and Loss Account, but are recognised on the Balance Sheet under “Revalu-
ation accounts”.

Unrealised losses are recorded in the Profit and Loss Account under “Write-downs on financial assets” if, at the year-end, 
they exceed previous revaluation gains registered in the corresponding revaluation account. Unrealised losses on any one 
currency or security or on gold are not netted against unrealised gains on other currencies or securities or gold. In the 
event of an unrealised loss on any currency or security or on gold at the year-end, the average cost of that item is reduced 
to the year-end exchange rate or market price.
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Premiums or discounts arising on purchased securities are recorded as part of interest income and are amortised on a 
daily basis over the remaining life of the securities.

The interest income and expenses from monetary policy operations are presented on a net basis for each balance sheet 
item or sub-item.

Reverse transactions
Repurchase transactions (sale/repurchase transactions) are recorded as collateralised loans taken at their fair value, i.e. 
securities are recorded as assets on the Balance Sheet and the repurchase sum as a liability.

Reverse repurchase transactions (purchase/resale transactions) are recorded as collateralised loans granted. Securities 
used as collateral for reverse repurchase transactions are not recorded on the Balance Sheet of Eesti Pank.

Investments in shares
Investment in shares is recorded at market value if it can be assessed reliably. The assessment of the market value of 
shares is not reliable if they are not actively traded and there are no alternative methods for assessing their value reliably. 
In this case shares are recorded at their acquisition cost subject to impairment. Profits and losses on the sale of shares 
are recorded in the Profit and Loss Account after all conditions of sale have been fulfilled. Dividend income is recorded 
as income for the period.

Fixed assets
Fixed assets are assets with a useful life of over a year and an acquisition cost in excess of EUR 3200. Fixed assets are 
recorded at their acquisition cost, which is the purchase price and other expenditure directly related to bringing assets 
to the location and condition necessary for their intended use. Land, buildings, utility systems of buildings, IT hardware, 
software, and other assets with long-term useful lives are recorded as fixed assets on the Balance Sheet. Prepayments 
for fixed assets are also recorded as fixed assets.

Land and objects of art and culture are not depreciable assets. Other fixed assets are depreciated on a straight-line basis 
over the estimated useful lives of the assets at the following rates:

 2017

Land and buildings 3%

Utility systems of buildings 10%

Hardware 20%

Software, motor vehicles 10–50%

Other fixed assets 7–20%

The need to differentiate between software depreciation rates arose due to the introduction of application software with 
high acquisition cost and varying useful life.

Subsequent expenditure incurred for items of fixed assets is recognised as fixed assets when it is probable that Eesti Pank 
will derive future expected benefits from the asset and the cost of the asset can be measured reliably. Current mainte-
nance and repair costs are recognised as expenses for the period.

Provisions for foreign exchange rate, interest rate, credit and gold price risks
Given the nature of the operations of a central bank, Eesti Pank may set up provisions on the balance sheet for foreign 
exchange rate, interest rate, credit and gold price risks. The management of the bank decides to increase or reduce the 
provisions, using a reasonable estimate of the bank’s exposure. Provisions are used to cover the uncovered losses in 
revaluation accounts to the extent approved by the Executive Board. If the size of the provision is reduced because of risk 
estimates, the amount it is reduced by is recorded as income for the recording period.
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Claims and liabilities to the Financial Supervision Authority
The Balance Sheet of Eesti Pank contains a claim on the Financial Supervision Authority for the services provided and 
acquisition of low value assets by Eesti Pank, and a liability to the Financial Supervision Authority in relation to its settle-
ment account held with Eesti Pank.

Off-balance-sheet instruments
Currency instruments, namely foreign exchange forward instruments, forward legs of foreign exchange swaps and other 
currency instruments involving an exchange of one currency for another at a future date, are included in the net foreign 
currency position for the purpose of calculating foreign exchange gains and losses.

Interest rate instruments are revalued on an item-by-item basis. Daily changes in the variation margin of open interest rate 
futures contracts are recorded in the Profit and Loss Account. The valuation of option transactions and of interest rate 
swaps is based on generally accepted valuation methods, using observable market prices and rates and the discount 
factors from the settlement dates to the valuation date.

Contingent liabilities
Contingent liabilities are recorded in the Notes on the Annual Accounts and include commitments, guarantees and other 
liabilities which may, under certain conditions, become liabilities in the future, though the probability of their realisation is 
considered lower by the management of the bank than the probability of their non-realisation.

Post-balance-sheet events
Assets and liabilities are adjusted for events that occur between the balance sheet date and the date of compilation of 
the Annual Accounts but are related to transactions during the accounting period or earlier periods or materially affect the 
condition of assets and liabilities on the balance sheet date. Important post-balance-sheet events that do not affect the 
condition of assets and liabilities on the balance sheet date are disclosed in the Notes.

Banknotes in circulation
The European Central Bank and the euro area national central banks, which together comprise the Eurosystem, issue 
euro banknotes11. The total value of euro banknotes in circulation is allocated to the Eurosystem central banks on the last 
working day of each month in accordance with the banknote allocation key12.

The European Central Bank has been allocated a share of 8% of the total value of euro banknotes in circulation, and the 
remaining 92% has been allocated to the Eurosystem central banks according to their weightings in the capital key of the 
ECB. Eesti Pank’s share of the total of banknotes allocated to the Eurosystem central banks is disclosed in the Balance 
Sheet under the liability item “Banknotes in circulation”.

The difference between the value of euro banknotes allocated to each Eurosystem central bank in accordance with the 
banknote allocation key and the value of euro banknotes that it actually puts into circulation also gives rise to remunerated 
intra-Eurosystem balances. These claims or liabilities13 are disclosed under the sub-item “Intra-Eurosystem balances: net 
claims/liabilities related to the allocation of euro banknotes within the Eurosystem” (see “Intra-Eurosystem balances” in 
the notes on accounting policies).

From the cash changeover year until five years following the cash changeover year14 the intra-Eurosystem balances arising 
from the allocation of euro banknotes are adjusted in order to avoid significant changes from previous years in the relative 
income positions of the Eurosystem central banks. The adjustments are effected by taking into account the differences 

11   Decision of the ECB of 13 December 2010 on the issue of euro banknotes (recast) (ECB/2010/29), OJ L 35, 9.2.2011, p 26.

12   Banknote allocation key – the percentages that result from taking the ECB’s share in the total euro banknote issue and applying the subscribed capital key 
to the NCBs’ share of that total.

13   Decision of the ECB of 3 November 2016 on the allocation of monetary income of the national central banks of Member States whose currency is the euro 
(recast) (ECB/2016/36), OJ L 347, 20.12.2016, p 26.

14   The year of changeover to the euro is the year when euro banknotes become the legal tender of a Member State.
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for the observation period15 between the average value of banknotes released into circulation by the central banks of the 
Eurosystem countries and the average value of the banknotes that would have been allocated to them during that period 
under the ECB’s capital key. The adjustments are reduced in annual stages until the first day of sixth year after the cash 
changeover year when income on banknotes is allocated fully in proportion to the Eurosystem central bank’s paid-up 
shares in the ECB’s capital. The interest income and expense on these balances is cleared through the accounts of the 
ECB and is disclosed under “Net interest income” in the Profit and Loss Account.

Collector coins
The nominal value of collector coins that have been issued is no longer recorded as a liability in the Balance Sheet as the 
probability of Eesti Pank repurchasing the coins is very low and their value as precious metal exceeds their nominal value. 
Income from the sale of collector coins is recorded in the Profit and Loss Account as it is incurred. 

Interim profit distribution of the ECB
The Governing Council of the ECB has decided that the seigniorage income of the ECB, which arises from the 8% share of 
euro banknotes allocated to the ECB, and the ECB’s income arising from securities purchased under the Securities Mar-
kets Programme (SMP), the third covered bond purchase programme (CBPP3), the asset-backed securities purchase pro-
gramme (ABSPP) and the public sector purchase programme (PSPP) shall be due in full to the Eurosystem central banks 
in the same financial year it accrues. If the Governing Council does not decide otherwise, the European Central Bank 
distributes this income in January of the following year in the form of an interim distribution of profit16. It is distributed in 
full, unless the European Central Bank’s net profit for the year is less than its income earned. The distributed profit may be 
reduced if the Governing Council decides to make transfers to the provision for foreign exchange rate, interest rate, credit 
and gold price risks. The Governing Council may also decide to charge costs incurred by the European Central Bank in 
connection with the issue and handling of euro banknotes against income earned on euro banknotes in circulation.

