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EESSONA

On kujunenud heaks traditsiooniks, et Tartus ja Varskas diskuteeritakse kord aastas
majanduspoliitika Ule, tdnavu juba 14. korda. Alates 1996. aastast on majanduspolii-
tika konverents rahvusvaheline. Eesti on 2004. aasta 1. maist Euroopa Liidu liige.
Seetdttu arutatakse meie konverentsil mitte niivord enam siirde kiisimusi kuivord
Eesti positsioneerimist EL-s. Konverentsi teadusliku sisu tagavad Tartu Ulikool
(majanduspoliitika 6ppetool ja Parnu kolledZ), Tallinna Tehnikatlikool (regionaal-
poliitika Gppetool), Leipzigi Ulikool (majanduspoliitika instituut) ning Kieli Raken-
duskdrgkool (rahvamajanduse ja majanduspoliitika instituut). Korraldamise eest
hoolitseb traditsiooniliselt Mattimar OU.

* * %

Eesti kuulub nende uute EL liikmesriikide hulka, kes soovivad vdimalikult kiiret
monetaarset integratsiooniprotsessi. Eesti taotles Euroopa Majandus- ja Rahaliiduga
(EMU) liitumist juba jargmise, so 2007. aasta alguses. Kuid eeldatavasti ei ole v0i-
malik seda d&rmiselt auahnet eesmarki ellu viia enne 1. jaanuari 2008.

Nii selgitas majandus- ja valuutakiisimuste eest vastutav EL komissar Joaquin Al-
munia 2005. aasta novembri alguses, et tal on tdsine kahtlus, kas saavat Eesti — koos
Leedu ja Sloveeniaga — juba 2007.aastal rahaliitu astuda. Ta on seisukohal, et liitu
saab votta tiksnes neid riike, kes taidavad kdiki Maastrichti kriteeriumeid.

Peale inflatsiooni kriteeriumi taidab Eesti neid tingimusi igati (intressikriteerium on
vaid kaudselt hinnatav)." Muret tekitab iiksnes Eesti hinnataseme areng. 2005.aasta
keskmine inflatsioonimé&ar oli 4,1 protsenti ja seega selgesti Ule lubatud 2,6 prot-
sendilise soovitatava néitaja. 2006. aasta alguses inflatsioon isegi kiirenes, kuid
jouab Eesti Panga hinnangul aasta keskmisena 3,6 ning 2007. aastal 3 protsendini.
Viimane tase peaks tagama Eesti eurokdlblikkuse.

Millisel ajahetkel Eesti liitumine EMU-ga v@imalikuks osutub, oleneb mitte ainult
1992. aastal Maastrichti lepinguga ndutud raha-, eelarve- ja vahetuskursipoliitika
konvergentsikriteeriumidest, vaid ka sellest, kuivord Eesti rahvamajanduse struk-
tuursed tingimused Uhtivad ka Ulejaénud liikmesriikide vastavate nditajatega.

! Kuigi siiski harmoniseeritud pikaajaline intress Eesti boniteedi kriteeriumina veel pole
kéattesaadav; vrd siin ja teisi Maastrichti konvergentsikriteeriume 2005.a. konverentsikogumiku
eessOnas.
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Struktuuriline vastavus on tahtis, et EMU laienemisega ei saaks kannatada stabiilse
thiskonna alused. Hindamaks seda, vBetakse ikka ja jalle appi Robert Mundelli?
loodud “optimaalse valuutapiirkonna teooria”.

Valuutaliidus ei saa enam ukski liikmesriik lahendada oma siseriiklikke majan-
dusprobleeme iseseisva rahapoliitika abil. Palju enam oleneb nitd sellest, et Eu-
roopa Keskpanga poliitika vastaks siseriiklikule majanduspoliitilisele olukorrale vdi
vahemalt ei raskendaks ega muudaks v8imatuks siseriiklike eesmarkide elluviimist.
Rahvamajandusliku sobivuse tépsuse hindamise tahtsaimateks kriteeriumideks on
majandussektorite struktuur, t66turg, majanduslik I6imumine teiste partnerriikidega
ja jooksevkonto.

Et tegelikult valtimatud arengu lahknevused eri liikmesriikides jaaksid miinimum-
ndude piiridesse, on tahtis kdikide riikide majanduse harustruktuuride sarnasus. Siis
on riikide konjunktuuriarengute lahknemise oht kdige vaiksem. Siimptomaatiline on
siin pdllumajanduses tddtavate inimeste osakaal kogu to6hdivest. Eesti on oma 5,7
protsendiga spektri keskel, mille tihes &4res on 1,3 protsendiga (Luksemburg; 2,2
protsenti Belgia; 2,4 protsenti Saksamaa) ja teises — 18,4 protsendiga (Poola)®. Nii
naiteks tooks EL agraarpoliitika reform Poolas kaasa kaugelt suuremaid mberku-
jundusi kui Luksemburgis ja ka Eestis.

Jérgmine kriteerium, pigem erinevalt tekkinud kriiside ja konjunktuuri m&jutaja on
erisugune s6ltuvus energiakandjatest, milleks on nafta ja maagaas. Ka siin on Eesti
oma nafta- ja gaasitarbimisnditajatega iga miljoni euro reaalse SKT kohta 140 ton-
niga naftatihikuid pigem keskmiste hulgas (vordlusena: Prantsusmaa 85; Saksamaa
91; Slovakkia 436), — sama kehtib t66tuse mdéra kohta. Eesti on oma 2005. aasta
keskmise 7,9 protsendiga paremas positsioonis kui Saksamaa tle 10-protsendilise
tootuse maéraga.

Milliseid eeliseid rahaliit riigile annab, oleneb ka oluliselt sellest, kui tahtis on ra-
haliidu ruumis kaupade ja teenuste vahetus antud riigi jaoks. Tihedate kaubandus-
sidemete korral tasanduvad mitte iksnes vahetuskursid, vaid ka kursi tagamiskulud.
Euroopa Liidu osatéhtsus Eesti véliskaubanduses (iletab praegu 80% ja valisinves-
teeringute sissevoolus koguni 85%.

Kahtlused vdivad tekkida Eesti kaupade ekspordi ja impordi negatiivset saldot
vaadeldes. Eesti kaubandusbilansi saldod on peale 1992. aastat pidevalt negatiivsed,
mis kohati Uletavad sisemajanduse kogutoodangu suhtes kiimne protsendi piiri. See
vBib olla indikaatoriks, et siseraha on pidevalt le hinnatud. Sealjuures tuleb aga
arvestada, et valisinvestorite massiline osalusfiguste omandamine on kaasa toonud

21999.a. Nobeli preemia laureaat. Uks tema tahtsaimaid teoseid: A Theorie of Optimum
Currency Areas" (1961), pani ta aluse Euro sisseviimiseks. Peale selle "A Plan for a European
Currency" (1973).

® need ja jargnevad andmed: Eurostat, International Energy Agency; OECD; IWF; Eesti Pank
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suure kapitaliimpordi. Ka on méddunud aastate naftahindade tBus toonud kaasa
Terms of Trade halvenemise, nahtuse, mis ka teisi naftast s6ltuvaid riike koormab.
Eesti valuutakomiteesiisteem, mis juba praegu praktiliselt rahaliitu simuleerib, on
nendes tingimustes taganud krooni stabiilsuse.

Uldjoontes on Eesti majandus EMUsse astumiseks iisna hésti ette valmistunud. Suur
to6puudus kummitab (le maailma, see kaib kaasas edasise tehnoloogilise progres-
siga (nano-tehnikaga!) ja td6jou asendamisega masinatega ning jaab todstusriikidele
tiikiks ajaks lahendamatuks probleemiks, kui just poliitilised otsustajad pGhimdttel-
iselt uut ma&tlemist I1&bi suruda ei suuda. Eesti peab enne euroga liitumist lahendama
vaid oma spetsiifilise probleemi — nimelt alandama oma inflatsioonitaset.

* X *x

Kéesolev konverentsikogumik antakse valja — nii nagu ka eelmistel aastatel — koos-
t60s kirjastusega Berliner Wissenschafts-Verlag (varasema nimega: Berlin-Verlag
Arno Spitz), nii jduavad arutlused-ettekanded ka Saksamaal (ja mujal) laiema ma-
janduspoliitikast huvitatud avalikkuseni.

Varasematel aastatel on meie majanduspoliitika konverentsil k&sitletud ka teemasid,
mis sisuliselt kuulusid rohkem ettevdttemajanduse kui majanduspoliitika valdkonda.
Alates 2003. aastast toimub Eesti kuurortlinnas Pérnus iga aasta alguses teaduskon-
verents, kus keskendutakse pdhiliselt ettevGttemajanduse kiisimustele. Ka Parnu
konverentsil peetud ettekannete-artiklite pdhjal on avaldatud igal aastal konverentsi-
kogumik (edaspidi on ka selle kogumiku kirjastamisel meiega koostd6ks valmis eel-
pool nimetatud saksa kirjastus).

Seega on eeltoodult majandustemaatikat jaotades vBimalik konverentside t66d nii
Tartus-Varskas kui ka Parnus eesmargiparasemalt korraldada, sealhulgas artiklite
mahtu kogumikes senisest paindlikumalt varieerida ning autoritel on v8imalus spet-
siifilisi kusimusi pdhjalikumalt ja terviklikumalt késitleda. Kdesoleval ja ka jér-
gnevatel aastatel retsenseeritakse avaldamiseks esitatud artiklid majanduspoliitika
konverentsikogumiku kvaliteedi tagamiseks eeskatt vélismaiste kvalifitseeritud tead-
laste poolt.

Ké&esoleva kogumiku ettekanded on teemade jérgi liigitatud jargmistesse valdkon-
dadesse:

(1) makromajanduspoliitika;

(2) sektoraalpoliitika;

(3) regionaalpoliitika;

(4) ettevotluspoliitika.

Nende teemavaldkondade jérgi moodustatakse Varskas toogrupid-sektsioonid.

Loomaks eeldusi edukaks konverentsi istungite I&biviimiseks ja aruteludeks valmis-
tumiseks, saadetakse artiklite kogumikud enne konverentsi algust kdigile osalejatele.
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Korraldajad tdnavad konverentsi toetajaid ja samuti neid osavotjaid, kes kogumiku
koostamisele oma artikliga kaasa aitasid. Korraldajate tdnustnad kuuluvad ka
kdigile retsensentidele.

Nekroloog:

Leiname meie saksa kolleegi prof. Dr TONI SCHULZ-i , kes suri pérast pikka ras-
ket haigust 57. eluaastal 6. mail 2005. a. Ta oli eelmistel aastatel suuresti toeks kon-
verentside Gnnestumisele nii Tartus-Véarskas kui ka Parnus. Me malestame teda ja
tema saavutusi austusega ka tulevikus.

Manfred O. E. Hennies Matti Raudjarv (konverentsisarja algataja)
Kiel ja Warder (Saksamaa) Tallinn, Pirita-Kose ja Parnu

Juri Sepp

(Tartu)

Veebruar-mai 2006
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VORWORT

Der guten Tradition folgend werden Tartu und Véarska wieder die Begegnungsstatten
fur die alljahrlich in Estland stattfindende wirtschaftspolitische Konferenz. Die Ta-
gung wird in diesem Jahr zum vierzehnten Mal durchgefiihrt, seit 1996 werden in-
ternationale Konferenzen abgehalten. Wissenschaftliche Tréger dieser Konferenz
sind die Universitat Tartu (Lehrstuhl fir Wirtschaftspolitik und das Pé&rnuer Col-
lege), die Technische Universitat Tallinn (Lehrstuhl fir Regionalpolitik), die Uni-
versitat Leipzig (Institut fir Wirtschaftspolitik) sowie die Fachhochschule Kiel (In-
stitut fiir Volkswirtschaftslehre und Wirtschaftspolitik). Federfihrend ist traditionell
die Verlags-, Beratungs- und Fortbildungsfirma Mattimar GmbH. Der vorliegende
Tagungsband wird — wie in den Vorjahren — in Kooperation mit dem Berliner Wis-
senschafts-Verlag (vormals Berlin-Verlag Arno Spitz) herausgegeben, so dass die
Diskussionsbeitrage auch in Deutschland (und in anderen L&ndern) einer breiteren
wirtschaftspolitisch interessierten Offentlichkeit zugefiihrt werden.

* * %

Estland ist seit dem 1. Mai 2004 Mitglied der Européischen Union (EU). Die Priva-
tisierung seines Unternehmungsektors ist weitgehend abgeschlossen, so dass die est-
nische Treuhand bereits im Jahr 2001 ihre Tatigkeit einstellen konnte. Insofern wird
es zukinftig in den wirtschaftspolitischen Diskussionen weniger um Fragen der
Transformation als um die Positionierung Estlands innerhalb der EU gehen.

Estland gehért zu jenen neuen EU-Mitgliedlandern, die einen méglichst schnellen
monetéren Integrationsprozess wiinschen. Estland hat einen Beitritt zur Eu-
ropdischen Wirtschafts- und Wahrungsunion (EWWU) bereits zu Beginn des kom-
menden Jahres angestrebt. Doch dieses auferst ehrgeizige Ziel wird voraussichtlich
nicht vor dem 1.Januar 2008 zu realisieren sein.

So machte der fir Wirtschafts- und Wéhrungsfragen zustédndige EU-Kommissar
Joaquin Almunia Anfang November 2005 deutlich, dass er erhebliche Zweifel habe,
ob Estland — neben Litauen und Slowenien — schon 2007 der Wahrungsunion beitre-
ten konne. Er werde nur solche L&nder fir den Wahrungsbeitritt vorschlagen, die
auch alle finf Maastricht-Kriterien erfiillen.

Bis auf das monetdre Kriterium der Preisniveaustabilitat erfiillt Estland weitgehend
diese Bedingungen (das Zinskriterium ist nur indirekt auswertbar) .! Sorgen bereitet
lediglich die Entwicklung des estnischen Preisniveaus. Im Jahre 2005 betrug die

* Wobei allerdings ein harmonisierter Langfristzins als Bonitétskriterium fir Estland noch
nicht verfligbar ist; vgl. hierzu und zu den Ubrigen Maastricht-Konvergenzkriterien das
Vorwort zum Tagungsband 2005.
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mittlere Inflationsrate 4,1 Prozent und lag damit deutlich Gber dem zul&ssigen Ref-
erenzwert von 2,6 Prozent. Anfang des Jahres 2006 ist die Inflationsrate sogar im
beschleunigten Tempo gestiegen, aber laut der Einschatzung der Estnischen Bank
erreicht sie im Mittel des Jahres den Wert von 3,6 und wird im Jahre 2007 auf drei
Prozent sinken. Das letztgenannte Niveau sollte die Eurotauglichkeit Estlands si-
chern.

Zu welchem Zeitpunkt der Beitritt Estlands zur EWWU méglich wird, hangt nicht
allein von den 1992 im Maastricht-Vertrag geforderten geld-, haushalt- und wech-
selkurspolitischen Konvergenzkriterien ab, sondern auch davon, ob die strukturellen
volkswirtschaftlichen Rahmenbedingungen Estlands mit denen der Ubrigen Mit-
gliedstaaten tbereinstimmen. Die strukturelle Ubereinstimmung ist wichtig, damit
durch die Erweiterung der EWWU die Grundlagen einer Stabilitatsgemeinschaft
nicht gefahrdet werden. Um dies zu beurteilen, wird immer wieder auf die von
Robert Mundell? entwickelte "Theorie optimaler Wahrungsraume™ zuriickgegriffen.

In einer Wéhrungsunion kann kein Mitgliedstaat landesinterne Wirtschaftsprobleme
durch eine eigenstandige Geldpolitik bekampfen. Vielmehr ist es darauf angewiesen,
dass die Politik der Européischen Zentralbank weitgehend der binnen-
wirtschaftlichen Situation entspricht oder zumindest die Verwirklichung binnen-
wirtschaftlicher Ziele nicht erschwert oder gar unmdglich macht. Die wichtigsten
Kriterien zur Beurteilung der volkswirtschaftlichen Passform sind Branchenstruktur,
Arbeitsmarkt, wirtschaftliche Verflechtungen mit den Ubrigen Partnerlandern und
Leistungsbilanz.

Damit — im Grunde unvermeidliche — divergierende Entwicklungen in den einzelnen
Mitgliedlandern auf ein Mindestmall beschrankt bleiben, ist es wichtig, dass die
einzelnen Wirtschaftsektoren quer durch alle Staaten in etwa gleiche GroRenrela-
tionen zueinander haben. Denn dann ist die Gefahr des Auseinanderdriftens nation-
aler Konjunkturentwicklungen am geringsten. Symptomatisch hierfir ist der Anteil
der arbeitenden Bevolkerung in der Landwirtschaft in Prozent aller Erwerbstatigen.
Im Hinblick auf diesen Anteil liegt Estland mit 5,7 Prozent im Mittelfeld der
Spannbreite von 1,3 Prozent (Luxemburg; 2,2 % Belgien; 2,4 % Deutschland) und
18,4 Prozent (Polen)®. So wiirde beispielsweise eine Reform der EU-Agrarpolitik in
Polen weitaus groRere Umbriiche nach sich ziehen als in Luxemburg und auch in
Estland.

Ein weiteres Kriterium fir eine eher ungleich beschaffene Krisen- und Konjunk-
turanfalligkeit ist die unterschiedliche Abh&ngigkeit von den Energietrdgern Erdél
und Erdgas. Auch hier liegt Estland mit einem Priméarverbrauch an Ol und Gas je
eine Million Dollar reales Bruttoinlandprodukt mit 116,2 Tonnen Oleinheiten eher

2 Nobelpreistrager von 1999. Eines seiner bedeutendsten Werke: "A Theorie of Optimum
Currency Areas" (1961), legte das Fundament fiir die Einflihrung des Euros. Dariber hinaus:
"A Plan for a European Currency" (1973).

® diese und die folgenden Daten von: Eurostat, International Energy Agency; OECD; IWF;
Estnische Bank.
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im Mittelfeld.” — Gleiches gilt firr die Erwerbslosenquote. Estland ist mit seiner mit-
tleren Arbeitslosigkeit von 7,9 Prozent im Jahre 2005 besser positioniert ist als
Deutschland mit einer Rate Gber 10 Prozent.

Welche Vorteile eine Wéahrungsunion firr ein Land bringt, hangt im Wesentlichen
auch davon ab, wie wichtig der Austausch von Waren und Dienstleistungen inner-
halb des einheitlichen Wahrungsraumes fur dieses Land ist. Bei intensiven Handels-
beziehungen gleichen sich nicht nur die wirtschaftlichen Wechsellagen einander an,
auch die Kurssicherungskosten entfallen.

Der Anteil der Europdischen Union im AuRenhandel Ubersteigt gegenwartig 80
Prozent und macht bei der Einfuhr der Investitionen sogar 85 Prozent aus.

Bedenken konnten im Hinblick auf den negativen AuBenbeitrag Estlands bestehen.
Die Guterbilanz Estlands weist seit der Wende im Jahre 1992 standig negative Sal-
den auf, die zeitweilig sogar die 10%-Grenze® iberschreiten. Dies kénnte ein Indiz
dafur sein, dass die Inlandswéhrung permanent tberbewertet ist. Dabei ist allerdings
zu bedenken, dass der massive Erwerb von Anteilsrechten durch gebietsfremde In-
vestoren hohe Importe von Anlagegitern nach sich gezogen haben. Auch haben die
Erddlverteuerungen der vergangenen Jahre zu einer Verschlechterung der Terms of
Trade geflihrt, ein Phdnomen, das auch andere erddlabhéngige Lander gleicher-
mafen belastet. Das estnische Currency-Board-System, welches praktisch auflen-
wirtschaftlich bereits eine Wahrungsunion simuliert, hat verhindert, dass Estland im
Alleingang mit einer Abwertung seiner Wahrung dieses Missverhéltnis korrigieren
konnte.

Im GrofRen und Ganzen ist die estnische Wirtschaft auf einen Beitritt zur EWWU
recht gut vorbereitet. Die hohe Erwerblosigkeit ist ein weltumspannendes Problem,
das mit fortschreitendem technischen Fortschritt (Nano-Technik!) und sich fortset-
zender Substitution von Arbeit durch Betriebsmittel flr alle Industrienationen auf
absehbare Zeit ein unldsbares Problem bleiben wird, es sei denn, dass sich die poli-
tischen Entscheidungstrager zu einem grundsétzlichen Umdenken durchringen kén-
nen. Estland hat vor einem Euro-Beitritt in erster Linie ein landesspezifisches Prob-
lem zu I6sen, ndmlich das seiner Inflation.

* * %

In den friiheren Jahren hat man auf unserer wirtschaftspolitischen Konferenz auch
Themen behandelt, die ihrem Inhalt nach mehr zur Betriebswirtschaftslehre als
Wirtschaftspolitik gehorten. Seit dem Jahr 2003 findet Anfang jedes Jahres im
estnischen Kurbad Parnu die Konferenz Uber die Betriebswirtschaft statt, deren
Schwerpunkte Fragen der Betriebswirtschaft sind. Auch auf der Basis der Vortrage-
Artikel der Konferenz wird jedes Jahr ein Tagungsband vertffentlicht. Durch die

4 Zum Vergleich, jeweils in Tonnen Oleinheiten je 1 Mio. $ BIP: Frankreich: 70,3;
Deutschland 75,3; Slowakei: 363,2.
% in Bezug zum Bruttoinlandprodukt
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Aufteilung der Wirtschaftsthematik zwischen den Konferenzen konnen
Diskussionen sowohl in Tartu-Vérska als auch in Péarnu zielgerichteter gefiihrt
werden.

Auf Wunsch der Teilnehmer kann der Umfang der Artikel im Tagungsband flexibler
als bisher variiert werden. Dadurch wird es den Autoren mdglich, spezifische Fragen
ausfihrlicher und vollstandiger zu behandeln. In diesem Jahr und weiterhin werden
die zur Veroffentlichung im Tagungsband anstehenden Beitrdge zur Qualitatssi-
cherung Rezensionen durch qualifizierte Wissenschafter vor allem aus dem Ausland
unterzogen.

Die Beitrage in dem vorliegenden Sammelband sind in folgende Themenbereiche
untergliedert:

(1) Makrowirtschaftspolitik;

(2) Sektorale Politik;

(3) Regionalpolitik;

(4) Unternehmenspolitik.
Nach diesen Themenbereichen werden die Arbeitsgruppen in Vdrska eingeteilt. Um
die Voraussetzung fur einen erfolgreichen Verlauf der Tagung zu schaffen, wird der
Tagungsband bereits vor Beginn der Tagung den Konferenzteilnehmern zur Vor-
bereitung auf die Diskussionen zugestellt werden.

Die Veranstalter danken an dieser Stelle den Sponsoren dieser Konferenz sowie
jenen Teilnehmern, welche durch ihre Artikel zum Entstehen dieses Tagungsbandes
beigetragen haben.

Nachruf:

Wir trauern um unseren deutschen Kollegen, Prof. Dr. TONI SCHULZ, der nach
langer und schwerer Krankheit am 6. Mai 2005 im Alter von 57 Jahren gestorben ist.
Er hat in den vergangenen Jahren mit dazu beigetragen, dass die Konferenzen
sowohl in Tartu/Varska als auch in Péarnu erfolgreich waren. Wir werden ihn und
seine Leistungen auch in Zukunft in ehrender Erinnerung behalten.

Manfred O. E. Hennies Matti Raudjarv (Initiator dieser Konferenzreihe)
Kiel und Warder (Deutschland) Tallinn, Pirita-Kose, und Parnu (Estland)

Juri Sepp

(Tartu)

Februar —-Mai 2006
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PREFACE

Being the sites of annual conferences on economic policy in Estonia again has be-
come a good tradition for Tartu and Varska. The conference held this year will be
the 14th and it has been an international conference since 1996. The University of
Tartu (the Chair of Economic Policy and the Parnu College), Tallinn University of
Technology (Chair of Regional Policy), University of Leipzig (Institute of Eco-
nomic Policy) and also Kiel University of Applied Sciences (Institute of National
Economy and Economic Policy) take care of the scientific content of the conference.
In addition, the publishing, consultation and further training company Mattimar OU
is traditionally responsible for the organisation. This collection of conference papers
is issued — similar to previous years — in cooperation with the publisher Berliner
Wissenschafts-Verlag (former name: Berlin-Verlag Arno Spitz) to make the discus-
sions-presentations available also to general public interested in economic policy in
Germany (and other countries).

* X *x

Estonia has been a EU Member State since 1 May 2004. The business area of the
country has been largely privatised so the Estonian Privatisation Agency could ter-
minate its activities already in 2001. The communities of economic policy will be
therefore discussing the positioning of Estonia in the EU rather than issues of the
transition period.

Estonia is among the new EU Member States which wish to make the monetary in-
tegration process as fast as possible. Estonia has applied for accession to the Eco-
nomic and Monetary Union (EMU) already at the beginning of next year. It is
probably not possible to reach such an extremely ambitious goal, however, before 1
January 2008.

EU Commissioner for Economic and Monetary Affairs Joaquin Almunia explained
already at the beginning of November 2005 that he has serious doubts about the abil-
ity of Estonia — together with Lithuania and Slovenia — to join the EMU already in
2007. He suggested that only countries who fulfil also all Maastricht criteria should
be admitted to the EMU.

Estonia amply meets these requirements except for the inflation criterion (which can
only be indirectly evaluated).! Only the development of the price level in Estonia is
a cause for worries. In 2005 the average inflation rate was 4.1 per cent and therefore
clearly higher than the indicative allowed target of 2.6 per cent. At the beginning of

' Although harmonised long-term interest rate as the eligibility criterion for Estonia is not
available yet; cf. here and other Maastricht convergence criteria in preface to the collection of
materials of the conference of 2005.
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2006 the inflation even accelerated but according to the evaluation of the Bank of
Estonia it will reach the annual average level of 3.6 and in 2007 — 3 per cent. The
latter level should ensure the eligibility of Estonia for euro.

The moment when accession of Estonia to the EMU becomes possible will depend
not only on the convergence criteria established in 1992 in the Maastricht Treaty
with respect to monetary, budgetary and exchange rate policies but also on whether
the structural framework conditions of the Estonian national economy conform to
the respective indicators of the other Member States.

Structural conformity is important to avoid damaging the bases of the stable society
with the EMU enlargement. It is evaluated again and again by applying the “theory
of optimum currency areas" created by Robert Mundell?.

It in Economic and Monetary Union, no Member State can solve its domestic eco-
nomic problems with independent financial policy any more. It is now much more
important that the policy of the European Central Bank should conform to the na-
tional situation of economic policy or at least would not aggravate reaching domes-
tic goals or make it impossible. The most important eligibility criteria for the na-
tional economy are the structure of economic sectors, labour market, economic inte-
gration with other partner countries and current account.

In order to keep the — actually inevitable — variations in the development of different
Member States within minimum requirements, it is important to have each economic
sector approximately with the same proportions in all countries. In such a case the
risk of divergent economic cycles of countries is the lowest. The proportion of indi-
viduals employed in agriculture in total employment is a symptomatic indicator.
Considering this proportion, Estonia with its 5.7 per cent is in the middle of the
spectrum, with 1.3 per cent in one end (Luxembourg; 2.2 per cent Belgium; 2.4 per
cent Germany) and 18.4 per cent (Poland) in the other end®. For instance, the reform
of EU agrarian policy would lead to considerably more extensive reorganisations in
Poland than in Luxembourg or also Estonia.

The next criterion, which rather influences crises with different causes and economic
cycles, is varying dependence on energy carriers — oil and natural gas. Also in this
respect Estonia with its oil and gas consumption indicators — 140 tons of oil equiva-
lent per each million euros of real GDP — rather belongs among average countries
(cf: France 85; Germany 91; Slovakia 436). The same applies to unemployment

2 Nobel Prize laureate in 1999. One of his most important books A Theory of Optimum
Currency Areas (1961) laid the foundation for the introduction of euro. Also, A Plan for a
European Currency (1973).

® These and the following statistics: Eurostat, International Energy Agency; OECD; IWF, Bank
of Estonia.
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rates — Estonia with its average rate of 7.9 per cent in 2005 is in a better position
than Germany with its unemployment rate of more than 10 per cent.

The advantages of the EMU to a country also considerably depend on the impor-
tance of the trade in goods and services for the country in the area of the EMU. With
close trade relations not only exchange rates but also the expenses of maintaining
the exchange rate are levelled. The importance of the European Union in the Esto-
nian foreign trade is currently more than 80% and in the inflow of foreign invest-
ments even 85%.

Looking at the negative balance of exports and imports of goods in Estonia may
raise doubts. After 1992 the balance of trade has been constantly negative, exceed-
ing sometimes ten per cent of the gross domestic product. This may be an indicator
of constant overestimation of domestic currency. We should, however, take into ac-
count the fact that massive acquisition of participation rights by foreign investors
has led to large imports of capital. Increase in oil prices in the recent years has also
led to a deterioration of terms of trade, a phenomenon which burdens also other
countries which depend on oil. The Estonian currency board system which practi-
cally simulates EMU in foreign economy already now, has stopped Estonia from
devaluation of its currency to reduce the disproportion.

The Estonian economy has generally prepared itself rather well for accession to the
EMU. High unemployment rate is a global problem which accompanies further
technological progress (nanotechnology!) and replacement of labour with machines
and will remain unsolved in industrial countries for a long time, unless political de-
cision-makers can enforce a radically new way of thinking. Before joining euro, Es-
tonia has to solve a specific problem related to the country — namely its inflation.

* * %

In earlier years our conference on economic policy has covered also subjects which
were in essence more related to the study of entrepreneurship than economic policy.
Since 2003 a conference on entrepreneurship has been held in Péarnu, an Estonian
health resort town, at the beginning of each year, focusing mainly on the issues of
entrepreneurship. Annual collections of conference papers are also published on the
basis of the presentations/articles of the conferences held in Parnu. Separating the
economic subjects that way allows more effective organisation of conferences both
in Tartu/Varska and in Parnu.

According to the wishes of participants, the volume of articles in the collection
could also be varied in a more flexible manner in the future. It would permit a more
thorough and integrated treatment of specific issues by the authors. This year and
also in the next years the articles submitted for publishing are peer reviewed above
all outside Estonia by qualified researchers from other countries to ensure the quality
of the collection of conference papers.
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Papers of this collection have been classified under the following topics:
(1) macroeconomic policy;
(2) sectoral policy;
(3) regional policy;
(4) entrepreneurship policy.

Working groups/sections will be set up at Varska according to these subject areas.
The collections of papers will be sent to all participants before the conference to al-
low them to prepare for discussions and to be able to organise the conference ses-
sions successfully.

The organisers thank the supporters of the conference and also the participants who

have contributed to the compiling of the collection with their papers. The organisers
also appreciate the assistance of all peer reviewers.

Obituary:
We mourn the loss of our German colleague Prof. Dr TONI SCHULZ who died on 6
May 2005 at the age of 57 after a long severe disease. In earlier years he very much

supported the success of the conferences both in Tartu/Vérska and in Parnu. We will
commemorate him and his achievements with respect also in the future.

Manfred O. E. Hennies Matti Raudjarv (initiator of the series of conferences)
Kiel and Warder (Germany) Tallinn, Pirita-Kose and Parnu

Juri Sepp (Tartu)

February—May 2006
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ESTIMATING ABSOLUTE PRICE LEVEL IN ESTONIA'

Meelis Angerma
University of Tartu

Introduction

In the first one to five years Estonia will abandon its own currency Estonian kroon
and replace it by the euro. Estonia will lose opportunity to evaluate price level
through the nominal exchange rate. Although nominal exchange rates did not play
key role in Estonian price level development. The actual nominal prices were more
important. But as Estonia will remain quite different from other EU (the European
Union) countries by its price level for a long time, it is necessary to evaluate the
development of relative price level against the EU and other large countries average.
Measuring relative price level against the US (the United States of America) and
Russia is easily understandable, but measuring it against other EU countries is not so
clear. The latter countries do not have floating exchange rate between them. In
reality it is even more important to have relative price level data for these countries.
Estonia has more economic ties in this direction. Researchers often concentrate on
changes in relative price level in time, which are easier to calculate from inflation
difference and nominal exchange rate. But in practical applications absolute price
levels are more useful. Absolute price levels are also more easily understandable and
comprehensible. Looking only at inflation difference and nominal exchange rate
does not give any information on absolute price level.

The intentions of this article are to give overview about methods available for
estimating absolute price level and discuss on changes in Estonian and Eastern and
Central European countries’ absolute price level, although the levels will be
expressed in relative basis. The topic is also important in the point of view of
eurozone extension. In the literature the phrase ’relative price level” means that the
difference in inflation rates will be analyzed. But in this paper the absolute price
level will be analyzed through certain nominal price levels of Big Mac or other
goods. But the word ’relative’ in this paper means relative absolute price level
against countries used in the analysis. In the broad sense we talk about absolute
price level but in detail we talk about relative absolute price level. The difference
from relative price level comes from that we have different points to hang time
serieses on. Traditional relative price level analyses assumes that at the beginning or
some other time absolute price levels are equal.

In the empirical part of the article we will look at calculations of ICP*-type absolute
price levels for Estonia and some other important countries. Possible applications of

! Artikkel on valminud ETF grandi nr. 6630 rahalisel toel

2 ICP — International Comparison Programme run by the United Nations, the University of
Pennsylvania and the World Bank. The methodology is to calculate *fair’ exchange rates from
the nominal prices. The ’fair’ exchange rate equals the purchasing power parity over countries.
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Big Mac index will be overlooked. The methods used for adjusting GNP-s (Gross
National Product) to compare countries on PPP (Purchasing Power Parity)-GNP-
basis will be explained. ICP index on the basis of property prices will be calculated.

The current topic may be painful for certain groups of interest because the
applications of the theory may be used to point to possible risks of overextension in
Estonian economy.

Necessity for evaluating relative price level

Taking into account relative price level of the economy is important for many
reasons. As Ibrahim Elbadawi from the World Bank introduced the topic in his
paper (Elbadawi 1994, p. 93):

The concept of the real exchange rate (RER) has assumed a central position in past and
current debates in the literature on economic development and growth strategies and in
the more recent literature on structural adjustment and macroeconomic stabilization.

Developments in the relative price level affect directly market values of certain
assets. The real asset prices has a key role in influencing investment decisions. The
second use of relative price level arises from signaling financial risks in the
economy. For example large and sharp appreciation of the price level may point to
overextensions in the economy. Overextension in the economy may result in
inconvenient corrections for investors and other economic agents. Increasing
financial integration throughout the world elevates the costs related to real exchange
rate misalignment (Montiel et al 1999., pp 2).

Now we have to explain what we mean under relative price level. It is possible to
calculate relative price level against foreign country or region for each single
product. In case our price level is lower than in our counterparty country, the relative
price level for good X is for example 0.7. It is possible to aggregate these price
levels over all goods and arrive to aggregated relative price level. The aggregation
method depends on single case. The weights of single goods may come from
consumer bundle or from the national accounts. The method may take into account
only consumer goods or consumer goods and property prices. The exact method will
depend on goal.

The relative price level of assets is more dependent on the capital market and
productivity than production costs. In this regard housing prices have importance.
The housing prices depend partly on financial markets and partly on consumption
activity. Since housing units are fixed to certain location, these are not movable in
space and not tradable in geographical sense. For this reason housing prices should
be especially volatile and show leveraged price level developments. The more
tradable is the good, the less its prices differ over countries and the more the law of
one price hold (1).

(1 P'=exP
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*
where P - the price of good abroad in foreign currency;
€ - exchange rate of the domestic currency in units of foreign currency
per one unit of domestic currency;

P - the price of unit of good in domestic currency.

The models of macroeconomy assume that all agents are aware and comprehend of
all prices in domestic country and abroad. In reality this assumption does not hold.
In order to make rational decisions agents must find out nominal prices and relative
prices (aggregated price level). Only after having necessary information, agents are
able to make rational decisions and achieve optimal allocation of resources.

Predicting and recognizing bubbles in asset and goods prices is very important for
those who make investment decisions and economic policy decisions. Legendary
speculators, like George Soros, spend substantial amount of energy and time to
recognize discords in price levels and taking adequate speculative positions in assets
or currencies. Public is better aware of speculative positions taken against currencies
of developing countries. But these transactions preceded analysis of price levels in
relevant countries.

Relative price level may be viewed as the relative cost of production resource
because labour force is one of production factors. According to the Balassa-
Samuelson effect the price level should be low in these countries where productivity
and wage level is low. Wage level is low in these countries where demand for labour
is smaller. Demand for labour is low in countries where potential for
entrepreneurship and business activities is low. This process is rationing of labour
force. It is natural that labour force more capable and competitive moves to
countries where job opportunities meet their qualification and offer better
compensation. This situation has standpoint of system competition. Low price and
wage level would reflect low quotation for the system. Relative price level may be
calculated for consumer goods, services, properties, land, businesses (stock prices)
and labour force.

Relative price level can be used to forecast macroeconomic developments in
specified country. It hints whether country’s economy is attractive for investments in
relation to neighbouring countries. High price level hints inflation and depreciation
in money’s value in relation to goods and assets. It also may hint high speculators
activity. The decisionmakers of economic policy do not like too rapid expansion of
prices. But US’s former and current head’s Alan Greenspan and Ben Bernanke have
both indicated that they would not fight against asset bubbles with monetary policy
instruments (Shinkle 2006). But this statement includes opinion that asset bubbles
should be fighted against. In real life Fed would not fight against housing bubble in
US with hawkish interest rate policy.

Estimations on relative price levels are required by investment decision makers and
currency speculators. Although some famous fund managers and opinion leaders
(W. Buffett, G. Soros, B. Gates etc.) are betting against the US dollar, ICP indexes
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already suggest relative undervaluation of US dollar (look below). Comparative
table of Big Mac index valuations composed in summer 2005 demonstrated relative
undervaluation of the dollar against the euro. Purchasing power parity should have
been $1,05, not $1,20. The most legendary success story of ICP indexes belongs to
devaluation of the British pound in 1992. ICP indices suggested relative
overvaluation of the British price level.

Literature

Price levels of specific goods, services or bundles of them are calculated and
compared under given nominal exchange rates.

Geary-Khamis’e method. Is used by IMF to calculate price indices of several
countries to make GNP-s of different countries comparable in this sense that the
same goods in different countries are taken into account with the same price.
Calculated ICP exchange rates express average price level against some foreign
country or region. (Hinkle et al. 1999, p. 102).
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where N — number of countries;
m — number of goods categories;
Pij — price of good i in country j;
gij — price of good i in country j;
IT; — international price of good i;
ICPER; — aggregated ICP exchange rate between country j and numeraire
country currencies.