The amount distributed to the Eurosystem central banks is disclosed in the Profit and Loss Account under “Income from 
equity shares and participating interests”.

Intra-Eurosystem balances
Intra-Eurosystem claims arising from Eesti Pank’s participating interest in the ECB are reported under “Participating in-
terest in the European Central Bank”.

Intra-Eurosystem balances arising from the transfer of foreign reserve assets to the ECB by NCBs joining the Eurosystem 
are denominated in euro and reported under “Claims equivalent to the transfer of foreign reserves”.

Intra-Eurosystem balances arising from the allocation of euro banknotes within the Eurosystem are included as a net 
single asset or liability under “Net claims/liabilities related to the allocation of euro banknotes within the Eurosystem” (see 
“Banknotes in circulation” in the notes on accounting policies).

Intra-Eurosystem balances result primarily from cross-border payments in the European Union which are settled in central 
bank money in euro. These transactions are for the most part initiated by private entities, meaning credit institutions, cor-
porations and individuals. These transactions are settled in TARGET217 and give rise to bilateral balances in the TARGET2 
accounts of EU central banks. These bilateral balances are netted out and then assigned to the ECB on a daily basis, 
leaving each national central bank with a net bilateral position towards the ECB. Intra-Eurosystem balances of euro area 
NCBs towards the ECB arising from TARGET2, and other intra-Eurosystem balances denominated in euro such as interim 
profit distributions to NCBs or monetary income results are presented in the Balance Sheet as a single net asset or liability 
position and disclosed under “Other claims within the Eurosystem (net)” or “Other liabilities within the Eurosystem (net)”.

15   The period is 24 months long and starts 30 months before the day that the euro banknotes become the legal tender of the country in question. For Eesti 
Pank the period was from July 2008 to June 2010.

16   Decision of the ECB of 15 December 2014 on the interim distribution of the income of the European Central Bank (recast) (ECB/2014/57) (OJ L 53, 25.2.2015, p 24).

17   The Trans-European Automated Real-time Gross Settlement Express Transfer system 
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NOTES ON THE BALANCE SHEET
ITEM 1 – GOLD AND GOLD RECEIVABLES
Changes in the value of Eesti Pank’s gold reserves are as follows:

 31/12/2017 31/12/2016

Gold (ounces) 8250.171 8250.171

Ounce market value (EUR) 1081.881 1098.046

Revaluation (thousand EUR) 1 738 1 871

Market value (thousand EUR) 8 926 9 059

ITEM 2 – RECEIVABLES FROM THE IMF
Receivables from the IMF are the SDR account in the IMF and the reserve position in the IMF.

  thousand EUR

 31/12/2017 31/12/2016

SDR account in the IMF 29 258 31 389

Reserve position in the IMF 41 905 63 253

    Participation in the IMF 289 272 310 635

    IMF No.1 account -247 367 -247 382

Total 71 163 94 642

The SDR account in the IMF

An SDR account is generated for each IMF Member State for conducting loan transactions and various other related op-
erations. The SDR account is used to record the SDRs distributed to support the foreign reserves of IMF Member States 
and to increase global liquidity (see Item 25 “Counterpart of the Special Drawing Rights Allocated by the IMF”).

Reserve position in the IMF

Eesti Pank represents the Republic of Estonia in the IMF. A quota has been established for each IMF member determining 
its participation (subscription) and voting power in the IMF. Participation in the IMF is recorded under assets on the Bal-
ance Sheet and is equal to the country’s quota.

At the end of 2017 the quota of the Republic of Estonia in the International Monetary Fund was SDR 243.6 million.

The reserve position in the IMF comprises the net amount of the quota and the IMF No.1 account. The size of the reserve 
position is affected by the participation of the Republic of Estonia in the IMF’s Financial Transactions Plan (FTP). The de-
crease in the reserve position in 2017 was due to the amounts refunded in relation to the FTP with a total value of SDR 
14.3 million, having been SDR 2 million in 2016. Estonia has participated in the IMF’s FTP since 2012.

ITEM 3 – BALANCES WITH BANKS, SECURITY INVESTMENTS AND OTHER EXTERNAL ASSETS
Item 3 reflects bank balances in foreign currency with credit institutions outside the euro area, term deposits and reverse 
repurchase agreements denominated in US dollars, and the security investments denominated in United States, Canadian 
and Australian dollars of non-euro area residents. Eesti Pank’s foreign reserves were invested mainly in US government 
guaranteed mortgage-backed securities funds and government bonds of Australia and Canada.
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  thousand EUR

 31/12/2017 31/12/2016

Securities 99 280 200 483

Securities funds 97 535 0

Current accounts 10 256 2 129

Fixed-term deposits 1 167 10 246

Reverse repurchase transactions 0 15 576

Total 208 238 228 434

  thousand EUR

 31/12/2017 31/12/2016

USD 99 759 128 400

AUD 50 085 48 484

CAD 49 767 51 169

CHF 8 455 2

GBP 105 241

JPY 59 76

CNH 32 34

DKK 2 2

NOK 0 1

NZD -5 24

SEK -21 1

Total 208 238 228 434

ITEM 4 – CLAIMS ON EURO AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY
Item 4 reflects bank balances in foreign currency with credit institutions in the euro area and investments in equities de-
nominated in US dollars of euro area residents.

  thousand EUR

 31/12/2017 31/12/2016

Equities 101 272 100 490

Current accounts 1 793 1 614

Total 103 065 102 104

  thousand EUR

 31/12/2017 31/12/2016

USD 102 418 101 624

CAD 390 195

AUD 268 207

SEK 198 206

CHF 8 9

NZD 2 0

NOK 1 0

JPY -32 7

GBP -188 -144

Total 103 065 102 104
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ITEM 5 – CLAIMS ON NON-EURO AREA RESIDENTS DENOMINATED IN EURO
Item 5 reflects bank balances in euro with credit institutions outside the euro area, reverse repurchase agreements de-
nominated in euro, and security investments denominated in euro of non-euro area residents.

  thousand EUR

 31/12/2017 31/12/2016

Securities 15 959 6 609

Reverse repurchase transactions 8 993 5 190

Current accounts 450 150

Total 25 402 11 949

ITEM 6 – LENDING TO EURO AREA CREDIT INSTITUTIONS RELATED TO MONETARY 
POLICY OPERATIONS DENOMINATED IN EURO
The total Eurosystem holding of monetary policy assets amounts to EUR 764,310 million, of which Eesti Pank holds EUR 
91.2 million (EUR 86 million in 2016) of longer-term refinancing transactions with maturities of 48 months. Under Article 
32.4 of the Statute of the ESCB, any losses from monetary policy operations, if they were to materialise, are shared in full 
by the Eurosystem central banks in proportion to the prevailing ECB capital key shares. Eesti Pank’s share in the capital 
key is 0.27390%.

Losses can only materialise if both the counterparty fails and the recovery of funds received from the resolution of the 
collateral provided by the counterparty is not sufficient. Risk sharing has been excluded by the Governing Council of the 
ECB for specific collateral which can be accepted by NCBs at their own discretion.

In 2016 the Governing Council of the ECB introduced a new series of four targeted longer-term refinancing operations 
(TLTRO II). These operations have a four-year maturity, with a possibility of repayment after two years. The applicable 
interest rate for TLTRO II operations depends on the individual lending benchmark of the respective counterparty between 
the date of allotment and January 2018. The actual rate will be set in 2018 and will be between the main refinancing op-
erations rate and the deposit facility rate at the time of the allotment. Given that the actual rate will only be known in 2018 
and a reliable estimate is not possible at this juncture, the deposit facility rate has been used for calculating the TLTRO II 
interest for 2017.

ITEM 7 – OTHER CLAIMS ON EURO AREA CREDIT INSTITUTIONS DENOMINATED IN EURO
Item 7 reflects bank balances in euro at euro area credit institutions.

ITEM 8 – SECURITIES HELD FOR MONETARY POLICY PURPOSES
Item 8 reflects securities acquired by Eesti Pank within the scope of the purchase programmes for covered bonds (CBPP2)18, 
the Securities Markets Programme (SMP)19 and the public sector purchase programme (PSPP)20.

The Securities Market Programme was terminated on 6 September 2012. The second covered bond purchase programme 
was completed on 31 October 2012.

Securities purchased under all the purchase programmes are valued on an amortised cost basis subject to impairment 
(see “Securities” in the notes on accounting policies). The amortised cost and market value21 of securities, which are not 
recorded on the Balance Sheet or Profit and Loss Account and are presented only for the purposes of information, are:

18   Decision ECB/2011/17 of 3 November 2011 on the implementation of the second covered bond purchase programme, OJ L 297, 16.11.2011, p 70.

19   Decision ECB/2010/5 of 14 May 2010 establishing a securities markets programme, OJ L 124, 20.05.2010, p 8.

20   Decision ECB/2015/10 of 4 March 2015 on a secondary markets public sector asset purchase programme, OJ L 121, 14.5.2015, p 20, as amended.

21   Market values are approximate and are derived from quoted market values. If no market quotation is available, the market value is calculated using the 
internal models of the Eurosystem.
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    thousand EUR

 31/12/2017 31/12/2016

 
Amortised ac-
quisition cost

Market value
Amortised ac-
quisition cost

Market value

Public sector purchase programme 5 006 947 5 016 371 3 217 270 3 227 803

    Bonds of institutions 4 947 756 4 957 024 3 155 618 3 165 692

    Elering 59 191 59 347 61 652 62 111

Securities Markets Programme 89 329 95 785 108 568 119 545

Second covered bond purchase programme 7 485 8 379 13 480 14 647

Total 5 103 761 5 120 534 3 339 318 3 361 995

The decrease in the amortised cost of the securities held under the Securities Market Programme was due to redemptions.

In 2017 the Eurosystem continued with its purchases under the expanded asset purchase programme (APP)22, which includes 
the third covered bond purchase programme (CBPP3)23, the asset-backed securities purchase programme (ABSPP)24, the 
public sector purchase programme (PSPP)25, and the corporate sector purchase programme (CSPP)26.

The net purchases will be made alongside reinvestments of the principal payments from maturing securities purchased 
under the APP.

The European Central Bank gave Eesti Pank exceptional permission to buy bonds issued by the transmission system 
operator Elering as an alternative under the asset purchase programme. The Governing Council of the European Central 
Bank made an exception because unlike the other national central banks of the euro area, Eesti Pank is not able to buy 
bonds issued by its own government from the secondary market. At the end of 2017, the bonds issued by Elering stood 
at EUR 59.2 million euros on Eesti Pank’s Balance Sheet.

The total Eurosystem central banks holding of Securities Market Programme securities amounts to EUR 82,490 million 
euros, of which Eesti Pank holds EUR 89.3 million euros. The total Eurosystem central banks holding of securities under 
the covered bond purchase programmes amounts to EUR 220,955 million. The total holding of bonds of European insti-
tutions purchased under the public sector purchase programme amounts to EUR 203,932 million, of which Eesti Pank 
holds EUR 4948 million. Under Article 32.4 of the Statute of the ESCB, any losses from holdings of securities under the 
Securities Markets Programme or the expanded asset purchase programme other than government bonds, if they were 
to materialise, are shared in full by the Eurosystem central banks in proportion to the prevailing ECB capital key shares.

The Governing Council of the ECB assesses on a regular basis the financial risks associated with the securities held under these 
programmes. Annual impairment tests are conducted on the basis of the estimated recoverable amounts as at the year end.

As a result of an impairment test conducted on the portfolio of the corporate sector purchase programme at the end of 
2017, it was concluded that the holding of one security was impaired. In accordance with the principle of prudence, the 
Governing Council of the European Central Bank deemed it appropriate to establish a provision against losses in monetary 
policy operations (see Item 28 “Provisions”). The affected security was sold in January 2018.

ITEM 9 – OTHER SECURITIES
Item 9 reflects investments by euro area residents in securities denominated in euro.

22   For more on the asset purchase programmes, see the ECB website https://www.ecb.europa.eu/mopo/implement/omt/html/index.en.html.

23   Decision ECB/2014/40 of 15 October 2014 on the implementation of the third covered bond purchase programme, OJ L 335, 22.11.2014, p 22.

24   Decision ECB/2014/45 of 19 November 2014 on the implementation of the asset-backed securities purchase programme, OJ L 1, 6.1.2015, p 4 as amended.

25   Under this programme, the ECB and the national central banks may purchase, in the secondary market, euro-denominated securities issued by euro area 
central, regional or local governments, recognised agencies located in the euro area and international organisations and multilateral development banks located 
in the euro area.

26   Under this programme, the national central banks may purchase investment-grade euro-denominated securities issued by non-bank corporations estab-
lished in the euro area.
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ITEM 10 – PARTICIPATING INTEREST IN THE ECB
Item 10 reflects the participating interest of Eesti Pank in the European Central Bank (ECB). Article 28 of the Statute of the 
European System of Central Banks (ESCB) stipulates that the national central banks of the ESCB are the sole subscribers 
of the capital of the ECB. Subscriptions depend on the capital key weighting, which is set out in Article 29 of the ESCB 
Statute, and which is adjusted every five years.

The subscribed and paid up capital contributions of the national central banks are as follows:

 
 
 

Capital key from
1/01/2015

%

Subscribed  
capital as of

1/01/2015
€

Paid-in  
capital as of

1/01/2015
€

Nationale Bank van België / Banque Nationale de 
Belgique

2.4778 268 222 025 268 222 025

Deutsche Bundesbank 17.9973 1 948 208 997 1 948 208 997

Eesti Pank 0.1928 20 870 614 20 870 614

Central Bank of Ireland 1.1607 125 645 857 125 645 857

Bank of Greece 2.0332 220 094 044 220 094 044

Banco de España 8.8409 957 028 050 957 028 050

Banque de France 14.1792 1 534 899 402 1 534 899 402

Banca d’Italia 12.3108 1 332 644 970 1 332 644 970

Central Bank of Cyprus 0.1513 16 378 236 16 378 236

Latvijas Banka 0.2821 30 537 345 30 537 345

Lietuvos bankas 0.4132 44 728 929 44 728 929

Banque centrale du Luxembourg 0.2030 21 974 764 21 974 764

Central Bank of Malta 0.0648 7 014 605 7 014 605

De Nederlandsche Bank 4.0035 433 379 158 433 379 158

Oesterreichische Nationalbank 1.9631 212 505 714 212 505 714

Banco de Portugal 1.7434 188 723 173 188 723 173

Banka Slovenije 0.3455 37 400 399 37 400 399

Národná banka Slovenska 0.7725 83 623 180 83 623 180

Suomen Pankki – Finlands Bank 1.2564 136 005 389 136 005 389

Subtotal – euro area national central banks 70.3915 7 619 884 851 7 619 884 851

Българска народна банка (Bulgarian National Bank) 0.8590 92 986 811 3 487 005

Česká národní banka 1.6075 174 011 989 6 525 450

Danmarks Nationalbank 1.4873 161 000 330 6 037 512

Hrvatska narodna banka 0.6023 65 199 018 2 444 963

Magyar Nemzeti Bank 1.3798 149 363 448 5 601 129

Narodowy Bank Polski 5.1230 554 565 112 20 796 192

Banca Naţională a României 2.6024 281 709 984 10 564 124

Sveriges Riksbank 2.2729 246 041 586 9 226 559

Bank of England 13.6743 1 480 243 942 55 509 148

Subtotal – non-euro area national central banks 29.6085 3 205 122 218 120 192 083

Total* 100.0000 10 825 007 070 7 740 076 935

* Owing to rounding, the total may not correspond to the sum of all figures shown.
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When Estonia joined the euro area, Article 48.2 of the ESCB’s Statute started to apply to Eesti Pank, requiring the central 
bank to pay a part of the reserves, revaluation accounts and risk provisions of the ECB in proportion to its share in the 
subscribed capital of the ECB. This item reflects the total amount paid for the reserves, revaluation accounts and risk 
provisions of the ECB of EUR 67,982,624.

ITEM 11 – CLAIMS EQUIVALENT TO THE TRANSFER OF FOREIGN RESERVES
Item 11 reflects claims of Eesti Pank arising from the transfers of foreign reserves assets to the ECB when Eesti Pank 
joined the Eurosystem. These foreign reserves were 85% in Japanese yen and 15% in gold. The claims are denominated in 
euro at a value fixed at the time of their transfer. The remuneration of claims translated from foreign currency is calculated 
daily at the latest available marginal rate for the Eurosystem’s main refinancing operations, adjusted to reflect a zero return 
on the gold component.

ITEM 12 – NET CLAIMS RELATED TO THE ALLOCATION OF EURO BANKNOTES WITHIN 
THE EUROSYSTEM
Item 12 reflects Eesti Pank’s claims towards the Eurosystem relating to the allocation of euro banknotes within the  
Eurosystem (see “Banknotes in circulation” and “Intra-Eurosystem balances” in the notes on accounting policies)27.  
The remuneration of these claims is calculated daily at the latest available marginal interest rate used by the Eurosystem 
in its tenders for main refinancing operations.