So-called fair exchange rates are calculated by International Comparison
Programme (ICP), which is created by the UN and University of Pennsylvania
supported by the World Bank. About 90 countries take part in their price survey.
Specific ICP exchange rate is calculated for every good. According to their method
the price of the good in domestic country in domestic currency is divided by the
price of the same good in foreign country in foreign currency. The OECD and
Eurostat has their own purchasing power parity program.
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The ICP exhange rate data about world countries is available from Heston, Summers
and Aten’s Penn World Tables.

The two best-known ICP indices are Big Mac index and Ikea index.

Big Mac’i index is the best-known ICP-type exchange rate calculated by The
Economist. ICP exchange rate equals nominal exchange rate if absolute purchasing
power parity holds. By nature Big Mac index is ICP exchange rate calculated on the
basis of one good. The numeraire country for the index is the US. Ong (1997)
admitted that the Big Mac index is surprisingly good tool for predicting exchange
rate movements in long-term. The index has wide use because Big Mac is sold in
120 countries.

Whether the purchasing power parity holds in international trade depends in
substantial extent on specific model picked for testing, data sample and country
(Fujiki et al., 2003). Some authors argue that the Big Mac index is suitable for
estimating purchasing power parity (Pakko et al., 2003).

The most important arguments againts the Big Mac index are existing trade barriers,
including tradables in the bundle, incomplete competition on goods and resources
markets and current account imbalances (Ibid., 1996).

Ikea index was calculated by Gabriel Thulin from Swedish consultancy firm
Hallvarsson & Halvarsson in November 2003. The index was calculated from ITkea
department stores’ catalog prices from different countries. At the time of index
calculation Ikea sold similar products in 165 stores from 22 countries. Part of used
prices were online, which made price survey easier. Only products sold in at least 15
countries were included. The cheapest country according to the Ikea index was the
US by large. It was followed by the Netherlands, Germany, the UK and Sweden
(Ikea index 2003). Excluding VAT taxes the cheapest country was Sweden, but this
fact is influenced by the fact that furniture is the cheapest in Sweden. The largest
price differential between the countries was 67%. The most expensive countries
were Finland, Italy, Denmark, Norway, Spain and Belgium. Ikea had entered
Finland lately and was not aggressive by price. In 2003 prices among the countries
converged. The cheap price level of the US was in part reasoned by low dollar
exchange rate. Price levels in countries were dependent on competitve situation on
the markets of these countries. But the extent of price differences between the EU
countries was surprise for the author of the survey (Ikea index 2003).

This fact proves that the topic of relative price level remains in high importance
even after accession to the eurozone. Most likely markets overestimate future price
convergences. Most probably local markets remain separated and different by the
level of development and price level. Opponents of the common currency euro point
to the same fact.

APESMA Big Mac index or "The Association of Professional Engineers, Scientists
and Managers, Australia’ Big Mac index has the purpose of making salaries of
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graduated engineers comparable on the international level. The index shows how
many minutes engineer should work to purchase one Big Mac in specific country.
The method assumes 40-hour workweek.

Table 1. The time to be spent at work in minutes to purchase 1 Big Mac, 1 kg
bread and 1 kg rice

1 Big 1 kg

Mac bread 1 kg rice |Total
Chicago 9 7 6 22
Ziirich 14 6 7 27
Los Angeles 10 15 8 33
London 16 6 13 35
Sydney 18 15 8 41
Berlin 16 10 16 42
New York 12 16 15 43
Stockholm 19 17 14 50
Paris 19 17 18 54
Singapur 20 25 11 56
Warsaw 42 17 15 74
Bangkok 46 39 23 108
Rio de Janeiro 42 58 20 120
Shanghai 27 80 26 133
Bombay 104 35 89 228
Average 27.6 24.2 19.3 71.1
Tallinn 30 11 18 74.3

Source: APESMA. Burgernomics, December 2005/January 2006.

APESMA Big Mac index is not relative price index in its usual sense. It should be
remembered that it is the relative price of labour force in relation to Big Mac. It
shows real wage and hints where engineer or scientist would sell its labour force at
the highest real price against Big Mac price. It is not the best indicator for pure
relative price level because the productivity of labour is very different by countries.

Application of ICP exchange rates in estimation of absolute price level of
Estonia

Most methods used to measure the real exchange rate measurement does not provide
any information about the level of real exchange rate or absolut price level.
Measuring absolut price level is more important for small Estonia-like country in
transition than for slow-growth developed country. In economy in transition we need
to measure the extent of transition and price convergence ahead. Measuring real
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exchange rate from inflation difference and nominal exchange rate differential does
not allow us to hang calculated real exchange rate curve to any certain level.

The Big Mac index has turned out to be unexpectedly good and authentic measure
for absolute price level. It may be especially useful in economic conditions of
Estonia where measuring relative price level and equilibrium real exchange rate is
complicated. The another reason in favour of Big Mac-type index is that Estonia will
give up its own currency — the Estonian kroon - soon. The main focus will shift from
measuring the real exchange rate to measuring relative price level between Estonia
and the EU. Following the relative price level remain important topic after the euro
adoption. Removal of currency exchange costs should even increase reliability of
this index.

Some authors state that absolut and relative purchasing power parity in Central-
European countries (Hungary, Slovenia, the Czech Republic) does not hold (Borsic,
2002). They state that during the ten-year transition process the price level of these
countries did not converge to the price level of Western Europe in sufficient extent.
But economic theory provides enough explanations to this observation. According to
the Balassa-Samuelson effect the price level in these countries should rise in
accordance with productivity and personal incomes. This means slow step-by-step
process, not rapid convergence to Western European level. The price must not be
totally converged to fixed rate of Western price level. The price level should
converge by the end of catch-up period after several decades. The slow progress of
convergence should be especially typical for nontradable goods and services.
Macroeconomic theory classifies houses and land to nontradables group. Therefore
these items should be among the slowly converging prices. In reality in Estonia
property prices showed very rapid increase during the past few years. Therefore it
may be realistic to believe that the increase in property is not so much caused by
successful economic convergence than rapid price price appreciation in itself. The
author believes that property prices are relatively good measure of domestic price
level dynamics. These items are not tradable in geographical sense and price
dynamics can not be stabilized by international market. In average term it is possible
to produce practically unlimited number of new houses in Estonia or in Tallinn.
Production costs should depend directly on domestic price levels for goods, services,
labour force and productivity.

Empirical results

In the following table 2 the price levels for selected countries are presented. These
price levels are calculated from Big Mac prices and actual nominal exchange rates
between countries. The price levels are expressed in relation to eurozone price level
(100). During the period when eurozone was nonexistent, Germany’s price level was
used.
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Table 2. Relative price level of goods according to the Big Mac index against
eurozone

1999 2001 2004 | 2006

1994 | 1995 | April | April May | Januar
Us 85.5 66.7 89.7 98.8 88.4 89.7
Eurozone 100.0] 100.0f 100.0] 100.0f 100.0] 100.0
Sweden ...| 1063 90.7] 120.1] 121.9
Estonia 69.2
Russia 60.7] 46.7 49.8 47.1 44.2 45.6
Poland 51.3]  42.0 50.9 56.8 49.7 59.5
Czech Republic 62.4 54.7 55.6 64.9 74.1
Hungary 60.7] 45.3 46.5 514 76.8 77.2
Argentina 134.2] 86.0 92.3 97.3 45.1 44.2
Turkey 78.7 87.5
Japan 139.3] 133.3 90.0 92.6 71.0 62.4
China 38.5] 30.0 44.3 46.7 38.4 37.0
Russia+ Poland+
Czech+ Hungary 58.8] 472 49.1 52.7 58.9 64.1

Source: The Economist; calculation of the author.

The following table 3 presents relative price levels from Penn World Table CICUP
database against the price level of Germany. Original data showed relative price
level for each country against the US dollar. For Estonia, it is more sensible to
compare the price level against the EU and other European countries. Otherwise
dollar/euro exchange rate fluctuations would overshadow real convergence.

The difference in Estonia’s relative price level in tables 2 and 3 is explained by
difference in goods bundle used in calculation. Big Mac contains relatively more
tradable goods than bundle of GDP goods and services. Tradables prices have
converged much more than nontradables prices. The bundle of goods used in CICUP
data contains much more goods and services. The latter describes economy’s price
level probably more realistically.
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Table 3. Relative price levels of GNP from Penn World Table against Germany
1992-1999

1992 1993 1994 1995 1996 1997 1998 1999
US 76.01 79.58] 77.59] 68.69] 72.57] 84.11] 85.81] 90.32
Germany 100.00f 100.00] 100.00{ 100.00] 100.00] 100.00] 100.00f 100.00
Sweden 121.06 96.16] 94.93] 91.44| 103.03] 105.54] 103.39] 105.37
Estonia 12.18 13.19] 17.95] 23.20] 28.67] 31.98] 34.36] 34.12
Russia 11.91 11.05) 19.45] 22.17| 28.91] 33.48] 23.32] 14.80
Poland 29.01 28911 30.10] 31.39] 35.04] 37.99] 40.50] 39.60
Czech Rep 20.36 24.16f 26.24] 27.57f 30.17] 31.50f 33.38] 33.31
Hungary 36.13 38.10] 38.30] 35.13] 36.92] 40.61] 40.35] 41.37
Argetina 63.94 57.97] 57.18] 50.81] 52.66] 59.82] 59.52] 60.67
Turkey 37.34 39.42] 29.06] 31.00] 32.69] 35.74] 36.80] 36.38
Japan 108.75) 127.97] 133.97f 126.03] 112.59] 116.24] 108.41| 128.25
China 16.37 18.94] 14.94] 15.67| 17.66] 21.48] 20.56] 21.23

Source: Heston et al., author’s calculations.

The price level of properties have increased in Estonia at higher pace than in western
developed countries. The price level in Estonia’s capital Tallinna has partly
exceeded or equal to that of Germany and the US. In January 2006 the leading
construction company in Estonia Merko Ehitus proclaimed auction for the apartment
in the new building under construction where starting price was 5000 euros per
square meter. In the old town of Tallinn in some transactions the price level has
reached above 7600 euros per square meter. The price level of these transactions is
similar to price level of apartments in New York, Manhattan.

The high price level of nontradable assets in Eastern and Central Europe can be
explained by massive foreign investments inflow. The high price level of assets is
also reflected by high valuation of businesses (stock prices). The indicators of high
valuations are high P/E (price-to-earnings) and P/B (price-to-book) ratios. The latter
is analogical to Tobin’s q ratio from economic theory which indicates attractiveness
of new investments into business assets. But it is important to remember that
emerging markets have been characterised by volatile capital flows. In case we
know that the fundamental value of the assets is lower than current market value,
and current price level is due to foreign investor’s speculative activities, we should
take cautious standpoint on current price levels.

In the following table 4 relative price level of average house in Tallinn to US median
house is calculated. The relative real purchasing power is also calculated. One of the
main weakness is different work capacity of houses. Most of US houses are situated
in more southern areas than Estonia and take less thorough construction. But this
difference is compensated by older buildings on average in Estonia and smaller size.
We must also keep in mind that economic policy insitutions of the US think of US
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property market as overheated and bubbly. Relative price level for Tallinn to the US
would be probably higher in absence of bubble in the US.

Table 4. Calculation of relative price of average house in Tallinn

4Q 02 4Q 03 4Q 04 4Q 05
House median price US, USD A 161200] 172167 187467] 213033
Avg hourly wage US, USD B 15.1 15.4 15.8 16.3
Cost of house in hours US C=A/B 10647 11153 11855 13070
Avg hourly wage in Tallinn, EEK D 45.56 50.22 52.14 55.25
Estonian kroon exc. rate against USD E 15.48 12.96 11.82 13.20
Avg hourly wage in Tallinn, USD F=D/E 2.94 3.87 4.41 4.19
Avg house price in Tallinn, EEK G 1100000 1200000 1300000f 1500000
Cost of house in Tallinn in hours H=G/D 24 144 23 895 24933 27 149
Avg house price in Tallinn, USD 1=G/E 71 043 92569 109949] 113663
House relative price in Tallinn J=TA 0.44 0.54 0.59 0.53

Source: EcoWin, Eesti Statistikaamet; authors calculations.

It is possible to see from Table 4 that average house price in Tallinn constituted 53%
of US median house price. Growth tendency of this ratio reversed in 2005 probably
due to surprising appreciation of dollar exchange rate. Without this change the ratio
would have been 60%. Average hourly wage in the US was 3,89 times higher than
in Estonia in Q4 2005. The ratio between the ratio of house price and hourly pay
comes from given variables. Namely, 0.53 x 3.89 = 2.06. The ratio is in equilibrium
and fair if Estonian workers are less effective at construction than US workers.

Historical data shows that on average average US house price is equal to 9000
average hourly wage in the US. If we take an average hourly wage in Tallinn, which
is 55 kroons, the equilibrium house price in Tallinn would cost: 9000 x 55 = 495 000
kroons. We can take on the other hand the actual price and the number of
equilibrium working hours and calculate corresponding hourly wage: 1500000 /
9000 = 167 kroons. If we assume that lower deciles of income does not take part in
property market, it is possible to come to this average pay if we exclude lower
deciles. But in this case we would argue that income distribution in Tallinn is more
unequal than in the US, which is quite unequal country. In 2000 the Gini coefficient
in the US was 0.462 (Wikipedia) and in Estonia it was 0.372. Therefore the income
inequality in Estonia was higher.

In author’s opinion, there is reason to doubt in that relative and absolute purchasing
power parity holds in Estonia in average future perspective. It is not reasonable to
expect that purchasing power parity holds for nontradables. For tradables absolute
purchasing power parity seems to hold in Estonia. The prices of home appliances
and apparel belong to the same calibre in Estonia and western countries. Existing
differences in tradables price level can be explained by different taxes, competitive
situation and in smaller extent by lower labour costs.
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Most likely price differences among the EU and eurozone members remain to exist
although decrease from current level. Does purchasing power parity holds? Current
view is that in big picture it holds but measured differences in price levels may
remain very long or even infinitely. In case the most productive resources will be
drawn out from periphery, relative productivity in periphery may decrease and the
difference in price levels increase. Then it is hopeless to expect purchasing power
parity to hold or beginning to hold.

The other factors influencing price level, which cause purchasing power parity not
holding, are the different pace of economic growth in countries and different
availability of investment opportunities.

Conclusions

In order to estimate price level development in Estonia-like transition country, it is
necessary to estimate its absolute price level, not only relative price level change in
time without estimate about its absolute levels. During the transition process
absolute price level should change very substantially. Economics theory provides
ICP-type exchange rate calculation methodologies to satisfy this need. The best-
known ICP-type exchange rates are those used to compare GNP-s of different
countries at PPP price level and Big Mac index.

According to the author’s views consumer price indices are insufficient to follow
and analyze price level and dynamics of it. Those price indices used to compare
GNP-s are much more exhaustive and has more meaning.

The large differences in price levels among the EU countries will remain significant
also after eurozone enlargement to Eastern Europe countries. This view is supported
by current large price level differences and the long time period required for
convergence of income levels.

In order to make optimal decisions in economy, economic agents need a lot of
information about prices and price levels. Therefore the topic of relative prices and
relative price levels and calculating those remain in high importance. Especially in
time period when labour force leaves massively Estonia and other Eastern European
countries.
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Kokkuvote
ABSOLUUTSE HINNATASEME HINDAMINE EESTIS

Meelis Angerma
Tartu Ulikool

Lahema iihe kuni viie aasta jooksul asendab Eestis iihisraha euro kohaliku valuuta
Eesti krooni. Sellega kaob vdimalus arvutada Eesti-spetsiifilist reaalkurssi ehk
hinnataset nominaalse vahetuskursi jérgi, nii palju kui seda oli. Sellegipoolest jaéb
suhtelise hinnataseme arvutamise vajadus aktuaalseks teemaks. Viimase dekaadi
jooksul on peamine osa Eesti suhtelise hinnataseme muutusest toimunud
nominaalsete hindade muutuse kaudu, mitte nominaalse vahetuskursi muutuse
kaudu. Seega jdéb suhtelise hinnataseme arvutamise iilesanne sarnaseks varasemaga.
Suhtelise hinnataseme arvutamise vajadus EL-s isegi kasvab, sest majandussidemed
nende riikidega jérjest tihenevad.

36



Suhteliste hinnatasemete absoluutse taseme modtmiseks kasutatakse ICP tiilipi
vahetuskursse. Kdige tuntumad neist on vahetuskursid, mida kasutatakse erinevate
riikkide RKP-de vorreldavaks muutmisel. Samasse klassi kuulub tuntud hinnataseme
indikaator Big Mac indeks, mis vaatamata oma lihtsusele on osutunud ootamatult
kasulikuks hinnatasemete hindamise ja vahetuskursside prognoosimise vahendiks.
Big Mac indeksi kasutusvdimaluste kohta on kirjutatud juba suur hulk teaduslikku
kirjandust. Lisaks absoluutse suhtelise hinnataseme arvutamisele on vdimalik
arvutada suhtelist hinnataset sissetulekute suhtes.

Kinnisvarahinnad on hea indikaator iildise hinnataseme hindamiseks, sest nende
objektide hinnaliikumisi ei tasanda rahvusvaheline kaubeldavus.

Autori arvates jadb Eesti agregeeritud hinnatase veel pikaks ajaks, kui mitte igavesti,
madalamaks Ladne-Euroopa arenenud riikide hinnatasemest. See arvamus tugineb
pracgusel suhteliselt suurel hinnaerinevusel ning sissetulekute ihtlustumiseks
vajaliku ajaperioodi suhteliselt suurel pikkusel.

Majandusotsuste ~ langetamiseks  vajavad  majandussubjektid  pohjalikku
informatsiooni tiksikute kaupade suhtelise hinna ja kaupade grupi suhtelise
hinnataseme kohta. Investeerimisotsuste langetamiseks on oluline informatsioon
varade suhteliste hindade kohta.
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CENTRAL BANK’S TOOLS FOR TACKLING FINANCIAL INSTABILITY:
FEASIBILITY TO IMPLEMENT EMERGENCY LENDING FACILITY IN
ESTONIA!

Jana Kask
University of Tartu

Introduction

Alongside the primary goal of a central bank — to ensure price stability — the second
important objective is to safeguard financial stability in the country. Both of the
objectives are closely interrelated: while a strong and efficient financial sector
supports monetary stability, the functioning of financial institutions and markets as
well as implicit and explicit guidelines for their activities are largely determined by
the monetary regime and respective policies.

The main goal of a central bank in safeguarding the stability of the financial system
is to ensure that financial intermediation in the country performs efficiently to
contribute to economic growth and welfare. The day-to-day work of a central bank
is primarily of preventative nature. At the same time public authorities, including the
central bank should stand ready to intervene in case of unexpected failures in the
functioning of markets and to quickly restore the normal conditions that allow
smooth and efficient financial intermediation.

Historically, the traditional role of a central bank in the field of financial stability has
been to act as a lender of last resort. Emergency liquidity assistance (ELA), which is
a more modern expression of the notion, constitutes an essential part of a country’s
financial safety net even today. The principles and conditions of ELA differ across
countries and are mostly determined by a country’s monetary system, the structure
of the financial sector, and the legislative framework.

The objective of this paper is to indicate the problems related to the design of the
ELA framework in a small country like Estonia. In a situation where large foreign-
owned banking groups dominate the local market, the central bank responsible for
the country’s financial stability may not be in position to effectively perform its role.
Moreover, the financial stability objectives may contradict if the market liquidity is
guided by the monetary policy principles of a monetary union.

Based on earlier research in the field, the first part of the paper discusses the tools
and opportunities the central bank has to fulfil its objective of safeguarding financial
stability. The principles and limitations of ELA are in the centre of attention. The
second part deals with the current arrangements in Estonia and in the EU in the field
of crisis management regulation. The main aim is to ascertain whether the traditional
ELA framework is able to perform its task - to avoid a financial crisis with severe

! This article has been supported by the ESF Grant No. 6630.
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macroeconomic implications - in Estonia under the current structure of the financial
sector.

The role of a central bank in managing financial crises: the classical ELA
instrument

Price stability and financial stability — common aim, common tools?

In recent decades the consensus on the definition of monetary stability (i.e. price
stability) has been internationally achieved among central bankers, economists and
policy makers. In addition, the respective strategies and tools are being broadly
debated. However, discussions on how to define the role of central banks in
financial stability have intensified just in recent years. Central banks are interested in
financial stability, because a potential financial crisis with systemic implications®
may endanger the achievement of important macroeconomic objectives, such as
economic growth and price stability. Besides, the efficiency of the monetary policy
transmission mechanism essentially depends on the smooth functioning of the major
financial institutions and markets. While banking supervision is institutionally
separated in many countries, central banks have increasingly made efforts to
improve the prevention of financial crises (incl. macro-prudential analysis,
regulation etc.). At the same time, the other side of the financial stability framework
— the issues related to the resolution of potential financial crises - has remained
hidden to the public.

A financial stability instrument that traditionally belongs to the toolbox of a central
bank is ELA, which can be defined as “the discretionary provision of liquidity to a
financial institution (or the market as a whole) by the central bank in reaction to an
adverse shock, which causes an abnormal increase in demand for liquidity, which
cannot be met from an alternative source (Freixas et al, 1999)”. As emergency
liquidity assistance depends on the discretion of the liquidity provider, the definition
does not include standing facilities, which are standard monetary policy instruments.

Devoted to safeguarding financial stability, ELA is closely related to the other
objectives of the central bank, mostly to the monetary and payment system stability.
When setting payment systems standards or planning market communication (in
conjunction with the implementation of monetary policy tools) the preventative
aspects of financial stability are considered, whereas ELA is provided when markets
or institutions are already facing severe liquidity problems. In that sense, emergency
liquidity is granted very rarely, while routine lending on the basis of a sufficient
collateral and on market terms follows the standard monetary policy procedures.
Although ELA could be provided either to the whole market or to single institutions,
the instrument is still focused on enhancing macroeconomic stability. The main

2 A systemic financial crisis could be viewed as a situation which could severely endanger the
smooth functioning of the financial system and that is caused by the liquidity or solvency
problems of one or more financial institutions, or by failure of payment and settlement systems
or financial markets. The issue how to define financial stability is profoundly covered by
Schinasi (2004).
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issue here is how to reallocate liquidity in the market in case the financial markets
(i.e. private investors) are not willing or able to provide sufficient liquidity to the
banks that are hurt by a systemic shock.

Two types of market failures are characteristic of the banking sector: the possibility

of a liquidity crisis, and the external effects generated by the failure of a financial

institution. (Freixas, 1999) Therefore, two types of emergency lending can be
distinguished: intervention to the whole market and liquidity support to single
institutions.

e  For example a negative external shock can cause an unexpected liquidity need
in the market. To maintain financial stability the central bank can increase
market liquidity by temporarily extending the list of collaterals accepted in the
monetary operations. (Hoggarth&Soussa 2001)°. However, it is not easy to
make a clear distinction between emergency lending to the market and
temporary easing of monetary conditions. Both the instruments used are open
market operations, and the expected result - increase in reserve money supply
and decrease in short-term interest rates - is the same in both cases. The main
difference between the two situations lies in different decision-making
procedures. ELA is an extraordinary, rare and temporary measure, aiming to
mitigate the market pressures arising from an external shock, whereas monetary
policy operations are planned and follow the long-term objectives of price
stability. Despite this explanation Goodhart (1999) has argued that ELA is
nothing else than a traditional monetary policy tool leading to a decline in
interest rates; so the specific ELA concept could be applied only in cases when
liquidity is provided just to a single institution.

e Liquidity assistance to a single institution has its implications to the
composition of the central bank’s balance sheet, but different from the lending
to the whole market, it does not necessarily increase the central bank’s total
assets. It is because the evolving monetary effects can be offset by lessened
lending through regular market operations. Hence, the conflict with monetary
objectives can be effectively avoided.

Still conflicts between the two main objectives of a central bank — price stability and
financial stability — can easily come forward, as both rely on the same operational
tools and targets, i.e. short-term interest rates and reserve money. Although the two
main objectives provide synergy in the long run, the successful implementation of
monetary policy is not necessarily enough to avoid financial instabilities. At the
same time, the central bank should sterilize liquidity to avoid monetary conflicts that
may appear in high inflation, unexpected capital outflows, or even currency
collapse. Besides, in a systemic crisis there may exist also the need to provide
uniform support for all banks short of liquidity (even if suspected to be insolvent) to
protect payment system operation and stable macroeconomic developments. As a

® 1t follows, that the regular and the emergency liquidity support are not independent. The
broader (narrower) the facilities and the types of collaterals accepted in regular monetary
policy operations, the less (more) likely is the need for emergency liquidity assistance.
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crisis itself is a form of monetary tightening, the general macroeconomic easing (e.g.
interest rate cuts) may not be conflicting®.

Traditional design of ELA: theory and practice

The main elements of a central bank’s emergency liquidity assistance® were
described already in the 19th century. Walter Bagehot’s (1873) classic statement on
ELA: “lend freely to temporarily illiquid but nonetheless solvent banks at a penalty
rate and on good collateral”, however, is a poor description of the current national
practices and therefore widely criticized. The opponents argue that what makes
lending of last resort effective is rather the uncertainty as to whether liquidity
support will be provided, and also the discretion regarding the conditions attached®.
Besides, financial sector supervision and enforcement issues constitute also part of
the instrument design.

To develop an effective instrument for ELA, the criticism of the Bagehot principles

is most valuable.

e  “lend freely...” relies on the assumption that the lender of last resort has free
and unlimited access to the funds that exceed the amounts needed to avoid the
largest possible crisis. Although we tend to conclude that a central bank can
print money without any limits, the availability of resources can still be a
serious problem. While a central bank can extend emergency loans for
unlimited amounts, its capacity to absorb losses is limited; it is in principle
determined by the size of its capital. Lending freely might be complicated also
because of the monetary system (for example, under the fixed exchange rate
regime, particularly currency board) and because it can easily damage the
monetary policy objectives. The insolvency risk of a credit institution
constitutes a major credit risk of the central bank. This may cause higher
inflation, as central bank is forced to monetise its losses. Therefore, if there is a
need to lend very large amounts, it might be better if the government took the
credit risk.

e “.to temporarily illiquid but solvent banks...”. Resulting from the moral
hazard, the ELA provides incentives to take on excessive risks. In most cases it
is difficult to distinguish illiquidity from insolvency, because what appears to
be “good security” in ordinary times may suddenly turn out to be poor in a
crisis. In fact, the distinction can be made, if at all, only post factum, after the
crisis has already occurred. Nyberg (2000) argues that at today’s complexity of
financial markets the ELA could rather be considered “as a means for handling
acute problems, so that the authorities gain time to decide whether other crisis
management measures are needed”. Rochet (2005) suggested making ELA
strictly conditional on the approval of supervisory authorities.

e “._atpenalty rates...”. To limit the negative implications of the moral hazard,
a central bank is induced to require an appropriate margin to cover its credit

4 Although a solution is still needed to avoid excessive inflation or exchange rate collapse.

® The old-fashioned term of which is lender of last resort (LOLR).

® The wording refers to the ,,constructive ambiguity” concept discussed by many authors, incl.
Goodfriend and Lacker (1999).
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risk. In other words, to apply penalty rates on emergency lending. An above-
market interest rate provides banks the incentive to seek for other possibilities
to acquire liquidity. According to Hoggart and Soussa (2001), lending at the
market rate (or even at a subsidised rate) can still be justified, if (i) the high
interest rate can deepen the banking crises, (ii) it will give a signal that triggers
a sudden and massive bank run, (iii) the higher interest rate impels the
management to apply riskier strategies to overcome repayment difficulties (i.e.
“gamble for resurrection” and other reflections of adverse selection).

e “..and on good collateral.” In this regard, two different approaches could be
pointed out. First, every asset of the bank could be regarded collateral (incl.
bank loans and fixed assets). The main problem of this approach is that as the
time is limited, the central bank may be not able to ascertain whether the
respective assets are already pledged. The second approach is to apply for a
government guarantee. It could be a sensible decision in case the central bank
has serious doubts whether the respective banking institution is solvent or not.
(He 2000) Irrespective of the chosen approach, the central bank has to require
collateral in order to limit its credit risk. On the one hand this rule gives the
central bank the possibility to develop an “exit strategy”, on the other hand it
helps to reduce the moral hazard. If the central bank lowers the standards for
collaterals, it should require a higher haircut compared to that used in regular
operations.

A powerful tool used by central banks to overcome moral hazard problems, while
not increasing forbearance or political interference, is the constructive ambiguity
conception, that is, keeping ambiguous not only whether or not a rescue would be
forthcoming, but also the terms and conditions at which it would come if authorities
deemed it necessary to intervene (Corrigan, 1990). In practical terms the conception
can be taken as a suggestion to spell out the necessary but not sufficient conditions
for ELA (e.g. preconditions of solvency and exhausting the available sources of
funds).

Among other terms and conditions of ELA, the speed of (discretionary) decision-
making should be highlighted. Globalisation of financial markets, higher volatility
and innovations will increase the risk that a crisis may evolve suddenly and most
probably spread from one market to others.

With a view to the traditional principles of ELA (as set by Bagehot) and criticism on
these, some recommendations for deciding and designing ELA principles on the
national level are provided in table 1 below.

However, it should be recognised that the list of ,key considerations” is not
adequate to be applied in every country and in any market situation. First of all,
while the conditions of ELA and communication principles should be, in principle,
applicable in any country irrespective of the financial system structure, the
institutional set-up should always rely on the legal structure and the specific market
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conditions’. One of the major drawbacks of the ,,one size fits all” approach is that it
does not take into account specific monetary arrangements and the limitations
resulting from that (e.g. in the case of Estonia, the current limitations of the currency
board are the most relevant).

Table 1. Key Considerations of Emergency Lending

1. Institutional set-up

1.1 | Have in place clearly specified lending procedures, authority, and accountability.
1.2 | Maintain close cooperation and exchange of information between the central bank,
the supervisory authority (if it is separate from the central bank), the deposit
insurance fund (if it exists), and the ministry of finance.

1.3 | Decisions to provide liquidity support should be part of a general crisis
management strategy and should be consistent with other tools applied by the
monetary, the supervisory, and the fiscal authorities.

2. Conditions of Emergency Lending

2.1 | Ifany lending is done to non-systemically important institutions, only those
institutions should be granted a loan that are deemed to be solvent and have
sufficient acceptable collateral.

2.2 | Lend speedily.

2.3 | Lend in the domestic currency.

2.4 | Lend above the average market rates.

2.5 | Maintain monetary control by effective sterilization.

2.6 | Subject borrowing banks to enhanced supervisory surveillance and restrictions on
activities.

2.7 | Lend only for a short term, preferably not exceeding three to six months.

2.8 | Have a clear exit strategy. Repayment terms may be relaxed to accommodate the
implementation of a systemic bank restructuring strategy.

3. Communication

3.1 | Make public announcements of the willingness to lend.

3.2 | Emergency support operations should be disclosed when such disclosure will not
be disruptive to financial stability.

Source: Conception from He (2000), modified and complemented by the author

Cross-border banking groups and ELA

In addition to the problems related to the different monetary systems, the issues on
crisis management of large cross-border banking groups add complexity to the
design of the ELA framework. Historically, central banks have provided liquidity
assistance to systemically important credit institutions within their jurisdiction. This
reflects a central bank’s responsibility for safeguarding financial stability in the
country. However, national authorities may not have sufficient information on the
overall nature and the systemic extent of a crisis. Furthermore, they do not
necessarily have the right incentive to use the most appropriate instrument. The

" Saapar and Soussa (2000), for example, highlighted three structural factors that determine the
design of ELA: (i) size of institution (“too big to fail” issues), (ii) conglomeration (scope of
emergency lending), (iii) internationalisation of banks (conflict of interests).
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incentive is rather to try shifting the burden to the other countries®. (Bini Smaghi,
2000).

In general, host authorities lack mechanisms that ensure adequate response to the
liquidity problems of a systemically important foreign bank subsidiary or branch. On
the one hand, it could be argued that if the home countries’ authorities support their
systemic banks through liquidity assistance or other support, the host depositors are
protected via spillover. On the other hand, if the parent bank is not systemically
important in its home country it may not qualify for ELA.

Moreover, it can happen that the risks of a multinational banking group could be
shifted to its daughter institutions; most likely to a subsidiary located in the country
where the banking group expects the greatest government support. If the subsidiary
goes bankrupt, it is the deposit insurance system of the host country, which is
responsible for providing compensation. This implies losses, which are borne by the
local taxpayers. High banking concentration in a host country adds to the likelihood
of a bail-out because the government may not be willing to accept the failure of a
subsidiary which constitutes a substantial part of the country’s financial system.

Referring to an example regarding the New Zealand’s case, Kaufmann (2004) noted
that the subsidiary is not necessarily an independent institution, as its parent bank or
other parts of the banking group could provide a part of its functions or operations.
Facing this situation, the host country lacks tools to keep the domestic banking
activities functioning irrelevant of the legal corporate form.

Some theoretical aspects of international or regional ELA

With the aim to limit the moral hazard the ELA principles should contain a rule that
the official support will be granted only in very rare cases when, for some reason, it
is not possible to turn to private sector solutions. A theoretical model developed by
Herrala (2001) shows that if the entry is not restricted and if an interest rate is
applied on the repayment, also the private schemes could be applied. Still Giannini
(1999) has brought up enforcement problems that could influence the effectiveness
of government intervention. Compared to some multinational body the national
institutions can find themselves in a better position, as they can rely on past,
presumably successful, acts of institution-making (incl establishment of a credible
legal system), which helps lessening the specific problems of enforceability. For an
international institution it is much harder to self-enforce in the sense that the
member countries must clearly perceive that they have long-run interests, which
clearly dominate short-run gains.

Recent theoretical reflection on political economy of cooperation has shown that
international collective action requires some notion of reciprocity, whereby each
member can be sure that the gain (or loss) will be shared. However, crisis
management provides further challenges in that regard. First, based on the definition

& Kaufman (2001) argues that the home country’s taxpayers may be more reluctant to bail out
depositors in foreign countries than in their own.
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of crisis, the payoff structure tends to vary from one crisis to another, making ex
ante assessment of gains and losses complicated. Second, dealing with a crisis
means that the resources will be shifted from one part of members to another, even if
on a temporary basis. If some members are more prone to crises than others, the
legitimizing of the crisis may prove difficult; unless it is clearly understood that the
resolution of the crisis is in everybody’s interest. (Giannini, 1999)

Fortunately the problems described above do not necessarily mean a successful
crisis resolution is unrealistic by assumptions. The theoretical discussions help to
understand how the issues of control could get amplified if to move from the
national to the international level. National authorities want to be confident of
having all the information before they commit its resources in each particular case.
For example, when establishing a special organisation for cross-border crisis
management, it is in every country’s interest to build up control structures, which
help to limit potential losses. By Giannini (1999) this outcome is feasible through
some lessening of the volume of the committed resources® or technical discretion of
the crisis manager, or both. At the same time, this may cause decrease in the
efficiency of international crisis management.

It is not easy to define ELA in accordance with the principles of universality and
reciprocity, as ELA should be provided rapidly and with determination, whereas the
decision is inevitably not desirable at least for some parties. If to use Giannini’s
(1999) wording, ELA may not be taken as “the enemy of none but the common
friend of all”. Whether liquidity assistance has been provided in everybody’s or at
least most parties’ interests, can only be assessed ex post. The proper functioning of
the control mechanisms is very important. The architects of the IMF’s international
lender of last resort institution were aware of the problems and pointed out that, a
clear rule-based framework should ensure that the incentives to violate these
arrangements could effectively be avoided™. Hence we can conclude that if the
control problem is left unsolved, any attempts to give ELA international dimensions
will fail.

In the light of the preceding debate, regional ELA seems to have some advantages

over the international one (Giannini, 1999).

1) Geographical proximity is often used as one of the important factors or
indicators explaining economic integration. In that respect we can think that
potential non-action during a crisis might increase social costs.

2) As the number of relevant countries is much smaller, it might be easier to reach
a consensus at the regional level on the need for joint action as well as on the
forms of intervention.

® In the national set-up, some countries have introduced limits on emergency lending, which
contradicts Bagehot’s “lend freely” principle. In most cases, the upper limit is set in ratio to the
central bank’s capital.

0 See, for example, Corsetti, Guimaraes, and Roubini (2003) describing the incentives of
government in case of ILOLR
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3) Tight cultural relationships form a basis for an “epistemic community”,
reflecting the common understanding how to deal with certain problems. In
political economy, the epistemic communities are essential factors in the field
of international co-operation.

However, regional ELA has its drawbacks that result mostly from control problems.
The development of a credible ELA structure is a complex issue that cannot be
easily addressed by forcing economic integration or taking further steps in
international co-operation. Countries are interested in maintaining some autonomy
in their economic policies. As the ,rescue package” is likely to involve costs of
another country (as there will be certain deviation from the pattern of domestic
policies), the result will be uncertain. An example here is the failure to organize an
effective area-wide defence against speculative flows during the 1992-93 ERM
crisis. Another deficiency of the regional ELA is the fact that the moral hazard of the
debtor country may prove too large, when the awareness of the social cost from non-
action becomes evident, partly resulting from the geographical proximity.

Designing ELA for Estonia

Current limits under CBA

Since the monetary reform of 1992, Estonia’s monetary policy strategy has been
based on the CBA-based fixed exchange rate system. Although according to the
traditional approach, the currency board cannot provide the lender of last resort
function to the domestic banking sector, the rule is not rigorously applied in
practice’*. Estonian legislation neither allows nor prohibits central bank lending.
Thus the excess cover can be taken as a specific buffer for potential negative shocks
emerging in the monetary and financial system. At the end of 2005, the excess
reserves™ of Estonia’s currency board amounted to 3.6 billions of kroons (see
Figure 1), constituting 16% of the monetary base and just over 4% of broader
money. The excess reserves have increased year after year, but their volume is still
insufficient to withstand a systemic financial crisis.

The scarcity of excess reserves is even more problematic if the banking sector is
consolidated like in Estonia (see table 2). The capability to absorb a liquidity shock
of a large bank using the central bank’s funds is very limited, far from managing
effectively a liquidity crisis affecting the whole banking sector. In 2005 the excess
cover was large enough to meet the emergency liquidity needs of just the small
banks. However, regarding the size of their total assets, the small banks are not
“systemically important”, thus these banks would probably not qualify for ELA.