ITEM 13 – OTHER CLAIMS WITHIN THE EUROSYSTEM (NET)
Item 13 reflects net claims arising from the TARGET2 balance, the amount due to the difference arising from the mone-
tary income pooled from and allocated to the Eurosystem central banks, and the amount due to the ECB’s interim profit 
distribution.

  thousand EUR

 31/12/2017 31/12/2016

TARGET2 943 821 924 122

Monetary income reallocation 10 755 10 951

Interim profit distribution of the ECB 2 705 2 647

Total 957 281 937 720

The remuneration of the TARGET2 balance is calculated daily at the latest available marginal interest rate used by the 
Eurosystem in its tenders for main refinancing operations. The increase in the TARGET2 balance in 2017 is mainly due to 
the increase in the volume of the deposits of Estonian credit institutions (see Item 20 “Current accounts (including cover 
for the minimum reserve system)”).

Claims on the ECB in connection with the reallocation of monetary income come from the difference between the amounts 
pooled and allocated by the Eurosystem NCBs (see Item 35 “Net result of pooling of monetary income”).

This item also includes amounts payable by the ECB to euro area central banks in respect of the ECB’s interim profit dis-
tribution (see “Interim profit distribution of the ECB” in the notes on accounting policies). At the decision of the Governing 
Council of the ECB, the ECB distributed its income of EUR 988 million in 2017 between the national central banks of the 
euro area (see Item 34 “Income from equity shares and participating interests”).

27   In accordance with the accounting methods chosen by the Eurosystem for euro banknotes, 8% of the total value of euro banknotes in circulation is allocated 
to the ECB on a monthly basis. The remaining 92% of the value of the euro banknotes in circulation is allocated to the national central banks on a monthly 
basis, and the NCBs reflect their percentages of the euro banknotes in their balance sheets in proportion to their paid-up contributions to the ECB capital. In 
accordance with these accounting methods, the difference between the value of euro banknotes allocated to a national central bank and the amount of euro 
banknotes put into circulation is recorded under “Intra-Eurosystem net claims/liabilities related to the allocation of euro banknotes within the Eurosystem”.
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ITEM 14 – TANGIBLE AND INTANGIBLE FIXED ASSETS
thousand EUR

Acquisition cost Buildings Hardware Software Inventory Motor vehicles Total

Balance at the end of 2016 27 854 3 847 3 679 5 797 31 41 208

Acquisitions 176 976 1 203 210 0 2 565

Disposals 0 -603 -7 -3 0 -613

Balance at the end of 2017 28 030 4 220 4 875 6 004 31 43 160

       

Accumulated depreciation       

Balance at the end of 2016 13 614 3 205 3 234 5 256 19 25 328

Depreciation charge 973 348 214 161 7 1 703

Disposals 0 -603 -7 -3 0 -613

Balance at the end of 2017 14 587 2 950 3 441 5 414 26 26 418

       

Carrying amount       

Balance at the end of 2016 14 240 642 445 541 12 15 880

Balance at the end of 2017 13 443 1 270 1 434 590 5 16 742

       

Prepayments for fixed assets       

Balance at the end of 2016 9 0 1 387 28 0 1 424

Balance at the end of 2017 0 0 599 13 0 612

       

Total fixed assets       

Balance at the end of 2016 14 249 642 1 832 569 12 17 304

Balance at the end of 2017 13 443 1 270 2 033 603 5 17 354

The cost of fixed assets acquired in 2017 was EUR 2565 thousand; in 2016 it was 553 thousand euros. The procurements 
for renovation of buildings and perimeter security account for the major part of buildings acquisitions. Hardware acquisi-
tion is related to the purchase of servers, network equipment, and backup systems. The largest software procurements 
were the participation in the development work for the single European securities settlement platform TARGET2-Securities 
and contributions to development of other ESCB software systems. The largest part of the prepayment for acquisition of 
fixed assets was for development work on the statistical data collection portal. The major part of inventory acquisition was 
for renewal of licences for banknote sorters and purchases of security equipment for the bank.

ITEM 15 – OTHER FINANCIAL ASSETS
Item 15 reflects the shares in the Bank for International Settlements and SWIFT.

Eesti Pank holds 214  shares (200  voting shares) in the Bank for International Settlements at an acquisition cost of  
EUR 217,118, and 5 shares in SWIFT at an acquisition cost of EUR 17,150.

ITEM 16 – OFF-BALANCE-SHEET INSTRUMENTS REVALUATION DIFFERENCES
Item 16 reflects valuation changes in swap and forward transactions in foreign currency outstanding at year-end. These 
valuation changes are the result of the conversion of such transactions into their euro equivalents at the exchange rates 
prevailing on the balance sheet date, compared with the euro values resulting from the conversion of the transactions at 
the average cost of the respective foreign currency on that date.
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ITEM 17 – ACCRUALS AND PREPAID EXPENSES
  thousand EUR

 31/12/2017 31/12/2016

Interest claims 41 113 30 558

    Securities 39 863 29 335

    Derivative instruments 634 638

    Monetary policy operations 455 538

    Fixed-term deposits and current accounts 152 33

    Reverse repurchase transactions 8 3

    Loans 1 1

    Intra-Eurosystem balances 0 10

Prepaid expenses 970 899

Claims on the Financial Supervision Authority 878 845

Other claims 353 327

Total 43 314 32 629

ITEM 18 – SUNDRY ASSETS
 thousand EUR

 31/12/2017 31/12/2016

Loans to employees of Eesti Pank 5 033 5 628

Credits related to margin calls 420 247

Foreign exchange transactions 292 11 311

Other 45 41

Derivative instruments 32 0

Total 5 822 17 227

Housing loans secured by real estate have been granted to employees of Eesti Pank for a maximum of 30 years. The 
interest rate on housing loans granted before 2012 is the deposit facility interest payable to credit institutions plus the risk 
margin but together not more than the upper limit of the interest rate. The deposit facility rate equals the ECB deposit in-
terest rate, which was -0.4% in 2017; in 2016 it was between -0.4% and -0.3%. The upper limit on the interest rate is twice 
the interest rate on the European Central Bank’s main refinancing operations. The interest rate on housing loans granted 
since 2012 is the six-month EURIBOR plus 0.5% but no more than the upper limit on the interest rate. The interest rate on 
housing loans granted since June 2014 is the six-month EURIBOR plus 1.25%. In addition, study loans have been granted 
to employees for a maximum of ten years with an interest rate of 5%. From 1 July 2015, Eesti Pank ceased providing loans 
to employees.

The item reflects balances related to swap transactions in foreign currency outstanding at year-end. These balances arise 
from the conversion of such transactions into their euro equivalents at the respective currency’s average cost on the bal-
ance sheet date, compared with the euro values at which the transactions were initially recorded.
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ITEM 19 – BANKNOTES IN CIRCULATION
Item 19 reflects Eesti Pank’s share of the total euro banknotes in circulation (see “Banknotes in circulation” in the notes 
on accounting policies). The value of euro banknotes actually issued by Eesti Pank is smaller than the allocation of such 
banknotes to Eesti Pank. The claim arising from this difference is reflected in Item 12 “Net claims related to the allocation 
of euro banknotes within the Eurosystem”.

  thousand EUR

 31/12/2017 31/12/2016

Euro banknotes 1 400 007 1 218 549

Adjustments of euro banknotes 1 806 722 1 866 289

ECB banknotes (8%) -256 525 -246 774

Total 2 950 204 2 838 064

ITEM 20 – CURRENT ACCOUNTS (INCLUDING COVER FOR THE MINIMUM RESERVE SYSTEM)
Item 20 reflects the current accounts of credit institutions with Eesti Pank. The remuneration paid on the balance on the 
current accounts of credit institutions, held to cover the minimum reserve, is calculated at the latest available marginal 
interest rate used by the Eurosystem in its tenders for main refinancing operations. The balances held in excess of the 
minimum reserve requirements are remunerated at the lower rate of either 0% or the deposit facility rate. The deposit 
facility rate equals the ECB deposit interest rate, which was -0.4% in 2017; in 2016 it was between -0.4% and -0.3%. The 
average balance on the accounts of credit institutions was EUR 3,220,392,672 in 2017 (EUR 2,696,401,564 euros in 2016).

ITEM 21 – OTHER LIABILITIES TO EURO AREA CREDIT INSTITUTIONS DENOMINATED IN EURO
Item 21 reflects repo transactions denominated in euro with credit institutions in the euro area.

ITEM 22 – LIABILITIES TO OTHER EURO AREA RESIDENTS DENOMINATED IN EURO
Item 22 reflects mainly the current account of the Financial Supervision Authority and the Guarantee Fund held with Eesti 
Pank. Interest on the current account of the Financial Supervision Authority is calculated monthly from the daily balance 
of the current account using the EONIA (euro overnight index average) interest rate, and the interest rate on the Guarantee 
Fund account is the deposit facility rate.

ITEM 23 – LIABILITIES TO NON-EURO AREA RESIDENTS DENOMINATED IN EURO
Item 23 reflects the euro deposits of non-euro area residents and reverse repurchase transactions with non-euro area 
residents.

ITEM 24 – LIABILITIES TO NON-EURO AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY
Item 24 reflects the US dollar denominated reverse repurchase transactions of non-euro area residents with non-euro 
area residents.

ITEM 25 – COUNTERPART OF THE SPECIAL DRAWING RIGHTS ALLOCATED BY THE IMF
Item 25 reflects the liability to the IMF arising from the IMF’s decision of 7 August 2009 to increase the SDR issues for all 
of its member states. This was done in order to increase global liquidity using support from the foreign reserves of the 
member states. As a result, Estonia received SDR 61,965,241 (see Item 2 “Receivables from the IMF”).
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ITEM 26 – ACCRUALS AND DEFERRED INCOME
  thousand EUR

 31/12/2017 31/12/2016

Interest liabilities 1 463 928

    Derivative instruments 925 814

    Monetary policy operations 445 81

    SDR allocation 88 28

    Repurchase transactions 5 5

Accounts payable 1 203 1 332

Tax liabilities 1 015 968

Employee salaries payable 675 684

Vacation reserve 493 454

Other liabilities 1 183 836

Total 6 032 5 202

ITEM 27 – SUNDRY LIABILITIES
  thousand EUR

 31/12/2017 31/12/2016

Euro coins 49 146 45 124

Forward transactions in foreign currency 105 123

Other liabilities 41 24

Derivative instruments 7 0

Foreign exchange transactions 0 10

Total 49 299 45 281

Item 27 reflects balances related to forward transactions in foreign currency and currency exchange transactions out-
standing at year-end. These balances arise from the conversion of such transactions into their euro equivalents at the 
respective currency’s average cost on the balance sheet date, compared with the euro values at which the transactions 
were initially recorded.

ITEM 28 – PROVISIONS
Item 28 reflects the provision for foreign exchange, interest, credit and gold price risks, the provision to cover the ex-
change liability for the kroon, and the provision for the impairment of a corporate sector security.

The aim of the risk provision is to cover the financial risks of monetary policy operations and investment assets with the 
provision. The increase in the general risk provision stems from various risk assessments using Value at Risk, Expected 
Shortfall and other. In deciding the size of the provision, the amounts set aside for the provision in the past five years 
and the size of the bank’s reserves are considered as well as the risk assessments. There was an additional provision 
of EUR 7.5 million on 31 December 2017 (also EUR 7.5 million in 2016), and the total general risk provision increased to 
EUR 45 million. The increase in risk was mainly due to the continued purchase of securities under the asset purchase 
programmes28. Under Article 32.4 of the Statute of the ESCB, the Eurosystem central banks share any losses from secu-
rities held under the Securities Market Programme and the expanded asset purchase programme other than government 
bonds, if they were to materialise, in full in proportion to the prevailing ECB capital key shares.

A provision of EUR 29.6 million was set up in 2016 to cover the liability for exchanging kroons for euros. Future exchanges 
of kroons for euros will be funded from the provision. The provision was reduced in 2017 by EUR 498.5 thousand through 

28   The expanded asset purchase programme consists of  the third covered bond purchase programme, the asset-backed securities purchase programme, the 
public sector purchase programme, and the corporate sector purchase programme (CSPP). Further details on the asset purchase programmes can be found on 
the ECB’s website https://www.ecb.europa.eu/mopo/implement/omt/html/index.en.html. 
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the return of kroons. Estonian kroon banknotes and coins can be exchanged for euros at the shop of the Eesti Pank  
Museum with no limit of amount or duration at the central rate of 1 EUR = 15.6466 EEK.

As a result of the impairment test conducted on the portfolio of the corporate sector purchase programme, the Governing 
Council of the European Central Bank deemed it appropriate to establish a provision against losses in monetary policy 
operations with a total value of EUR 68.9 million in relation to a security held by a central bank of the Eurosystem. The size 
of this provision has been calculated with account taken of the information on the sale of the security in January 2018. 
This is in line with the framework for accounting and financial reporting in the European System of Central Banks29 for 
post balance sheet events. Under Article 32.4 of the statutes of the ESCB this provision is funded by all the central banks 
of participating member states in proportion to their subscribed capital key in the ECB prevailing in 2017. As a result, a 
provision of EUR 188,635, equivalent to 0.2739% of the total provision, was created.

ITEM 29 – REVALUATION ACCOUNTS
  thousand EUR

 31/12/2017 31/12/2016

Equities 25 077 8 182

Gold 1 738 1 871

Securities 729 2 101

Foreign currency 364 6 885

Derivative instruments 111 0

Total 28 019 19 039

Revaluation accounts represent revaluation reserves that arise from unrealised gains on assets and liabilities.

The unrealised losses at the end of the year are recognised in the Profit and Loss Account as expenses under “Write-
downs on financial assets”.

ITEM 30 – CAPITAL AND RESERVES
Changes in capital and reserves in 2017:

   thousand EUR

 31/12/2017 Distribution of profit for 2016 31/12/2016

Fixed capital 100 000 0 100 000

Reserve capital 146 133 23 552 122 581

Special purpose reserve 214 314 0 214 314

Total 460 447 23 552 436 895

Under Section 30 of the Eesti Pank Act, at least 25% of the annual profit must be allocated to increasing statutory capital 
up to the amount set by the Riigikogu30. The amount set by the Riigikogu in the statutory capital is given in the Eesti Pank 
Act as EUR 100 million31. At the decision of the Supervisory Board of Eesti Pank, Eesti Pank directs at least 25% of its 
annual profits to building up its reserve capital32. Following the decision of the Eesti Pank Supervisory Board of 28 April 
2015 on the distribution of Eesti Pank’s profits for 2014, Eesti Pank’s reserve capital was equal to its statutory capital. 
When Eesti Pank’s reserve capital became equal to its statutory capital, the Riigikogu decided on 12 April 2016 to continue 
increasing Eesti Pank’s reserve capital to EUR 300 million. After these allocations, part of the profit can be allocated for 
establishing and supplementing endowments and foundations for specific purposes, at the decision of the Supervisory 
Board of Eesti Pank. The remaining profit is transferred to the state budget. The bank transferred 25% of its profit for 2016, 
or EUR 7.9 million, to the state budget in 2016.

29   Decision of the ECB of 3 November 2016 on the legal framework for accounting and financial reporting in the European System of Central Banks (recast)
(ECB/34/4), Article 4 (3).

30   Eesti Pank Act § 30 (2)

31   Eesti Pank Act § 25 (2)

32   Eesti Pank Act § 30 (3)
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NOTES ON THE PROFIT AND LOSS ACCOUNT

ITEM 31 – NET INTEREST INCOME
  thousand EUR

 2017 2016

Net interest income 19 995 16 770

   

Interest income 43 951 45 686

Intra-Eurosystem balances 19 152 16 184

Derivative instruments 13 951 16 931

Securities 7 856 12 367

Securities fund 1 971 0

Deposits 619 27

Reverse repurchase transactions 200 86

Current accounts 168 32

Fixed-term deposits 24 44

Loans to employees of Eesti Pank 10 15

   

Interest expenses -23 956 -28 916

Derivative instruments -17 726 -20 854

Securities -5 290 -7 778

Current accounts -437 -98

Intra-Eurosystem balances -365 -38

Repurchase transactions -138 -148

  thousand EUR

 2017 2016

Intra-Eurosystem interest income 19 152 16 184

Monetary policy operations 12 262 9 721

Securities held for monetary policy purposes 6 890 6 127

TARGET2 0 181

Allocation of banknotes within the Eurosystem 0 145

Transfer of foreign currency reserves 0 10

   