1 Among modern CBAs, the LOLR (or ELA\) is excluded by law only in Bosnia Herzegovina.
In Hong Kong and Bulgaria the respective laws allow liquidity support only up to the excess
cover of the currency board; in Lithuania (like in Estonia) the possibility of ELA is not
mentioned explicitly.

12 The excess reserves or the excess cover are defined as the net foreign reserves less the
domestic liabilities of Eesti Pank
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Figure 1. Net foreign assets and domestic liabilities of Eesti Pank (EEK b, left scale)
and the “excess reserves” (EEK b, right scale)

Data: Eesti Pank, author’s calculations

Table 2. Factors of ELA in Estonia: the CBA principles and the high foreign
ownership concentration in banking, as at end-2005

Foreign total demand CB's excess excess

ownership deposits | deposits excess | reserves/ | reserves/

Name of the bank | (country of | market (2) ) reserves total demand

1) parent bank) [ share [ (m EEK) | (mEEK) [ (m EEK) | deposits | depostis
Hansapank Sweden 59% 51 881 36 780 3579 0.07 0.10
SEB Eesti Uhispank Sweden 21% 33850 15 285 3579 0.11 0.23
Sampo Pank Finland 8% 8187 3813 3579 0.44 0.94
Eesti Krediidipank Latvia 2% 2739 1447 3579 131 247
Tallinna Aripank domestic 0.3% 282 183 3579 12.67 19.58
BIG Bank domestic 0.3% 128 60 3579 27.98 59.36
SBM Pank domestic 0.2% 175 39 3579 20.46 92.23

(1) domestic banks and foreign bank subsidiaries on the solo-basis, at the end of 2005
(2) incl liabilities to credit institutions

Data: Eesti Pank; author's calculations

The conservatism resulting form the specific monetary arrangements has provided a
strong basis for establishing a credible financial system. It has also provided banks
with incentives to develop liquidity management systems that are predominantly
based on foreign assets. Many factors and developments have contributed to the

current situation:

e  After several liquidity shocks in late 1990s Estonian banks recognized
limitations resulting both from the small size of the market and the exchange
rate system. Therefore, banks have considered it vital to create adequate buffers
in foreign markets aimed at reducing the dependency on the (often insufficient)

domestic market liquidity.
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e In the banking sector, the consolidation processes have led to the emergence of
financial conglomerates that are active also in the neighbouring markets.
Banks’ ownership structure has totally changed; the share of foreign ownership
has risen from 26% in 1997 to over 99% at the end of 2005. Strong parent bank
commitments are reflected in treasury mandates banks have concluded on
liquidity management issues.

e The effective application of other tools compensates for the scarcity of
monetary policy instruments. For example, the reserve requirement in Estonia
(13% since 1997) is significantly higher than in most other countries, implying
that liquidity should always be built up ex ante and by market participants
themselves. Over the years the central bank has improved the smooth
functioning of its monetary policy instruments.*®

e The intraday liquidity facility was introduced in the course of the payment
systems’ reform (implementation of the RTGS system) in order to ensure the
smooth functioning of payment systems.

To conclude, it seems that in Estonia the tools of monetary policy and financial
stability are interrelated more strongly than in the case of a traditional set-up.
However, irrespective of the intermediate targets of applying the tools, the ultimate
goal is to ensure macroeconomic stability and economic welfare. Joining the
Eurosystem forms the exit policy of the Estonian currency board-based monetary
system. Adoption of the monetary policy operational framework of the ESCB will
result in a significantly lower reserve requirement for banks (2%). Also, the new
regulatory set-up will give the opportunity to manage liquidity through open market
operations provided by the Eurosystem. These changes in monetary policy
instruments also have an impact on the financial safety net framework, besides the
fact that central bank should be ready to participate more actively in a crisis
management process. Therefore, when designing a financial safety net (incl
imposing ELA principles), the main guidelines should be provided by the respective
framework of the euro area.

Emergency lending arrangements in the EU and EMU

The ESCB has given a clear mandate for monetary stability. At the same time it is
hard to find any good legislative basis on the role of financial stability. The issue is
by and large referred to in Article 105 of the Treaty and in Articles 18, 20 and 25 of
the ESCB Statute. Lastra (2000) argues that the second indent of Article 18.1 of the
ESCB Statute regarding credit operations leaves the door open for a generous
interpretation that could allow for the role of LOLR in the ESCB™. Even though the

® For example, since July 2001 the banks are allowed to fulfil up to 50% of the reserve
requirement by highly rated foreign euro-denominated securities. At the same time a facility
was introduced allowing the sale of the securities to the central bank, therby giving banks the
opportunity to use the foreign securities in liquidity management domestically, in exceptional
circumstances. (Source: Eesti Pank)

¥ “In order to achieve the objectives of the ESCB and to carry out its tasks, the ECB and the
national central banks may: ... — conduct credit operations with credit institutions and other
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roles of the ECB and the national central banks are not explicitly mentioned as

regards emergency liquidity, the implicit arrangements on the ELA responsibility

could be described as follows:

i. It is the responsibility of the Member States to provide liquidity support to
single institutions.

ii. In case of a general liquidity crisis, which enfolds the entire euro area, the
instruments and procedures determined by the single monetary policy
framework should apply.

iii. Any liquidity support should be consistent with the single monetary policy™,
whereas being temporary and short-term.

iv. Potential cross-border implications of financial crises are handled using
specific cross-border arrangements®®.

While the general principles of deposit insurance in the EU Member States
prescribed in the Directive!” (though large differences exist across countries) make
bank runs in the EU countries less likely, the liquidity loss from wholesale markets
becomes even more important. Thus, the market operations aimed to ensure
adequate liquidity conditions are the key instruments to safeguard financial stability
in the Eurosystem. Possibilities of the Eurosystem to effectively deal with systemic
liquidity problems were proved in co-ordinated actions after terror attacks in New
York on 11 September 2001.'8

When analysing the framework more generally, it seems that the ECB has much
more in common with the IMF, which effectively operates as an International
Lender of Last Resort (ILOLR), than with national central banks operating as last
resort liquidity providers. As fiscal power belongs to national governments, the costs
of resolving a crisis will be covered form the budgets of Member States. However,
even though national central banks act as lenders of last resort, their inability to
create money will limit their possibility for action. As noted by Freixas (1999),

market participants, with lending being based on adequate collateral” (Statute of the ESCB
and of the ECB)

5 European Shadow Financial Regulatory Committee (ESFRC) proposed already in October
1998 that before a national central bank provides ELA, the ECB should be informed. (ESFRC,
1998)

18 In the EU, two memoranda of understanding define the main principles of co-operation in
this field. One of them was signed in March 2003 between the EU central banks and
supervisory authorities and the other, which also included the finance ministries of all Member
States, was concluded in May 2005.

7 Directive 94/19/EC of the European Parliament and of the Council of 30 May 1994 on
deposit-guarantee schemes.

BAfter the attack, many banks in the euro area were cautious and did not want to lend to the
market. This was reflected in higher overnight interest rates and bid-ask spreads. The
Eurosystem reacted by providing additional funds through fine-tuning operations. Euro area
banks that did not have US banking licences could not borrow directly from the US discount
window. To channel the necessary US dollar funds to euro area banks, the ECB and Fed NY
concluded a ESD/EUR swap contract followed by contracts between the ECB and the NCBs
and the NCBs and market participants.
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when dealing with large sums, the bail-out of an institution will require ECB’s
funds, which ultimately means that the ECB itself will have to supervise European
institutions. It follows that the unique challenge faced by the ECB lies in the
threefold separation between (i) the regulatory body (the EU), (ii) the single
currency area (the euro area) and (iii) the supervisory jurisdictions (each euro area
country). This threefold separation requires special forms of co-operation between
public bodies (Padoa-Schioppa, 2002).

Therefrom follows an intriguing debate whether ELA should be more centralised in
the EU. If the process on ELA decisions is made more transparent and centrally co-
ordinated, the responsibility and accountability of decision-makers will increase.
This could, in turn, help to mitigate conflicts of interest that could originate from the
political pressure of interest groups related to problem banks or from national
interests (exploiting forbearance as a competition tool while preferring domestic
banks). The pros and cons of decentralisation of the ELA function are listed in table
3. Although there seem to exist clear advantages in centralising the provision of
liquidity, the responsibility for ELA in the Eurosystem remains decentralised in
medium term.

Ways forward: alternative frameworks to the current arrangements.

Considering the continuous process of financial integration, the idea to centralise
banking supervision is slowly gaining a firm footing in Europe. One of the most
widespread ideas is to establish the “European System of Financial Supervision”
that could perform similarly to the ESCB framework. Shoenmaker and Oosterloo
(2004) refined the idea somewhat, proposing that the home supervisor is given full
responsibility for the EU-wide operations, whereas it will need a European mandate
to ensure that the interests of all depositors/countries are taken into account (i.e.
consolidated or lead supervisor approach). This kind of arrangement may support
the shift of emergency liquidity assistance to the EU level. A problem still remains,
as in that case the European fiscal mechanism should also cover the ultimate costs of
a potential bailout. A fixed rule to share the costs may give rise to moral hazards and
aggravate the control problem, as described previously.

Alternatively, Prati and Schinasi (2000) proposed to form institutional mechanisms
for crisis management that do not involve the central bank, such as a privately
funded liquidity consortium which also has national authorities as shareholders.
Given that all non-central-bank institutions can set aside ex ante only a limited
quantity of resources and given that speed is becoming a critical factor in the
handling of systemic crises, the ESCB, or the NCBs, would have to remain, at least
in the case of pan-European crises, the immediate providers of liquidity, while other
entities would become the ultimate providers of funds.

Another possible direction in which the framework could shift is that the ECB might
evolve into an institution assuming the leading and coordinating role in crisis
management. If no other single institution can satisfactorily take up ELA
responsibility at the EMU level, responsibility might devolve to the ESCB. This
might require the ECB to have more independent and regular access to supervisory
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information than is made explicit in the relevant statutes (Prati, Schinasi 2000).
Mayes (2005) has concluded recently, that in the EU a European body is needed to
control a crisis management process even if the banking supervision and regulation
are left on the national level with respective fiscal responsibilities.

In current debates it has also been proposed to establish a single resolution agency
appointed in advance for each “systemic” bank. The idea is challenging, as it
requires establishing particular forms for the organisation of supervision, deposit
insurance, regulation and ELA. (Mayes, 2005) This kind of “networking” is a step
forward, but in long-term the centralised EU system still seems more reasonable.

Table 3. Discussions on ELA in EMU: most common arguments for centralised
vs. decentralised approach

Decentralised approach Centralised approach
1. Current arrangement. 1. Implications for monetary policy.
e  Treaty Article 105, Statute of the . If decentralised, then approval by
ESCB Atrticles 18, 20, 25. the ECB and ECB’s offsetting
2. Supervisory home country regime for transactions is needed.
banking supervision. 2. National authorities could be
. Supervisory and ELA functions ineffective supervisors or practice
are intrinsically linked during forbearance.
times of crisis. 3. Systemic risk should be judged at an
3. The cost of ELA will be fully EMU-wide level.
internalised. e Emergence of large pan-European
. Deposit insurance payouts are banks.
based on the home country e Potential conflicts of interest
principle. (small host country problems).
. Requirements for incentive 4. Equal treatment across the EU banking
compatible decision-making - the systems:
cost should be borne at the same e If decentralised, then the terms
level of decisionmaking. and conditions (rate of interest,
4. NCBs are able to decide on the terms type of collateral, margin
and conditions on a case-by-case basis. requirements etc) should be
e More flexibility to accept lower- harmonised within the
grade collaterals Eurosystem.
5. Feasible from the macroeconomic 5. Limits on excessive amount of bailing
policy point of view. out operations.
. If ELA is centralised, then it is e |f each NCB can decide
difficult to convince the ECB to independently, the soundness of
expand monetary policy with a the Eurosystem balance sheet
view to increasing the inflation would deteriorate with serious
tax. repercussions for the credibility
of the currency.

Source: Conception and main principles from Schoenmaker (2000) and Bini Smaghi
(2000); modified and complemented by the author.
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What kind of ELA for Estonia?

The “key considerations” given in table 1 provide useful guidelines for designing
ELA for Estonia. Setting the specific conditions is above all a technical issue that
might not be too complicated”. Much more challenging is the broader framework
and ideological side of ELA, that, on the one hand, should be consistent with the
EMU dynamic monetary policy arrangements and financial stability matters, but on
the other hand, take into account the current structure of the Estonian financial
sector (incl the high market share of foreign banks and high market concentration).

Based on one of the key principle that ELA is applied only in very rare cases when
private solutions do not work, the primary responsibility for solving liquidity
problems rests on parent banks. This logical outcome should definitely be valid also
in Estonia where the three largest banks, which possess almost 90% of the market
share, act as foreign banks’ subsidiaries, whereas their parent banks centrally decide
on foreign liquidity management. All major foreign banks’ subsidiaries have
concluded treasury mandates with their parent banks, which should, under normal
circumstances, ensure a smooth flow of funds for any liquidity (or capital) needs.
The growing role of parent banks is reflected both in the changing structure of
liabilities (see Figure 2), as well as in the decreasing liquidity buffers (see Figure 3)
of the banks registered in Estonia.
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Figure 2. Funding Structure of the Three Largest Banks in Estonia.
Data: Eesti Pank, author’s calculations

9 Besides, such a “cookbook approach” to problems may prove inefficient. It is almost
impossible to define ex ante the types of problems the banking sector may face. Therefore, it
might not be possible to design operational rules for any crisis situation.
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Figure 3. Liquid Assets as a Percentage of Total Assets of the Three Largest Banks
in Estonia

Source: Eesti Pank, author’s calculations

Nevertheless, it might happen that for some reason the parent bank cannot grant

liquidity quickly enough (for example due to IT-problems or a general liquidity

squeeze). Thus, it should be clear in advance which country’s central bank is
responsible for intervening and restoring the smooth functioning of financial
intermediation:

a) whether the host country’s central bank responsible for financial stability and
most concerned about the welfare of the institutions and individuals of that
particular country (i.e. current arrangement);

b) or the home country’s central bank, because the liquidity management of the
banking group is centralised; some ideological support can also be exerted
from the consolidated supervision principles.

The choice between the two alternatives is not easy. Moreover, the liquidity pool
does not necessarily have to locate at the parent bank, but rather in some other
country. Also, we cannot offset the possibility that after the restructuring of a
banking group the liquidity pool will move from one country to another. Moreover,
in case of centralisation of liquidity management, it remains questionable, what
problems of which country the emergency lending of a central bank can actually
solve.

As there does not seem to exist an ideal solution suitable for all large banking
groups in Europe, alternative ways should be found. The most feasible, although
maybe not the best solution would be creation of networks consisting of all parties
of single cross-border banking groups potentially involved in crisis management.
Following the consolidated supervision principles, home authorities should take the
leading role in these networks. However, this division of responsibilities may fail, if
a home country’s competent authorities are not interested (or not able) in co-
operation, particularly if they turn out to be leading many networks around banks
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that prove non-systemic in home country. Hence, the solution is definitely not
optimal. The pros and cons of the networking concept are given in table 4.

Table 4. Pros and Cons of the Networking Concept for Crisis Management of
Cross-Border Banking Groups

Pros

Cons

o Related parties perceive each other’s

interests; possibility to reduce conflicts
of interests.

Division of roles and duties in a crisis
management process is flexible, thereby
respecting the dynamism in corporate
structure; enables effective solution for

Too  burdensome to  countries
potentially involved in a large number
of networks.

For a large pan-European banking
group the solution is not sufficient,
because at a large number of countries
involved, it is much more difficult to

moving the liquidity pool.
o Allows effective cost sharing.

follow features of the “epistemic
community”.

o Other parts of financial safety net might
not support the concept (deposit
insurance and banking supervision are
not fully harmonised yet).

e Even if the relevant agreements and
practices are feasible within the EU
countries, the financial safety net in the
third countries may prove too different
to adopt in the networking concept.

Source: derived by the author

If the financial integration in the EU develops, in the long term it will be inevitable
to find a solution to crisis management issues at the EU level. In the medium term,
any solution towards closer co-operation in this field is an improvement in the
current ambiguous set-up.

Summary

The main task of a central bank in safeguarding financial stability is the prevention
of financial crises: when establishing the conditions for sound and efficient financial
markets and institutions, the central bank aims at avoiding financial crises with
disruptive consequences to macroeconomy. However, as preventative actions may
prove to be insufficient, a central bank has to be ready to take necessary steps and
provide support to credit institutions short in liquidity in order to avoid potential
large-scale insolvencies and thereby loss of wealth.

Due to the currency board based monetary policy framework, the ELA instrument in
its classical sense is offset in Estonia, and its absence has so far been compensated
by higher requirements on ex ante holdings of liquidity buffers. Also, conservative
central banking principles combined with the unwillingness to rescue unsound banks
in the past has reduced the moral hazard and improved system credibility by giving
incentives to introduce better risk management systems.
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After joining EMU, ELA will become a natural instrument in the toolbox of Eesti
Pank. In most countries the ELA principles are more or less based on historical
Bagehot’ principles. The principles are broadly applicable in Estonia as well.
However, the technical design (i.e. issues related to terms, penalty rates and even
collaterals) is not the main issue here, but rather the question whether ELA in its
traditional meaning could be efficiently imposed under the EMU monetary policy
framework and financial sector structure. While some progress concerning the
harmonisation of supervision and deposit insurance has been made in the EU, the
silence regarding ELA can mainly be attributed to the complex issue of emergency
lending in case of cross-border banking groups.

The only guideline that countries can count on is that each Member State is
responsible for financial stability, while not compromising the common monetary
policy goals. Today’s institutional framework for promoting financial stability in
Europe is inefficient and internally inconsistent. In line with the allocation of
supervisory responsibilities, the responsibility for decision-making in crisis
situations regarding an individual institution and its branches rests with the home
country authorities. However, home country authorities are not responsible for the
financial stability of host countries. Moreover, the home country taxpayer may not
be prepared to pay for cross-border spillover effects of a failure.

Today’s ambiguous situation has evoked hot and widespread debates among
theoreticians and practitioners about how the crisis management of cross-border
financial groups in Europe should be organised. As the regulatory and institutional
structure in the field of financial stability will remain largely unchanged in the
medium term, the optimal solution would be to establish cooperative networks
between competent authorities, relevant for each single cross-border banking group.
In the longer run, when financial markets are becoming even more integrated, the
broader framework for financial stability should also be reformed.
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Kokkuvote

KESKPANGA VAHENDID FINANTSSUSTEEMI EBASTABIILSUSE
KORRAL: ERAKORRALISE LIKVIIDSUSLAENU INSTRUMENDI
RAKENDAMISE VOIMALUSED EESTIS

Jana Kask
Tartu Ulikool

Keskpanga ulesandeks finantssusteemi stabiilsuse eest seismisel on hoolitseda selle
eest, et finantsvahendus riigis toimiks efektiivselt ja ilma tOrgeteta, aidates seega
kaasa majanduse arengule ja heaolu kasvule. Keskpanga roll finantsstabiilsuse
tagamisel on eelkdige preventiivset laadi. Ent nagu ajalugu on ndidanud, v8ib ette
tulla olukordi, kus keskpangal on vaja otseselt turule sekkuda, pakkudes finantstuge
ajutistes likviidsusraskustes krediidiasutustele. Et valtida likviidsusprobleemide
arenemist ulatuslikeks maksev@imeraskusteks ning potentsiaalsete kriisikulude
kuhjumist, kuulub keskpanga raha- ja finantspoliitika tddvahendite hulka
traditsiooniliselt ka erakorralise likviidsuslaenu (ELA - emergency liquidity
assistance) instrument. Selle, Uihe olulise finantsturvavdrgu instrumendi, pShimotted
ja tehniline raamistik on riigiti erinevad, so6ltudes muuhulgas kehtivast
rahaslsteemist ja finantssektori struktuurist.

Kéesoleva artikli eesmérgiks on Eesti ndite analuusimise varal néidata, et
tingimustes, kus turul domineerivad suured véalisomanduses pangagrupid, ei pruugi
keskpank olla suuteline temale pandud finantsstabiilsuse rolli tditma. Veelgi enam,
kui tegemist on Uhtse valuutapiirkonna riigiga, siis seab selle rolli taitmisele oma
ndudeid ka thtne rahapoliitika.

Seni ei ole ELA instrumendil olnud kohta Eesti finantsturvavdrgu raamistikus, sest
selle kasutamist piirab valuutakomitee pdhimdtete rakendamine rahapoliitika
elluviimisel. Valuutakomitee tingimustes tuleb likviidsuse tagamise eest hoolitseda
turuosalejail endil; samuti on Oigustatud tavapérasest korgemad regulatiivsed
kohustusliku reservi néuded. Koos EMU taiediguslikuks liikmeks saamisega kaob
aga ndue hoida korgeid likviidsuspuhvreid ja Eesti Pangal muutub vdimalikuks
erakorralise likviidsuslaenu andmine.

Erakorralise likviidsuslaenu raamistiku kujundamisel on riigid lahtunud enamasti
Bagehot’ ajaloolistest printsiipidest. Ka Eesti ELA jaoks oleksid need pdhimdtted
aktsepteeritavad. Samas ei ole ELA raamistiku kujundamisel p&hikisimuseks mitte
instrumendi tehniline disain (sh kiisimused laenu téhtajast, intressimadradest ja isegi
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tagatistest), vaid marksa olulisemaks teemaks on, kas ELA oma traditsioonilisel
kujul on (lelldse rakendatav EMU rahapoliitilise raamistiku ja finantssektori
véljakujunenud struktuuri juures.

Euroopa institutsionaalne raamistik finantsstabiilsuse tagamisel ei toeta efektiivseid
kriisilahendusi suurte piiritileste pangagruppi puhul. Liikmesriikide keskpankade ja
jarelevalvete vahel valitsev ebamaarane rollide ja vastutuse jaotus finantsstabiilsuse
kiisimustes on viimastel aastatel vallandanud majandusteoreetikute ja -praktikute
seas ulatuslikke debatte, kus uritatakse leida probleemile optimaalset lahendust.
Juhul kui pangajérelevalve korralduses ei ole ette ndha méarkimisvéarseid muutusi,
tundub valjapakutuist kbige mdistlikum ettepanek kujundada kriisijuhtimine nn
koostodvorgustike baasil. Samas on ka sellel lahendusel markimisvédrseid puudusi,
mistottu finantsintegratsiooni edenedes tuleb finantsstabiilsuse laiemat raamistikku
kindlasti edasi reformida.

Kuivérd Eesti pangandussektori arenguid kujundab jatkuv rahvusvahelise
finantsintegratsiooni  suvenemine, mdojutavad Euroopas toimuva piiritlese
panganduse alase diskussiooni jarelmid otseselt ka Eesti finantsturvavérgu téhusust.
Vaimalikud regulatiivsed arengud Euroopas ei valista siiski ELA vajadust Eesti
pangandusturu kontekstis, sest riigi finantsstabiilsus kindlustatakse ikkagi eelkdige
iga riigi enda majandussubjektide huvides, s6ltumata sellest, kes on vastaval
ajahetkel riigi peamiste finantsinstitutsioonide omanikeks.
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GROWTH SUPPORTED BY FISCAL POLICY

Kalle Kukk
Tallinn University of Technology

Introduction

Every economic outcome, including economic growth, is the function of an
economic policy. It can be easily claimed that fiscal policy is one of the most
important economic policies (not to say most important) beside monetary policy. It
can be assumed that the more transparent, efficient and conservative the fiscal policy
is the better macroeconomic outcome, including economic growth, can be reached.
Budget balance, government spending and tax burden are three important fiscal
indicators of conservatism. Consequently, the hypothesis is set that the lower are
budget deficit, government total spending and tax burden the faster is the economic
growth. Further on, the effects of specific categories of government expenditure and
revenue have been analyzed.

The literature overview covers the literature on the effects of budget deficit and
taxes on economic growth. Two general conclusions on the effects of budget deficit
based on the literature are: deficit reduction tends to support economic growth in
long run; and growth is achieved rather based on the cuts of current expenditure than
on increasing revenue. Regarding tax effects on economic growth the results have
been quite contradictory.

Secondly, the description of the methodology is presented, i.e. the reasoning behind
the choice of fiscal variables being used in this research, data description, and
overview of the econometric approach. Budget balance has been the most analyzed
fiscal measure in the researches probably. The importance of that can be imagined as
it indicates through the borrowing needs the sustainability of government finances
and thus of fiscal policy, which in turn gives very relevant signals to the agents of
the economy. The sizes of government total expenditure and revenue indicate the
rate of government’s intervention into the private sector’s actions. Affecting the
functioning of private sector government clearly affects the macroeconomic
performance.

Finally, the main findings of the analysis are summarized, i.e. both separately and
simultaneously the effects of budget balance, government spending and revenue and
the breakdown of them on economic growth.

Literature Overview

Several researches have been made on the field of budget deficit reduction (often
called as fiscal consolidation) and of its implications on the economy. McDermott
and Wescott (1996) analyzed the relationship between deficit reduction and
economic growth based on the data of industrial countries. All successful cases
(continuous deficit cuts reflected by strong decrease in government debt) resulted in
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economic growth and declining unemployment rate in medium term. This economic
development was based on the growth of investments rather than of consumption.
On the contrary, unsuccessful cases resulted in recession and unemployment growth.
Furthermore, deficit reductions tended to be relatively more successful if they were
based on expenditure cuts but not on tax increases.

Alesina and Perotti (1996) have done similar work. They also found that deficit
reductions that rely primarily on spending cuts on transfers and government wages
have a better chance of being successful and have expansionary implications on the
economy. On the contrary, deficit reductions which rely primarily on tax increases
and cuts in public investment tend not to last and are contractionary for the
economy.

Leibfritz, Roseveare and van den Noord (1994) investigated fiscal policy,
government indebtedness and its implications for economic performance in OECD
countries elaborating a number of macroeconomic scenarios. The baseline scenario
relies on the assumption that economic recovery takes place and fiscal consolidation
targets are largely attained. The improvement in fiscal deficit goes hand in hand with
a broadly equivalent decline in the saving-investment balance of the private sector.
This means that in most countries the total domestic saving-investment balances and
external current balances remain broadly unchanged. The second scenario assumes
that the economic recovery takes place but fiscal consolidations are less ambitious. It
shows that the impact of fiscal policy on the macroeconomic performance heavily
depends upon the behavior of interest rates. An expansionary fiscal policy is likely
to push towards higher real and nominal interest rates, have adverse effects on
private-sector confidence and would slow down the economic growth. The third
scenario takes into account the possible lower growth and also considers the
consequences of a further deficit reduction in these circumstances achieved either
through tax increases or through expenditure cuts.

The conclusions made by Richardson, Giorno and Thurman (1994) to that third
scenario suggest that slower than projected growth implies cumulative deterioration
in deficits and would accelerate growth in the ratio of debt to GDP. The necessary
fiscal consolidation would therefore be steep and have serious secondary effects on
activity and unemployment, unless accompanied by a supporting easing of monetary
conditions. Because of adverse effects on prices and wages, deficit reductions
through higher taxes appear to be more costly in terms of output and employment
than corresponding reductions in current expenditure.

Cashin (1994) developed an endogenous growth model of the influences of public
investment, transfers and taxation on the rate of economic growth. Increased
government spending on productive items like investments and transfers generate
positive externalities that raise private investments and thus economic growth.
However, additional spending has to be covered by additional taxes that reduce the
marginal return to private capital and so dampen economic growth.
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Herd (1989) examined the impact of increased government saving, i.e. of decreased
deficit or increased surplus, on the economy looking at the consequences for five
major economies of the OECD. The results of the various scenarios show that the
deficit reductions will have beneficial effects on the economy in the long run. In the
short run the fall in output would be significant but after five years the initial
depressive effects of government expenditure cuts are largely overcome. Of course,
the cumulated loss of output remains large but the investments and national savings
are higher. This implies the possibility of the economy to produce more output that
is realized in the long term.

Gupta, Clements, Baldacci and Mulas-Granados (2002) provided empirical evidence
that in low-income countries fiscal consolidations were not harmful for long term as
well as for short term growth in the period 1990-2000. Fiscal consolidations
achieved through cutting selected current expenditures tend to cause higher growth
rates than adjustments based on revenue increases and cuts in more productive
spending (capital expenditures and non-wage goods and services). In post-
stabilization economies, increases in public investment and public consumption tend
to have more typical Keynesian effects being likely supportive for economic growth.

There have also been made many researches on the area of taxation and of its effects
on different economic indicators, including on growth. Leibfritz, Thornton and
Bibbee (1997) have reviewed the theoretical and empirical literature on the effects
of taxation on economic performance and added to the empirical literature. They
made an attempt to replicate some of the cross-country studies on the relationship
between taxation and growth for OECD countries. Examining this relationship for
three types of tax rates — an average tax rate (tax revenue to GDP), a marginal tax
rate (from time-series regressions between nominal GDP and total tax revenues) and
an average direct tax rate (by weighting together the average capital income-tax rate
and the average labor-tax rate) — they found that all these tax rates are negatively
related to the rate of growth. This implies that a 10 percentage point higher tax rate
is accompanied by roughly 0,5 percentage point lower rate of growth.

Plosser (1992) has found a significant negative correlation between the level of taxes
on income and profits (as a share of GDP) and growth of real per capita GDP. King
and Rebelo (1990) simulated changes in the income tax by applying an endogenous
growth model and found that an increase from 20 per cent to 30 per cent reduces the
rate of growth by 2 percentage points. In a Solow-type neo-classical growth model,
the tax effect is much smaller and the welfare loss is equivalent to a permanent drop
in real consumption by only 1.6 per cent.

Easterly and Rebelo (1993) found that the level of taxes is not significant in the new
growth theory-type regressions. In their view, the reason that Plosser found
significant effects is the strong positive correlation between the level of taxes and
the initial level of income: tax to GDP ratios are relatively low in poorer countries,
which then start to catch up (the convergence effect). When the initial level of
income is controlled for Plosser’s results break down. They found that only income
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tax rates have a significant negative effect on per capita growth, but no other tax
measures do.

Slemrod (1995) found positive, negative and no correlations between taxes and the
level of per capita income depending on specification of the parameters and the
countries considered. He found a positive correlation between the level of the tax
revenue to GDP ratio (or the government expenditure ratio) and the level of real
GDP per capita across countries in particular when developing countries (with lower
GDP per capita and lower tax rates) are included in the sample. For OECD countries
alone, he found no positive or negative relationships between the level of tax rates
and the level of GDP per capita. By looking at the relationship between changes in
tax rates or expenditure ratios and growth in OECD countries, he found a negative
correlation.

Koester and Kormendi (1989) found in a cross-country analysis for the 1970-ies a
significant negative effect of the marginal tax rates on the level of real GDP per
capita but not on the rate of growth. Holding average rates constant, a 10 percentage
point decrease in marginal tax rates would increase per capita income in an average
industrial country by more than 7 per cent and in an average developing country by
more than 15 per cent. Thus, a revenue-neutral tax reform that reduces tax
progressivity would raise income and lead to an upward shift in the growth path.

Methodology

Every economic outcome, including economic growth, is function of an economic
policy. It can be easily claimed that fiscal policy is one of the most important
economic policies (not to say most important) beside monetary policy. Obviously,
transparency, efficiency and conservatism are three essential components of fiscal
policy. It can be intuitively assumed that the more transparent, efficient and
conservative the fiscal policy is the better macroeconomic outcome, including
economic growth, can be reached.

More precisely, the effects of some main fiscal indicators are analyzed: budget
balance, government spending and tax burden. These are the indicators of
conservatism most of all. It is assumed that the lower are budget deficit, government
total spending and tax burden the more rapid is economic growth. Further on, the
breakdown of government expenditure and revenue is analyzed. For example, it can
be assumed that increase in direct taxes is more negative regarding growth than
increase in indirect taxes; or that increase in government investment spending could
provide for additional growth whereas increase in current spending would not
(efficiency indicators).

Probably the most analyzed fiscal measure is budget balance or financial balance
(DI|S), which can be deficit if negative or surplus if positive. The importance of that
can be imagined as it indicates through the borrowing need the sustainability of
government finances and thus of fiscal policy, which in turn gives very relevant
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signals to agents of the economy. Budget balance is the difference between
government total revenue and total expenditure (spending):

D|S = Rev—Exp 1)

Not only the gap between revenue and spending but also the levels of revenue and
spending have effects on the economy. This is due because the sizes of government
revenue and expenditure indicate the rate of government’s intervention into the
private sector’s actions. This is done through collecting taxes, giving subsidies and
social contributions, making public investments etc. So, affecting private sector’s
actions government clearly affects the macroeconomic performance. The size of
spending (often also called the role of government, for example) has been
considered more important in this regard mostly. This can be understood, as the
level of expenditure is higher than the level of revenue, i.e. there is a deficit, usually.
Thus revenue consideration could underestimate the rate of government’s
intervention.

But also the different components of government expenditure have different effects.
Expenditure could be broken down to government investments, transfers (including
social benefits), purchases of goods and services, wage costs and interest payments:

EXP = Igovem + Exptrunsf. + Exppurch. + EXP wages + EXP interest (2)

Similarly, different revenue categories have different effects. There are direct taxes,
indirect taxes, grants (from abroad mostly) and non-tax revenue:

Rev =TD + TI + ReVgqnis + ReVyonsax 3)

In this research, a large set of fiscal and other macroeconomic and institutional data
of many countries within quite many years is used. The analysis reflects cross-
country study in order to demonstrate long-term relationships. In this research 51
countries are under observation. The country choice is world-wide including
examples from both European Union old and new member states as well as from
other advanced, transition and developing countries.

European Union old members cover Austria, Belgium, Denmark, France, Germany,
Ireland, Luxembourg, Netherlands, Portugal, Spain, Sweden and United Kingdom.
Other advanced countries include United States, Australia, Canada, Iceland, Israel,
New Zealand, Norway, Singapore and Switzerland. European Union new members
are here Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
Slovak Republic and Slovenia. Transition countries are Belarus, Bulgaria,
Kazakhstan, Kyrgyz Republic, Mongolia, Romania and Russia. Developing
countries are Egypt, India, Indonesia, Iran, Kuwait, Malaysia, South Africa,
Thailand and Tunisia. In addition there are four Latin America countries — Bolivia,
Brazil, Chile and Mexico.
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The time series begin with early 1970-ies generally and with early 1990-ies in the
case of most EU new member states. In the analysis the average values of variables
of each country are used. The fact that the financial year of government is
sometimes different from calendar year is considered irrelevant.

The main data sources are government finance statistics and international finance
statistics yearbooks of International Monetary Fund. In addition, the data provided in
Eurostat’s database NewCronos is employed but only where it is comparable with
the IMF-s data (for example, Eurostat’s data on GDP growth and budget balance for
old EU member states). Very often the methodologies are too different to combine
several sources.

The data are for general government and not for central government only. In few
cases where the data (or part of it) for the sub-national government are missing and
the size of the sub-national government can be assumed irrelevant the general
government is equalized with central government (or with central plus regional
governments).

There are several shortcomings in the quality of fiscal data, which have to be kept in
mind. First, the classification of data may not always be correct in the sources.
Second, the cash based approach has been used in fiscal statistics mostly differing
thus from other macroeconomic statistics which is on accrual basis. Third, there are
some consolidation issues. For example, inside the central government the social
security contributions have been consolidated but those paid by sub-national
government to central government cannot be consolidated on the level of general
government because of the lack of the data.

In order to demonstrate analytically the functionality between fiscal policy and
growth we can start with the assumption that GDP largely depends on the GDP level
of the previous period:

Y, =F(Y.) “
By definition GDP aggregates are consumption (both private consumption C and
government consumption G), investments I and foreign balance (exports X less
imports M):

Yo=Cut Gty +(X-M)y, (5)
Due to that Y, should also depend on the structure of (or on the aggregates of) Y,;:

Y, =F[C., Gup Iy, (X-M)g] (6)

Dividing function (6) by Y., we get that GDP nominal growth AY is the function of
previous period GDP aggregates as shares of GDP:
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AY=F[C, G, I, (X-M)] %
where C, G, I, X and M are the variables as shares of GDP

As we use average data of long period we do not necessarily distinguish between t
and t-1. Using long term data also helps to avoid the problem of causality in the
sense that in long term rather (fiscal) policy decisions have impact on economic
development (including GDP growth) but not on the contrary.

We assume that GDP aggregates have impact on real GDP growth as well:

AYreal:F[Cy G ()('M] (8)
By intuition private consumption should depend more or less on several government
actions like direct taxes TD (lower taxes increase disposable income), social benefits
(which is major component of government transfers Expg..s; bigger benefits

increase disposable income), government wages ExXpyages (higher government wages
could increase consumption of government employees):

C=F (TD: Exptrans[’ Expwage.s) (9)

As government consumption expenditure is similar to government expenditure of
purchases of goods and services we can consider these as equal:

G= Exppurch. (10)
Investments are sum of private and government investments:
I= Iprivate + [gov (1 1)

One component of net export is government budget balance. Taking account of
equations (1), (2) and (3) we can write as follows:

(X-M)=F(DI|S) (12)

Taking account of functions and equations (9)-(12) we can rewrite function (8) as
follows:

4Y, real = F (T D, Exptrunsf.r Expwagey Exppurch» Igavern’ ]private) D |S) (13)

Taking account of equations (1), (2) and (3) and adding some additional non-fiscal
exogenous variables the function (13) takes the form as follows:

4%, real — F (T D: T I, Revgrantx’ Revnontax’ Expwage.w Exp]mmh.’ Expinterext’ Exptmng/f,

[goverm Iprivater EF; ]V) (14)
where EF is index of economic freedom and N reflects level of development
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This function is analyzed as linear function. Regression and correlation analyses are
employed in this research. Least squares method is used to find the values for the
parameters. The quality of the regression equations is measured using the
determination coefficient D=R?, multiple correlation coefficient R and linear
correlation coefficient in the case of the simple regression equations. For measuring
the reliability of the regression equations and parameters the Fisher’s F-criterion and
the Student’s t-criterion are used.

Correlation Between Main Fiscal Variables and Growth

First we start simply with testing if there is any correlation between the economic
growth and main fiscal variables — budget balance, government total expenditure
and total revenue.

We can see that in accordance with our assumption there is a positive correlation
between economic growth and budget balance:

AY, = 0,0372 +0,2385 D|S (15)

This relationship indicates that the smaller is budget deficit (or the bigger is budget
surplus) the higher is the economic growth. The analysis suggests that the balance of
general government revenue and expenditure would imply the economic growth of
3,72% and that the deficit of -3% (a ceiling set by EU for its member states in
Stability and Growth Pact) would result in 3% growth — thus every 1 percentage
point higher deficit would decrease the economic growth by 0,24 percentage points.
The equation is statistically reliable at 95% confidence (F = 5,8375). However, the
determination coefficient R* = 0,1065 and the linear correlation coefficient y =
0,3263 indicating a weak correlation.