Intra-Eurosystem interest expenses -365 -38

Monetary policy operations -365 -38
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ITEM 32 – NET RESULT OF FINANCIAL OPERATIONS, WRITE-DOWNS AND RISK PROVISIONS
  thousand EUR

 2017 2016

Net result of financial operations, write-downs and risk provisions -11 538 -31

   

Realised gain arising from financial operations 2 009 10 278

Securities 2 290 7 240

Equities 1 759 -5

Financial asset management costs 0 -244

Derivative instruments -627 -130

Exchange rate income/expenses -1 413 3 417

   

Write-downs on financial assets -6 047 -2 809

Exchange rate write-downs -4 977 -85

Securities -862 -2 729

Derivative instruments -166 0

Securities fund -45 0

Net change of loan portfolio write-downs 3 5

   

Provisions for foreign exchange rate, interest rate and credit risks -7 500 -7 500

ITEM 33 – NET INCOME FROM FEES AND COMMISSIONS
thousand EUR

2017 2016

Net income from fees and commissions 75 46

Fees and commissions income 109 106

    Current accounts service fees 107 102

    Fines, arrears and other 2 4

Fees and commissions expenses -34 -60

    Commission fees -32 -53

    Other fees and commissions -2 -3

    TARGET2 fees 0 -4

ITEM 34 – INCOME FROM EQUITY SHARES AND PARTICIPATING INTERESTS
  thousand EUR

 2017 2016

Income from equity shares and participating interests 3 655 3 488

Interim profit distribution of the ECB 2 705 2 646

Partial allocation of ECB profit 622 739

Dividends from participation in the IMF 249 45

Dividends from the Bank for International Settlements 79 58
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The item mainly shows the profit distributed to Eesti Pank by the European Central Bank earned on euro banknotes and 
securities purchased under the Securities Markets Programme, the third covered bond purchase programme, the as-
set-backed securities purchase programme and the public sector purchase programme (see “Interim profit distribution of 
the ECB” in the notes on accounting policies).

ITEM 35 – NET RESULT OF POOLING OF MONETARY INCOME
  thousand EUR

 2017 2016

Net result of pooling of monetary income 10 567 10 951

Monetary income reallocation 10 764 10 952

    Monetary income pooled by Eesti Pank -18 787 -16 185

    Monetary income allocated to Eesti Pank 29 551 27 137

Write-downs of securities held for monetary policy purposes -189 0

Adjustment for the monetary income of previous years -8 -1

The net result of pooling of monetary income from the Eurosystem central banks in 2017 totalled EUR 10,788,990,788, 
which includes the share of Eesti Pank. The monetary income pooled by the Eurosystem is allocated among the Eurosys-
tem central banks in line with their subscription to the ECB’s capital key. The difference between the monetary income 
pooled by Eesti Pank of EUR 18,787,180 and that reallocated to Eesti Pank of EUR 29,550,690 is the net result EUR 
10,763,511 in monetary income.

The amount of each national central bank’s monetary income is determined by measuring the actual annual income that 
derives from the earmarkable assets held against its liability base.

Earmarkable assets are: lending to euro area credit institutions related to monetary policy operations denominated in euro; 
securities held for monetary policy purposes; claims equivalent to the transfer of foreign reserve assets to the ECB; net  
intra-Eurosystem claims resulting from TARGET2 transactions; net intra-Eurosystem claims related to the allocation of 
euro banknotes within the Eurosystem; interest claims accrued recorded at the end of the month on monetary policy op-
erations with a maturity of over one year; and a limited amount of each national central bank’s gold holdings in proportion 
to each national central bank’s capital key share.

The liability base consists mainly of: banknotes in circulation; liabilities to euro area credit institutions related to mone-
tary policy operations denominated in euro; net intra-Eurosystem liabilities resulting from TARGET2 transactions; net  
intra-Eurosystem liabilities related to the allocation of euro banknotes within the Eurosystem; and interest liabilities  
accrued recorded at the end of the month on monetary policy operations with a maturity of over one year. Any interest paid 
on liabilities included within the liability base is to be deducted from the monetary income to be pooled.

Gold is considered to generate no income. Securities held for monetary policy purposes under Decision ECB/2009/16 
of 2 July 2009 on the implementation of the covered bonds purchase programme, Decision ECB/2011/17 of 3 November 
2011 on the implementation of the second covered bond purchase programme, and Decision ECB/2015/10 of 4 March 
2015 on a secondary markets public sector purchase programme are considered to generate income at the latest avail-
able marginal interest rate used by the Eurosystem in its tenders for main refinancing operations. Where the value of an 
NCB’s earmarkable assets exceeds or falls short of the value of its liability base, the difference is offset by applying to 
the value of the difference the latest available marginal rate for the Eurosystem’s main refinancing operations and the total 
income or expense for the year is considered in the allocation of monetary income.

The item also contains Eesti Pank’s share in the provision against losses in monetary policy operations, which was es-
tablished in relation to a security held by a national central bank of the Eurosystem in its portfolio of the corporate sector 
purchase programme (see Item 28 “Provisions”).
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ITEM 36 – OTHER INCOME AND EXPENSES
thousand EUR

2017 2016

Other income and expenses 1 363 17 911

 

Other income 1 363 47 533

    Expenses reimbursed by the Financial Supervision Authority 634 671

    Income from the sale of collector coins and numismatic products 609 546

    Income on financial asset management 43 153

    Exchange liability for euro collector coins 38 435

    Rental income 17 20

    Other income 17 33

    Exchange liability for Estonian kroons 3 45 054

    Exchange liability for Estonian kroon collector coins 2 621

Other expenses 0 -29 622

Under other income is recorded the income in 2016 from the liability to exchange Estonian kroons. As it is very probable that 
not all kroons will be exchanged for euros, Eesti Pank has created a formula for calculating the size of the exchange liability 
for the kroons. The Eesti Pank Executive Board decided to transfer the liability to exchange the kroons issued into circula-
tion with a total value of EUR 45.1 million to income and to set up a special purpose provision of EUR 29.6 million. Future 
exchanges of kroons for euros will be funded from the provision. The size of the provision will be reviewed regularly in future.

Under the cooperation agreement between the Financial Supervision Authority and Eesti Pank, the Financial Supervision 
Authority reimburses monthly 100% of the cost of the support services provided by Eesti Pank. Eesti Pank provides the 
Financial Supervision Authority with information technology, accounting, real estate, and administration services. The 
Financial Supervision Authority covers the depreciation costs of the fixed assets used.

From 2016 the nominal value of collector coins that have been issued is no longer recorded as a liability on the Balance 
Sheet as the probability of the coins being bought back is very low and their value as precious metal exceeds their nominal 
value. The nominal value of the collector coins issued is reflected as income for the period.

Income from asset management includes the service fee paid by the Guarantee Fund to Eesti Pank for investing their 
assets. Income from the rent of the training centre of Eesti Pank is recorded under “Rental income”.

Under other expenses is recorded the expenses in 2016 for setting up the provision for the exchange liability for the kroon 
(see Item 28 “Provisions”).

ITEM 37 – STAFF COSTS
  thousand EUR

 2017 2016

Staff costs -9 409 -9 090

Salaries -6 894 -6 662

Social tax -2 315 -2 238

Compensations and benefits -148 -139

Unemployment insurance tax -52 -51

Compensation and benefits include pension benefits and fringe benefits tax calculated on the discount price for the rent 
of the training centre.

On average, there were 232.9 full-time equivalent employees at Eesti Pank in 2017, and 231.8 in 2016.
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ITEM 38 – ADMINISTRATIVE EXPENSES
  thousand EUR

 2017 2016

Administrative expenses -5 821 -5 090

Information technology maintenance -1 752 -1 742

Financial asset management -1 259 -949

Real estate renovation and management -926 -889

Public relations and publications -478 -293

Business travel -467 -448

Economic research -226 -128

Training -162 -145

Office -151 -147

External representation -97 -95

Communications and transport -44 -47

Legal expertise and arbitration -2 -1

Other administrative expenses -257 -206

The costs of financial asset management comprise the cost of market information, fees and costs for cross-border pay-
ments, and management costs of foreign reserves.

The costs of public relations and publications cover the costs of public events, publications, information agencies, the 
public website and online databases, public relations research polls, information campaigns, and the Museum of Eesti 
Pank.

Business travel expenses reflect the costs of staff business travel on behalf of Eesti Pank and for work with international 
organisations and financial institutions. There were a total of 776 business trips in 2017; there were 732 in 2016.