Regarding government total expenditure and total revenue there are negative
correlations with real GDP growth:

AY, = 0,0629 — 0,0775 Exp (16)
AY, = 0,0579 — 0,0680 Rev (17

This is again we assumed that higher expenditure and revenue levels go hand in
hand with slower economic growth.

The expenditure level of 40% of GDP would mean the growth rate of 3,2%. The
same growth rate would be achievable at the revenue level of 38% of GDP. Both
equations are statistically reliable at 95% confidence (Fgy, = 10,7237; Fge, =
7,1447). But the correlations are quite weak here again (ygy, = -0,4237; Ypey =
-0,3567). The determination coefficient R”g,, = 0,1796 and R, = 0,1273.
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The Importance of Decomposing Main Fiscal Variables

Looking at the government revenue or expenditure or budget balance only gives a
very simplified picture based on many assumptions but the exercise is useful in
order to better understand the following analysis. For example, in the case of
balanced budget there can be found a certain value for growth but it does not take
into account what are the levels of revenue and expenditure — would it be 30% of
GDP, 40%, 50% or something else. In each case, the budget would be still balanced.
Therefore, it is necessary to analyze the effects of budget balance, revenue and
expenditure simultaneously rather than separately.

So, we now look at the functionality between economic growth on one side and
general government revenue and expenditure on the other side. We could also
include budget balance and government revenue, or budget balance and government
expenditure but it would make no difference as the final effect would be the same.
On the similar reason the problems of multicollinearity and reliability of single
exogenous variables are irrelevant here because we just want to demonstrate that
decomposing fiscal variables does matter (of course, the model as the whole must be
reliable).

Using exactly the same sample as previously the simultaneous effects of expenditure
and revenue (and thus of budget balance) on GDP growth are as follows:

AYeqr = 0,0615 + 0,1634 Rev — 0,2292 Exp (18)

This equation is statistically reliable at 95% confidence (F = 6,9862). Revenue
parameter is significant at 90% confidence (t = 1,6867) and expenditure parameter is
significant at 95% confidence (t = -2,4670). The determination coefficient R? =
0,2255 and the multiple correlation coefficient R = 0,4748 being higher than seen in
previous chapter.

We can see that the effect of expenditure is quite remarkable and is negative being
consistent with the hypothesis that less public expenditure is needed for stronger
growth. The effect of the revenue seems to be contradictory to the equation (17). But
it should not be forgotten that the effects have to be considered simultaneously here.

Increase in revenue means improvement in budget balance at the same time. If
analyzed separately, the former seems to hinder growth and the latter to support it in
general. So, if there is a change in revenue but not in expenditure it means that not
the change in revenue has effect on growth but that the effect stems from change in
balance which is caused by change in revenue.

According to the regression equation (18) general government revenue of 37% of
GDP, expenditure of 40% and deficit of 3% would imply the economic growth of
3,03%. Analyzing the effects of budget balance, revenue and expenditure separately
indicates that the growth would be 3,20% if expenditure was 40% of GDP, 3,28% if
revenue was 37% GDP and 3,00% if deficit was 3% of GDP.
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Every 1 percentage point higher revenue and lower deficit (expenditure being the
same) would increase the growth by 0,16 percentage points (pp). Every 1 percentage
point lower expenditure and deficit (revenue being the same) would increase the
growth by 0,23 pp. Every 1 percentage point lower revenue and expenditure (budget
balance being the same) would increase the growth by 0,07 pp.

Four main consequences can be drawn here:

1. if expenditure decreases and revenue is constant or decreases to a lesser extent —
budget balance improves then GDP growth accelerates;

2. if revenue increases and expenditure is constant or with a modest growth only
resulting in improvement of budget balance then growth accelerates as well;

3. growth is stronger if the improvement in budget balance stems from decreasing
expenditure rather than from increasing revenue;

4. if budget balance is constant then growth is more rapid on lower levels of
revenue and expenditure.

The Wider Role of Fiscal Policy

We now should further decompose the exogenous fiscal variables in order to see if
and what impact the different components of expenditure and revenue would have.
Solving regression equation based on function (14) gives the result as follows
(economic freedom index EF has been left out as the value of parameter of it was
found statistically insignificant and adding this would not much change the values of
parameters of other exogenous variables; the average score of years 1995-2006
provided by Heritage Foundation was used for EF):

Coefficients t Stat
Intercept 0,0331 1,6312
Lprivate 0,0805 1,2376
Level of development 0,0157 2,1364
ReViontax 0,1760 1,8489
P — 0,7059 2,7011
TD 0,1557 1,4517
TI 0,2668 2,1799
EXPrages -0,2154 -1,6679
EXppuren. -0,4703 -3,7759
EXPinterest -0,1230 -0,9911
EXPiranss, -0,2787 -2,6667
Loovern 0,0257 0,1464
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The equation is statistically reliable at 95% confidence (F = 4,6147). The
determination coefficient R* = 0,5655 and the multiple correlation coefficient R =
0,7520 which are remarkably higher than seen above.

Regarding non-fiscal variables the value of private investments parameter is not
statistically significant. Concerning the level of development variable the value of
parameter is significant at 95% confidence. The impact of level of development was
analyzed using a dummy variable where advanced countries including EU new
member states where scored “1” and other countries where scored “0”. The logic
behind is the finding that economic convergence is present only among countries
which are economically interrelated. This was found by testing the impact of relative
GDP levels of countries compared to USA GDP (thus at least globally there is no
convergence going on). The value of level of development variable indicates that in
advanced countries growth rate is higher by 1,57 percentage points which indeed
does not provide for the global convergence.

Regarding fiscal variables interest expenditure and government investments seem to
have only limited effects on economic growth (statistically not significant) even
though they would bring along a change in budget balance. So the assumption that
increase in government investments should be beneficial to the growth even though
it would mean worsening of budget balance could not be fully proved. But we also
cannot claim the opposite. In addition we could think that increasing government
investment spending is rational only in the manner where it would not bring along
the crowding out effect of private investments.

The values of parameters of grants, indirect taxes, government purchases and
transfers are significant at 95% confidence. The values of other variables are
significant at lower confidence. For example, one percentage point higher indirect
taxes would add to the growth rate 0,27 pp. The importance of assistance to the
developing countries is reflected by the fact that one percentage point higher grants
bring along additional growth of 0,71 pp. We can see that all revenue categories
have positive effect on economic growth. This again indicates that revenue increase
reduces budget deficit and deficit reduction has positive impact on growth. In
addition, it clearly matters what type of revenue to raise in order to improve the
budget balance and at the same time achieve best results on GDP growth.

On the expenditure side all categories have negative effects on growth as expected
and analyzed before. Most remarkable are the effects of purchases of goods and
services and transfers. One percentage point higher purchases (and thus higher total
spending and larger budget deficit) would result in reduction of GDP growth by 0,47
pp. One percentage point higher government transfers would decrease the growth by
0,28 pp. The latter reflects the fact that endless increase of social benefits (largest
part of transfers usually) does not support the GDP growth and thus not the welfare
of citizens.

Though there are some fiscal variables for which the variables are not statistically
relevant we should not to remove them from the regression equation. The reason is
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that we have to take account of all the revenue and expenditure components in order
to find out simultaneously the effects of single components as well as of total
revenue and expenditure level and of the size of budget balance. Missing any of the
components (i.e missing full information) would lead us to the different conclusions
which could be wrong.

To conclude we could see that lower budget deficits support faster economic growth,
especially if they are rather supported by cuts in government spending than by
increasing the revenue. But we also saw that it matters to take account of the effects
of different components of government expenditure and revenue.

Conclusion

Regression and correlation analyses have been employed in this article in order to
analyze the effects of budget balance, government spending and tax burden on
economic growth.

First, the correlation between GDP growth and some main fiscal variables — budget
deficit, government total spending and total revenue — was analyzed. It was found
that the lower are budget deficit, government total spending and total revenue the
faster is the economic growth.

Second, the functionality between economic growth on one side and general
government revenue, expenditure and budget balance on the other side was
reviewed. The basis for that approach was the feeling that not much can be said
about the effects of budget balance on GDP growth only if one does not know what
are the levels of revenue and expenditure at the same time or how should the balance
be improved — by increasing revenue or decreasing expenditure. It was proved again
that if budget balance improves then GDP growth accelerates. In addition, it was
found out that growth is stronger if the improvement in budget balance stems from
decreasing expenditure rather than from increasing revenue; and that growth is more
rapid on lower levels of revenue and expenditure.

Third, the main fiscal variables were further decomposed and other (non-fiscal)
variables were taken into account in the regression analysis in order better to explain
the effects on economic growth. It was found that different components of
government expenditure and revenue have different effects on growth. Most
considerable impacts on growth acceleration come through decreasing government
consumption (purchases on different goods and services) and transfers (includes
largely social benefits) and through increasing indirect taxes and grants (from abroad
mainly. The effects of other types of revenue (direct taxes and non-tax revenue) and
expenditure (government investments, wage costs and interest expenditure) were not
clear.
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Kokkuvote
MAJANDUSKASVU TOETAV EELARVEPOLIITIKA

Kalle Kukk
Tallinna Tehnikaiilikool

Iga majandusnéhtus, sh majanduskasv, on majanduspoliitika funktsioon. V§ib viita,
et rahapoliitika korval on eelarvepoliitika iiks tdhtsamaid majanduspoliitikaid (kui
mitte koige tdhtsam). Saab eeldada, et mida ldbipaistvam, tdhusam ja
konservatiivsem on eelarvepoliitika, seda soodsamalt mdjub see majandusele, sh
majanduskasvule. Eelarvetasakaal, valitsussektori kogukulud ja maksukoormus on
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kolm olulist konservatiivsuse eelarveindikaatorit. Sellest tulenevalt saab esitada
hiipoteesi, et mida viiksemad on eelarvedefitsiit valitsussektori kogukulud ja
maksukoormus, seda kiirem on majanduskasv. Téiendavalt tuleb wuurida
valitsussektori tulude ja kulude iiksikute liikide mojusid.

Kéesoleva t60 esitatakse kirjanduse iilevaade selle kohta, mida seni on tehtud
majanduskasvu ning eelarvedefitsiidi, valitsussektori kulude ja maksukoormuse
omavaheliste mojude valdkonnas. Kaks peamist jireldust kirjanduse pohjal
eelarvedefitsiidi mdjude kohta on, et pikal perioodil defitsiidi alandamine toetab
majanduskasvu ning et kasvule mojub paremini selline defitsiidi alandamine, mis
tugineb pigem jooksvate kulude vdhendamisele kui tulude suurendamisele. Mis
puudutab maksude mdjusid majanduskasvule, siis on uurimuste tulemused olnud
iisna vastuolulised.

Seejdrel selgitatakse metodoloogiat, sh t66s kasutatud eelarvenditajaid, andmete
kirjeldust ning iilevaadet 6konomeetrilisest 1dhenemisest. Eelarvetasakaal on ilmselt
enim analiilisitud eelarvenditaja. Selle tdhtsus on ka mdistetav, sest see nditab libi
laenuvajaduse valitsussektori rahanduse ja iihtlasi eelarvepoliitika jétkusuutlikkust,
mis omakorda on oluline signaal teistele majandusagentidele. Valitsussektori
kogukulude ja -tulude suurused niitavad valitsussektori sekkumise taset erasektori
tegemistesse. Erasektori mdjutamine valitsuse poolt mojutab kahtlemata majanduse
iildist toimimist.

Lopetuseks voetakse kokku analiiiisi tulemused. Esmalt vaadeldi majanduskasvu ja
peamiste eelarveniitajate — eelarvetasakaal, valitsussektori kogukulud ja kogutulud —
vahelist korrelatsiooni. Selgus, et mida védiksemad on eelarvedefitsiit ning valitsuse
kulude ja tulude tasemed, seda kiirem on majanduskasv.

Teiseks analiiiisiti eelarvetasakaalu ning valitsuse tulude ja kulude samaaegset moju
SKP kasvule. Sellise ldhenemise aluseks oli eeldus, et ei saa teha kaugeleulatuvaid
jéreldusi eelarvetasakaalu mdjude kohta majanduskasvule, kui samal ajal pole teada
valitsuse tulude ja kulude tasemed. Samuti poleks voimalik Gelda, kas defitsiidi
vidhendamiseks tuleks pigem suurendada tulusid voi vihendada kulusid.

Nimetatud ldhenemise alusel saab teha neli peamist jareldust:

1. kui kulud védhenevad ning tulud on konstantsed v3i vdhenevad vdiksemas
ulatuses, s.t eelarvetasakaal paraneb, siis majanduskasv kiireneb;

2. kui tulud suurenevad ning kulud on konstantsed voi tagasihoidliku
kasvuga, siis samuti majanduskasv kiireneb;

3.  majanduskasv on kiirem, kui eelarvetasakaalu paranemine tuleb pigem
kulude vihendamisest kui tulude suurendamisest;

4.  kui eelarvetasakaal on konstantne, siis on majanduskasv kiirem tulude ja
kulude madalamatel tasemetel.

Kolmandaks analiiiisiti eelarveniitajate mdjusid veelgi detailsemalt ehk iiksikute
tulu- ja kululiikide 13ikes. Selgus, et tulude ja kulude erinevatel komponentidel on
majanduskasvule erinevad mojud. Kdige maérgatavamalt aitab majanduskasvu
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kiirenemisele kaasa valitsussektori tarbimiskulude (mitmesuguste kaupade ja
teenuste ostukulud) ja eraldiste (millest moodustavad suure osa sotsiaaltoetused)
vidhendamine ning kaudsete maksude ja toetuste (valdavalt toetused teistelt riikidelt
ja rahvusvahelistelt organisatsioonidelt) suurendamine. Muude tulude (otsesed
maksud ja mittemaksulised tulud) ja kulude (investeeringud, t66joukulud,
intressikulud) moju jéi ebaselgeks.
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ARBEITSMARKTPROBLEME IN OSTDEUTSCHLAND -
WELCHE URSACHEN UND WELCHE LOSUNGEN?

Cornelie Kunze
Universitat Leipzig

Ostdeutschland gehort zu den Léndern, die ab 1990 einen Transformationsprozess
durchlaufen haben. Gleichzeitig unterlag und unterliegt es durch den Beitritt zur
Bundesrepublik einer Reihe von Sonderbedingungen, zu denen in erster Linie die
schlagartige Einfiihrung der Marktwirtschaft, die sofortige Integration in die
westdeutsche und europdische Wirtschaft und der hohe Kapitaltransfer aus
Westdeutschland gehdrten. Mit diesen Mitteln wurde eine rasche Strukturanpassung
der ostdeutschen Wirtschaft in Gang gesetzt, die binnen weniger Jahre zu einer fast
vollstdndigen Erneuerung des Anlagenbestandes flihrte. In diesem Prozess gingen
bis Mitte der 1990er Jahre mehrere hunderttausend industrielle Arbeitsplatze
verloren, die durch die (vor allem im Dienstleistungssektor) neu entstehenden
Arbeitspléatze nicht ersetzt werden konnten. Ostdeutschland verzeichnet seit Mitte
der neunziger Jahre eine hohe Sockelarbeitslosigkeit, die trotz allméhlicher
wirtschaftlicher Konsolidierung nicht sinkt, sondern tendenziell weiter steigt. Die
anhaltenden Unterschiede zum westdeutschen Arbeitsmarkt sind drastisch. Die
Arbeitslosenquote liegt seit fast einem Jahrzehnt in Ostdeutschland rund 10
Prozentpunkte hoher als in Westdeutschland. (vgl. Abb. 1).

Abb. 1: Arbeitslosenquote 1990-2004 in Ost- und Westdeutschland (in %)
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Quelle: Statistisches Bundesamt (http://www.destatis.de/indicators/d/1rarb0lad.htm).
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Es stellt sich die Frage nach den Ursachen dieser Persistenz. Die andauernde
Differenz zur Situation in Westdeutschland scheint darauf hinzudeuten, dass
transformationsbedingte Ursachen eine wesentliche Rolle spielen. Doch lasst die
Tatsache, dass 15 Jahre nach Beginn der Transformation trotz vielféltiger und
umfangreicher wirtschaftspolitischer und arbeitsmarktpolitischer MalRnahmen nicht
nur keine Verbesserung, sondern statt dessen eine weitere tendenzielle
Verschlechterung der Situation zu konstatieren ist, die Annahme zu, dass auch
andere Ursachen im Spiel sind.

Im Folgenden soll zun&chst erortert werden, inwieweit fur die hohere
Avrbeitslosigkeit in Ostdeutschland transformationsbedingte Faktoren urséchlich
sind, um im zweiten Schritt andere mogliche Einflussfaktoren zu diskutieren. Dabei
wird zunéchst auf die (zu) starke Regulierung des Arbeitsmarktes eingegangen, die
in Deutschland in den letzten Jahren im Mittelpunkt der wissenschaftlichen wie der
offentlichen Debatte Uber die Ursachen der Arbeitsmarktprobleme steht. Eine
weitere, umfassendere Betrachtungsebene erdffnet die Frage, in welcher Weise das
rasche Voranschreiten der européischen Integration und der Globalisierung der
Markte die Arbeitsmarktsituation beeinflussen. Abschliefend wird diskutiert,
welche Art von Arbeitsmarktpolitik zur Losung der Probleme des ostdeutschen
Arbeitsmarktes angemessen ist. Es versteht sich, dass es angesichts der Komplexitat
dieser Fragen nicht um eine erschépfende Behandlung, sondern eher um einige
grundsétzliche Uberlegungen zum Stellenwert und zur Wirkungsweise der
verschiedenen Einflussfaktoren gehen kann.

Transformationsbedingte Ursachen der Arbeitslosigkeit

Unbestritten ist, dass der dramatische Wandel der Wirtschaftsstruktur, der mit einer
groRen Zahl von BetriebsschlieBungen, Massenentlassungen bzw. radikalem
Beschéftigungsabbau verbunden war, eine wesentliche Quelle der ostdeutschen
Arbeitslosigkeit darstellte. Hier bildet aber bereits das Jahr 1994 eine deutliche
Zasur. Es markiert den weitgehenden Abschluss der Privatisierung. Seitdem ging der
drastische Schrumpfungsprozess in einen gemaRigteren Wandel und in stetiges,
wenn auch bescheidenes wirtschaftliches Wachstum (ber. Dennoch stieg die
Arbeitslosigkeit weiter an. Arbeitsangebot und Arbeitsnachfrage klaffen immer
weiter auseinander. Der durch den marktwirtschaftlichen Umbau erfolgte
Strukturwandel bietet offenbar kein ausreichendes Erklarungspotenzial fur die hohe
ostdeutsche Arbeitslosigkeit.

Neben dem beschriebenen Verlust von Arbeitsplatzen durch den Strukturwandel
wird immer wieder auf die deutlich héhere Erwerbsneigung der Ostdeutschen
verwiesen, die mit zu der hohen Arbeitslosenquote beitrdgt. Tatséchlich ist in
Ostdeutschland die Erwerbsbeteiligung vor 1990 sehr hoch gewesen. In den
achtziger Jahren waren durchschnittlich 87% der Erwerbsfahigen erwerbstéatig,
Avrbeitslose existierten praktisch nicht. Noch 1991, ein Jahr nach dem Beginn des
marktwirtschaftlichen Umbaus lag die Erwerbstdtigenquote in Ostdeutschland bei
80,1%. Seitdem hat sich die ostdeutsche Erwerbstdtigenquote der viel niedrigeren
westdeutschen nicht nur angenédhert. Im Jahr 2004 betrug sie nach den Angaben des
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Mikrozensus nur noch 61,2%. Sie war damit sogar um rund 4% geringer als in
Westdeutschland. Dem Rickgang in Ostdeutschland von fast 20% stand ein
Ruckgang in Westdeutschland von 6,5 Prozent gegentiber (vgl. Abb. 2).

Abb. 2: Entwicklung der Erwerbstatigenquoten in West- und Ostdeutschland
1991 bis 2004 (Anteil der Erwerbstatigen an der Bevélkerung im
erwerbsfahigen Alter)
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Quelle: Bundesamt fiir Statistik, Ergebnisse des Mikrozensus, verschiedene Jahre.

Allerdings hat sich die Erwerbsquote, die aufler den Erwerbstdtigen auch die
Erwerbslosen einschlieRt, nicht in gleichem MaRe angepasst, sondern lag immer
noch héher als in Westdeutschland (vgl. Abb. 3).

Abb. 3: Entwicklung der Erwerbsquoten in West- und Ostdeutschland 1991 bis
2004 (Anteil der Erwerbstéatigen und Erwerbslosen an der Bevdlkerung im
erwerbsfahigen Alter)
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Quelle: Bundesamt fiir Statistik, Ergebnisse des Mikrozensus, verschiedene Jahre.
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Wenn also im Jahr 2000 die Arbeitslosenzahl in Ostdeutschland rund doppelt so
hoch ausfallt wie in Westdeutschland, so deshalb, weil die Erwerbsneigung, also der
Wunsch, sich am Erwerbsleben zu beteiligen, in Ostdeutschland sehr viel héher
ausgeprdgt ist als in den alten Bundeslandern. Auffalligstes Merkmal hierbei ist die
deutlich héhere Erwerbsneigung der ostdeutschen Frauen. Auch dies scheint auf den
ersten Blick eine Fortsetzung der in der Planwirtschaft eingelibten Haltung.
Allerdings verkennt diese Interpretation, dass eine hohe und steigende
Frauenerwerbsbeteiligung auch firr viele seit langem marktwirtschaftliche Lander
typisch ist. So lag die Frauenerwerbsquote in Schweden und Dédnemark in den letzen
Jahren zwischen 70 und 80%. Insofern lasst sich die aktuelle hohe ostdeutsche
Erwerbsneigung nicht ausschlieBlich, wahrscheinlich nicht einmal vorrangig dem
Erwerbsmodell der Planwirtschaft zuordnen. Vielmehr scheinen Frauen besonders
gut in der Lage, den Bedrfnissen des modernen Arbeitsmarktes zu entsprechen. So
stieg auch in Spanien, Irland und nicht zuletzt in Westdeutschland die
Frauenerwerbstatigkeit in den letzten zwei Jahrzehnten kontinuierlich an. Dass in
Ostdeutschland nach einem drastischen Anstieg der Frauenarbeitslosigkeit Anfang
der 1990er Jahre inzwischen die Arbeitslosigkeit der Manner gréRer ist als die der
Frauen, dirfte ebenfalls Ausdruck dieser Entwicklung sein. (Kunze 2003a)
Befragungen zeigen, dass seit der zweiten Hélfte der 90er Jahre ein wichtiges Motiv
fur die Erwerbstatigkeit von ostdeutschen Frauen die vergleichsweise niedrigen
Léhne der Eheménner, das hohe Arbeitsplatzrisiko und die damit verbundene Angst
vor sozialer Degradation war. (Holst/Schupp 2001)

Auch eine weitere mdgliche Erklarung fir die hohe Arbeitslosigkeit, eine fehlende,
weil in der Planwirtschaft nicht gewiinschte Bereitschaft zum selbstdndigen
Unternehmertum, wird durch die Statistik inzwischen widerlegt. Lag die ostdeutsche
Selbstdndigenquote  (Anteil der Selbstdndigen an der Gesamtzahl der
Erwerbstétigen) 1991 noch bei nur 4,5%, so hat sie sich bis 2004 mit 10% der
westdeutschen weitgehend angeglichen (2004: 10,8%).

Auch die hohere Erwerbsneigung erklart sich offenbar nur teilweise aus wahrend der
Planwirtschaft eingeiibten Verhaltensweisen, sondern entspringt zu einem grofien
Teil den Méglichkeiten und Zwéngen des aktuellen Arbeitsmarktes.

Uberregulierung des ostdeutschen Arbeitsmarktes?

Angebotsorientierte Okonomen fiihren die wachsende Arbeitslosigkeit in Gesamt-
und besonders in Ostdeutschland zu einem erheblichen Teil auf institutionelle
Faktoren zurlck, insbesondere die strengen gesetzlichen Kindigungsschutzbestim-
mungen und das starre Tarifrecht, aber auch auf die vergleichsweise hohe Belastung
der Lohne durch Abgaben sowie die zu hohen Leistungen der Arbeitslosen- und
Sozialhilfe. Das deutsche Tarifrecht gilt flichendeckend und sieht Abweichungen
fur wirtschaftlich schwache Regionen nicht vor. Die Lohne in wachstumsschwachen
Regionen werden damit ber den Gleichgewichtspreis des Marktes gedriickt und
tragen so zu Arbeitslosigkeit bei. Tatséchlich hat dieser Wirkungsmechanismus
insbesondere in der ersten Hélfte der neunziger Jahre erheblich zur Zerstérung von
Arbeitspléatzen in Ostdeutschland beigetragen. Die (westdeutschen) Gewerkschaften
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»erkdmpften” Anfang der 1990er Jahre flr die ostdeutschen Arbeitnehmer tarifliche
Lohnerhdhungen, die weit tUber den Produktivitatsfortschritten der ostdeutschen
Wirtschaft lagen. Inzwischen hat sich die Situation stark veréndert. Seit Mitte der
90er Jahre haben sich unter dem Druck der hohen Arbeitslosigkeit tarifliche und
effektive Lohnangleichung in Ostdeutschland entkoppelt. Dies wurde zum einen
durch den Ausstieg vieler ostdeutscher Unternehmen aus der Tarifbindung bewirkt:
Im Jahr 2000 waren gut 45 Prozent der westdeutschen, aber nur noch 23 Prozent der
ostdeutschen Betriebe durch Branchentarifvertrage gebunden. Zum anderen héangt es
mit der Verschiebung der branchen- und grolRenspezifischen Betriebsstrukturen in
der ostdeutschen Wirtschaft zusammen, die sich hin auf solche Betriebstypen
entwickelte, die unterdurchschnittlich entlohnen. Eine diesbeziigliche Untersuchung
des DIW kam 2004 zu dem Fazit, dass sich Ostdeutschland innerhalb Deutschlands
zu einem strukturellen Niedriglohngebiet entwickelt hat. (Gérzig 2004) Die
ostdeutschen Effektiviéhne liegen danach rund 20% unter den westdeutschen.
Auffallend dabei ist ein wachsender Anteil des Niedriglohnsektors. Gleichzeitig
stieg die Flexibilisierung der ostdeutschen Arbeitsverhdltnisse. So wuchsen
Zeitarbeit, befristete Tatigkeit und Pendelarbeit deutlich schneller als in
Westdeutschland. Dennoch fiihrten diese Standortvorteile — bei sonst gleichen
Voraussetzungen — bisher nicht zu deutlich héheren Investitionen und einer héheren
Wachstumsdynamik als in Westdeutschland, sondern das Wachstum in
Ostdeutschland fiel sogar hinter das westdeutsche zuriick, und auch die Zahl der
Erwerbstatigen sank schneller als dort. Die deutlich schnellere und
breitenwirksamere Deregulierung in Ostdeutschland — hierzu gehért auch die
spurbare Absenkung der Lohnersatzleistungen durch die Zusammenlegung von
Arbeitslosenhilfe und Sozialhilfe im Rahmen der Hartz-Reformen im Verlauf des
Jahres 2005 — hat die Arbeitsmarktsituation in Ostdeutschland nicht verbessert.

Auswirkungen der EU-Osterweiterung und der zunehmenden Globalisierung
von Produktion und Markten

Angesichts der seit 1990 rasch voranschreitenden Integration der mittel- und
osteuropéischen Transformationsdékonomien in die EU, die sich im Einklang mit der
wachsenden Internationalisierung von Produktion und Markten vollzieht, liegt es
nahe, die von diesen Prozessen ausgehenden Wirkungen auf den Arbeitsmarkt zu
betrachten. Nach der traditionellen Integrationstheorie bringt die 6konomische
Integration Wohlfahrtsgewinne fiir alle beteiligten Lénder, da freier Warenverkehr
und freier Fluss von Kapital und Arbeit fiir einen optimalen Einsatz der
Produktionsfaktoren sorgen. Langfristig gleichen sich die Preise fur Guter, Kapital
und Arbeit an. Obwohl der freie Fluss von Arbeit bisher nur eingeschrénkt
funktioniert und besonders der deutsche Arbeitsmarkt eher abgeschottet wird, gerat
der Faktor Arbeit hier dennoch unter Druck, sowohl durch den Abfluss von Kapital
als auch durch den Handel. Der deutsche Arbeitsmarkt hat dies bereits seit den 70er
Jahren zu splren bekommen, als erstmal in gréRerem Umfang der Import
arbeitsintensiver Guter aus Asien die entsprechende Produktion in Deutschland
schrumpfen lieB. Aufgrund der damals starken Verhandlungsmacht der
Gewerkschaften gaben die Léhne nicht nach, so dass eine Sockelarbeitslosigkeit
entstand, die dann in den folgenden Jahrzehnten immer weiter zunahm.
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Charakteristisch flr diesen Prozess war und ist, dass die Arbeitslosigkeit vor allem
niedrig qualifizierte Arbeit im Verarbeitenden Gewerbe betrifft, wéhrend hoch
qualifizierte Arbeitskréfte tendenziell profitieren (vgl. Tab. 1). Bis in die achtziger
Jahre entstanden parallel im Dienstleistungssektor zahlreiche neue Arbeitsplatze.
Inzwischen werden jedoch zunehmend auch Dienstleistungen importiert bzw. in
Niedriglohnlander verlagert. AuBerdem werden durch den Einsatz neuer
Technologien auch im Dienstleistungsgewerbe, beispielsweise im Bankensektor,
zunehmend Arbeitsplatze eingespart.

Tab.1: Beschaftigungswachstum im Verarbeitenden Gewerbe in
Westdeutschland und Berlin-West nach Qualifikationsniveau
(Jahresdurchschnittliche Wachstumsrate in %)

insgesamt | mittleres | hohes geringes
1975-2000 0,58 1,32 4,02 -2,67
1975-1990 0,73 2,10 4,32 -3,55
1991-2000 0,36 0,15 3,56 -1,34

Quelle: Geishecker, Ingo:Outsourcing and the Demand for Low-skilled Labour in
German Manufacturing: New Evidence, DIW-Discussion-Papers Nr. 313, 2002.

Durch die Offnung der mittel- und osteuropaischen Lander und die immer stérkere
Integration der asiatischen Lander in den Weltmarkt hat der Druck auf niedrig
qualifizierte Arbeit weiter zugenommen und wird weiter zunehmen. Angesichts des
hohen Lohngefélles zwischen Deutschland und den EU-Beitrittsldndern entstand
zusétzlicher Lohndruck durch direkte Arbeitsmigration nach Deutschland. Der
Versuch, durch Abschottung (Blockierung der Freizugigkeit fur Arbeitnehmer aus
den neuen EU-L&ndern) eine spiirbare Entlastung des deutschen Arbeitsmarktes zu
erreichen, verkennt, dass auch Uber den Kapitalfluss (Standortverlagerungen) und
den Handel Druck auf die Lohne entstehen kann. (Geishecker/Goérg 2004)
AuRerdem trug und tragt die Unterbindung des freien Wetthewerbs der Arbeitskrafte
zu erheblicher illegaler Arbeitsmigration nach Deutschland bei, wie dies besonders
im Bausektor und im Gastgewerbe beobachtet werden konnte. (Kunze 2003 b)

Es liegt nahe, dass die verschiedenen Segmente und Branchen der deutschen
Wirtschaft in ganz unterschiedlicher Weise durch die Internationalisierungsprozesse
beeinflusst werden. Zu den Gewinnern gehdren eindeutig die exportorientierten
Branchen, besonders solche, die arbeitsintensive Komponenten ihrer Produktion
auslagern und gleichzeitig neue Markte erschlieBen konnten. Zu den Verlierern
zahlen arbeitsintensive Wirtschaftsbereiche, bei denen eine rdumliche Verlagerung
in Niedriglohnlédnder nicht mdglich ist, wie der Baubereich, das Gastgewerbe, das
Reinigungswesen, Teile der Landwirtschaft (Gemuseanbau), Teile des
Einzelhandels. Dem Druck sinkender Rentabilitat versuchen gerade diese Branchen
durch Lohnsenkung, vermehrte geringfligige Beschéaftigung, legale und illegale
Beschéftigung auslandischer Arbeitnehmer, insbhesondere Saisonarbeitnehmer, zu
begegnen, ohne dabei eine grundsétzliche Verbesserung ihrer schwierigen Situation
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erreichen zu konnen. Die Situation des Arbeitsmarktes unterscheidet sich
dementsprechend in den einzelnen Branchen und Unterbereichen hdufig sehr stark.
Neben den unterschiedlichen Auswirkungen der Globalisierung auf die Branchen ist
auch eine sehr ungleichméRige Auswirkung auf die einzelnen Regionen zu
verzeichnen, dies sowohl auf internationaler wie auch auf nationaler Ebene. Als
Erklarung ungleicher rdumlicher Entwicklungen hat sich in neuerer Zeit das
Zentrum-Peripherie-Modell der Neuen Okonomischen Geographie (Krugman 2004)
durchgesetzt, das im Gegensatz zum Gleichgewichtsmodell &lterer Theorien des
internationalen Handels von der Annahme vollistdndiger Konkurrenz abgeht. Eine
Kern-Peripherie-Struktur entsteht danach, wenn hohe Skalenertrdge bei der
Produktion von Industriegutern, hinreichend niedrige Transportkosten fiir diese
Guter sowie ein hoher Anteil von Industriegiitern an dem insgesamt nachgefragten
Guterbundel zusammentreffen. Kern-Peripherie-Beziehungen konnen in Aufholpro-
zesse minden (Irland), aber auch in Stagnation. Bezogen auf den Arbeitsmarkt ist
ein pooling von Arbeitskraften in den Zentren zu beobachten, das sowohl fir die
Unternehmen (leichtere Rekrutierung von Arbeitskraften) als auch die Arbeitnehmer
(groRRere Nachfrage nach Arbeitskraften) Vorteile birgt. Im Gegenstiick dazu fihrt
die geringere Konzentration von Unternehmen in der Peripherie tendenziell zur
Schrumpfung des Angebots qualifizierter Arbeitskrafte. Infolge der hdheren
Nachfrage sind die Léhne in den Zentren hoher als in der Peripherie, so dass im
Ergebnis innerhalb eines Landes regional stark unterschiedliche Arbeitsmarkte
entstehen. Auch die empirischen Daten unterstreichen die Uiberraschend heterogene
Dynamik der regionalen Arbeitsmérkte innerhalb verschiedener europaischer
Lander, trotz gleicher, da auf nationaler Ebene festgelegter Arbeitsmarkt-
institutionen und Arbeitsgesetzgebung. Der Arbeitsmarkt in Deutschland (wie auch
in anderen europaischen L&ndern) hat sich in den letzten Jahren immer stérker
fragmentiert, und zwar sowohl nach Qualifikationsniveau, nach Branchen als auch
nach Regionen, insbesondere (aber nicht nur) zwischen Ost- und Westdeutschland.
(Frank/Pfltiger 2002) Vieles spricht daflr, dass die Situation Ostdeutschlands und
des ostdeutschen Arbeitsmarktes im Sinne des Kern-Peripherie-Modells interpretiert
werden kann, wobei die Peripherie wegen niedriger Transportkosten mit Gutern aus
dem Zentrum versorgt wird. Nach diesem Modell geben auch deutlich niedrigere
Loéhne keine Entwicklungsanstoie.

Welche Arbeitsmarktpolitik fiir Ostdeutschland?

Wurde zu Beginn des marktwirtschaftlichen Umbaus eine Entlastung speziell des
ostdeutschen  Arbeitsmarktes durch Ermdglichung des Vorruhestands bei
Arbeitslosigkeit ab 55 Jahre (befristet bis 1992) vorgenommen, so dominierten
seither die auch in der alten Bundesrepublik praktizierten MaBnahmen:
Umschulungs- und Weiterbildungsprogramme, 6ffentlich finanzierte Tatigkeiten auf
dem so genannten Zweiten Arbeitsmarkt, Existenzgriinderhilfen sowie Zuschiisse an
Unternehmer  fir  die Einstellung  von  Arbeitslosen, insbesondere
Langzeitarbeitslosen. Letztlich blieb diese mit vergleichsweise hohen Kosten
betriebene Arbeitsmarktpolitik aber ohne den erwinschten Erfolg, was die
Schaffung neuer Arbeitsplatze angeht. Die so genannten Hartz-Reformen, die in der
vorangegangenen Legislaturperiode mit hohem institutionellem  Aufwand
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durchgefuhrt wurden, zielen auf Deregulierung. Sie beinhalteten im Kern eine
spurbare Reduzierung der Leistungen mit der Absicht, stdrkeren Druck zur
Aufnahme von niedrig entlohnten Tétigkeiten zu erzeugen. Als offensichtlich nicht
zielfiihrend und wegen knapper Budgets wurden auch Umschulungen und die
Beschéftigung auf dem zweiten Arbeitsmarkt erheblich eingeschrénkt. Die
Reformen waren aber offenbar bei weitem noch nicht ausreichend, um die die
Dishalancen des Arbeitsmarktes zu beseitigen.

Welche Ldsungen sind denkbar? Eine Reihe von Wissenschaftlern hélt eine weitere
drastische Absenkung insbesondere der ostdeutschen Léhne fur unvermeidlich. So
prognostizierte Werner Sinn 2004, dass sich die ostdeutschen Lohne ,,mittelfristig
irgendwo zwischen dem polnischen und dem westdeutschen Niveau einpendeln®.
(Sinn 2004) Erst die Angleichung an die (zwischenzeitlich aufholenden) Léhne in
Mittel- und Osteuropa in 10 bis 15 Jahren werde die Investitionsblockade in
Ostdeutschland auflésen. Zweifellos drangen die Marktkréfte in diese Richtung.
Aber — sieht man einmal davon ab, dass auch in peripheren westdeutschen Regionen
die Niedrigldhne unter Druck geraten — welche Folgen hétte ein solches
dramatisches Absinken der ostdeutschen Kaufkraft fur die ostdeutsche, aber auch die
westdeutsche Wirtschaft? Da keine Mobilitatsschranken bestehen, wére ein weiteres
Anschwellen der Pendlerzahlen und der Ubersiedelung nach Westdeutschland
wahrscheinlich, ebenso der Zusammenbruch zahlreicher
Dienstleistungsunternehmen in  Ostdeutschland. In jedem Fall ware ein
fundamentales Auseinanderdriften von Ost- und Westdeutschland die Folge, das
politisch nicht gewollt sein kann und auch aus wirtschaftlicher Perspektive mit
hohem Risiko, ndmlich dem einer gesamtdeutschen Abwaértsspirale behaftet ist.