ITEM 39 – BANKNOTE PRODUCTION SERVICES
Eesti Pank participates in the production of euro banknotes together with other central banks of the euro area. The Gov-
erning Council of the ECB sets the amount of euro cash that must be produced each year for the euro area countries. 
Eesti Pank procured its euro banknotes through a joint tender with seven other euro area central banks. Production of the 
second series of 50-euro banknotes for the Eurosystem was paid for.

ITEM 40 – OTHER OPERATING EXPENSES
  thousand EUR

 2017 2016

Other operating expenses -2 002 -1 262

Production of collector coins and numismatic products -927 -625

Production of coins -793 -349

Cash circulation management -76 -89

Other expenses -206 -199
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ITEM 41 – DERIVATIVE INSTRUMENTS
  thousand EUR

 31/12/2017 31/12/2016

Currency swaps and forward transactions   

    Assets 300 755 249 824

    Liabilities -300 541 -247 537

Value of interest rate future contracts   

    Purchase 323 755 18 854

    Sale -340 318 -20 815

Value of currency futures contracts   

    Purchase 10 629 13 262

    Sale -12 550 -13 962

Value of interest rate swap contracts   

    Purchase 48 383 0

    Sale -31 207 0

Value of interest rate option contracts   

    Purchase 132 838 0

    Sale -251 500 0

ITEM 42 – CONTINGENT LIABILITIES
Production of banknotes

At the end of 2017, the contractual liabilities of Eesti Pank for production of banknotes in 2018 amounted to EUR 775 thousand.

Bank for International Settlements

Since 1930 Eesti Pank has a contingent liability to the Bank for International Settlements for the unpaid part of the share 
capital (75%) of the BIS denominated in Swiss gold francs, which totalled EUR 607 thousand at the end of 2017 (see Item 
15 “Other financial assets”).
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APPENDIX 1. DECISIONS OF THE SUPERVISORY 
BOARD OF EESTI PANK IN 2017

21.02.2017 DECISION NO 2-1
Profit distribution strategy of Eesti Pank

28.03.2017 DECISION NO 3-1
Annual Report of Eesti Pank 2016

28.03.2017 DECISION NO 3-2
Eesti Pank profit distribution for 2016

28.03.2017 DECISION NO 3-3
Additions to the work schedule for 2017 of the Internal Audit Department of Eesti Pank

28.03.2017 DECISION NO 3-4
Approval of the design for the national side of the two-euro commemorative coin “Estonia's road to independence”

28.03.2017 DECISION NO 3-5
Approval of the design for the collector coin for the Estonian delegation and athletes to the XXIII Olympic Winter Games 
in Pyeongchang

07.04.2017 DECISION NO 4-1
Approval of the design for the national side of the two-euro commemorative coin dedicated to the 100th anniversary of 
the Republic of Estonia

23.05.2017 DECISION NO 5-1
Approval of the design for the national side of the two-euro commemorative coin dedicated to the 100th anniversary of 
the Baltic states

23.05.2017 DECISION NO 5-2
Salary of the Deputy Governors of Eesti Pank

23.05.2017 DECISION NO 5-3
Salary of the Head of the Internal Audit Department

23.05.2017 DECISION NO 5-4
Salary of the Governor of Eesti Pank

19.06.2017 DECISION NO 7-1
Approval of the design and nominal value of the gold and silver collector coins dedicated to the 100th anniversary of the 
Republic of Estonia

19.12.2017 DECISION NO 11-1
Approval of the work schedule for 2018 of the Internal Audit Department of Eesti Pank
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APPENDIX 2. DECREES OF THE  
GOVERNOR OF EESTI PANK IN 2017

NO 1, 06 JANUARY 2017
Issuing of the gold and silver collector coins for Hanseatic Tallinn
(officially published: RT I, 10.01.2017, 1)
Under the decree a silver collector coin dedicated to Hanseatic Tallinn with a nominal value of eight euros and a gold col-
lector coin dedicated to Hanseatic Tallinn with a nominal value of 25 euros were issued on 9 February 2017.

NO 2, 17 JANUARY 2017
The list of statistical actions of Eesti Pank under the official statistical programme
(officially published: RT I, 20.01.2017, 5)
The decree confirmed the list of statistical actions of Eesti Pank under the official statistical programme 2017–2021.

NO 3, 01 FEBRUARY 2017
Statistical Reporting Requirements for Investment Funds and the Procedure for the Submission of Reports
(officially published: RT I, 03.02.2017, 20)
This decree sets requirements on the contents and structure for statistical reporting by investment funds and the proce-
dure for submission of the reports to Eesti Pank.

NO 4, 28 FEBRUARY 2017
List of credit institutions and branches of foreign credit institutions providing a vital service
(officially published: RT I, 03.03.2017, 61)
The decree set the list of providers of vital financial services as in the Emergency Act, and when the decree came into 
force these were AS SEB Pank, Swedbank AS, and the Estonian branch of Nordea Bank AB.

NO 5, 10 MARCH 2017
Amendments to Decree No 4 of the Governor of Eesti Pank of 8 March 2013
(officially published: RT I, 15.03.2017, 1)
Following the new list of credit institutions providing a vital service, Decree No 4 of 8 March 2013 “Payment services and 
cash circulation and the requirements for continuous operation” was updated accordingly.

NO 6, 29 MARCH 2017
Requirements for reporting of supervisory financial information on an individual basis
(officially published: RT I, 31.03.2017, 6)
The decree set content and structural requirements for reporting that must be followed in the submission of detailed credit 
and credit risk data defined in the European Central Bank Regulation (EU) 2016/867 on the collection of granular credit 
and credit risk data (ECB/2016/13), and the deadlines and form for submitting those reports to Eesti Pank.

NO 7, 20 JUNE 2017
Reporting requirements concerning holdings of securities of banking groups
(officially published: RT I, 21.06.2017, 27)
The decree set content and structural requirements for reporting that must be followed in the submission of data on secu-
rities defined in the European Central Bank Regulation (EU) No 1011/2012 concerning statistics on holdings of securities, 
and the deadlines and form for submitting those reports to Eesti Pank.
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NO 8, 27 JULY 2017
Amendment of Decree No 6 of the Governor of Eesti Pank of 23 May 2014 “Establishment of substantive and formal 
requirements for the balance sheet and income statement of credit institutions” and Decree No 7 of 29 May 2014 “Estab-
lishment of supplementary reports on credit institution’s balance sheet”
(officially published: RT I, 02.08.2017, 1)
The decree amended the requirements for balance sheets and income statements. The main change was that reports had 
to comply directly with Implementing Regulation (EU) No 680/2014 of the European Commission laying down implement-
ing technical standards with regard to supervisory reporting of credit institutions and investment firms in accordance with 
European Parliament and Council Regulation (EU) No 575/2013.

NO 9, 03 NOVEMBER 2017
Amendments to Decree No 4 of the Governor of Eesti Pank of 9 May 2008 “Approval of TARGET2-Eesti rules”
(officially published: RT I, 08.11.2017, 1)
The decree adopted Guideline (EU) 2017/2082 of the European Central Bank of 22 September 2017 amending Guide-
line ECB/2012/27 on a Trans-European Automated Real-time Gross settlement Express Transfer system (TARGET2) 
(ECB/2017/28). The amendments to the TARGET2-Eesti rules mostly clarify the rules for securities settlements and sup-
port the functioning of a pan-European payment solution.

NO 10, 30 NOVEMBER 2017
Amendments to Decree No 7 of the Governor of Eesti Pank of 30 May 2016 “Confirming the change to the list of other 
systemically important credit institutions and setting the other systemically important institution buffer rate”
(officially published: RT I, 05.12.2017, 12)
The amendment added AS LHV Pank to the list of other systemically important credit institutions.

NO 11, 08 DECEMBER 2017
Amendments to Decree No 4 of the Governor of Eesti Pank of 28 February 2017
(officially published: RT I, 12.12.2017, 43)
Decree No 4 of the Governor of Eesti Pank of 28 February 2017 “List of credit institutions and branches of foreign credit in-
stitutions providing a vital service” was amended to replace the Estonian branch of Nordea Bank AB with Luminor Bank AS.

NO 12, 08 DECEMBER 2017
Issue of the collector coin for the Estonian delegation and athletes to the XXIII Olympic Winter Games in Pyeongchang
(officially published: RT I, 12.12.2017, 46)
Under the decree a silver collector coin for the Estonian delegation and athletes to the XXIII Olympic Winter Games in 
Pyeongchang with a nominal value of ten euros was issued in the Republic of Estonia on 12 January 2018.