Um das weitere Absinken der Niedriglohne zu verhindern, debattieren Wissenschaft
und Politik gegenwartig Uber die Einfllhrung eines gesetzlichen Mindestlohnes in
Deutschland. Ein einheitlicher Mindestlohn erscheint angesichts der heterogenen
Situation auf den regionalen und in den Branchen-Arbeitsmérkten allerdings hoch
problematisch. Sollen nicht bestehende Arbeitsverhaltnisse geféhrdet werden,
misste sich der Mindestlohn jeweils an den untersten derzeit gezahlten Léhnen
orientieren, ware damit jedoch fiir andere Regionen und Branchen nutzlos. Zu hohe
Mindestlhne setzen rentabilitatsschwache Branchen und Bereiche zusétzlich unter
Druck. Insofern muss bezweifelt werden, dass die Einfiihrung eines Mindestlohnes
in Deutschland beschéftigungsneutral wdre, beschéftigungsfordernd waére sie
sicherlich nicht.

Auch das Modell eines Kombilohns (Lohnkostenzuschiisse auf Niedrigeinkommen)
mit dem Ziel der Ausweitung niedrig qualifizierter Beschaftigung wurde diskutiert,
wegen der wahrscheinlichen Mitnahmeeffekte im Unternehmensbereich allerdings
vorerst nicht verwirklicht. Ein anderer Vorschlag sieht die Freistellung gering
verdienender Arbeitnehmer von den Sozialabgaben vor. Nach einem weiteren
Modell sollen die Sozialabgaben im unteren Lohnbereich in progressiver Weise
wachsen, ahnlich wie bei der Steuererhebung. VVon dieser Entlastung wiirden sowohl
Arbeitnehmer als auch Arbeitgeber profitieren. Wie auch beim Kombilohn und beim
Freistellungsmodell musste der Staat bzw. der Steuerzahler fur die tatséchlichen
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Kosten der Sozialversicherung aufkommen. Fur dieses Modell spricht, dass alle
Niedriglohnbezieher und alle Unternehmensbereiche in gleicher Weise einbezogen
sind, so dass keine Mitnahmeeffekte oder Allokationsverzerrungen zu befiirchten
sind. Auch wirden regionale Lohnunterschiede nicht unterlaufen. Doch auch bei
diesem Modell muss noch uberprift werden, ob sich ein Niedriglohn erreichen lasst,
der international wettbewerbsfahig ist, ohne den Steuerzahler zu tiberfordern.

Die Findung und Umsetzung von praktikablen Modellen fiir die Ausweitung der
niedrig qualifizierten Beschéftigung und die Senkung der hohen Arbeitslosigkeit
wird sich — wie schon die bisherige Arbeitsmarktpolitik — im Verfahren des trial and
error vollziehen, denn die Komplexitdt der zu steuernden Prozesse macht die
Einschdtzung der  Wirkungen der arbeitsmarktpolitischen  MalRnahmen
auBerordentlich schwierig. Kinftige Arbeitsmarktpolitik muss dabei, anders als
bisher, die zunehmende Differenzierung (regionale, Branchen- und
Lohngruppenunterschiede) beriicksichtigen. Die dargelegten Fakten zeigen, dass
Lebensunterhalt sichernde Léhne im Niedrigeinkommensbereich bei gleichzeitiger
Zunahme der Beschaftigung in Deutschland und besonders in Ostdeutschland in den
néchsten Jahren nur erreicht werden kénnen, wenn die Beschéftigung im Niedrig-
lohnbereich auf die eine oder andere Weise subventioniert wird.

Bibliographie

1. Brautzsch, Hans-Ulrich: Arbeitsplatzliicke im Osten fast doppelt so hoch wie
im Westen, in: Wirtschaft im Wandel, 11/2004.

2. Frank, Bjorn; Pfluger, Michael: Agglomeration und regionale Arbeitsmérkte,
in: DIW-Wochenbericht, Berlin, Nr. 19/2002.

3. Geishecker, Ingo: Outsourcing and the Demand for Low-skilled Labour in
German Manufacturing: New Evidence, DIW-Discussion-Papers Nr. 313, 2002.

4. Geishecker, Ingo; Gorg, Holger: International Outsourcing and wages:
Winners and losers, March 2004,
http://.nottingham.ac.uk/economics/stuff/detalls/papers/holgerweb8.pdf.

5. Gorzig, Bernd; Gornig, Martin; Werwatz, Axel: Ostdeutschland: Strukturelle
Niedriglohnregion?, DIW-Wochenbericht, Berlin, Nr. 44/2004.

6. Holst, Elke; Schupp, Jurgen: Erwerbsverhalten von Frauen: Trotz Annaherung
immer noch deutliche Unterschiede zwischen Ost und West, in: DIW-Wochen-
bericht, Berlin, Nr. 42/2001.

7. Kocka, Jurgen; Offe Claus (Hrsg.): Geschichte und Zukunft der Arbeit,
Frankfurt am Main, New York 2003.

8. Kunze, Cornelie: Die hohe Erwerbsneigung in Ostdeutschland — Erbe der
Planwirtschaft oder Anpassung an die neuen Bedingungen von Erwerbsarbeit?
In: Hasse, Rolf und Kunze, Cornelie: Die Arbeitsmérkte in den mittel- und
osteuropaischen Beitrittslandern im Spannungsfeld von Transformation und
Globalisierung, Leipzig 2003 (a).

9. Kunze, Cornelie: lllegale Auslanderbeschéftigung in Deutschland — hat sich ihr
6konomischer Status durch die Transformation in Mittel und Osteuropa und
durch die Globalisierung verandert? In: Kunze, Cornelie: lllegale Arbeitsmigra-
tion nach Deutschland aus der Ukraine. Eine Anndherung, Leipzig 2003 (b).

82



10. Krugman, Paul: The “New” Economic Geography: Where are we? Nov. 26,
2004, http://www.ide.go.jp/English/Inter/Sympo/pdf/krug_summary.pdf.

11. Sinn, Werner: Interview in ,,Die Welt*“ vom 26.01.2004.

12. Statistisches Bundesamt: Mikrozensus, verschiedene Jahrgénge.

Summary

EAST GERMAN LABOUR MARKET PROBLEMS
WHAT ARE THE REASONS AND WHICH SOLUTIONS?

Cornelie Kunze
University of Leipzig

The East German labour market has made disappointing progress since the
beginning of transition, particularly with regard to its unemployment rate (2005:
20%). Unemployment is much higher not only than in West Germany but than in
most other transition countries as well. This paper deals with the different reasons
for the high and continuous East German unemployment in order to relate the
findings to current German unemployment policy. While the emergence of
unemployment in East Germany is closely linked with transition (privatization) there
is no indication for that influence on present growth of unemployment. Overtaking
the rules of the West German labour market system (particularly the collective
bargaining system) in the beginning of transition played a negative role for East
German employment growth. Meanwhile the membership of unions and employer’s
associations in collective bargaining systems declined sharply. East German real
wages are decreasing, particularly those of low skilled labour and transition to
flexible forms of work (temporary work, subcontracted work, commuting) is much
faster than in the West without any positive influence on employment growth. The
paper argues that East German labour market problems arise principally from
globalization of markets. The German labour market may be not yet liberalized but
outsourcing to low cost countries in Central and Eastern Europe and increasing
imports of low cost countries from CEE and Asia put pressure on the wages of low
skilled labour in Germany (East and West) as well. As wage agreements and social
benefits impede further adjustment of wages unemployment of low skilled workers
increases. Additionally to divergent influences on high and low skilled labour we
find divergent influences on different regions. While agglomerations (with
concentration of production and high skilled labour) are winners of globalization
other regions are losers, among them East Germany having lost most of its industrial
production during transition. Very few East German locations can hope to overcome
their structural disadvantages in the medium term. German employment policy at
present doesn’t take into account the growing regional differentiation of the labour
market. Recent labour market reforms reducing unemployment benefits in order to
facilitate the development of the low wage sector were not successful for social
benefits prevent still adjustment. Subsequently some scholars propose further
reduction of benefits. But German low skilled labour can’t compete with low skilled
labour in CEE and Asia without risking its subsistence level. Latest discussions on
labour market reforms in Germany therefore favour subsidies for low wages in order
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to prevent growing unemployment and growing poverty as well. However
subsidizing low wages alone would not solve the labour market problems of East
Germany which are linked with the problem of a stagnating region — a growing
problem not only in Germany but in many old and new EU member states.
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REGIONAL INCOME CONVERGENCE DURING THE PRE-
ENLARGEMENT PERIOD OF THE EUROPEAN UNION

Tiiu Paas® Andres Kuusk®, Friso Schlitte
“PUniversity of Tartu , ‘HWWA (Hamburgisches Welt-Wirtschafts-Archiv)

Introduction

The European Union is one of the world’s most prosperous economic areas. But
there are also large economic disparities between its member states and regions.
Therefore income inequality and convergence in the EU-25 countries is a
continually important field of research, giving additional information for the
development of regional policies in the European Union. The essential argument for
the EU regional policy is the insight that a balanced regional development is a
prerequisite for social cohesion and an increase in the competitiveness of countries
and regions.

The paper explores regional income disparities and convergence in three groups of
countries: EU-25 — the EU member states after the May 1% 2004, EU-15 — the so-
called old member states and the new member states (NMS) — the countries that
acceded in 2004. The empirical part of the paper investigates income inequality and
convergence in EU-25 countries and their NUTS-3" level regions in 1995-2002
using GDP(PPS) per capita data from Eurostat. The years 1995-2002 characterize a
preparative period of the fifth enlargement (the so-called east—enlargement) of the
European Union that took place in May 2004. During this period, which in the
current paper is defined as the EU pre-enlargement period, the political decisions
about the candidate and the acceding countries were made.?

The paper consists of four parts. In the first two parts a brief overview of theoretical
framework and some empirical results of the previous convergence studies are
given. The third and fourth parts of the paper present the results of regional income
disparities and convergence processes in EU-25 countries during the pre-
enlargement period. In the empirical part of our paper we mainly focus on the
empirical testing of absolute (unconditional) and conditional convergence
hypothesis using regional income data and implementing both sigma- and beta-
convergence analysis.

Y NUTS - Nomenclature of Statistical Territorial Units of EUROSTAT. There are 5 NUTS-3
level regions in Estonia (also 5 in Latvia and 10 in Lithuania): North-, Middle-, North-East-,
South- and West-Estonia.

2 The decisions about the candidate countries were made in 1997 (Luxembourg group: The
Czech Republic, Cyprus, Hungary, Estonia and Slovenia) and 1999 (Helsinki group: Bulgaria,
Romania, Latvia, Lithuania, Malta and Slovakia) and about the acceding countries in 2002
(The Czech Republic, Cyprus, Estonia, Hungary, Latvia, Lithuania, Malta, Poland Slovakia
and Slovenia).

85



The authors of the paper are grateful to the Estonian Science Foundation (grant
6475) and HWWA (Hamburgisches Welt-Wirtschafts-Archiv) for supporting our
research.

1. Theoretical considerations and empirical results of studying income
convergence processes

The concept of convergence in its most general view means equalizing, decreasing
disparities. Economic theory does not give a unique answer to what is the direction
of the income convergence processes. Both convergence and divergence (so-called
negative convergence) may occur. Based on several theories, the optimistic (mainly
neoclassical growth theory) and pessimistic (mainly endogenous growth theory)
approach of explaining convergence processes can be distinguished. The former
predicts decreasing disparities in income levels because of decreasing returns to
capital while the latter predicts continually significant and even increasing inequality
because of positive returns to scale. The endogenous growth theory considers
government policy to be absolutely necessary for reducing inequality, while the
neoclassical growth theory does not. The integration theory, the classical trade
theory and the New Economic Geography (NEG) do not support clearly nor the
convergence optimism neither the pessimism. NEG (Krugman 1991) claims that
location is playing an important role in economic activity of a region. The economic
situation of a region depends also on several other factor, for example on
interrelations to its’ neighbours. Poor regions have ordinarily better chances for
development when they are surrounded by rich neighbours.

International trade, migration and capital flows create preconditions for reducing the
gap in productivity and living standards between the countries and their regions.
Several authors have also emphasized that development of technology may lead to
convergence even in the case of positive returns to scale (see Barro and Sala-i-
Martin 1995). The costs of taking over the innovations are generally considerably
lower then the costs of actually creating innovations and therefore rich countries
(regions) create innovations and the poor ones only take these over (see also Rey
2004). Thus, poor countries have good conditions to win from technological
progress if they are able to be good followers of this progress.

The previous empirical studies have shown that the relationship between economic
development and income inequality is still not clear (see also table 1)°. Already in
1955 Simon Kuznets introduced the hypothesis of an inverted-U relationship
between the level of economic development and inequality, which is called the

® The income convergence processes in the framework of the EU enlargement processes are
also considered by several Estonian authors (e.g. Randveer 2000; Rajasalu 2001, 2003;
Varblane and Vahter 2005). These research studies have mainly been focused on the exploring
speed of the income convergence processes in Estonia and on the analysis of economic growth
and income convergence determinants. The research results indicate that convergence
processes have been successful in Estonia in comparison with other NMS.
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Kuznets Curve. According to this hypothesis income inequality generally rises in the
early stages of economic development and declines in the latter stages. Later many
authors have found that there is a positive relationship between the level of
economic development and income inequality and therefore also decrease of poverty
has been reported (e.g. Milanovic 2002, Adams 2003).

It is possible to affect income convergence processes using proper economic policy
measures. The necessity for these measures also depends on the development stage
of economies. Several factors like the stages of economic development of a country
and its neighbours, the effectiveness of policy measures, the ability to adapt
technological progress etc. have a significant impact on income convergence
processes and as a consequence determine whether inequality decreases or increases.
Last but not least, the results of empirical studies about income convergence also
depend on the chosen methods of an analysis and on sample of countries and periods
(table 1).

Table 1. The empirical results of income convergence studies

Author(s) Data Conclusion

Dowrick, 1820 - 2000 1820-1870 convergence, 1870-1914

Delong (2001) divergence, 1914-1950 convergence,
1950-2000 divergence

Harrison, 2" half of the 20th Convergence of income levels after

Bluestone century the World War 1l is replaced by

(1998) increasing diversities

Gustafsson, 16 industrial | Income inequality has not changed

Johansson countries, 2" half | significantly in industrial countries

(1999) of the 20th century

Melchior, Developed Income inequality has not changed

Telle, Wiig | countries 1960’s- | significantly in highly developed

(2000) 1990’s countries in 1960-1990

Cornia, Court | 2" half of the 20th | Decreasing inequality since

(2001) century beginning of the 1950’s until the
middle of the 70’s, increasing
inequality in the last decades

Sources: authors’ composed, based on the studies of authors given in the table

Exploring the income convergence processes across the world’s countries during the
recent 200 years, Dowrick and DelLong (2001) distinguished four periods that vary
in direction of the process: income convergence or divergence. According to their
research results, there has been no convergence of economic development in the past
half of the 20th century. Overall inequality between the countries in the world has
increased, convergence has occurred only in small groups (clubs) of economies, for
example OECD countries after the World War Il (see also Dowrick and Nguyen
1989), East-Asia after the year 1960 (see World Bank 1994), regions of India in the
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end of 20th century (see Bajpai and Sachs 2000). These examples are in line with
the club convergence hypothesis.*

The majority of countries and regions have become much richer during the past
century, but those that have already been richer have gained considerably more.
Therefore the gap between the rich and the poor ones has increased. Durlauf and
Quah (1999) argued that the differences between income levels of rich and poor
countries have increased significantly during the period 1965-1989. According to
Cornia and Court (2001; see also Atkinson 2003), income inequality decreased in
most of the countries from the beginning of 1950’s until the middle of 1970’s and
only since the end of the 1970’s the income inequality has been increasing.

Thus neither economic theory nor previous empirical studies can give clear outlooks
of regional income convergence processes in EU-25 countries and therefore the
profound analysis of income disparities between countries and regions is continually
important for elaborating regional policy instruments.

2. Absolute and conditional convergence hypothesis and testing methodology

The absolute convergence hypothesis is based on the assumption that economies
(countries, regions) converge towards the same steady state equilibrium. With
similar saving rates poorer countries (regions) experience faster economic growth
than richer ones. This follows from the assumption of diminishing returns, which
imply higher marginal productivity of capital in a capital-poor country. The absolute
convergence hypothesis argues that per capita incomes in different countries
(regions) equalize in the long run and that expresses the so-called convergence
optimism.

In contrast, the concept of conditional convergence emphasizes possible differences
in the steady state and hence requires that appropriate variables are included on the
right hand side of the growth-initial level regression in order to control for these
differences. The conditional convergence hypothesis assumes that convergence
occurs if some structural characteristics (like the demographic situation, government
policy, human capital and employment, etc) have impact on income growth. Hence,
conditional convergence may occur even if the absolute convergence hypothesis is
not valid. In the case of conditional convergence, the equilibrium level of per capita
income differs between economies, and each particular economy approaches its own
unique equilibrium.

Traditional methodologies for analyzing convergence hypotheses are sigma- and
beta-convergence analyses. In the case that poorer economies grow faster than the
richer ones, there should also be a negative correlation between the initial income

* The idea of club-convergence is based on models that yield multiple equilibria (see Baumol
1986, Islam 2003). Which of these equilibria an economy will reach, depends on its initial
position or some other attributes. A group of countries may approach a particular equilibrium if
they share the initial location or attributes corresponding to that equilibrium. This produces
club-convergence.
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level and the subsequent growth rate. Beta-convergence (f-convergence) is defined
as a negative relation between the initial income level and the income growth rate.
The regression model has been set up with the GDP growth rate as a dependent
variable and the initial level of GDP per capita as an explanatory variable. Thus, the
coefficient of the initial income variable in this regression equation is supposed to
pick up the negative correlation and convergence judged by the sign of . In the case
of a conditional convergence hypothesis some structural characteristics should also
be included into the regression equation. Unconditional convergence implies that
chosen structural characteristics (or explanatory variables additionally to the initial
income variable) should be the same for all economies considered for the analysis.

The sigma-convergence (¢ — convergence) hypothesis examines the changes in
dispersion of countries’ and regions’ per capita income (logarithmic) levels or
growth rates. If this dispersion decreases over time the sigma-convergence
hypothesis can be accepted. It should be noticed that bera-convergence is a
necessary but not sufficient condition for sigma-convergence to occur. A negative f
from a growth-initial level regression does not necessarily imply a reduction in
regional income or growth rate variation over time.

In this paper the following equation for testing beta-convergence using nonlinear
least squares method is estimated (see also Niebuhr and Schlitte 2004):

Y iT) —a+
Yio
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where

yio — GDP per capita in PPS in region i in 1995 (base year),

YiT _ Gpp per capita in PPS in region i in 2002 (last year of the given time period),
Z;iﬂjdﬁ , dij =1 if region i belongs to country j and otherwise d,-j =0,

€i _error term,

* *
@ and B are the parameters of the model: ¢ is the constant and s is the rate of
convergence, that shows, how fast countries (regions) are moving towards the steady
state equilibrium.

The dummy variable is used to test the conditional convergence hypothesis,
assuming that it shows government policy and other country-specific factors, that
affect the income convergence process in region i.

The main indicators that are used to characterize beta-convergence are the rate of

*

convergence (estimation of parameterﬁ in equation (1)) and the so-called half-life
that can be found from the next equation (ibid, p. 168):
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r=In(2)/ 5 =0.69/p5" @
which shows time that is necessary for half of the initial gap of income inequalities
to vanish. Of course, we should be rather careful by making comprehensive
conclusions based on data of the very short time period (1995-2002).

3. Regional income disparities and sigma-convergence in the EU-25 countries
and their regions

The analysis of regional income disparities is conducted using Eurostat income data
of the EU-25 countries and their 1214 NUTS-3 level regions during the period 1995-
2002. Table 2 presents descriptive information about the sample of regions
considered for the income convergence analysis.

Table 2. Data characterizing the groups of countries in EU-25 and NUTS-3 level
regions, 2002

Group of | Number | Popula- Average | Average Regions’ Average
countries | of tion of popula- popula- average GDP
regions the tion of tion GDP per growth
groups regions density capita rate in
of in 1000 in km? (PPS) in 1995-2002
countries 1000 (%)*
in mio.
EU-25 1214 453.8 374 116.6 21.2 438
EU-15 1091 3795 348 120.3 23.2 4.6
NMS-10 123 74.2 604 100.5 11.0 6.3

Source: Eurostat, authors’ computations; * - weighted by NUT-3 level regions’ population.

The number of NUTS-3 regions in the NMS forms only 10% of the total number of
the EU-25 regions; the respective share of the NMS countries’ population is 16%.
The average population of the NMS regions is twice as big as the respective
indicator of the EU-15 countries’ regions. Thus, by developing regional policy
measures for the NUTS-3 regions also this fact besides other information should be
taken into consideration. The average per capita GDP (weighed by the population of
the regions) was two times higher in the old member states than in the new ones in
2002, at the same time the rate of economic growth (also weighed by population of
the regions) was higher in NMS: 6.3% in NMS and in EU-15 4.6% during the years
1995-2002.

Data given in table 3 characterize heterogeneity of regional income levels in EU-25
and its groups of countries. The income level of the poorest region (Tamega) is
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almost 15 times lower than the respective income level of the richest region
(London) of the EU-15. In the NMS the respective gap indicator was 8: the poorest
region is Latgale in Latvia and the richest one is Prague in the Czech Republic. The
difference in income levels between the poorest region in the EU-15 and the poorest
region in the NMS is about twofold, while the gap is almost fourfold between their
respective richest regions.

Table 3. Regional income disparities in EU-25 countries, 2002 (per cent of EU-25
average)

Average | Minimum Maximum Variation
EU-25 100.0 | 18.9 (Latgale, 569.8 (Inner London 0.039
Latvia) West, United Kingdom)
EU-15 108.4 | 38.2 (Tamega, 569.8 (Inner London 0.040
Portugal) West, United Kingdom)
NMS 51.8 18.9 (Latgale, 152.8 (Prague, Czech 0.032
Latvia) Republic)

Source: Eurostat, authors’ computations

Figure 1 characterizes the dynamics of the within-country dispersion of regional
income levels (sigma-convergence) in two country groups — the EU-15 and NMS
during the years 1995-2002.

The dispersion of regional income levels has been relatively stable in the EU-15 and
it has even decreased in some countries (for example Italy and Portugal giving some
proof of weak sigma-convergence within these countries. At the same time the
dispersion of regional income levels has increased in all NMS countries indicating
that the proof of regional sigma convergence did not occur during the EU pre-
enlargement period.

The fastest increase in dispersion of income levels has been in Latvia, while
Slovakia and the Czech Republic have experienced moderate but continuous growth
of per capita income disparities. Regional per capita income disparities in Estonia
also increased continually over the period. In comparison to the other new member
states this increase was about average. The only exception was the year 1999 as the
following year of the economic boom when dispersion of income levels somewhat
decreased and regained the value characterizing the growth trend of the period.
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Figure 1. The dynamics of the dispersion of regional income levels (GDP per capita
(PPS)) in new (NMS) and old (EU-15) EU member states in 1995-2002.

Source: Eurostat, authors’ computations

Hence in the example of European Union regions it is found that in terms of
comparatively quick economic growth during the EU pre-enlargement period
regional income disparities increased. Both rich (EU-15) and poor (NMS) countries
have developed, but the growth of rich regions — relative to the corresponding
national level - was considerably faster. This phenomenon was particularly evident
in the case of regional development of the NMS economies.

4. Absolute and conditional convergence in EU-25 countries and regions

The equation (1) is estimated for testing absolute and conditional convergence and
analysing the speed of convergence in the NUTS-3 regions of EU-25 during the
years 1995-2002. The estimation results are presented in the table 4.

The term of the left-hand side of the equation (1) is the average annual growth rate
of per capita income from the base year (1995) to the year T (2002). The non-linear

*
least squares estimator (£ ) gives a direct measure of the speed of convergence —

the rate of convergence. National factors are accounted for by including country
dummies in the equation. Table 4 presents the estimators of the equation (1) without
(absolute convergence) and also with the country dummies (conditional
convergence).
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Table 4. Beta-convergence (absolute and conditional) in EU-15 and NMS regions in
1995-2002

EU-25 EU-15 NMS
Absolute | Condit. Absolute | Condit. Absolute | Condit.
converg. |converg. |converg. [covnerg. |converg. | Converg.
Constant 0.1722** | 0.0717** | 0.1488** | 0.0910** 0.0832 -0.1392**
(15.47) (5.82) (9.42) (7.34) (1.95) (-2.93)
ﬁ* 0.0142** 0.0024 0.0116** | 0.0044** 0.0029 -0.0216**
(11.02) (1.85) (6.50) (3.36) (0.58) (-4.67)
Half-life 49 - 60 157 — —
R 0.12 0.39 0.06 0.34 0.01 0.37
N 1214 1214 1091 1091 123 123

Source: authors’ estimations based on data from Eurostat

Applying the same methodology, we analyze convergence patterns of the EU-25,
EU-15 and NMS regions during the EU pre-enlargement period. The estimated
average absolute convergence rate of the EU-25 was 1.4% and 1.2% in the EU-15
during the period 1995-2002. At these rates of convergence it would take about 49
years for half of the initial differences in regional income levels to vanish in EU-25

and 60 years in EU-15. The estimates of the coefficient /)’*are statistically

significant at the 0.01-level in both cases. However, according to the R%the
correlation between per capita income growth and the initial income levels is quite
low. The income level can explain 12% of regional growth in the EU-25 and only

*
6% in the EU-15. The parameter £ as an absolute convergence speed indicator is

not statistically significant in the case of the NMS regions and therefore the absolute
convergence hypothesis is not proven.

If we include the countries’ dummies into the equation (1) and thus test the
conditional convergence hypothesis the rate of regional growth is explained much
better in the equation. However, the rate of conditional convergence is much below
the rate of unconditional convergence at only 0.44% in EU-15 and 0.24% in EU-25.
The so-called half-life of regional convergence would be 157 years in EU-countries.
Of course, the validity of these estimators which are based on the short time period
(only eight years) is somewhat doubtful.
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*
In the case of NMS regions the parameter [ is negative. Thus, the estimators

imply that a strong divergence process took place among the regions in the NMS
with the regional disparities increasing annually by 2.16% between 1995 and 2002.
Catching-up of the poor NMS at the national level seems to be driven mainly by a
few high growth regions (e.g. Tallinn and Harju county in Estonia, Riga and
surroundings in Latvia etc).

These results are also in accordance with the findings of Niebuhr and Schlitte
(2004), which are based on NUTS-2 level data of GDP per capita (Euro) during the
period 1995-2000. Also the findings of several other studies indicate that the high
growth regions coincide essentially with highly competitive agglomerations and
thus, the regions that are already marked by relatively high GDP per capita (see
Tondl and Vuksic, 2003). The decline of income disparities between countries is
often accompanied by the increasing regional disparities within the new member
states. This stresses the necessity to improve conditions for economic growth at the
national and at the regional level as well. The primary task of the EU member states’
regional policies should be the implementing of policy measures that are focused on
the reduction of regional income disparities within the countries. The EU regional
policy should focus on overall cohesion by improving conditions for economic
growth in the member states.

Conclusions

The results of the analysis on EU-25 regional income levels during the EU pre-
enlargement period (1995-2002) show significant regional disparities in both old and
new member states (the candidate countries during the pre-enlargement period). The
differences between the highest and lowest income level in EU-25 regions in 2002
were more than 30-fold. Differences were considerably higher in EU-15 countries
than in the new member states, but in the latter ones the growth of disparities in
income levels was also remarkable during the period under observation. Not only
the differences are large, also the speed of regional income convergence processes
was very slow as shown by sigma- and beta-convergence analysis. The latter also
found an important influence of country-specific factors to the convergence process.

The results of the analysis confirm the findings of earlier studies that there might
exist some trade-off between high growth dynamics at the national level and social
cohesion on the regional level. It is not clear whether action should be to foster
social cohesion at the costs of growth in any case. The findings of the New
Economic Geography deliver no clear-cut solution. The regions that are lagging
behind some highly dynamic growth leaders at the moment might profit from
regional growth spillovers in the future. On the other hand the process of regional
concentration of economic activity might be very persistent over time if the
advantages of agglomeration are high. If factors of production are mobile this might
lead to economically abandoned areas. Increasing inequalities may produce
dissatisfaction of people, weaken cohesion of society and thus may in the long run
lower the country’s competitiveness and economic growth. In the present days it is
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hard to predict whether there is a tendency to the one or the other case in the NMS.
In some cases it might be suitable to foster the development of a particular industry
or region in order to exploit future spillovers to the whole economy. In other cases it
might be necessary to prevent the total drain out of productive resources in some
disadvantaged regions.

The European Union regional policy measures are mainly addressed to reduce the
gap between member states’ income levels and support integration and economic
growth. Lowering regional income differences and using effective measures for that
reason belong primarily to the competence of the member states. Their policy
determines how well one manages to combine the EU policy measures with local
possibilities and how purposefully they are implemented. On the country level it is
possible to better specify whether increase of regional income differences
accompanying with economic growth is normal self-balancing process or if it may
become dangerous to cohesion of society and lower the country’s competitiveness in
long run. If the latter is the case, then the necessity for using effective economic and
regional policy measures is inevitable. It is important to establish opportunities for
poorer regions to stimulate their economic growth by giving them chances to
effectively take over innovations created in richer regions. Systematic investments
into local human capital and stimulating labour force mobility are necessary to
accomplish that.

In addition to country-specific dummies many other factors that may affect regional
income levels (for instance employment, changes in the size and age structure of the
working-age population, human capital) should be considered in further analysis. In
the light of the New Economic Geography hypothesis about bilateral influences of
regions’ economic activity the authors will next use spatial-econometrics methods
for estimating convergence equations.
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Kokkuvote

REGIONAALSETE TULUTASEMETE KONVERGENTS EUROOPA LIIDU
IDALAIENEMISELE EELNENUD PERIOODIL

_ Tiiu Paas?, Andres Kuusk®, Friso Schittle®
0 Tartu Ulikool, "HWWA (Hamburgisches Welt-Wirtschafts-Archiv)

Artikli analtusiobjektiks on tulutasemete ebavordsus ja konvergents EL-25 riikides
ja nende NUTS-3 taseme regioonides perioodil 1995-2002. Vaadeldav periood on
2004. aastal toimunud laienemisvooru ehk Euroopa Liidu nn idalaienemist
ettevalmistav ajaperiood, mille jooksul langetati poliitilised otsused kandidaatriikide
ning Euroopa Liiduga assotsieeruvate riikide valjavalimise kohta. Artiklis
labiviidava analiius selgitab regionaalsete tuluerinevuste ulatust ning hindab tulude
konvergentsi kolmes riikide grupis: EL-25 ehk Euroopa Liidu koosseisu pérast 1.
maid 2004 kuuluvad riigid, EL-15 ehk nn vanad liikmesriigid ning uued
liikmesriigid ehk EL-i idalaienemisel liitunud riigid.

EL-25 riikide regionaalsete tulutasemete analiiisi tulemused annavad tunnistust
olulisest regionaalsest ebav@rdusest nii Euroopa Liidu vanades kui uutes
(analtitisitaval perioodil veel EL-i kandidaatriikides) liikmesriikides. Erinevused EL-
25 regioonide madalaima ja kdrgeima tulutaseme vahel on enam kui 30-kordsed,
regionaalsed tuluerisused EL-15 riikides on kordades suuremad kui uutes
liilkmesriikides, samas uutes liikmesriikides regionaalsed tuluerisused analiilisitaval
perioodil oluliselt kasvasid. Suuri erinevusi regionaalsetes tulutasemetes ning nende
aeglast konvergeerumist EL-i laienemisele eelnenud perioodil kinnitavad ka sigma-
ja beeta- analliisi tulemused, rdhutades riigispetsiifiliste tegurite olulist m&ju
regionaalsete tulutasemete konvergentsile.

Labiviidud analulsi tulemustest nahtub regionaalpoliitiliste meetmete jatkuva
arendamise vajadus nii vanades kui uutes liikmesriikides. Euroopa Liidu
regionaalpoliitika meetmed on pdhiliselt suunatud liikmesriikide vaheliste
tuluerinevuste vdhendamisele ning integratsiooni ja majanduskasvu toetamisele.
Liikmesriikide regionaalpoliitilistest meetmetest sltub kuivdrd suudetakse EL-i
regionaalpoliitika vahendeid kohalike vBimalustega kombineerida ning sihipéraselt
kasutada. Riikide tasandil on v8imalik tdpsemalt méadratleda, kas majanduskasvuga
kaasnev regionaalsete tuluerisuste kasv on normaalne isetasakaalustuv protsess voi
on see muutunud ohuks Uhiskonna sidususele ning vahendab pikaajaliselt riigi
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konkurentsivdimet. Oluline on luua vaesematele regioonidele vdimalusi olla
rikkamates piirkondades loodud innovatsioonide efektiivseks jérgijaks. See eeldab
sihipdraseid investeeringuid kohalikku inimkapitali ning t66j6u mobiilsuse
stimuleerimist.
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THE EFFICIENCY OF ESTONIAN TAXATION SYSTEM

Olev Raju
Tartu University

The problem

Any kind of entrepreneurship needs a specific environment for its development.
Environments can be of different kinds: social, economic, technological, ecological,
juridical, etc. (Reiljan, 2002). A positive cumulative effect of all these environments
is needed in order to obtain maximal result; whereas deviation by any of them could
induce conspicuous consequences for entrepreneurship.

There has been much rhetoric in economic theory and economic policy about the
possibility and scale of influencing the results of entrepreneurship by changing one
of the components of the economic environment. It is obvious that the strength of
each chain is determined by its weakest link, as an old saying goes. Therefore, an
unsuccessful change can lead to negative results in any component of
entrepreneurship environment. Yet economic policy has to gear the development of
economics i.e. the Pareto-effective division of limited resources. In other words, the
question is: what kind of, and in which component of the economic environment
wills the changes is eventually most efficient?

Nations are interested in developing their economies. After the demise of the
centrally planned economy, all the newly independent countries have become
interested in an economic environment, which will support entrepreneurship. At the
same time it is quite difficult to change many of the components of the
entrepreneurial environment, especially in a short run. The economic policy is trying
to coordinate some of the most important changes in the components of the
economic environment. As entrepreneurship s has a purpose to generate profit, thus
it is very important to regard the profit margin as a guiding force in
entrepreneurship. (Mises, 2002)

Taxation is directly connected with the margin of profit. The main indicator
characterizing the profitability is not the net dealing income but the indicators based
on the taxation of profit. That is why almost all authors have found consensus when
regarding taxation system Recently questions about whether taxes are the most
important link in the economic environment have emerged more and more often.
Though, no one has denied their role, the question “How important is the influence
of taxes?* remains.

The Estonian experiment of the virtual lifting of corporate income tax, prior to the
country’s accession to the European Union, can now become an object of great
interest within the EU. The author has not set a purpose to construct a model for the
analysis this experiment due to inadequate statistical databases the accuracy is
insufficient. The purpose was to observe the influence of taxes in Estonia by using
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classical measurements of economics in 1993-2004 and changes that had taken place
in the country’s economy prior to accession to the EU on May 1, 2004.

Main characteristics of Estonian taxation system during 1993-1999

It was not until 1994 that Estonian economy first began to stabilize after two major
upheavals -- leaving the rouble zone (June 1992), and rapidly completing a property
reform (in 1991 — 1993). Since that year the burden of taxation has been stable: 1994
— 36.3%, 1995 — 36.7%, 1996 —36.5 %, 1997 — 36.5%, 1998 - 36.4 %, 1999 - 35. 9
% (Riigieelarve... 1999). The stability was possible as there were no principal
changes in the tax system in 1994 - 1999.

Nor did the structure of the taxes undergo any remarkable changes. The greatest
sources of tax revenue were the value added tax, personal income tax, and excises
that in 1994 and 1999 accounted for 48.4 % and 38.8 %; 20.6% and 16.4%; and
9.4% and 17.4%, respectively. (Riigieelarve..., 1999). There are no property taxes in
Estonia, the land tax and the customs are of lower importance. The social tax
revenue flew into the social fund, whereas the health insurance fund remained
outside the budget until 2000. Estonian tax system took effect in 1992 - 1994 as a
brainchild of the transition reforms and the laissez-faire ideology that predominated
in Estonia. Its characteristics included low tax rates (thence a small role of state
budget and the whole public sector in the GDP) and the domination of indirect taxes.
At the ideological level, the principle of the neutrality of taxes has predominated
over all the other principles of the tax system.

General principles of taxation in the EU formed the basis for the VAT and excises in
Estonia. Doubling of their proportion in the tax revenues during 1993 — 1999
resulted from the population’s extremely low ability to pay subsequently to the
monetary reform. Hence, the excises took effect at low rates, thereafter rising
continuously throughout the entire period.

Yet, the personal income tax system in Estonia did not heed of the EU. Unlike the
progressive personal income tax used by 15 “old” and 9 “new” member states,
Estonia imposed only one tax rate -- 26% (on January 1, 2005 owered to 24%). The
choice of this proportional income taxation system and a relatively low tax rate had
several reasons: insufficient economic knowledge; inexperienced Internal Revenue
Service, which failed to levy taxes properly especially in more complex cases of
taxation; a desire to boost capital accumulation due to very low earnings of the
population, etc.

It is very difficult to estimate the taxation system that existed in Estonia during
1994-1999. Coupled with the problem arising from great influence of values, was
the lack of strict observance of research methodology (with regard to uniqueness of
the situation); absence of generally acknowledged and appropriate methods,
insufficient data, absence of a monitor group, etc. Nor did the author’s attempts to
find some correlations between the main characteristics of the taxation system and
DNP, the level of the real wages (its dynamics), the unemployment, the inflation, the

100



amount of investments, and other economic indicators give any results. Obviously,
some other factors, which could be stronger by an order of magnitude, influenced
Estonian economy in that period. Most likely, these factors included escape from the
grips of the centrally planned economy, rapid growth of foreign investments,
bridling of the inflation, and other factors. Unfortunately, no substantial analysis of
the influence of these factors has been made. Given these facts, one can suggest that
the taxation-system that helped to set up the entrepreneurial environment in 1994-
1999 in Estonia was not well established. Even in spite of the fact that the total
burden of taxation was relatively low. The rapid development of entrepreneurship
during the period obviously became possible due to the cost of other growth factors.