NO 13, 08 DECEMBER 2017
Issue of a silver collector coin and a gold collector coin for the 100th anniversary of the Republic of Estonia
(officially published: RT I, 12.12.2017, 47)
Under the decree a silver collector coin dedicated to the 100th anniversary of the Republic of Estonia with a nominal value 
of 10 euros and a gold collector coin dedicated to the 100th anniversary of the Republic of Estonia with a nominal value 
of 100 euros were issued on 21 February 2018.
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APPENDIX 3. PUBLICATIONS  
OF EESTI PANK IN 2017

ANNUAL REPORT
The Annual Report gives a review of the central bank’s activities during the reporting year and the financial statement. Its 
appendixes contain a list of decrees of the Governor of Eesti Pank and of the work of the Supervisory Board, and a list of 
the publications of the year.
Issues published in 2017:
•	 Eesti Pank Annual Report 2016

FINANCIAL STABILITY REVIEW
The Financial Stability Review is Eesti Pank’s main publication analysing financial stability. It gives the results of the bank’s 
analyses and its assessment of financial stability, and discusses policy measures. The Financial Stability Review is pub-
lished twice a year.
Issues published in 2017:
•	 Financial Stability Review 1/2017
•	 Financial Stability Review 2/2017

ESTONIAN ECONOMY AND MONETARY POLICY
The Estonian Economy and Monetary Policy is an Eesti Pank review released four times a year that summarises the main 
recent events in the global and Estonian economies. Twice a year, in June and December, the review also contains the 
forecast for the Estonian economy for the current year and the next two calendar years.
Issues published in 2017:
•	 Estonian Economy and Monetary Policy 1/2017
•	 Estonian Economy and Monetary Policy 2/2017
•	 Estonian Economy and Monetary Policy 3/2017
•	 Estonian Economy and Monetary Policy 4/2017

BALANCE OF PAYMENTS YEARBOOK
The balance of payments yearbook is a longer analysis of the external sector statistical data for the year with multiple 
tables and figures. It also includes chapters on methodology: concepts and explanations for external sector statistics, 
compilation systems, the legal basis, data protection, and the principles for the release and correction of data. The year-
book is published once a year.
Issues published in 2017:
•	 Estonia’s Balance of Payments Yearbook 2016

LABOUR MARKET REVIEW
The Labour Market Review discusses the most important trends in the Estonian labour market, labour supply and de-
mand, labour costs, institutional developments of the labour market, and other related issues. The Labour Market Review 
is published twice a year.
Issues published in 2017:
•	 Labour Market Review 1/2017
•	 Labour Market Review 2/2017

LENDING REVIEW
The review of financing and lending for businesses and households covers banking and leasing statistics, financial ac-
counts analysis and credit supply and demand. The review is published once a year.
Issues published in 2017:
•	 Financing of the Economy. February 2017
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ESTONIAN COMPETITIVENESS REPORT
Eesti Pank publishes the Estonian Competitiveness Report once a year starting from 2013. Competitiveness can be an-
alysed in several different ways and each issue considers several widely-used groups of indicators for competitiveness. 
Competitiveness is assessed through assessment of Estonian export capacity using relative productivity growth, changes 
in export indicators and similar, and of competitiveness indicators for relative prices and costs.
Issues published in 2017:
•	 Estonian Competitiveness Report

WORKING PAPERS
The Working Papers are summaries of the economic studies conducted at Eesti Pank. The target group of the Working 
Papers is, above all, economists and economic experts, and the papers are often published in English only.
Issues published in 2017:
Working Papers of Eesti Pank 1/2017:	
Barry Eichengreen. Ragnar Nurkse and the international financial architecture
Working Papers of Eesti Pank 2/2017:
Juan Carlos Cuestas, Merike Kukk. Asymmetries in the interaction between housing prices and housing credit in Estonia
Working Papers of Eesti Pank 3/2017:
Gregory Levieuge, Yannick Lucotte and Florian Pradines-Jobet. Central banks’ preferences and banking sector vulnerability
Working Papers of Eesti Pank 4/2017:
Jaanika Meriküll, Tairi Rõõm. The financial fragility of Estonian households: Evidence from stress tests on the HFCS microdata
Working Papers of Eesti Pank 5/2017:
Konstantin A. Kholodilin, Aleksei Netšunajev. Crimea and punishment: The impact of sanctions on Russian and European 
economies
Working Papers of Eesti Pank 6/2017:
Alfred V. Guender. Credit Prices vs. Credit Quantities as Predictors of Economic Activity in Europe: Which Tell a Better Story?
Working Papers of Eesti Pank 7/2017:
Juan Carlos Cuestas, Yannick Lucotte and Nicolas Reigl. Banking sector concentration, competition and financial stabil-
ity: the case of the Baltic countries
Working Papers of Eesti Pank 8/2017:
Natalia Levenko, Kaspar Oja and Karsten Staehr. Total Factor Productivity Growth in Central and Eastern Europe before, 
during and after the Global Financial Crisis
Working Papers of Eesti Pank 9/2017:
Aurélien Leroy, Yannick Lucotte. Competition and credit procyclicality in European banking
Working Papers of Eesti Pank 10/2017:
Karsten Staehr, Lenno Uusküla. Forecasting models for non-performing loans in the EU countries
Working Papers of Eesti Pank 11/2017:
Theologos Dergiades, Costas Milas and Theodore Panagiotidis. An assessment of the inflation targeting experience
Working Papers of Eesti Pank 12/2017:
Liina Malk, Katalin Bodnar, Ludmila Fadejeva, Stefania Iordache, Desislava Paskaleva, Jurga Pesliakaitė, Nataša Todor-
ović Jemec, Peter Tóth and Robert Wyszyński. How do firms adjust to rises in the minimum wage? Survey evidence from 
Central and Eastern Europe

OCCASIONAL PAPERS
The Eesti Pank Occasional Papers is a series of papers where the bank publishes reviews of its analysis and research 
work. The papers cover a wide range of topical subjects and may be of interest to everyone interested in economics, 
including professional economists, political decision-makers, people in business, and anyone who simply wants to know 
more about economics.
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Issues published in 2017:
•	 Occasional Papers of Eesti Pank 1/2017.
Mario Izquierdo, Juan F.Jimeno, Theodora Kosma, Ana Lamo, Stephen Millard, Tairi Rõõm, Eliana Viviano. Labour market 
adjustment in Europe during the crisis: microeconomic evidence from the Wage Dynamics Network survey

BLOG POSTS
•	 Sulev Pert. The trend of low inflation has not been broken

•	 Lenno Uusküla. Central banks around the world have learned from the mistakes of the 1930s

•	 Kaspar Oja. The gender wage gap in Estonia is a problem, but it does not come only from discrimination

•	 Ardo Hansson. The dangers of stimulation for the national economy

•	 Jana Kask. The Eesti Pank requirements for housing loans help reduce the risk of a lending boom

•	 Timo Kosenko. Eight countries in the European Union got a warning last year for risks from real estate

•	 Olavi Miller. The rise in prices for residential property reflects rising incomes and the move to towns

•	 Kristo Aab. The competitiveness of companies exporting local production remains strong

•	 Rasmus Kattai. The dream of economic growth of five per cent

•	 Mari Pärnamäe. The structure of tax income in Estonia is more oriented to economic growth than the average in Europe

•	 Kaspar Oja. In 15–20 years Estonia should reach 85% of the real living standards of Finland

•	 Rasmus Kattai. What goes up must come down

•	 Kaspar Oja. Is there a dangerous bubble in construction?

•	 Ardo Hansson. The role of the state budget in the current economic situation

•	 Kaspar Oja. How much should the government stimulate the economy?

•	 Rasmus Kattai. Seasons in the Estonian economy

•	 Rasmus Kattai. What does it mean if the economy is growing beyond its potential?

•	 Katri Urke. Higher inflation has helped companies increase their profits

•	 Kristo Aab. Estonia is a lender abroad because investment is weak

•	 Sulev Pert. Consumer inflation expectations have risen with food and energy prices

•	 Karsten Staehr. Is homo economicus even a person?

•	 Jaak Tõrs. What the government kept quiet about when talking about bank income tax a year ago

•	 Ülo Kaasik. The unpopular role of the balancer

•	 Peeter Luikmel. Is Estonia the new Finland?

•	 Kaspar Oja. The understanding of rich and poor has changed a lot in Estonia in 25 years

OTHER PUBLICATIONS
The Euro. Eesti Pank. 2017. In Estonian, English and Russian.
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