Estonian taxation system during 2000 — May 1, 2004

The structure of Estonian budget was changed in the year 2000. First, the social tax
(from which the charges for the pension and health insurance are covered) was
included into the budget. Though it did not incur any principal change in the tax
system, it still complicated the comparison of data regarding the budget and taxation
before and after 2000. Social tax (35.3 %) was the biggest generator of the tax
revenues in 2002, followed by VAT (28.0 %), excises (10.8 %), personal income tax
(9.5 %) and corporate income tax (3.7 %). Thus, the structure of Estonian budget in
2002 essentially differed from the structure of Estonian budget before 2000.
Comparing these data with those of the period before 2000 (i.e. e we will remove the
social tax from the budget), we will find that VAT, excises, personal income tax,
and corporate income tax account for 3.5 %, 16.8 %, 14.8 %, and 5.7%, respectively
(Table 1). Likewise, the system’s structure differs from that of the previous period,
due to principal changes that took place in the Estonian tax system in 2000.

Table 1. Proportion of taxes in Estonian state budget (%)

Tax 1999 2002 2004
real  comparable real comparable

Personal income tax 16.8 9.5  14.8 86 144
Corporate  income 89 3.7 57 54 9.2
tax

VAT 358 28 435 289 411
Excises 15 108 16.8 134 19
Social tax - 353 - 341 -
Other 01 02 04 09 15

Source: Eesti riigieelarve...2005; Riigieelarve.....2000; 2002 aasta...., author's
calculations.
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Remark: in addition to the social tax the sums of EU financial aid have been
subtracted from the profits of the state budget in 2004.

On 1 January 2000 a principal change was introduced in the tax system: the
corporate income tax was lifted in Estonia. Basically, the idea of using low taxes to
attract-foreign investments is not a new one as all the offshore systems are based on
it. Nor is it a new idea, that profits ploughed into real assets will increase these
assets” value, thus enabling the assets to reproduce themselves. Yet, theoretical
arguments by both the authors of the reform and by those applying the reform ideas
in Estonia are “quite interesting.”

Lifting the corporate income tax in Estonia can be regarded as an “experiment”
whose objective may have been to turn the notion of object of taxation upside down.
It has become a common concept that entire profit be subject to taxation, with some
benefits such as tax incentives written down in the text of laws. The Estonian
income tax system is built up on an entirely different basis. It even does not include
the notion of profit; instead, certain ways of using the profit (e.g. payment of
dividends, specific benefits, etc.) have been made objects of taxation: In that case,
the law should provide an exhaustive list of ways of using profit, which are subject
to taxation, instead of mentioning barely the tax incentives. However, no list can be
entirely exhaustive. Consequently, opportunities for tax fraud present themselves
here, all the more so, because quite often virtually the same payments can bear
different names.

Estonian taxation practice differs from that of income tax systems in many countries
of the world also in timing of creation of tax liability. By the general practise in
many countries of the world the corporate income tax liability arises instantaneously
as the profit amount has been confirmed. Possible delays at it can be caused only by
verification of accounting statements or by settling of accounts. Under Estonian
laws, the profit earned can remain intact on the companies’ bank accounts for years,
as it is not subject to taxation unless being used for out-payments.

Only when it is used, it becomes the object of taxation, that is, the question arises,
whether a certain way of using the profit is subject to taxation or not.

Lots of shallow arguments were presented during the political struggle in order to
justify and idealize a taxation system of that kind, whereas only a few
counterarguments could be heard. For example, it was suggested that a juridical
person was just an abstraction, so it couldn't be subject to income taxation (Kallas,
1999).

Still such pro- and counter-arguments can be put aside because it is more important

to consider the impacts that kind of income taxation system inflicted on the
economic environment at large.
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The Influence of the Lifting of the Corporate Income Tax

The political discussion on the issue of lifting the corporate income tax deserves a
specific analysis; that's different from the previous demagogic aspects. During the
discussion a motto was raised by which the lifting of the corporate income tax
should lead to decrease in redistribution. The income tax system in Estonia observes,
more strictly than other tax systems, the principle of neutrality of taxation systems.
When companies pay less tax money to the state, the extent of redistribution is also
lower and the influence of taxation system on the position of those participating in
the market is weaker. Yet, the advocates for this idea claim that such an approach
will place companies on a more or less equal footing at the market, whereby the
market’s regulating function can be more effective.

One cannot agree with such an approach. First, an a priori judgement has been used
here: the less is the extent of redistribution, the better. Absolutism of this principle
would bring about the end of the physical existence of all those who have no private
income of their own. (Estonia as an establishment would evidently be among the)
But it is even more important that the virtual lifting of the corporation income tax in
Estonia actually does not reduce the redistribution between subjects of economy. It
is true that the distribution mechanism has been changed and other subjects
participate in redistribution. Namely, the income tax system presently effective in
Estonia supports the companies that generate higher profits, whereas the gain of
those with lower profits turns out to be relatively small. Companies and their
branches, which have got subsidies from the state budget, may even lose, because
the shrinking volume of the state budget proceeding from the lifting of corporate
income tax sets lower limits to the subsidies allotted from the state budget for the
promotion of entrepreneurship. It has been calculated that 40 big companies got 90
per cent of the “gain” from the lifting of corporate income tax (Raju, 2001).
Eventually, the total “gain” of other companies smaller than the decrease in
government subsidies to companies in 2000 (compared to the year 1999, this
decrease was about 200 million kroons.) Besides, all these 40 companies enjoy
monopolistic or oligopolistic market position, which makes it clear, that one of the
outcomes of the income tax system, effective in Estonia, is that the money unpaid
through corporate taxation, reinforces the domineering market position of local
tycoons. This renders the market conditions for competition even more unequal,
which means that one can hardly expect the economic environment to become more
regular.

As a consequence of lifting the corporate income tax the revenue from taxation
dropped and thereafter the possibilities for financing the public sector dwindled.
According to the state budget of the Estonian Republic for 2000, the expected
corporate income tax revenue was estimated at 628.8 million kroons that is
significantly less than compared to 1914.1 million kroons, received for the budget in
1998.
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The corporate income tax made up 13.7 % of the tax revenues of the budget in 1998,
but in 2000 it accounted only for 2.4 % (There were also other changes in the budget
structure during the period: under comparable conditions the share of corporate
income taxes would have been 4.1 %). In 2001-2003 the share of corporate income
tax in Estonian state budget in 2001-2003 remained approximately the same: 2.4 %
in 2001, 3.7 % in 2002, 3.9 % in 2003 and 5.1% in 2004 (2002. aasta...; Seadus....
2003, ; 2004 aasta ...).

A budget shortfall of more than reducing the incentives of the value covered a
milliard added tax (290 million kroons), increasing the government fee (250 million
kroons) and increasing the fines (150 million kroons; Seadus... 2000). The
remainder was compensated by retrenchment of charges of the state budget. This
restructuring of the tax burden is socially painful and it will be justified only in case
its benefits can be obtained in another field. The expected outcome from the
liquidation of the corporate income tax should have been growth of investments
capacity.

Savings are a natural source of investments. In the transition period of states with
small value of the GDP and most of the households unable to satisfy their primary
needs, the savings make up a small percentage of the GDP. Thus the small total
amount of savings cannot meet the actual needs of economy. Mostly, the premise for
majority of the theoretical conceptions, which asserts that savings are equal to
investments (S = 1) cannot totally be applicable in the states undergoing a transition.
In 1998 the domestic savings in Estonia were about 20.3 % of the GDP, at the same
time the domestic investments made up 16 % of the GDP (Transition... 1999).
Obviously, the difference is due to certain historical characteristics inherent in the
states undergoing a transition in the second half of the 20" century. The demand that
had not been satisfied for decades and was typical of the communist system before
its collapse and the bankrupts of banks en masse has by now led to the accumulation
of money at home. It causes two kinds of negative symptoms: first, money goes out
of the circulation, and second, compared with the use of consumption credits, the
consumption will be waived. The statistics of Estonia is unable to show the equal
capacity of the outflow, but it is sufficiently exact to assert the existence of the
problem. The information above explicitly indicates a relatively low level of
domestic investments, and more particularly, their small total amount. Investments
are one of the most important inputs for production, and their scarcity in a certain
period is an extremely influential factor impeding the development of economy of
transition states. However, the situation in Estonia is somewhat different. The
Estonian Institute of Economic Research has searched the opinion of local leading
experts in every quarter of the year since 1993. The insufficiency of investments was
on the first place among the factors that broke the economy in 1993-1996.
Beginning from the first quarter of 1997 has gradually been moving backwards and
reached lately the 4 — 6 positions. It is even and such factors as the low qualification
of labour, the lack of markets, etc.
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Table 2. Some characteristics of Estonian economy in 1998- 2003

Characteristic 1998 1999 2000 | 2001 2002 2003

GDP (million kroons) 78341 81639 92717 | 104337 | 116869 | 125832

GDP in comparative prices 86070 86004 92717 | 98645 | 105791 | 111234

Share of the profit in GDP 0.234 0.260 0.231 | 0.247 0.260 0.253

Corporate  income  tax

(millions) 1914 1635 855 748 1348 2149
Income tax efficient rate (%) | 5.62 521 211 1.78 3.00 4.32
FDI (billion kroons) 8.07 4.45 6.64 |9.43 4.80 6.78
FDI elasticity on the basis of

1998 0.28 |-0.29 0.87 -0.69
FDI elasticity on the basis of

1999 0.83 |-1.72 0.18 3.08
Unemployment (by ILO; %) | 9.8 12.2 13.6 12.6 10.3 10.6

Source: The author’s calculations. Eesti panga...,2000; Eesti statistika...2004

The figures in Table 2 enable to estimate the results of the lifting of corporate
income tax.. Obviously, it is very difficult to find a connection between the lifting of
corporate income tax and the foreign direct investments (FDI). FDI depend on the
expansion rate of GDP, hence on the economic cycle. But a tendency of their
diminution has been observed since 2002. Certainly there hasn’t been a leap inside
FDI since 2000. Although the companies’ investments into fixed assets (domestic
and foreign altogether) didn’t demonstrate any rising tendency in 2000, a decline
suddenly occurred. As a matter of fact, their continuous rising tendency can be
observed through a longer period. It is certain that great investments are needed to
revitalize the Estonian economy. It is practically difficult to point out the presence
and the influence of the abolition of corporate income tax. Obviously, the influence
of other factors, such as business expectations and the international companies’
niche on the Estonian market, has been a greater than the impact from lifting the
corporate income tax (Tab. 2).
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Table 2 shows that there has been no decrease in unemployment. The dynamics of
the unemployment rate depends also on great number of other factors rather than the
attempt to reduce it by striving for greater investments subsequently to the lifting of
corporate income tax. The factors that caused changes in unemployment in 1999 -
2003 deserve a separate analysis.

Some decrease in the unemployment in 2002 was due to a slightly different
economic policy of the ruling coalition compared to preceding cabinets. However, it
has become clear that the expectations of those who advocated for the lifting of
corporate income tax to receive FDI and thereafter substantially reduce the
unemployment rate have not worked out.

Certainly, a question will arise: why have the foreign direct investments into Estonia
remained below the level expected? An answer to this is: the most profitable fields
of economy in Estonia had been acquired by foreign owners already before the year
2000. Secondly, it can’t be forgotten that the rate of the income tax is just one of the
factors, according to which the investors choose the place for their investments.
Thirdly, the competitive ability of Estonia and Eastern Europe in engaging foreign
investors has not been dealt with. In 2002 the corporate income tax for the EU- 25
was 2.4% of GDP.( Maggiulli, 2004). Estonian 1.7% is not sufficiently different
from the average of the EU (2.4%) to be an effective incentive. Moreover, the
indicator was still smaller in Latvia, Lithuania and Croatia. In Estonia and Slovenia
the corporate income tax indicators were almost similar.

It is especially important to observe the elasticity of FDI. It has been suggested in
professional literature that FDI's elasticity is having an opposite sign and is
approximately -0.2, se thus in Estonia it has been something rather irrational. With
regard to the flexibility of 1999, the coefficient was ranging from -1.72 to +3.08
(Table 2). It is obviously influenced by the fact that the year 1999 was economically
the worst since the restoration of Estonian independent statehood (the growth of
GDP was negative). But with regard to 1988, the elasticities were within huge
ranges—between -0.69 and +0.87. Obviously the influence of other factors on the
investment decision was remarkably higher than it was at the time when the
corporate income tax was lifted.

Certainly, a question will arise, why the inflow of investments into Estonia lagged
behind the amount expected. One answer is: by the year 2000 foreign investors had
already acquired most profitable assets. Secondly, it a true fact is that the income tax
rate is just one of the factors, by which the investors choose places for their
investments. Thirdly, the competitive ability of Estonia and Eastern Europe in
engaging foreign investors had not been dealt with. According to the figures of Tab
3,
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Table 3. International Comparison of Corporate Taxation in Eastern Europe in
2003

Country Corporation Tax Rate for Share of Corporate Taxes in
Retained Earnings (%) Total Tax Revenues (%)
Bulgaria 15 6.40
Croatia 20 2.57
Czech Republic 31 8.30
Estonia 0 3.58
Hungary 18 6.92
Latvia 19 6.72
Lithuania 5 3.02
Poland 24 8.81
Romania 25 11.43
Russia 35 11.69
Slovak Republic 25 9.09
Slovenia 25 351

Source: Raju, 2004.

Estonia isn’t much more attractive with its policies of investments’ taxation.
Moreover, many states such as Croatia, Lithuania and Slovakia, where special
benefits are not taxed, aren’t less attractive for the investors in terms of profit
taxation.

All the above-mentioned facts confirm the conclusion from recent researches that
FDI does not react to tax differentials (Benassy-Quere ..2004) or its response can be
quite modest. Apparently, the influence of the lifting of corporate income tax on FDI
and other economic indicators in Estonia can't be found out (it can't be differentiated
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from the influence of stronger factors). One can only suppose that the relatively
cheap labour force and Estonian high image among the other East European states
had a more powerful influence on the overall development of both - its
entrepreneurship and the FDI. But it is almost impossible to prove it.

EU and Estonian taxation system

The accession to the European Union has caused and is still causing changes in
Estonian taxation system. The non-principal changes dominated in 2004. Most
important among them were the rise of excises on fuel (roughly 1 kroon per litre)
and the increase of the VAT taxed goods and services.

An essential change for Estonian taxation system arises from its principles being
conformed to the EU customs regulations, which took place first of all applied in
relation to USA, Russia and Ukraine; their influence on Estonian economic
environment will be clear only after some time.

But more essential changes in Estonian taxation system will take place in some
longer period. The tobacco excises will be gradually growing in 6 years. Difficulties
emerge due to the rise of taxes and therefore the price of the tobacco goods within
the range of approximately 9-10 kroons per pack

The changes of the income tax have an important influence in Estonia. Firstly, it is
obvious that EU can’t permit offshore inside a unified economic space as including
Estonia, Lithuania, or other union member countries. An appendix of the Merger
Treaty underscores that 10 new members can apply the prescripts in the taxation of
capital and its movement, which were in use before the end of 1993 (Eesti ja...
2004) e.g. before the countries in transition began to compete for the investments
using their low tax rates. Estonia has got an exception — separate taxation of the
profit of a parent company and a subsidiary, without which the whole current
income tax system would lose its meaning. It remains effective in Estonia until 31
December 2008 (Eesti ja...2004). Thus the date when Estonia has to change its
income tax law has indirectly been appointed. As mentioned earlier, the lifting of
corporate income tax in Estonia hasn't had any significant influence, that's why its
re-establishment wouldn't have any significant setback if wisely done.

Obviously, a major problem with regard to taxes and economic environment in
Estonia will emanate from the issue of the burden of taxation. In 2004 the total
burden of taxation in EU-15 was 41% of GDP and in Estonia the respective figure
was 33% of GDP. The average statutory corporate tax rate of the new member states
is 21.5%, significantly lover than the average — 31.4% -- of the EU-15 member
states (Maggiulli, 2004). According to the Ministry of Finance the corporate tax
burden of Estonia is 14.6 % of DNP (Riigieelarve 2005) i.e. 44.2 % of the total
taxation burden. Thus the general taxation burden of Estonia and especially the
burden of taxation of the entrepreneurship in the country are below the average rate
of the EU.
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It's obvious that the burden of taxation has to arise to some degree in order to fulfil
the social and other demands of EU in the states of lower burden of taxation
/Estonia, Latvia, Lithuania and Slovak Republic). In the opinion of Estonian leading
specialists the burden of taxation in Estonia will rise up to 39% (Konjunktuur, 2004,
N3. p.17). As the burden of companies’ taxation, in Estonia is lower than that in
other EU member countries, the question of raising the taxation burden in the future
will be imminent. But that will be possible only provided the payroll tax that has
been impeding the entrepreneurship development, can prior be reorganized.
Therefore, acute political arguing has to be expected around the changes of Estonian
taxation system.

There is another pressure on the income tax law. Namely, there is a rule in EU due
to the pressure from the labour unions that the income tax deductible allowance
mustn’t be less than the statistic minimal shopping basket. There no mention about it
in the Treaty of Accession but it is almost unbelievable that it can be avoided. Thus,
the income tax deductible allowance is going to increase up to 3,500-4,000 kroons
per month (currently it is 1,700 kroons per month) in the near future. And that will
inevitably bring along enormous changes in economics and social politics (changes
in the basis of the financing of local municipalities, changes in living allowances,
etc). Their influence of changes in the entrepreneurship environment is just waiting
for a scientific evaluation. As the foregoing analysis demonstrated an especially
weak influence of the diminution of taxes and the principal abolition of the corporate
income tax on the entrepreneurship environment, se it can be supposed that the
restoration of the corporate income tax will not affect the entrepreneurship
environment and lead to a decrease of business activity in a situation where the
efficient tax rate would be comparable with that of other ,,new* member states and
where the investments would be tax-free.

Summary

The states of transitional economy are unique for their economic processes. One of
their individualities was their possibility to create modern institutions such as the
state budget, the tax system and the local municipalities almost from the scratch.
That would have enabled to create a modern and effective economic environment,
which would guarantee a rapid development of entrepreneurship. Today it is obvious
that all these have become controversial with regard to experiments of this kind,
especially in Estonia. In 1993-1999 the influence of the tax system on the
development of Estonian society, especially on its economic environment, was
weak.

The Estonian tax system was changed in 2000. Since 1 January 2000 the corporate
profit is no more taxable in Estonia. Only the outgoing cash— dividends, benefits,
and other payments are taxable. The purpose of this kind of taxation experiment was
to encourage companies to reinvest more into their assets and to attract foreign
investments. The initial results do not conform to the optimism of the authors of the
idea. The growth rate of the investments hasn’t increased; on the opposite — a small
decrease in 2002-2003 could be observed. The decrease in unemployment was
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smaller than had been calculated according to the growth of the business cycle.
There are no statistics, which could demonstrate the budget decrease due to the
lifting of the corporate income tax and the decrease of the social expenditures, as a
result of it, could have been compensated by accomplishments in some other field.
The author failed in finding clear correlations between the lifting of the corporate
income tax and investments, on the one hand, and the GDP growth rate and trade
balance deficiency, on the other. In 2000-2003 the figures of elasticity between FDI
and the income tax rate, which are approximately -0.2, were ranging from -1.9 up to
3.8 in Estonia.

Such a modest influence on the entrepreneurship environment can be explained with
some factors. Comparison of the Estonian taxation system with those of several
other Eastern European countries demonstrates that in those other countries the
corporate profit hasn’t been taxed higher than in Estonia. Obviously, Estonia hasn’t
reached the desired position in the competition with other transition states.
Therefore, it is obvious that taxes, at least the corporate income tax (or its lifting)
haven't been among the main factors determining the entrepreneurship environment.
Apparently, the main factors, which direct the development of Estonian economy
have not been properly studied. The result is indirectly highlighting the opinion,
predominating in the past years, that the connection between FDI and the corporate
income tax rate is much weaker than it was thought to be.

The accession to the European Union will obviously bring some rise in the burden of
taxation in Estonia. Both the total burden of taxation (33.0%) and the corporate
burden of taxation (14.6%) are significantly lower than the average of the EU (41%
and 31.4 %, respectively). Preservation of the difference is principally impossible.

First of all, the excise duties for the fuel and tobacco products will arise. Some kind
of increase will be observed in VAT, as stipulated in the Accession Treaty. These
changes aren’t of essential but they are going to raise the prices and they will worsen
the economical climate remarkably. But the principal changes to be considered
include the establishing of customs for trading with non-member-countries and the
duty to re-establish corporate income tax, which were assigned for Estonia in the
Accession Treaty. All that would increase the tax burden and would have negative
influence on the entrepreneurship environment

As the average effective rate of the corporate income tax doesn't essentially differ
from that of the EU, the re-establishment of the corporate income tax will have no
significant negative influence on the entrepreneurship environment, if wisely done.

Thus it can be suggested that the possible negative changes in the entrepreneurship
environment aren't connected with the restoration of the corporate income tax.
Moreover, the “experiment” of lifting it wasn't successful. Still, some increase of the
tax burden can worsen the entrepreneurship environment.

110



Literature

1. Bennassy-Quere, A.; Fontagne, L.; Lahreche-Revil, (2004). How does FDI

react to corporate taxation? Tax competition in the EU25. Praque.

Eesti ja EL liitumisleping. (2004). Riigi Teataja Il, 3-8.

Eesti Panga Billetaan ( 2003) 1, pp. 6-10.

Eesti pohilised sotsiaal- ja majandusnéitajad (2003. 5, pp. 4-21.

Eesti statistika aastaraamat 2004. Tallinn.

Kallas, S. Kdne Riigikogus 10. novembril 1999. Riigikogu protokollid (1999),

pp. 815-817.

Konjunktuur (2003), 1, pp. 5-17.

Konjunktuur (2004), 3, pp .4-9.

9. Maggiulli, C. (2004). Corporate taxation: the EU proposals. Tax competition in
EU25. Praque.

10. Mises, L,. von, The entrepreneur and profit. Entrepreneurship. (2000). Oxford.

11. Raju, O. (2001). Estonian’s experiment in abolition corporate income tax.
Economica in Vadyba 1.

12. Raju, O. (2004). Eesti maksustisteem liitumisel Euroopa Liiduga. Economic
policy perspectives of Estonia in the European Union. Berlin-Tallinn.

13. Reiljan, A.. (2002). Ettevdte: teooria ja rakendused. Tartu.

14. Riigieelarve eelndu (1999). Tallinn.

15. Riigieelarve 2005 - tdiendava meediainfo pakett. Rahandusministeeriumi
kodulehekiilg.http://www.fin.ee/2005.

16. Seadus 2000 aasta eelarve. (2000), RTI, 1.

17. Seadus 2003 aasta eelarve. (2003), RTI, 3.

18. Tulumaksuseadus.(1999). RT I, 101.

19. 2004. aasta riigieelarve tditmise aruanne. (2005).Tallinn.

Sk wn

o~

Kokkuvote
EESTI MAKSUSSUSTEEM ETTEVOTLUSKESKKONNA KUJUNDAJANA

Olev Raju
Tartu Ulikool

Maksud on (ks ettevdtluskeskkonda oluliselt kujundav luli. Viimasel ajal on aga tiha
enam Ules kerkinud kisimus — kui oluline? Antud kiisimus on eriti aktuaalne Eestis,
kus alates aastast 2000 on sisuliselt kaotatud ettevdtte tulumaks; vastavalt Eesti ja
EL liitumislepingule tuleb see aga hiljemalt aastal 2008 taastada. Milliseid muutusi
Eesti ettevotluses kutsus esile ettevotte tulumaksu sisuline kaotamine ja mida
vOBiksid endaga kaasa tuua seoses Eesti liitumisega EL toimuvad maksumuudatused?
Eesti maksusiisteem kujunes oma p&hijoontes valja 1993 ja piisis stabiilsena kuni
aastani 2000. Anallisid nditavad, et sel — meie kasitluse jaoks baasperioodil — oli
maksude mdju ettevotluskeskkonnale tagasihoidlik. Kiired kasvutempod ettevdtete
arvus, nende kaibes, ekspordis-impordis, SKPs jne on aga saadud tanu teistele
ettevdtluskeskkonda mdjutanud teguritele — plaanimajanduslike pidurite 16plikule
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likvideerimisele, inflatsiooni kontrolli alla saamisele, stabiilsele valuutale jmt.
Maksude positiivne roll on seisnenud eelkdige nende tasemes, mis ei olnud
ettevotlust pidurdav.

Alates 01.01.2000 kaotati Eestis ettevotte tulumaks. Maksu objektiks on vaid osa
kasumi — tdpsemalt ettevdtte kogutulu — kasutamise viise: dividendid, erisoodus-
tused, tehingud off-shore-riikidega jmt. Selle eksperimendi idee oli saavutada
maksusoodustuste abil investeeringute kasvutempo tdus siirdemajandusele ise-
loomulikus tehnilise mahajddmuse ja saéstude vahesuse tingimustes. Seejuures lepiti
riigieelarve tulude teatud vdhenemisega.

Vastupidi ootustele jéid ettevdtte tulumaksu kaotamise tulemused tagasihoidlikeks.
Investeeringute- eelkdige vélismaiste otseinvesteeringute (edaspidi FDI), mida
sellisel juhul kasutatakse pdhiindikaatorina, kasvutempo ei kiirenenud. Veel enam,
FDI maksuelastsust sel perioodil pole sisuliselt olemas, viimastel aastatel on
tdheldatud FDI kasvutempode teatud langust. K&ik see viitab ettevdtte tulumaksu
sisulise kaotamise tagasihoidlikule mdjule ettev6tluskeskkonnale.

Sellise tulemuse andsid kaks pdhilist tegurit. Esiteks vabastas Eesti tulumaksust
kogu kasumi, mitte Eestisse reinvesteeritu. See on kaasa toonud mainimisvéarse
kasumi valjavoolu. Teiseks selgus, et dividendide, erisoodustuste jne maksustamise
jarel ei ole ettevdtete efektiivne maksumaér Eestis madalam teiste siirderiikide
omast ja FDI siirdusid paljuski mujale.

Liitumine EL toob kaasa maksukoormuse teatud tdusu; ka tuleb hiljemalt 2008
taastada ettevdtte tulumaks. Kuna ettevotte tulumaksu sisulise kaotamise efekt on
olnud véike, siis on voimalik tema taastamine ettevotluskeskkonda halvendamata.
Oluline on, et uldise efektiivse maksukoormuse kasv oleks tagasihoidlik ja re-
organiseeritaks ettevdtlusele praegu maksudest suurimaks piduriks olev sotsiaal-
maks.
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ANMERKUNGEN ZUR LIQUIDITATSSTEUERUNG DES EUROSYSTEMS

Armin Rohde
Ernst-Moritz-Arndt-Universitat Greifswald

1. Zentralbankgeldbedarf als Ansatzpunkt der Geldpolitik des Eurosystems.

Ansatzpunkt fir die geldpolitische Steuerung der Européischen Zentralbank (EZB)
bzw., im Verbund mit den nationalen Zentralbanken, des Eurosystems ist ein sich im
Zuge der Hauptgeschaftstatigkeit der Kreditinstitute, d.h. im Rahmen von
Kreditgewahrungen an Nichtbanken auf der einen und der Annahme von Einlagen
seitens der Nichtbanken auf der anderen Seite, ergebender Zentralbankgeld- oder
Liquiditatsbedarf. Die Deckung dieses Zentralbankgeldbedarfs der Kreditinstitute ist
der eigentliche Ansatzpunkt der geldpolitischen Steuerung bzw. allgemein der
Geldpolitik. Dabei verfolgen die Zentralbanken im Rahmen ihrer Geldpolitik in den
letzten Jahren zunehmend die Prinzipien der Transparenz, der Berechenbarkeit und
der Glaubwirdigkeit ihrer Politik (vgl. Rohde, Janssen 2005 oder Europdische
Zentralbank 2006, S.59 ff.)

Der Liquiditatsbedarf im Sinne eines Bedarfs an Zentralbankgeld bei den
Geschéftshanken ergibt sich konkret
a) aus dem Zwang zur Mindestreservehaltung. D. h. die Kreditinstitute sind
gezwungen, in Hohe eines bestimmten Prozentsatzes bestimmter
Kundeneinlagen, der so genannten Mindestreservebasis, ein Guthaben bei
der EZB oder einer der nationalen Zentralbanken zu unterhalten. Dabei
besteht die Mindestreservebasis aus den téglich falligen Einlagen , den
Einlagen mit einer vereinbarten Laufzeit von bis zu zwei Jahren, den
Einlagen mit einer vereinbarten Kiindigungsfrist von bis zu zwei Jahren,
den Schuldverschreibungen mit einer Laufzeit von bis zu zwei Jahren,
b) aus dem Bestreben einer, wenn auch &uBerst geringen
Uberschussreservehaltung und
¢) aus den sogenannten Autonomen Liquiditatsfaktoren oder Marktfaktoren,
die sich einer direkten Kontrolle der Zentralbank entziehen (vgl.
Européische Zentralbank 2002, S.46). Zu diesen Autonomen Faktoren
gehdren der Bargeldumlauf, die Nettoposition des Eurosystems in
Fremdwahrung, die Einlagen von 6ffentlichen Haushalten im Eurosystem
und die so genannten Sonstigen Faktoren, wie z.B. die schwebenden
Verrechnungen.

2. Geldpolitischer Instrumenteneinsatz und Zinsentwicklung am Geldmarkt.

Zur Deckung des Liquiditatshedarfs der Geschéftshanken verfligt das Eurosystem
Uber einen variantenreichen geldpolitischen Instrumentenkasten. Vorwiegend
werden jedoch wdchentliche Hauptrefinanzierungsgeschéfte (HRG), mit denen im
Durchschnitt rund 75% des Zentralbankgeldbedarfs gedeckt wird, und monatliche
Langerfristige Refinanzierungsgeschéfte (LRG), die im Durchschnitt rund 25% des
Liquiditatsbedarfs decken, eingesetzt. Zur Deckung eines unerwarteten, ganz
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kurzfristigen und voriibergehenden Liquiditatsbedarfs gibt es, im Rahmen der
Standigen Fazilitaten, die Spitzenrefinanzierungsfazilitat. Im Falle von kurzfristigen
Liquiditatsiiberschiissen steht den Banken, ebenfalls im Rahmen der Sténdigen
Fazilitaten, die Einlagenfazilitat zur Verfugung. Zudem verfiigt das Eurosystem (iber
eine Vielzahl von Feinsteuerungsinstrumenten sowie Uber Strukturelle Operationen,
mit denen den Kreditinstituten ebenfalls Liquiditat zugefiihrt oder entzogen werden
kann.

Im Wesentlichen vollzieht sich die Liquiditatssteuerung des Eurosystems Utber die
im wdchentlichen Rhythmus durchgefiihrten Hauptrefinanzierungsgeschéfte, die
eine Laufzeit von rund einer Woche haben. Diese Geschafte wurden zunéchst, d.h.
von Anfang 1999 bis Mitte Juni 2000, in der Form von Mengentendergeschéften
durchgefihrt, und zwar mit einem fest vorgegebenen Zins, der von vornherein
erkennbar die Refinanzierungskosten der Kreditinstitute widergespiegelt hat, und der
somit auch als ein eindeutiges Zinssignal der Geldpolitik verstanden werden konnte.
Seit dem 28. Juni 2000 werden die Hauptrefinanzierungsgeschafte durchweg als
Zinstendergeschéfte betrieben. Bei Zinstendergeschéften gibt die Zentralbank in der
Ausschreibung nur einen Mindestbietungssatz als Orientierungshilfe (momentan
2,50%) vor, und die Kreditinstitute sind gehalten, ihre bis zu zehn mdglichen Gebote
oder Bedarfsanmeldungen jeweils mit Zinssdtzen zu kombinieren. Diese
individuellen Bietungssatze stellen nach der so genannten amerikanischen
Zuteilungsmethode  fur die Kreditinstitute dann auch die jeweiligen
Refinanzierungskosten fiir die zugeteilten Betrége dar.

Bei hinreichender Zuteilung von Zentralbankgeld dber einen Mengentender
orientiert sich der Tagesgeldzins am Geldmarkt, der so genannte EONIA (European
Overnight Index Average), zu dem etwaige Liquiditatsuberschiisse am
Interbankengeldmarkt auch zwischen den Geschéaftsbanken gehandelt werden
(horizontaler Liquiditatsausgleich) am fest vorgegebenen Zins des Mengentenders.
Beim Zinstender orientiert sich der Tagesgeldzins eng am sogenannten marginalen
Zuteilungssatz, also an dem Zinssatz zu dem die EZB gerade noch die letzten,
gegebenenfalls quotierten Gebote an Zentralbankgeld bedient.

Falls nun der marginale Zuteilungssatz dem vorgegebenen Mindestbietungssatz
genau entspricht, dann vermag der Mindestbietungssatz ein ebenso klares Zinssignal
zu vermitteln, wie der fest vorgegebene Satz beim Mengentender. Sofern der
Tagesgeldzins und der marginale Zuteilungssatz jedoch vom vorher mitgeteilten
Mindestbietungssatz abweichen, die EZB spricht dann auch vom so genannten
EONIA-Spread, ist die zinspolitische Linie oder Richtung der Geldpolitik nicht
mehr so eindeutig und kann Interpretationen oder Erwartungen tber den zukiinftigen
zinspolitischen Kurs der EZB ausldsen. In solchen Situationen gibt der marginale
Zuteilungssatz das klarere Zinssignal von Seiten der Geldpolitik und nicht der
Mindestbietungssatz.

Bei nicht hinreichender Deckung des Liquiditatsbedarfs ber die
Hauptrefinanzierungsgeschéfte und die Langerfristigen Refinanzierungsgeschafte
und bei mangelnder Verfligbarkeit von Zentralbankgeld am Interbankengeldmarkt
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greifen die Kreditinstitute auf eigene Initiative auf die
Spitzenrefinanzierungsfazilitat zuriick, um auf diesem Weg den Restbedarf an
Zentralbankgeld zu decken. Auf diese Weise wird der Tagesgeldzins EONIA auf die
Hohe des Spitzenrefinanzierungssatzes gezogen. Da die Ruckgriffsmdglichkeit auf
Zentralbankgeld hierbei grundsatzlich quantitativ nicht begrenzt ist, markiert der
Satz der Spitzenrefinanzierungsfazilitat letztlich die Obergrenze fiir den
Tagesgeldzins am Geldmarkt.

Bei zu reichlicher Liquiditatsversorgung legen die Kreditinstitute ihr Gberschiissiges
Zentralbankgeld, sofern sie keine anderweitige Anlage am Interbankengeldmarkt
dafur finden, letztlich in der Einlagenfazilitdit der EZB an. Dadurch sinkt der
Tagesgeldzins EONIA auf die Hohe des Satzes der Einlagenfazilitat. Da auch hier
eine praktisch unbegrenzte Anlagemdglichkeit besteht, bildet der Satz der
Einalgenfazilitat die definitive Untergrenze flr den Tagesgeldzins am Geldmarkt.
Die Hohe und der Abstand zwischen den beiden Satzen der Standigen Fazilitaten
markieren das Niveau und die Bandbreite des so genannten Zinskorridors am
Geldmarkt, in dem sich der Tagesgeldzins bewegen kann. Neben dem Satz fir die
Hauptrefinanzierungsgeschéfte gelten somit auch die Zinssétze der beiden Sténdigen
Fazilitdten als die offiziellen Leitzinsen der europdischen Geldpolitik. Insofern
Uberrascht es nicht, dass es grundsétzlich zu einer gleichzeitigen und oft parallelen
Veranderung aller drei Zinssatze kommt.

Ein  Problem beim Einsatz der Hauptrefinanzierungsgeschafte im
Standardtenderverfahren  (Ausschreibungsverfahren) sind Uberbietungen oder
Unterbietungen (,,Bieterstreiks”) durch die Kreditinstitute. Als Ausldser haben sich
in der Vergangenheit z.B. erwartete Leitzinsdnderungen der EZB ergeben. So fielen
mitunter bei erwarteten Zinssenkungen die Gebote oder Bedarfsanmeldungen an
Zentralbankgeld geringer als der tatsachliche Liquiditatsbedarf aus. Dies geschah in
der Erwartung, nach vollzogener Zinssenkung, dann in den Folgegeschéften zu
geringeren Konditionen mehr Mittel von der EZB anzufordern. Andererseits wurden
bei erwarteten Zinssteigerungen zum Teil Uberhdhte Gebote abgegeben, um im
Wege einer vorzeitigen Ubererfilllung des Mindestreserveerfordernisses (so
genanntes Frontloading) bei der nur im Durchschnitt der Erfiillungsperiode zu
haltenden Mindestreserve eine insgesamt kostengtinstigere Mindestreserveerfilllung
zu erzielen..

Dies spielte allerdings nur solange eine Rolle, wie die offiziellen Zinsédnderungen
der EZB auch innerhalb einer im Zeitablauf starren Mindestreserve-
Erfullungsperiode wirksam werden konnten. Da, wie gesagt, die Kreditinstitute die
erforderlichen Mindestreserveguthaben nur im Durchschnitt der Erfiillungsperioden
halten missen, war das Uberbieten oder Unterbieten vor dem Hintergrund von
Zinsanderungserwartungen durchaus rational.

3. Geénderter Handlungsrahmen fur die Geldpolitik des Eurosystems seit
Frihjahr 2004.

Ab Mérz 2004 hat das Eurosystem seinen sogenannten Handlungsrahmen jedoch
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neu gestaltet, u.a. um den erwartungsbedingten Uberbietungen oder Unterbietungen
zu begegnen (vgl. Europdische Zentralbank 2003, S. 45 ff. und Europdische
Zentralbank 2005, S.69 ff.). Dabei wurde u.a. auch die Laufzeit der wochentlichen
HRG von rund zwei Wochen auf rund. eine Woche verkiirzt. Zudem wurde der
Zeitplan der Mindestreserve-Erfullungsperioden so angepasst, dass der Beginn einer
neuen Mindestreserve-Erflllungsperiode nunmehr immer auf den Abwicklungstag
des Hauptrefinanzierungsgeschaftes gelegt wird, das auf die Sitzung des EZB-Rates
folgt, auf der die Erdrterung der Geldpolitik vorgesehen ist, und auf der ggf. geld-
oder zinspolitische MaRnahmen beschlossen werden. D.h. die Erfillungsperioden
beginnen seitdem immer am Mittwoch nach der ersten von i.d.R. zwei
Donnerstagssitzungen des EZB-Rates in einem Monat. Beschlossene
Zinsanderungen treten damit nur noch unmittelbar zu Beginn einer neuen
Mindestreserve-Erflllungsperiode in Kraft. Grundsétzlich werden damit von der
Geldpolitik beschlossene Zinsanderungen nicht mehr innerhalb der Mindestreserve-
Erfullungsperioden wirksam. Uberbietungen oder Unterbietungen aufgrund
erwarteter Zinsanderungen sind somit nicht mehr rational.

Allerdings kann es auch weiterhin zu Uberbietungen oder Unterbietungen bei den
Hauptrefinanzierungsgeschéften kommen oder allgemein beim Einsatz der
Instrumente geben, die im Standardtenderverfahren angewendet werden.
Beispielsweise kann es zu Unterbietungen kommen, wenn die Kreditinstitute
glauben, sich am Interbankengeldmarkt giinstiger mit Zentralbankgeld eindecken zu
konnen als bei der Zentralbank. Sofern allerdings viele Banken davon ausgehen,
erweist sich die guinstigere Refinanzierung am Geldmarkt als Illusion, denn die dann
auf breiter Front zunehmende Nachfrage nach Zentralbankgeld lasst den
Tagesgeldzins schnell bis an die Obergrenze steigen, was dann eine erhoffte
gunstigere Refinanzierung verhindert. Sind die Tagesgeldzinsen hoher als die Sétze
der Hauptrefinanzierungsgeschéfte, dann besteht fir eine einzelne Bank durchaus
der Anreiz, sich Uber den eigenen Bedarf hinaus mit Zentralbankgeld bei der EZB
einzudecken, und das erhoffte Uberschissige Zentralbankgeld dann am
Interbankengeldmarkt mit Gewinn auszuleihen. Sofern jedoch viele Banken so
denken wiirden, kame es zu Uberbietungen und die damit verbundenen Hoffnungen
auf ein gewinnbringendes Durchhandeln der Gelder und deren hoherverzinsliche
Anlagen am Interbankengeldmarkt wiirden sich wiederum als Illusion erweisen.

Zum neuen Handlungsrahmen der europdischen Geldpolitik gehdrt aber auch, dass
die EZB nunmehr vor jedem Hauptrefinanzierungsgeschaft mitteilt, wie hoch der zu
deckende Liquiditatshedarf von ihr eingeschétzt wird. Dazu gibt sie sogar zweimal
vor jedem Hauptrefinanzierungsgeschéft den von ihr geschétzten Liquiditatsbedarf
in Form einer sogenannten Benchmark-Zuteilung bekannt. Die erste Schatzung der
Benchmark-Zuteilung wird am Ankiindigungstag eines Hauptrefinanzierungs-
geschéftes (i.d.R. ein Montag) und die zweite Schitzung der Benchmark-Zuteilung
am darauf folgenden Zuteilungstag eines Hauptrefinanzirunsgegeschaftes (i.d.R. ein
Dienstag) verkiindet.

,»Die Benchmark-Zuteilung ist der Betrag an Zentralbankgeld, der auf der Grundlage
aller Liquiditatsschdtzungen der EZB normalerweise erforderlich ist, um am
kurzfristigen ~ Geldmarkt  ausgeglichene  Bedingungen herzustellen.  Bei
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ausgeglichener Liquiditat sollte der Tagesgeldsatz normalerweise in der Néhe des
Mindestbietungssatzes liegen.* (Europdische Zentralbank 2004, S.20). Daneben soll
mit der Verkindung der Benchmark-Zuteilungen auch eine Orientierungshilfe fir
die Gebote der Kreditinstitute gegeben werden, um auch auf diesem Wege
Uberbietungen oder Unterbietungen entgegenzuwirken. Abweichungen der
tatséchlichen Zuteilung von der Benchmark-Zuteilung wollte die EZB eigentlich nur
in Ausnahmeféllen zulassen, um zum Beispiel einer Divergenz des Tagesgeldzinses
vom Mindesthietungssatz zu begegnen oder wenn ganz aufRergewdhnliche Faktoren
dies erfordern, wie zum Beispiel die Euro-Bargeldeinfiihrung oder aber die
Terroranschldge vom 11. September 2001 (vgl. Européische Zentralbank 2004, S.
21/22).

4. Konsequenzen einer Fehleinschatzung des Liquiditatsbedarfs.

Der im Friihjahr 2004 geanderte Handlungsrahmen hat zwar das Problem der durch
geldpolitische  Zinsanderungserwartungen — motivierten  Uberbietungen  oder
Unterbietungen entscharft, allerdings hat sich ein neues Problem eingestellt: Das in
einer Mindestreserve-Erfillungsperiode letzte Hauptrefinanzierungsgeschaft findet
seitdem regelmdfig genau eine Woche vor Ende der Mindestreserve-
Erflllungsperiode statt. Das Problem dabei ist nun, dass in diesem geldpolitisch
relativ ,langen* Zeitraum von einer Woche die Prognose des Liquiditatshedarfs,
insbesondere des aus der Entwicklung der Autonomen Faktoren resultierenden
Bedarfs, sich als fehlerhaft erweisen kann. Der Prognosefehler bei der Einschatzung
des Liquiditatsbedarfs (iber die Autonomen Faktoren ist ndamlich umso gréRer zu
veranschlagen, je langer der Schétzzeitraum fir die Entwicklung der Autonomen
Faktoren ist. So kann sich der Bedarf an Zentralbankgeld aufgrund der Autonomen
Faktoren bereits innerhalb eines Geschéftstages durchaus um bis zu 1 Mrd. Euro
&ndern. (Vgl. Europdische Zentralbank 2004, S. 23). Das heift innerhalb eines
Zeitraumes von fast einer Woche kann sich die Hohe des tatséchlichen
Liquiditatsbedarfs doch wesentlich anders darstellen, als es die Prognosen fir die
Bemessung des letzten Hauptrefinanzierungsgeschéftes in der Mindestreserve-
Erflllungsperiode erwarten lieR.

Aus der Sicht des Eurosystems ergeben sich im Falle der Fehleinschdtzung des
richtigen Liquiditatsbedarfs zwei Optionen:

a) Die Kreditinstitute nutzen die eigentlich fir genau solche Félle
vorgesehenen Standigen Fazilitaten. Allerdings mit der Konsequenz, dass
der Tagesgeldzins zum Ende einer Mindestreserve-Erfullungsperiode in
Richtung Obergrenze oder Untergrenze am Geldmarkt tendiert. Die Folge
ist also das Auftreten eines so genannten EONIA-Spreads, also eine mehr
oder minder ausgeprégte Abweichung des Tagesgeldzinses EONIA vom
vorgegebenen Mindestbietungssatz des letzten
Hauptrefinanzierungsgeschéftes. Dies steht jedoch dem von der EZB
ausdricklich  erklarten ~ Ziel  der  Schaffung  ausgeglichener
Liquiditatsbedingungen am Geldmarkt entgegen. Die verlassliche
Schaffung von ausgeglichenen Liquiditatsverhaltnissen hat fiir die EZB in
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jungster  Zeit, und zwar unter den Stichworten Transparenz,
Berechenbarkeit, Glaubwirdigkeit und Rechenschaftspflicht, einen sehr
hohen Stellenwert bekommen. (Vgl. Rohde/Janssen 2005),
oder

b) Die EZB greift auf Feinsteuerungsoperationen am letzten Tag der
Mindestreserve-Erfillungsperiode zuriick und gleicht den innerhalb einer
Woche Uber die autonomen Faktoren sich neu darstellenden
Liquiditatsbedarf flexibel aus. Die EZB hélt damit auch am Ende einer
Mindestreserve-Erflllungsperiode den Tagesgeldzins in der unmittelbaren
Né&he des beim letzten Hauptrefinanzierungsgeschaft vorgegebenen
Mindestbietungssatzes. Dies kommt dann der verldsslichen oder
glaubwiirdigen Zurschaustellung von ausgeglichenen
Liquiditatsverhaltnissen zugute.

Die tatsdchlich betriebene Geldpolitik der EZB zeigt, dass die EZB die zweite
Option bevorzugt. So hat sie z.B. von November 2004 bis zum Marz 2006, mit
Ausnahme von drei Monaten, jeweils am letzten Tag der Mindestreserve-
Erflllungsperioden  Feinsteuerungsoperationen mit eintdgiger Laufzeit zur
Liquiditatszufihrung oder Liquiditatsabschdpfung eingesetzt. In der Phase von 1999
bis Oktober 2004 gelangten die Feinsteuerungsoperationen dagegen nur in ganz
auBergewdhnlichen Situationen zum Einsatz.

Zusétzlich hat die EZB, und dies ist ein zweiter sehr bemerkenswerter Tatbestand,
seit November 2004 mehrfach die berechnete Benchmark-Zuteilung tberschritten.
Zum Beispiel bei jedem Hauptrefinanzierungsgeschaft von Anfang November 2004
bis Anfang Mdrz 2005, in der Spitze zum Jahresende 2004 um 5 Mrd. Euro. (Vgl.
Deutsche Bundeshank, 2005 a, S.22 und 2005 b, S.24). Ebenfalls tat sie das in den
meisten Hauptrefinanzierungsgeschéften von Oktober 2005 bis Februar 2006, als die
Benchmark-Zuteilungen um bis zu 3 Mrd. Euro uberschritten wurden. (Vgl.
Deutsche Bundesbank 2006, S.24/25).

Daraus koénnte man den Schluss ziehen, fiir die EZB hat die urspriinglich propagierte
Verlasslichkeit auf die verdffentlichten Benchmark-Zuteilungen, durch die ja
eigentlich die Transparenz und Glaubwirdigkeit ihrer Liquiditatssteuerung bzw.
ihrer Geldpolitik erhéht werden sollte, einen eher geringeren Stellenwert. Wichtiger
erscheint ihr, dass die urspriingliche Absicht, die mit den Verdffentlichungen der
Benchmark-Zuteilungen verfolgt wird, n&mlich am kurzfristigen Geldmarkt
ausgeglichene Verhdltnisse zu schaffen und den Tagesgeldzins in unmittelbarer
Né&he des Mindestbietungssatzes zu platzieren gewahrleistet bleibt. Zu fragen bleibt
aber, warum Uber so lange Zeitrdume die wdchentlich errechneten Benchmark-
Zuteilungen eben nicht ausgeglichene Verhaltnisse am kurzfristigen Geldmarkt
hergestellt haben, sondern warum es dazu der stindigen Uberschreitungen der
Benchmark-Zuteilungen bedurfte. Warum haben also erst die, gemessen an den
Benchmark-Betrégen, uberhdhten Zuteilungen die marginalen Zuteilungssétze in die
Né&he der jeweils angekiindigten Mindestbietungssétze gebracht? Und warum haben
selbst, gemessen an den Benchmark-Zuteilungen, Uberhthte Zufuhrungen an
Zentralbankgeld den Tagesgeldzins dann in den Folgetagen nicht in der N&he des
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Mindestbietungssatzes halten kénnen, sondern warum bedurfte es dazu noch der
Feinsteuerungsoperationen an den letzten Tagen der Mindestreserve-
Erflllungsperioden?

5. Geldpolitik unter den Prinzipien Transparenz, Berechenbarkeit und
Glaubwirdigkeit.

Wenn die Durchfithrung einer Geldpolitik so viele Frage aufwirft, so erfiillt sie
schwerlich, die selbst gesetzten Grundsétze der Transparenz und Berechenbarkeit
bzw. Glaubwiirdigkeit. Das gilt selbst dann, wenn die aufgeworfenen Fragen im
Nachhinein fundiert beantwortet und plausibel erldutert werden kénnen und wenn
die Ergebnisse der Geldpolitik, gemessen an der Entwicklung des Tagesgeldzinses,
durchaus als erfolgreich bezeichnet werden kdnnen.

Betrachtet man vor diesem Hintergrund einmal die in den Monatsberichten der EZB
jeweils dargestellten Entwicklungen des Tagesgeldzinses EONIA zum Beispiel im
Zeitraum vor dem 4. Quartal 2004, also bevor die Benchmark-Zuteilungen mehrfach
Uberschritten wurden und bevor die Feinsteuerungsmaflnahmen praktisch
regelméRig zum Ende der Mindestreserve-Erfillungsperioden zum Einsatz kamen,
und im Zeitraum seit dem 1. Quartal 2005 (vgl. EZB Monatsbericht November
2004, S.25 und Januar 2006, S.24), so werden die wesentlich geringen Ausschlage
des EONIA nach dem 4. Quartal 2004 in der tat sehr deutlich. Rein vom Ergebnis
der Zinssteuerung her betrachtet ist die Geldpolitik somit seit Anfang 2005 durchaus
erfolgreicher geworden.

Allerdings ist zu fragen, ob ein solches Ergebnis nicht auch auf einem anderen Weg,
der nicht so viele Fragen aufwirft, besser erreichbar sein konnte. Wenn das
Eurosystem Schwankungen des Tagesgeldzinses innerhalb der selbst gesetzten
Zinsobergrenzen und Zinsuntergrenzen am Geldmarkt, also innerhalb des so
genannten 2-Prozentpunkte-Zinskorridors, nicht relevant werden lassen will, und das
nicht einmal ganz kurzfristig am Ende der Mindestreserve-Erfullungsperioden.
Wenn  verhindert werden soll, dass nach der Zuteilung der
Hauptrefinanzierungsgeschéafte der marginale Zuteilungssatz vom  vorher
verkiindeten Mindestbietungssatz zu stark nach oben abweicht und damit zu einem
Fragen aufwerfenden EONIA-Spread filhrt, weil auch der Tagesgeldsatz sich nach
oben in Bewegung setzt. Und wenn man einer solchen Situation dann eben nicht
wiederholt mit Abweichungen von den zweimal vorher verdffentlichten Benchmark-
Zuteilungen  begegnen  will und zudem nicht den Einsatz von
Feinsteuerungsoperationen zur fest einkalkulierten Regel machen will. Wenn das
Eurosystem es also wirklich ernst meint mit den von ihr so wichtig erachteten
Prinzipen der Transparenz, Berechenbarkeit und Glaubwiirdigkeit ihrer Geldpolitik,
und zwar sowohl, was die Durchfiihrung der Geldpolitik angeht, als auch was die
Ergebnisse der Geldpolitik betrifft, dann muisste die Durchfihrung der
Liquiditatssteuerung eigentlich gedndert werden.

Dazu waére es erforderlich, die Liquiditatssteuerung durch die Hauptrefinanzierungs-
geschéfte, aber auch durch die langerfristigen Refinanzierungsgeschéfte, génzlich im
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Mengentenderverfahren durchzufiihren, also mit von vornherein fest vorgegebenen,
einheitlichen Zinssatzen. Zudem mdusste der Zinskorridor am Geldmarkt, also der
Abstand zwischen der Zinsobergrenze und der Zinsuntergrenze praktisch auf Null
reduziert werden. Dies wirde bedeuten, man gleicht die Zinssatze der
Spitzenrefinanzierungsfazililtit und der Einlagenfazilitit dem Satz der
Mengentendergeschafte vollstandig an. Abweichungen des Tagesgeldzinses von
dem dann einheitlichen geldpolitischen Leitzins, reprasentiert vom Satz der
Mengentendergeschafte, waren dann nicht mehr méglich. Die Kreditinstitute wiirden
Fehlbetrdge an Zentralbankgeld sofort auf eigene Initiative durch den Riickgriff auf
die Spitzenrefinanzierungsfazilitdt ausgleichen, und zwar ohne, dass dies den
Tagesgeldzins steigen lassen wiirde. Uberschiissiges Zentralbankgeld wird von den
Kreditinstituten automatisch in der Einlagenfazilitat angelegt, auch das wiirde dann
keinerlei Zinssenkungen am Geldmarkt auslésen. (Vgl. zu einem solchen Vorschlag
auch Bofinger, Reischle, Schéchter, 1996, S. 394 ff.). Abweichungen bei der
Bereitstellung von Zentralbankgeld von den Benchmark-Zuteilungen waren ebenso
tberfllissig, wie ein regelmaBiger Einsatz von Feinsteuerungsoperationen. Die
geldpolitische Steuerung wirde sich praktisch darauf beschrénken, einen fur die
Erreichung des vorrangigen Zieles der Geldpolitik erforderlich gehaltenen Zins am
Geldmarkt selbst in der kurzen Frist, d.h. ohne jegliche Schwankungen zu
gewdbhrleisten.

Betrachtet man aber einmal eine solche, den Prinzipien einer transparenten,
berechenbaren und glaubwirdigen Liquiditatssteuerung voll entsprechenden
Geldpolitik, dann wird schnell deutlich, wie problematisch die UberméaRige
Verfolgung dieser Prinzipien fir die Geldpolitik sein kénnen. Die Verfolgung einer
reinen Zinsfixierungsstrategie am Geldmarkt, und genau das strebt die EZB mit ihrer
Liquiditatssteuerung, zumindest in Ansétzen, ja momentan auch an, wirde ndmlich
die wichtige Funktion des Zinses, als Knappheitsindikator zu fungieren, vollstandig
auBer Kraft setzen. Zudem wirde sich die Zentralbank ihrer Mdglichkeiten
berauben, die Menge an Zentralbankgeld als einen Steuerungsparameter zu nutzen.
Die Menge an Zentralbankgeld wiirde zu einer vollstdndig endogenen GroRe
werden. Zuteilungsverknappungen bei den Refinanzierungsgeschéften blieben ohne
Wirkung, da die Kreditinstitute ihren wahren Bedarf dann ohne Kostenerhéhung
Uber die Spitzenrefinanzierungsfazilitdt decken konnten. Momentan greift die EZB
dazu noch auf den Einsatz von Feinsteuerungsoperationen zurtick, was sie aber in
Erklarungszwange bringt.

Problematisch an einer solchen Liquiditatssteuerung, die den Tagesgeldzins am
Geldmarkt praktisch ohne Grenzen fixieren mdchte, man spricht dann auch von
einer starren Liquiditatssteuerung oder starren Geldmarktsteuerung (vgl. Rohde
2001), ist aber auch, dass dann eigentlich keine Anreize mehr bestehen, zu einer
effizienten Umverteilung des vorhandenen Bestands an Zentralbankgeld zwischen
den Kreditinstituten. Dies ist deshalb so, weil ein Ausgleich von Uberschuss- oder
Defizitpositionen an Zentralbankgeld bei den Banken nur noch direkt tber die
Zentralbank stattfindet und nicht Uber den Interbankengeldmarkt zwischen den
Kreditinstituten. Ein funktionierender Interbankengeldmarkt wirde Uberflussig
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werden und damit wirden der Zentralbank wichtige, frihzeitige Informationen
daruber fehlen, ob die Ausrichtung ihrer Politik zu expansiv oder zu restriktiv ist.

SchlieRlich wirde eine solche Geldpolitik der Zentralbank die Mdglichkeit nehmen,
zinspolitische Schritte gerduscharm vorzubereiten und gegebenenfalls auch
kurzfristig reversibel zu gestalten, ohne gleich offizielle Zinsschritte zu ergreifen.
Beispielsweise kdnnte eine beabsichtigte Zinserhdhung im Rahmen einer flexiblen
Liquiditatssteuerung durch Zuteilungsverknappungen bei den
Refinanzierungsgeschaften zunéchst vorsichtig ausgelotet werden, indem der
Tagesgeldzins in Richtung Zinsobergrenze am Geldmarkt geleitet wird. Ein solches
Vorgehen bereitet eine offizielle und damit &ffentlichwirksame Zinserhéhung
zunéchst nur vor und liefert Anhaltspunkte, ob eine Zinserhéhung tatsachlich
erforderlich ist. Andererseits kann ein solches VVorhaben gegebenenfalls auch schnell
wieder zuriickgefuhrt werden, wenn sich das als erforderlich herausstellen wirde,
und zwar ohne groRe Offentlichkeitswirkung. Zinsschritte im Rahmen einer zu stark
auf Transparenz, Berechenbarkeit und Glaubwiirdigkeit ausgerichteten Geldpolitik
waren dagegen kurzfristig nicht reversibel. Allein deshalb besteht die Gefahr, dass
Zinsschritte zu spét ergriffen werden.

6. Fazit.

Insgesamt beraubt sich die Geldpolitik mit einer zu stark den Prinzipien der
Transparenz, der Berechenbarkeit und der Glaubwiirdigkeit verpflichteten
Liquiditatssteuerung der in der heutigen Zeit eigentlich immer wichtiger werdenden
flexiblen Reaktionsmdglichkeiten in der geldpolitischen Steuerung. Eine
Geldpolitik, die diese Prinzipien zu stark in den Vordergrund stellt und verfolgt,
erschopft sich praktisch in einer Art technischer Feinsteuerung der Geldmarktzinsen.
Dabei schréankt die so betriebene Geldpolitik ihre Potenziale ein, auch auf
unerwartete nationale und internationale Herausforderungen angemessen und
gegebenenfalls frihzeitig sowie flexibel reagieren zu kénnen.
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Summary
LIQUIDITY MANAGEMENT OF THE EUROSYSTEM: SOME REMARKS

Armin Rohde
Ernst-Moritz-Arndt-Universitat Greifswald

Starting point of monetary policy of the Eurosystem are liquidity needs of the
banking.system. By managing liquidity, the central bank is controlling or steering
interest rates of the money market. Within the framework of their liquidity
management, the Eurosystem concedes the principles of transparency, predictability
and credibility. That means, the Eurosystem tries to restrict the volatility of short-
term interest rates in the money market. In particular the short-term interest rates
should stay, even in the short run, near the minimum bid rate for variable rate
tenders, which is the Eurosytems main instrument to manage liquidity needs of the
banking system. In this article, some problems are discussed, which are the results of
a too strong stressing the principles of transparency, predictability and credibility in
monetary policy.
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,,SOFT“ FACTORS OF ECONOMIC DEVELOPMENT: HUMAN CAPITAL
AND INSTITUTIONS ?

Jiiri Sepp
University of Tartu

Introduction

Economic theory has always been trying to find an answer to the question: What
determines a country’s economic growth? Leaving aside the new regional-political
and commercial theories of “redistribution of wealth“, one can, following Holcombe
(2001, 623), distinguish between two most relevant conceptions of economic
growth:

1. The conception of production factors, in the framework of which the
initial neoclassical, or exogenous (Solow-Swan) theory is combined with
the endogenous (Lucas-Romer) theory of growth.”

2. The institutional economic theory of growth (North et al . ).?

The neoclassical theory (Solow 1956) reduces economic growth to the mere
existence of production factors (first and foremost, of labour and capital); its models
view changes in labour and technical progress as exogenous. Import of capital is
considered to be the mechanism leading to faster economic growth of those
countries that have less capital, and to either absolute or relative (respectively, beta-
or sigma-) convergence, i.e. the evening out of countries’ levels of income. In
essence, then, rather than elucidating the role of economic growth within the system
as a whole, this theory too only explains the differences between countries’ growth
rates. Moreover, in the case of conditional sigma-convergence, it leaves undisclosed
the individual levels of income towards which countries are heading.

The endogenous approach, on the other hand, tries to explain internal economic
growth within the framework of a theoretical macromodel. If Lucas takes
investments in human capital as drivers of economic growth, then Romer (1986),
instead, views investments in general R&D (innovation) as drivers of growth. Both
derive the growth effect from the positive external influences accompanying
investment. Yet the theory is not completely endogenous, for it leaves unexplained
both the volumes of R&D investments and differences in their efficiency.

' This article has been supported by ESF Grant No. 6629 and Target Funding from the
Estonian Ministry of Education and Research No. T0107.

2 Cf overview by Ahn/Hemmings 2000.

* In Estonian, North 2004. For the most recent overview of later developments see Shirley
2005.
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The main problem here lies in the fact that the theory fails to deal with the aspect of
economic subjects’ actual interests and stimuli, or the microlevel of economics. It is
easy to realize, in view of the comparatively modest results of economic aid
extended to less developed countries, that even large investments may prove to be
wasted if they are directed to places where there are no efficient and well-
functioning institutions that would provide proper social conditions for
development. For institutions, according to North’s much-cited opinion, are social
systems of stimulation and can thus either promote or inhibit growth. Therefore any
macroeconomic theory of growth is up in the air if it not complemented by a
microlevel institutional economic analysis (see, e.g., Voight 2002, 143—177). That
the mechanisms of influence involved are complex and sophisticated is vividly
demonstrated by the differences in growth between developed market economies
(e.g., OECD countries).

According to North (2004, 174), the conception of production factors describes
potential opportunities for welfare in a world exempted of transaction costs, which is
inevitably far from reality. “Attempts to explain the diversity of economic routes
without taking into consideration as a factor the stimulus structure deriving from
institutions is fruitless, in my opinion.“ Holcombe (2001, 629) even adds that
proceeding from the production function may mislead the economic policy. In the
present author’s view, however, there is no need to entirely discard the conception of
production factors, but instead complement it with institutional analysis. .*

The theoretical point of departure of the current paper is the qualitative model
proposed in the 2003 UNO Human Development Report (HDR 2003) for
understanding the relationship between human capital and economic development,
which confirms what was said above — the importance of institutions. Namely, the
mutual interaction between human capital and economic development can be viewed
as being performed through several filters or amplifiers (Fig. 1). The inhibitors or
amplifiers are the formal and informal private and public institutions which direct
human behaviour . In one group of countries, therefore, the process of human
development and economic growth is comparatively harmonious, while in others
some development components may act as inhibitors. Additionally, the influence of
economic growth on human capital depends on private and public policies of
investment. The latter, too, can either considerably promote or inhibit the growth of
human and social capital. In what follows we will proceed from the premise that

* A good overview of the attempts to synthesize the two conceptions and the problems
involved is given by Aron (2000). As usual, institutional factors are added to Solow’s model of
growth. A typical example is Vijayaraghavan/Ward 2001. Bassanini/Scarpetta/Hemmings, on
the contrary, add to the model variables characterizing current economic policies. Scully 2001,
IMF 2003 and others pay attention to keeping apart institutional frameworks and concrete
policies. In any case the influence of institutions and/or policies on economic growth is dual —
indirect influence through the volume of investments, and direct (or residual) influence. While
the former has proved by research to be statistically significant, the latter has proved to be less
reliable. The other main result is the more significant role of economic regulations (ownership
and contractual relationships) compared to political institutions (Aron 2000, 128).
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investments on the whole have a secondary influence on economic growth and their
volume is, at least in the medium run, determined by institutional factors.

The article aims to test the following hypotheses, the last two of which specify the
first one.

1.  Economic growth is the combined outcome of the qualities of human capital
and institutions.’

2.  Economic growth depends on the available unused potential or reserve of
human capital.

3. The actual realization of this reserve in turn depends on each country’s
institutional quality. ®

HUMAN CAPITAL |g \ > ECONOMIC
1 DEVELOPMENT
= Private institutions and social capital Savings,
= Public institutions physical

= Investment decisions capital

Source: compiled by the author on the basis of HDR (2003, 82) .

Figure 1. A qualitative model of economic development.

It seems to be reasonable to keep apart the achieved level of economic development
and the possible (potential) level. The difference between the two can be viewed as
the development potential or reserve. If we can recognize the unrealized potentials

* Glaeser/La Porta/Lopez-de-Silanes/Shleifer 2004 reached a noteworthy result by claiming
that namely human capital is the primary factor of growth, which can even thrive under
dictatorship which later, when the desired level of growth has been achieved, will be
supplanted by democratic society.

® In the present paper institutions mostly act as endogenous factors. A central role in the theory
about their development was played by North (2004). Regrettably, empirical analysis is still in
its initial stage (see, e.g., Beck/Laeven 2005). Engerman/Sokoloff 2003 have emphasized the
endogenous aspects of institutions, noting incidentally that institutions get adapted to the
economic peculiarities of particular countries and that is why it is impossible to provide any
recipes of success. A schematic structure model has been suggested by Aron (1997).
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(differences between the achieved and potential levels of development), then we
should be able to estimate and shape the possibilities for development more
realistically.

The article tests the hypotheses by econometric analysis. The empirical basis for
dealing with human capital herein is the Human Development Index (HDI) and its
component parts as they are used by the UNO. In the case of institutional quality we
will rely on estimations of economic freedom provided by the Heritage Foundation
(HF), USA, and the Fraser Institute (FI), Canada.” The data describing economic
growth were obtained from various publications of the World Bank, OECD and the
European Union.

1. Modelling the economic potential

In what follows a country’s economic potential means its predictable GDP per
capita, which derives from the empirical relationship between the main factors of
economic development — human capital and the level of economic freedom. When
measuring the two main components of GDP and human capital — education and
health —, we will use the respective UNO human development indexes (hereinafter
denoted as y, e and h).®

In the case of economic freedom, we have tried to integrate the HF and FI indexes.
They are closely correlated, yet have no one-to-one relationship. On the basis of the
data of 119 countries’, the relationship is described by the following regression
equation

FI’ =10 — 1.24HF (R? = 0.74).

As the indicator of economic freedom, the following index 19 will be used
f=FI+FD,

the numerical value of which is theoretically between 0 and 20 (as we know, FI is
given on a 10-point scale). Empirically though, the interval is smaller, ranging from
6.8 for Myanmar to 17.0 for Hong Kong. Estonia ranks 10th with 15.6 points.

Next we try to find the countries’ economic potentials from
y’ =1(e, h, ).

To approximate the relationship, we will first use the human development and
economic freedom indexes of all those countries for which we possess all the initial

7 The latter focus on the economic (not political) aspect of institutions’ quality, challenging the
estimations of both formal and informal institutions. For other indicators applied until now see
Aron 2000.

8 The GDP index is the logarithm function of the actual GDP. The data originate from the 2003
Human Development Report and reflect the 2001 level.

° FI was taken from the 2004 Report (reflecting the 2002 data), and HF from the 2005 Report.
' Here we have tried to standardize both the directions of the effect of the two indexes and the
measuring scales. The drawback here is the partial “suppression” of the HF index variation,
which is why the mean is “tilted” towards the FI index.
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data. The linear regression based on the data of 119 countries is characterized by
Table 1.

Table 1. The linear relationship predicting the countries’ economic potential (GDP
per capita)'!

Factor Regression coefficient | Standard error t-statistic
Constant term -26.76 5.23 -5.11
Freedom f 3.35 0.52 6.42
Education e 0.33 0.06 5.48
Health h 0.37 0.05 6.93

Source: composed by the author.

Thus, on the basis of the t-statistic, all the economic factors are of approximately
similar relevance. At the same time, the negative constant term refers to a certain
non-linearity of the relationship — a higher GDP index causes a rise in the overall
effect of the factors, which may, among other reasons, be due to a positive
interrelationship between them, or the mutual amplification of their effects. At the
end of the paper we will test this hypothesis and the possibible ways for improving
the adequacy of the model.

Confining ourselves herein to comparing only a few countries, we will show in
Table 2 the development of their economic potentials by separate factors. We will
compare each country’s factor’s (index’s) level with the mean level of the sample
(119 countries) and, by means of the regression coefficient, find how this difference
impacts on the level of income, or more specifically, on the difference of the index
from the mean of the sample. '* In 2002, the latter was 69.4%. In Estonia, for
instance, the overall estimation of economic freedom (15.6) was by 2.7 points higher
than the average level of 119 countries (12.9), which, if multiplied by the respective
regression coefficient, will yield for the income effect 9.3 percentage points. The
education level index for Estonia (96%) is even 17 percentage points higher than the
average (79%), and the corresponding income effect is 5.6 percentage points. In the
case of the health index, Estonia’s advantage is less remarkable (77% compared to
the average 69.4%), yielding 7.6 percentage points, and the corresponding income
effect 2.8 percentage points. In total, on the basis of the empirical relationship,
Estonia’s income level should be 17.8 percentage points higher than the average. In

" The determination coefficient is 84.0% and the value of the F-criterion 207. The results are
better than when using logarithm-or semi-logarithm functions (the F-criteria 170 and 199,
respectively).

'2 The formalized algorithm is as follows:

Ay(x) = a (x - X), where

x — the value of the factor for a particular country,

X — the average level of the factor in the sample,

a — the regression coefficient,

Ay(x) — the difference between a particular country’s income level and the average as affected

by factor x .
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actual fact, only 8.6 percentage points have materialized. Thus we can speak of a
conditional 9.2 pp reserve which could find expression in a comparatively faster
economic growth.'® This, however, is only a hypothesis which needs to be tested.

Table 2. Differences between the countries’ income levels compared to the average
of the sample, and their component parts (pp)

Country freedom | education | health | prediction | actual reserve

Estonia 9.3 5.6 2.8 17.8 8.6 9.2
Finland 8.3 6.6 6.9 21.9 23.6 -1.7
Germany 6.7 5.6 6.9 19.3 23.6 -4.3
Latvia 4.4 5.3 2.4 12.2 4.6 7.6
Lithuania 4.1 5.0 3.6 12.6 5.6 7.1
Slovenia 0.3 5.0 5.8 11.1 17.6 -6.5

Source: composed by the author.

2. Modelling of economic growth

On the basis of the estimated economic growth reserve the countries fall in clearly
distinguishable groups. The Baltic countries have a noticeable positive reserve,
while Slovenia and Germany have a negative reserve. In the case of Finland, the
predictable income level differs comparatively little from the actual level (1.7 pp).
These results correlate rather well with the differences in economic growth
illustrated in Figure 2. The model fails to explain only Slovenia’s advantage over
Finland. An analysis of the interrelationship of the reserve with the average
economic growth of 117 countries in the five years between 1999 and 2003 reveals
the existence of a positive connection, but the determination coefficient is only
about 5%. Figure 3 shows that the size of the reserve can affect the differences in
economlif growth within the range of 2%. Bigger differences must be due to other
factors.

"% The reserve can be found in two ways:
1)  XAy(x) - (y - ¥), where ZAy(x) — the aggregate influence of the factors, y —a
particular country’s income level, ¥ - average income level of the sample;
2) y’ —y,wherey’ —acountry’s predictable income level on the basis of the
regression equation.
'Y One problem may be the matching of the time of the reserve with that of the economic
growth indexes. If the reserve is calculated for the beginning of the growth period, the
probability for a somewhat stronger positive relationship is greater than when the reserve is
found in the middle of the period (based on 2001-2002 data).
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Figure 2. Economic growth of the countries in the sample, 1995-2004 (%).
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Figure 3. Interrelationship between economic growth and the reserve.

The econometric analysis must evidently involve the dynamics of economic
freedom, the significance of which was emphasized in the previous parts of the
paper. Herein the post-1995 development of economic freedom has been synthesized
on the basis of two indexes, HF and FI.
decrease of the index in 1996-2005, while dFI indicates the growth of FI in 1995—
2003. As expected, the variations were not so closely related as the levels. The

regression equation could be written as follows:
dFI’ = 0.73dHF + 0.40 (R2=0.14).
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Even though the effect of HF variation is modest here, the following analysis will
still denote the dynamics of economic freedom with a generalizing indicator:
df = dFT + dFT".

We are simultaneously looking for the interrelationship between economic growth,
change in economic freedom (df) and the previously defined reserve of unused
economic potential. The parameters of the linear regression are shown in Table 3.

Table 3. The empirical relationship forecasting economic growth."

Factor Regression coefficient Standard error t-statistic
Free member 2.17 0.29 7.39
Reserve 0.04 0.03 1.64
df(per year) 6.03 1.64 3.68

Source: the author’s composition.

The result indicates that economic growth is extremely volatile and difficult to
forecast even for five-year periods, yet it confirms the essential role of institutional
development (growth of economic freedom) in economic dynamics. Unfortunately,
the statistical relevance of the development reserve we derived is dubious — even
though the regression coefficient is positive and larger than the standard error, there
is ca 10% probability that it may be negative. One reason for this is the fact that the
reserve is positively more correlated with the change in economic freedom (r= 0.26)
than with economic growth (0.24)16.

The rise in economic freedom by one point on our integrated scale warrants a 6%
higher economic growth on average. On the other hand, such large growth in
economic feedom would be extraordinary. Until now, the highest indicators have
been in the Baltic countries (ca 0.4 points per year, see Table 4), which has also
warranted the highest rates of economic growth.'” In case of Slovenia, the rapid
liberalization of economy in the last few years has also helped maintain favourable
conditions for development.

' The corrected determination coefficient is 16% and the value of the F-criterion 10.

' Thus it is possible that the positive influence of the reserve will be expressed via faster
growth of economic freedom.

"7 The rated advantage over countries with permanent economic freedom could be estimated to
be ca 2.5 percentage points of growth yearly (6*0.4).

130



Table 4. Factors of economic growth and prognoses for the countries compared.

Economic growth (%)
Country Reserve df (per year) prognosis deviation
Estonia 9.3 0.43 5.2 0.1
Lithuania 7.1 0.43 5.1 -0.2
Latvia 7.6 0.42 5.0 1.4
Slovenia -6.5 0.35 4.0 -0.5
Finland -1.7 0.11 2.8 -0.0
Germany -4.2 0.07 24 -1.2

Source: compiled by the author.

The greatest deviations of the actual growth rates from the prognosis are in case of
Latvia and Germany. Obviously, this is partly due to the peculiarities of economic
growth in the period under discussion. According to Eurostat, the decade’s (1995 —
2004) average economic growth in Latvia was essentially closer to what had been
forecast — 5.4%. In Germany, too, where the forecast is overly optimistic, the actual
decade’s average was a little better — 1.5%. In Finland, the long-term growth was
even 3.9%, which had not been forecast. For Estonia and Lithuania, the decade’s
average indicators (6 and 5.6%, respectively) correlate with the forecast more or less
in a similar way to the indicators of a shorter period.

An analysis of the components of Estonia’s economic growth by means of the
regression model reveals a predominant influence of institutional development. The
effect of the reserve is under 0.5% per year, whereas 2.5% of the growth, or nearly a
half, may be attributed to a rise in economic freedom. However, no such rise can be
expected in the future, which is why the contribution of the quality of production
factors (both human and physical capital) must grow. This in its turn, according to
our qualitative model (Fig. 1), calls for more substantiated investment decisions.

3. Enhancing the adequacy of the empirical model — joint impact of the
development factors

Finally we will investigate if it is possible to improve the static analysis of economic
development by taking into consideration the joint impact of factors. This will
essentially mean bringing the regression model closer to the qualitative model of
human development (Fig. 1). In the latter the interrelationship of economic
development and human capital was made dependent on institutional factors. But the
linear model we used in our regression analysis presumed the isolated (direct)
impact of factors, among them of economic freedom.

The new model for judgement is as follows:
y’ = (ap +af) + (b + bif)e + (co + ciph,

where the first expression in parentheses shows (controls) the isolated impact of
economic freedom, while the other two show the (joint) economic-freedom-
dependent impact of education and health, respectively. As far from all the six
estimated parameters need be statistically significant, we will carry out a step-by-
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step regression analysis of the earlier data (119 countries), removing at each step the
most irrelevant component (see Table 5). For the sake of ease of interpretation, the
index of economic freedom has been normalized in the range (0.1) by dividing its
initial value by 20.

Table 5. Parameters of isolated and joint impacts of the factors of economic
development

Steplg ag a bo b1 CO Cy
1(84,8;132) 34 -38 0.11 0.37 -0.20 0.97
t-statistic 1.09 -0.70 0.23 0.47 -0.64 1.89
11(84,9;166) 40 -48 0.55 -0.15 0.90
t-statistic 2.21 -1.48 5.56 -0.64 2.24
111(85,0;223) 29 30 0.55 0.65
t-statistic 4.38 -1.91 5.58 7.51
1V/(84,6;328) 17 0.46 0.60
t-statistic 7.59 5.26 7.20

Source: compiled by the author.

The data confirm the superiority of the new model, and also the adequacy of the
qualitative model because at first steps it is the isolated impacts of education and
health that prove to be statistically insignificant. Although at step III the reliability
of the isolated impact of economic freedom is so to say marginal, this model can be
considered to be the best. This is further confirmed by the maximum value of the
determination coefficient. If the number of steps of freedom remains constant, the
latter outperforms that of the model involving isolated impacts by 1 pp ( on the basis
of the F-criterion, the advatage is 16 units). Although step IV adds to the F-criterion,
it brings about a decline in the reliability of both the improved determination
coefficient and the parameters showing joint impact.

An interpretation of the regression coefficients at step III allows us to suggest that
the impact of human capital on the level of income in unfree countries is minimum
(theoretically f=0 is altogether absent). Theoretically, (in case f=1) education has the
maximum impact — 0.55, and health 0.65 per each added pp of the factor index. At
the same time, it is logical that the free member of the equation, quite obviously, is
dependent on a country’s institutional quality. The values of parameters ay and a,
even though they have opposite signs, are close in absolute terms, which allows us
to infer that in free countries the aggregate influence on the income level of the
factors under discussion is close to proportional (if f=1, then the free member
considering economic freedom (ay + a;f) is nearly 0). In unfree countries, on the
other hand, (f=0) and the income level remains 30% irrespective of differences in
human capital."’

'® In parentheses the values of the determination coefficient (%) and the F-criterion.
' In case v=0 the connection is y’=29, whereas in case v=1 it is y’=0.55h+0.65t.
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Conclusion

The current paper analyzed the possibilities to empirically distinguish between
countries’ actual and potential economic levels, attempting to proceed from two
major economic theories — the endogenous growth theory having as its basis the
production function, and the conception of institutional development. When
synthesizing the two, we proceeded from the qualitative model as it is used in the
UNO Human Development Reports. Our empirical analysis was based on
components of the human development index. As indicators of institutional quality
we used indexes of economic freedom published by the Heritage Foundation and
Fraser Institute.

It appeared that the actual attained level of income (GDP per capita) was closely
related to both the basic components of human capital — education and health — and
the level of economic freedom referring to institutional quality. The empirical
confirmation of the qualitative source model of economic development was also
significant. Countries’ institutional quality impacts on the “productivity of the two
abovementioned components of human capital. This “productivity* is higher in free
countries, and lower ( or in extreme cases non-existent) in unfree countries.

If the actual level of income is lower than that predictable on the basis of
developmental factors, the difference between the two can be viewed as a reserve for
economic growth, which should allow for a more rapid than average growth. This
was referred to by the data of the Baltic countries. However, a wider econometric
analysis of economic growth did not fully confirm this assumption as the direct
positive connection between the so-called reserve and economic growth proved to be
overly weak. Yet we managed to demonstrate that a rise in economic freedom due to
institutional development is a statistically significant factor of economic growth. It
has to be admitted, though, that the economic growth of each particular country
appears to be such a volatile and complicated phenomenon that a simple
econometric model can explain it only to a rather limited extent.

In fact, despite a 15-year-long transition and accession to the EU, the Estonian
economy’s actual level of development is still one of the lowest in Europe. Yet
several circumstances addressed by the current paper refer to the possibilities for
convergence with the developed countries. In summary, it is the institutional
environment which undoubtedly favours growth that can be viewed as the strongest
driver of development of the Estonian economy. On the other hand, it is difficult to
take a big leap forward from the present situation, which forces the country to seek
new factors of growth in human capital and physical infrastructure. However, this
involves some limiting circumstances. To guarantee sustainable growth, adequate
private and public investments are needed in the abovementioned areas, tapping for
this purpose into the economic growth that has been achieved through institutional
factors. Evidently here lies the challenge of further institutional development — it
will be necessary to motivate both private persons and politicians to primarily invest
in the limiting factors of development.
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Kokkuvote

MAJANDUSARENGU ,,PEHMED” TEGURID: INIMKAPITAL JA
INSTITUTSIOONID

Jiiri Sepp
Tartu Ulikool

To60s analiiiisiti vOimalusi empiiriliselt eristada riikide tegelikult saavutatud ja
potentsiaalset majandusarengu taset. Seejuures piiiiti tugineda mdlemale
majandusarengu tugiteooriale — tootmisfunktsioonist ldhtuvale (endogeensele)
kasvuteooriale ja institutsionaalsele arengukontseptsioonile. Nende siinteesimisel
lihtuti URO inimarengu aruandes kasutatavast kvalitatiivsest mudelist. Inimkapitali
empiirilise analiiiisi aluseks olid inimarengu indeksi komponendid. Institutsionaalse
kvaliteedi hinnangutena kasutati majandusvabaduse indekseid, mida avaldavad
Heritage Foundation ja Fraser Institut.

Tegelikult saavutatud tulutase (SKT elaniku kohta) osutus olevat tihedalt seotud nii
inimkapitali pohikomponentide — hariduse ja tervisega — kui ka institutsionaalset
kvaliteeti esindava majandusvabaduse tasemega. Tahelepanuvddrne on ka
empiiriline  kinnitus majandusarengu  kvalitatiivsele ldhtemudelile. Riikide
institutsionaalne kvaliteet mdjutab inimkapitali molema vaadeldud komponendi
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LHtulutootlikkust”.  Vabades riikides on see suurem, mittevabades viaiksem
(d48rmuslikul juhul puudub iildse).

Juhul kui tegelik tulutase ja&b maha arengutegurite alusel prognoositust, vdib
ilmnevat vahet késitleda majandusarengu reservina, mis peaks vdimaldama
keskmisest kiiremat majanduskasvu. Sellele viitasid nditeks Balti riikide andmed.
Paraku ei kinnitanud majanduskasvu laiem 6konomeetriline analiiiis tdiel mééral
seda oletust. Nn reservi otsene positiivne seos majanduskasvuga osutus liiga
ndrgaks. Kiill aga Onnestus tdestada, et institutsionaalset arengut kajastav
majandusvabaduse kasv on majanduskasvu statistiliselt oluliseks teguriks. Siiski on
majanduskasv riigiti niivord volatiilne ja keerukas ndhtus, et lihtne lineaarne
6konomeetriline mudel suudab seda seletada vaid iisna piiratud ulatuses.

Eesti majanduse reaalne arengutase on vaatamata 15 aastat kestnud siirdele ning
ihinemisele EL-ga iiks Euroopa madalamaid. Siiski viitavad mitmed kéesolevas
t60s kasitletud asjaolud Eesti konvergentsivoimalustele arenenud riikidega.
Kokkuvdttes voib Eesti majanduse tugevamaks arengumootoriks pidada just
institutsionaalset keskkonda, mis on kahtlemata majanduskasvu soodustav. Samas
on praegusest seisust selles valdkonnas ka raske mérgatavalt edasi liikuda, mis
sunnib otsima uusi kasvutegureid inimkapitali ning majanduse fiilisilise
infrastruktuuri  vallas. Siin on vdimalik n#ha limiteerivaid piiranguid.
Institutsionaalsete tegurite abil saadud majanduskasvust tuleb teha nendesse
valdkondadesse piisavalt era- ja avalikke investeeringuid, et tagada arengu
jatkusuutlikkus. Ilmselt just siin on ka edasise institutsionaalse arengu viljakutse —
tuleb motiveerida nii eraisikuid kui ka poliitikuid investeerima just piiravatesse
arenguteguritesse.
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ESTONIA’S ACCESSION TO THE EURO AREA

Mart Sérg
University of Tartu

Introduction

Two years ago Estonia joined the European Union. This indicates that Estonia’s
economic and monetary policy has been comparatively successful over the past
decade — the choices made have been the right ones. Monetary policy based on the
currency board arrangement and supported by conservative fiscal policy and a tax
system promoting entrepreneurship has provided us with a competitive edge in the
highly competitive capital market (Parts, 2004:38).

When assessing the Estonian monetary policy in the Wall Street Journal, Mr David
Hale, Chief Economist of Chicago Kemper Financial Co, comes to the conclusion
that Estonia is one of the three countries in the world which does not have to fear
Mexico’s monetary fate because of the cleverly designed local monetary policy
(Hale, 1995). Sachs, Tornell and Velasco (1995, 1996) analyzed the period
immediately after the crash of the Mexican peso in December 2004, and found that
the countries hit by the Tequila Effect had experienced lending booms, overvalued
real exchange rates, and low reserves.

There are also numerous literature sources on the experience of the currency board
arrangement in various countries (see Kwan and Lui, 1996; Balino and Enoch, 1997;
Perry, 1997; Enoch and Gulde, 1997; Glosh, Gulde and Wolf, 1998; Schuler, 1998;
Dobrev, 1999; Avramov, 1999; Korhonen, 1999; Gulde, 1999; Zloch-Christy, 2000;
Mollentze, 2002 etc.).

The core economic and political goals of Europe are stable economic growth and
price stability. To this end, single currency and coordinated economic policy are
implemented in the European Union within the framework of the European
Economic and Monetary Union (EMU).

Accession to the European Union enables Estonia to join also the EMU. Estonia’s
aim is to introduce euro as soon as possible. The country’s goal is supported by deep
integration with European economy and the fixed exchange rate against the euro. In
our paper we explain why Estonia wants to introduce euro at the beginning of 2007
and what kind of prospects Estonia has to do it on time.

This research is conducted with the support from Estonian Science Foundation (Research
Project 6630).
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Suitability of Estonian monetary system

The Baltic States regained independence in August 1991. In June 1992, Estonia
became the first of the newly independent Baltic States to introduce its own
currency — the Estonian kroon (EEK). Experience gained so far suggests that the
reform can be considered a success. This can be attributed to a long period of
preparatory work, the confidence shown by the population and the government in
the new currency, and international support (Kallas and SGrg, 1995).

For Estonian authorities, this situation set up two preconditions for a successful
currency reform. First, the currency reform had to be carried out as quickly as
possible before multiple wages and inflation shocks would have caused a social
explosion and economic collapse. Second, the new currency had inspired
confidence, though introduced under circumstances of deep economic crisis and lack
of experience by the central bank in carrying out active monetary policy. An early
main goal of the monetary reform was to control inflation.

Those in charge of carrying out a currency reform must take into account a
temporary acceleration in inflation. After cash shortage has been eliminated, it is
necessary to create confidence in the new currency. This may be done by means of a
currency board arrangement where the value of the new currency is fixed in terms of
a major reserve currency. In Estonia, the exchange rate between the Estonian kroon
and the German mark (DEM) was based on the prevailing market exchange rate
between the Soviet rouble (SUR) and the DEM (approximately 80 SUR = 1 DEM)
at the moment of the currency reform. Thus, roubles were exchanged for kroons at
the rate of 10 SUR = 1 EEK, and the Estonian kroon exchange rate was fixed at
8 EEK =1 DEM. In general, the Estonian kroon was under-valued by about four to
five times. The excessive undervaluation resulted in inflationary pressure on
consumer prices. However, inflation rate in Estonia after the currency reform was
declining continuously (Table 1).

Table 1. Inflation against the Previous Year (%)

1992 | 1994 | 1996 | 1998 | 2000 | 2002 | 2004
Increase in consumer prices
(CPI) 1076.5| 47.7| 23.1| 82| 40| 36| 30
tradable sector 991.6| 339| 18.6| 6.4 38| 22| 34
non-tradeable sector 1702.7] 89.2| 30.5| 134| 44| 69| 36
Increase in producer prices
(PPI) ...| 36.8] 149| 39| 49| 04| 29
Increase in export prices .| 11.3] 21| 7.8 40| 22

Source: Eesti Pank Annual Reports, completed by the author.
The most important advantage of a currency board arrangement is the high

credibility it gives to conducting monetary and exchange rate policy in an unstable
macroeconomic environment, as it still exists in transition economies (Calvo and
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Mendoza, 2000). At the same time, the fixed exchange rate can successfully act as a
nominal anchor during macroeconomic stabilisation. Introduction of the currency
board arrangement requires tight fiscal policy, since financing of the government’s
budget deficit is not allowed under the currency board regime. Figure 1 shows that
Estonian fiscal policy is continuously the most balanced among the new EU member
states and even much better than in the euro area itself.

It should be noted that foreign investors are very careful in placing their money in
countries undergoing economic transition. A fixed exchange rate coupled with
liberal monetary policy was therefore no less than an essential precondition for
foreign investors to take the risk of investing in Estonia.

Figure 1. Indicators of Compliance with Maastricht Budget Criteria in 2004
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Source: ECB, compiled by the author.

By FDI inflow per capita, Estonia is a leader among the new EU Member States.
Foreign direct investment in the amount of EEK 115.5 billion had been made in
Estonia by the end of 2004 (EEK 86.9 billion by the end of 2003). Estonian GDP in
2004 was 139.1 billion kroons (i.e, approximately EUR 8.9 billion). More than two
thirds of FDI into Estonia was made by Swedish and Finnish investors.

From Figure 2 we may see that among CEE countries, Estonia has the highest FDI
stock per capita and per cent to the GDP.

Implementation of the currency board arrangement and fixing the Estonian kroon to
the German mark and later to the euro has been a solid nominal anchor to the
economic recovery and development of the economy. Of course, the fixed exchange
rate regime was only one (but possibly the most important) component of the
Estonian economic policy framework for macroeconomic stabilisation. Other
policies include liberal trade regime, or tight fiscal discipline, which has been an
important factor of macroeconomic stabilisation.
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Figure 2. FDI Stock in CEE Countries at the end of 2004
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From figure 3 we can see that GDP growth in Estonia during the last decade was ca
45% — the second highest growth rate among the 8 new EU Member States from
former socialist countries. The figure shows that growth in the Baltic States was
quicker than the average in this country group.

Figure 3. New EU Member States GDP Growth Indicators 1995-2004
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The experience of currency boards in post-colonial Africa points to the weaknesses
of this system (Ghatak, 1995). In the case of Estonia such problems are not acute
because the negative trade balance has been offset by capital inflow, Estonian
monetary sovereignty has not been compromised, and the reserve backing allows the
central bank to earn revenue by investing such assets in foreign countries. This
covers the expenses of the currency issue and the bank’s operating expenditure, and
may provide financial aid to problem banks and dividends to the state budget. It
should be stressed that a currency board needs sound and liberal monetary policy
support, an open economy and free international financial and trade relations.
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Estonia has successfully used the currency board-based monetary system for over
13 years. Also Stochastic simulation, which makes the comparative analysis of
monetary rules somewhat more realistic, proves currency board arrangement to be
the most suitable for Estonian economy (Sepp, 2001).This is proved by all the
indicators presented in this part of the paper. Estonia has undoubtedly no problems
with continuing to use the suitable and stable monetary policy also in the future.

Estonia’s Changeover Plan to Euro

Estonia believes it is important that all member States join the euro area to make full
use the benefits arising from single monetary policy. Joining the EU single currency
is a logical step in the context of co-ordinating economic policy efficiently (The
Estonian Government’s ..., 2004).

The Government of the Estonian Republic have established the goal of introducing
the euro at the first opportunity when Estonia will be able to fulfil all necessary
conditions. It is quit natural forever Estonia already has fixed exchange rate with
euro from January 1999 (1 EUR = 15,6466 EEK), high integration with EU
countries and very open economy. We know that the advantages of a single currency
are greater in open economies. The more open an economy, the higher its welfare
gains will be (Sepp and Randveer, 2002). Adoption of a single currency greatly
increases microeconomic efficiency through elimination of transaction costs and
exchange rate uncertainties, greater price stability, increased foreign investment, and
higher productivity.

When adopting the euro, Estonia’s role in influencing the economic policy of the
European Union will also increase. Current developments have shown that the
impact of countries that do not belong to the euro area on the economic policy of the
EU is significantly smaller that of those within the euro area.

Practical preparations for the euro changeover started in Estonia after the Cabinet
meeting of 15 January 2004, when the Government of the Republic of Estonia set
the goal of being technically ready for the introduction of the euro by the middle of
2006, which would enable transition to the euro on 1 January 2007. At the sitting of
13 May 2004, the Government approved Estonia’s first convergence programme,
which reflects Estonia’s economic policy on the way to the euro. The Council of
Ministers of the EU approved the programme on 5 July 2004. On 28 June 2004,
Estonia joined the Exchange Rate Mechanism Il (ERM2), which is a system for
ensuring exchange rate stability prior to euro area accession (Estonia’s National
Changeover Plan, 2005).

At the Cabinet meeting of 9 December 2004, Estonian Government decided to form

the National Changeover Committee to coordinate the activities necessary to ensure
a smooth changeover to the euro.
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At its first meeting on 15 February 2005, the Committee adopted the decision to
form six working groups, whose objective was to map out and find solutions to
potential problems that may arise in different areas with regard to the euro
changeover. The working groups were established in the following areas: Eesti Pank
and credit institutions, the business community, the governmental authorities,
consumer protection, legislation and communication. Working groups include
participants from both the public and private sector.

The first version of Estonia’s National Changeover Plan from 22 August 2005 is
directly based on the input of all working groups, who have been meeting since
March 2005 and mapped out the issues that need to be dealt with in association with
the changeover. The objective of the plan is to provide guidelines for governmental
authorities and information for the wider public in order to prepare for the euro. The
plan is not final and will be updated as issues are identified and solutions found in
the working groups. The National Changeover Plan is a public document. Already
the third version of Estonia’s national Changeover Plan was approved on 12 January
2006. Compared to the previous versions, this version includes a full update of the
section “central bank and credit institutions”.

Estonia’s accession to the EMU and the euro system has two stages. In the first two
years as a member of ERM2 (the status of members with a derogation in the
monetary union), we have to bring its financial regulation, fiscal and monetary
policy in harmony with EU legislation.

During this stage, the country must fulfil the Maastricht criteria (Table 3), which are
required for joining the euro area. In the second stage, Estonia will join the euro area
and obtain the status of a full-fledged member of the monetary union.

Table 2. Compliance with the Maastricht Criteria in Accession Countries, 2004

Inflation Government Public Interest rate on

budget deficit debt long-term bonds
Cyprus 1.9 4.2 71.9 6.3
Czech Republic 2.6 -3.0 374 4.1
Estonia 3.0 1.8 49 -
Hungary 6.8 -4.5 57.6 7.2
Latvia 6.2 -0.5 14.3 4.6
Lithuania 1.1 -2.5 19.7 4.0
Malta 2.7 -5.2 75.0 4.7
Poland 3.6 -4.8 43.6 6.0
Slovakia 7.4 -3.3 43.6 4.6
Slovenia 3.6 -1.9 29.4 4.1
Criterion 2.4 -3.0 60.0 6.4

Source: ECB, Annual Report, 2004:71-79.
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Estonia has problems with fulfilling the inflation criterion. It has some objective
reasons.

The fast economic growth constitutes the biggest problem for Estonia for its effect
coupled with a fixed exchange rate. Normally rising productivity would lead to
exchange rate appreciation, but when this cannot happen, prices rise instead. Even
the ECB accepts this “Balassasamuelson effect” could add two percentage points to
inflation in a country experiencing fast productivity growth (Flights to Frankfurt,
2005:82).

We can see in Table 2 that it is the inflation criterion that Estonia failed to fulfil in
2004. Feldmann and Watson (2002) find that the accession countries must take
extraordinary measures (e.g, reducing indirect taxes by a factor of 1.5) in order to
fulfil the inflation criterion. Some researchers are not sure that currency board
arrangement will be able to deliver satisfaction of the inflation criterion for EMU
membership without an unnecessary recession (Buiter and Grafe, 2001).

But from the research of Kattai (2004) based on a macroeconomic model appeared
that among three exchange rate regimes inflation was the lowest under the currency
board regime. But it did not reflect inflation reactions to shocks, i.e. change in price
dynamics when there is a change in the economic environment.

Our most important special characteristic relevant to the Maastricht criteria is our
relatively low level of income, whereas economic growth takes place at a faster rate
than in the current EMU Member States. Wolfgang Munchau foretell that the real
reason Lithuania and Estonia should not join in time the euro is that they are still too
poor and that is a point no one makes in official reports (Munchan, 2006).

If such differences in growth rates persist, the level of income in Estonia would
attain the current EU average level in 20 years and converge to EU member states in
30 years.

At present, Estonia lacks an instrument (ten-year government bonds nominated in
national currency) meant for assessing fulfilment of the Maastricht interest rate
criterion. However, the European Central Bank has assured Estonia that it may use
the interest rate on long-term kroon loans as a reference. In order to make sure that
interest rates on kroon loans granted to Estonian enterprises and individuals remain
low in the future, it is necessary to use all instruments of economic policy to ensure
balanced economic development also in the long run.

Estonian economy is closely connected to the economy of the European Union —
nearly 80% of Estonia’s external trade is conducted within the EU. The introduction
of the euro will result in smaller transaction costs, as the need for currency exchange
will decrease. The experience of other countries has shown that such savings may
reach up to 0.2% of GDP. The euro will also allow for a more effective comparison
of prices.
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A comprehensive “umbrella” law, enabling a complete overview of the legislation to
be amended, will be prepared for the purpose of the introduction of the euro. The
Act on the Introduction of the Euro will cover the procedures of exchanging kroons
to euros and removing kroons from circulation, the regulation of parallel circulation
and the necessary changes in existing laws (currently 207 laws). The Act on the
Introduction of the Euro will repeal the Republic of Estonia Currency Act and
republic of Estonia Act on the Security for Estonian kroon. Ministers’ Regulations
and Government Regulations that also need to be amended will be added to the draft
legislation. In the course of work, it may prove necessary to pass amendments to
certain legal acts separately (Estonia’s National Changeover Plan, 2005).

The objective of the Estonian euro changeover communication strategy is to ensure
that all residents of Estonia be adequately informed of the practical changes it will
bring. The communication strategy and the associated action plan have been
completed in cooperation between the communications working group and interest
groups representing the most important entrepreneurs and customers.

It may be seen that investors and businessmen have positively reacted to the euro
adoption prospects. Growth of share prices in Tallinn Stock Exchange, low loan
interest rates and increase in lending are demonstrating it. FDI inflows are also
crowing. It indicates that the market is waiting for the euro.

Conclusions

Nearly thirteen years had elapsed since the Estonian currency reform. Estonian
economy had reached the upturn stage, the budget and the balance of payments
(except current account) showed a modest surplus, Estonia’s external debt was
minimal, and the inflation rate low, the unemployment rate declining and real
income growing. It seems reasonable to conclude that this success is positively
related to the country’s currency board monetary system, supported by suitable
monetary and economic policy.

The currency board endowed the Estonian kroon with confidence, which helped to
attract lot of foreign capital to support the country’s reforms and supply the
resources necessary to back its currency. Another key to the success of the currency
board system is the extremely liberal and balanced economic policy applied at the
same time. This created a favourable environment for the financial infrastructure
necessary for the progress of reform, and the rapid integration of Estonia’s financial
system and economy with the international economy.

The main aim of Estonian macroeconomic policy today is to increase integration
with the European Union and to join the European Economic and Monetary Union
in near future. As the exchange rate of the kroon has been pegged to the euro,
Estonia is already closely connected with the European monetary policy. The
currency board arrangement is a suitable monetary framework for joining the EMU,
and after finishing preparatory work and meeting the Maastricht convergence
criteria, euro may be in circulation in Estonia already in 2007.
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Kokkuvate

EESTI LIITUMINE EUROPIIRKONNAGA

Mart Sérg
Tartu Ulikool

Euro kasutuselev@tust alates (1999. a.) on Eesti kroonil fikseeritud kurss euroga.
Seetottu on loomulik, et Eestil on lihtne ja kasulik kiiresti liituda europiirkonnaga.
Eesti valitsus on seadnud eesmérgiks vdtta euro kasutusele 2007. aasta algul.

Esimesena taasiseseisvunud Balti riikidest viis Eesti 1992. a. juunis l&bi rahareformi.
Valitud valuutakomiteel baseeruv rahasiisteem vdimaldas Eestil edukalt l&bi viia
majandusreformid, taastada kiire majanduskasv ja viia inflatsioon arenenud riikide
tasemele. Eesti raha usaldusvéarsus ja liberaalne majanduspoliitika on Eesti viinud
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liidrikohale siirderiikide hulgas otseste vélisinvesteeringute mahult Ghe elaniku
kohta. Samuti kasvas Eesti SKP perioodil 1995-2004 Ule 40%, olles Uiks paremaid
néitajaid siirdemaade hulgas. Seet8ttu voib eeldada, et Eesti on vbimeline edukalt
jatkama ka Eesti krooni kasutamist séilitades.

Eesti astumine Euroopa Liidu liikmeks mais 2004 t6i kaasa kohustuse liituda ka
europiirkonnaga. Eesti voeti esimese kolme uue liikmesriigi hulgas juunis 2004
ERM?2 liikmeks, kus kahe aasta jooksul kontrollitakse Eesti kdlblikkust europiir-
konnas olemiseks ja uhtlasi tehakse ettevalmistusi sellega liitumiseks. Ettevalmis-
tused algasid varakult, juba siis kui toimusid labirddkimised ELga liitumiseks.
Moodustatud on asjatundjate komisjon, milline koordineerib eurole ulemineku
sujuvat tagamist. Komisjonil on valminud juba kolmas eurole tlemineku plaani
versioon. Ettevalmistused kulgevad seaduse harmoniseerimise, euro kasutuselevétu,
tehnilise ettevalmistuse ja majanduse stabiilsus- ja kasvupakti nduetele vastavusse
viimise osas. Pohiliselt ollakse ettevalmistustdddega I6pul 2006. aasta 1. juuliks.

Seaduste harmoniseerimise protsess on kéivitunud ja kéivad ettevalmistused
siseriikliku seadusandluse kohandamiseks. Rahapoliitika operatsioonilise raamistiku
harmoniseerimise ja arveldussiisteemide Uhildamisega alustati Eesti Pangas juba
2000. aastal. Euro kasutuselevdtu seadus, mille projekt valmib 2006. aasta kevadel,
hélmab muudatusi 207 kehtivas seaduses. Eesti Panga seaduse muudatused on 2005.
aasta oktoobrist Riigikogus menetluses ja tehakse Eesti Vabariigi Pdhiseaduse
juriidilist ekspertiisi.

Tanu fikseeritud vahetuskursi ja tasakaalus eelarve poliitikale ei teki Maastrichti
kriteeriumide t&itmisel probleeme nendes valdkondades. Probleemideks Eestile jaab
tema madal elatustase ja inflatsioonikriteeriumi taitmine. Inflatsiooni tase on Eestis
viimasel aastal tGusnud eriti kiire majanduskasvu ja kitusehindade tusu tulemuse-
na.

Eesti Valitsus ja Eesti Pank jatkavad ettevalmistusi ja on kindlasti valmis euro
kasutuselevdtuks juba 2007. aasta algusest, kuid todtatakse ka alternatiivplaanide
kallal juhuks, kui Euroopa Liidu Ministrite NGukogu otsus Eesti eurole Gileminekust
viibib. Me ei nde aga pdhjusi, et see otsus viibiks rohkem kui aasta. Kuni aastane
hilinemine pole meie hinnangul ei Eesti riigi reitingule ega ka majandusele
probleemiks.
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ABOUT APPLYING THE PRINCIPLES OF SUSTAINABLE
DEVELOPMENT TO TOURISM INDUSTRY

Piret Ilver, Juta Sikk
University of Tartu

Introduction

According to the World Tourism Organization (WTO) tourism comprises of
activities of persons traveling to and staying in places outside their usual
environment for not one consecutive year for leisure, business and other purposes.
The tourism sector is comprised of businesses, which create and offer sightseeing
trips to visitors, infrastructure and the relevant services. Four areas: accommodation
and catering, transport, sights and travel managers (travel agencies, tour operators,
organizations) are distinguished. Along with the positive impact that tourism has -
increase of gross domestic product (GDP) and public income, creating new jobs,
diversifying and livening up local economy, the industry’s uncontrollable and
unmanageable development may harm the values it is based on. Major negative
impacts of tourism are: water and air pollution, noise, damaged and overcrowded
nature and historical places; conflicts with local communities” way of life, etc.

Since the middle of the 1990s tourism has been one of the priorities of the European
Union institutions. From the economic-political standpoint the European Union has
to face a huge challenge of how to manage the industry where growth in the next
decade is expected to double, so that limited resources would not be decreased but
reproduced and all activities be economically profitable and successful.

The European Union bulletin 2003 “Basic Orientations for the Sustainability of
European Tourism” offers new measures of increasing the European Union
contribution to the sustainable development of the European tourism sector. Offered
measures and incentives emphasize the necessity of binding and coordinating the
issues of environment and economic policy.

The aim of the sustainable development is to bring people closer to the nature and
seek for the ways of how to achieve in the conditions of fast growth the situation
where vacationers, travelers and tourism businesses would stop damaging the nature
and life of the people, who will live 100 years from now. At the same time the main
idea of tourism is to provide enjoyable service and earn profit to the industry.
Enterprises involved in tourism should develop their activities focusing on the
quality and protection of the environment. Here it is important to increase tourists’
level of knowledge and their understandings about cultural differences. This also
means sustainable usage of cultural and natural resources in the process of
maximizing profit.
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The aim of the present article is to explain the opportunities of applying the
principles of sustainable tourism development in Estonia. First, the authors describe
the situation in Estonian tourism in the past years. Next, the essence of sustainable
development, its economic and regional political importance is reviewed. Also the
opportunities of applying and supporting sustainable tourism development are
studied.

Estonian tourism industry

Tourism is an important business sector in Estonia as it is characterized by the
significant economic growth in the last years, creating jobs and increasing
employment. It is also essential lever of the government in accelerating and
balancing regional development. Market entering barriers for businesses are
relatively low and at high seasons the demand exceeds the supply. Tourism
businesses are also provided with state support in a form of tourism information
system developments as well as by the work done on introducing Estonia and
promoting it as a travel destination.

The importance of tourism in Estonian GDP has been relatively stable, ca 8% since
1997. It has increased in employment: in 1997 7.5% and in 2000 8.2% (Turismi ...
2005). Compared to other countries’ indicators, Estonian figures are relatively
moderate (see table 1) and the reason for the small share in GDP is explained by the
fact that tourists are mostly sold imported goods as the importance of locally made
goods is insignificant.

Table 1. Importance of tourism across countries in 2000 and 2003 (%)

Country Tourism share in GDP Employment in tourism
2000 2003 2000 2003

Iceland 23.9 19.0 21.0 20.7

Greece 16.4 19.2

Ireland 13.9 8.1 12.9 7.3

Hungary 11.8 12.0

Finland 11.3 11.1 12.0 11.6

Belgium 9.9 125

Norway 9.7 10.2 11.2 134

Sweden 9.1 7.5 10.3 7.2

Estonia 8.2 8.2

Source: (EAS ... 2005)

According to the Bank of Estonia in the first half of 2005 Estonian tourism services
export was 6.8 billion kroons, compared to 2004 it has increased by 7% i.e 447
million kroons. Foreign visitors’ expenditures (travel services export) in Estonia
increased by 3% and amounted to 5.3 billion kroons; their payments to Estonian
transport companies increased by 24%.
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Estonian tourism industry is mainly based on international tourism (see table 2),
despite a slight increase in the recent years, the importance of domestic tourism is
still insignificant: 70% of tourists staying in Estonian accommodation
establishments in 2005 were foreigners and 30% locals. Major tourism flow comes
from Finland (above 50%), however according to the Statistical Office of Estonia
the number of Finnish tourists started to decrease in 2005 (by 45 thousand), but at
the same time the biggest growth was in the number of tourists from Great Britain,
Sweden and Russia.

Table 2. Accommodated tourists in 2002-2005

Indicator 2002 2003 2004 2005

h's”trs“ber of accommodated tou-| 4 441 677 1561501| 1922126| 2071707
Inc. Estonian residents 398 244 448 755 547 712 618 694
foreigners 1003383| 1112746| 1374414| 1453013
Number of nights spent 2695669 | 3084433| 3757715, 4110116
Inc. Estonian residents 698 081| 816560, 1010909| 1128580
foreigners 1997588 | 2267 873| 2746806| 2981536
Average cost per night in kroons 426 455 445 459

Sourse: The Statistical Office of Estonia ...2006.

Number of tourists using accommodation services has been gradually increasing.
When 1.9 million tourists stayed in Estonian accommodation establishments in
2004, then in 2005 this indicator increased by 8% (the number of local tourists
increased by 11%, which is more compared to international tourists) and was
eventually above 2 million kroons.

When compared to 2004 the number of accommodated foreign tourists grew by 24%
then the reason for slower growth in 2005 is explained by the decrease of Finnish
tourists. Average stay in accommodation establishment was 2 nights and for 62%
the purpose of their stay was a holiday (67% foreigners, about half were Estonian
residents). International visitors stayed mostly in Tallinn accommodation
establishments, whereas Estonian residents stayed mainly in South and West
Estonia.

Like in other European countries Estonia also had faster growth in number of
foreign tourists in winter period: in thelst quarter the number of foreign tourist grow
by 30%, in April by 15%, in May by 9%, in June and August by 3%; in July it
decreased by 3%. The demand across seasons has become more even. Major places
visited by tourists are Tallinn, Tartu and P&rnu. Indicators also show the increasing
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interest towards other towns and counties, which is mostly because of newly opened
health SPA’s. (EAS ... 2005).

Travel purposes of local people have started to be more holiday and personal reasons
rather than business. Number of local tourists has increased in health SPA regions
like Saaremaa and Parnu and in the 1st quarter of 2005, growing trend is seen also in
winter resort regions (Valga, Voru and Pdlva County). (EAS ... 2005)

According to the Statistical Office of Estonia, hotel and restaurant sector were one
of the fast growing business sectors in the 1st half of 2005: added value growth
16.6% was more than in 2004. Total investments made in the 1st half of 2005 in
hotels and restaurants were 300 million kroons, whereas the major share was made
in hotels.

The number of bed space compared to the 1st half of 2004 increased by 12%, being
the biggest in Tallinn. Demand for accommodation service increased in the 1% half
of 2005 slightly quicker than supply, therefore compared to the previous year the
occupancy of accommodation establishments went up slightly(occupancy of bed
space 38%; occupancy of rooms 44%). The significant rise in the number of
accommodated people in the beginning of the year is positive because its is usually
low season for Estonian tourism sector (The Statistical Office of Estonia 2005)

Restaurants’ and hotels’ net turnover in the 1st half of the 2005 was 2.5 billion
kroons, which is almost a quarter more compared the same period last year. Sudden
turnover rise is more characteristic to hotel business (growth 35%), however also
restaurants turnover is growing (15%). Demand growth after several years has
enabled accommodation establishments to increase their prices, which has also
effect on their turnover. Average price per night grew 4.4%, which is around 460
kroons.

The essence of sustainable development

Sustainable development means such an economic development, which does not
exceed the boundaries of natural resources’ self-regulation and takes good care of
the non-renewable natural resources. This does not mean liquidation of economic
activities, but it refers to the development where protection and sustainability of
environment is taken into consideration.

Hence, the central issue of sustainable development is how to hold balance between
the needs and opportunities in the usage of all resources (natural, human, time and
information). Although sustainability is often associated with limitations it is still
more about moving from current over production and over consumption to
reasonable and needs-based production, consumption, recycling and utilization
practices.

One of the major issues of the European Union economic policy guidelines is the
support and strengthening of sustainable development. It is essential to guarantee
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sustainable development of the environment, as it is the ground for success in long-
term. Agenda 21 is a global action plan which goal is to achieve environment
friendly economic and social development in the present century (Eesti Agenda ...
2005)

This action plan also explores the term of sustainable development, stressing that
nature; economic activities of people as well as social developments are all
inseparably integrated and affect each other through complicated processes. It has
set a task to all nations that they should start developing their national action plans
of sustainable development. It particularly emphasizes the importance of involving
public and local governments as well as cooperation between individuals, etc.

There is a wide area of topics covered in the document Agenda 21, ranging from
social economic contradictions to attitudes and every day behavior habits. At the
same time it also offers possible solutions and presents principles that all countries
must follow for the sake of sustainable development. From the long perspective
Agenda 21 is the most important document that clearly states that needs and
resources of future generations should be taken into consideration and that economic
activities, use of natural resources and technology should never jeopardize future
generations developmental opportunities and needs satisfaction.

Action plan Agenda 21 covers contradictory issues of South-North (industrial
countries contra former southern colonies) and today’s value based every-day
behavior. The document brings forth possible solutions related to the preservation of
biological diversity, forest and land protection, prevention of air and water pollution.
It also discusses the issues of education, public awareness, health conditions and
environmentally sound consumption habits. Agenda 21 is a document that consists
of 4 sections and 40 chapters, which form a complete action plan for achieving
sustainable development.

The project “Eesti Agenda 21” was initiated in 1997 with an aim to support and
strengthen the government and local governments’ work on development plans in
securing that sustainable development principles are followed. In 1999 the regional
action plans were started, including Tartu Agenda 21.

The Act on Sustainable Development was approved on 22 February 1995 by
Riigikogu, the Estonian Parliament, and Estonia was the second country next to
Costa Rica to do that. This Act establishes the principles of the national strategy of
sustainable development and is based on the principles established in the decisions
of the United Nations Conference on Environment and Development (Rio de
Janeiro, 1992). According to the amendment of this Act (1997) the plans on
sustainable development are to be initiated by the government in the energy,
transport, agriculture, forestry, tourism, chemical industry, building materials
industry and food industry sectors.

Estonia is holding the 16™ position according to the Living Planet Report ecological
footprint index. Estonia is using its natural resources 2.5 times over its balance point
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(WWEF ... 2002). The same describes also Germany, Holland, Japan and Swit-
zerland.

Considered the above mentioned it becomes clear that several action plans have
been worked out for guaranteeing sustainability of the environment and economic
activities balanced development. As countries and businesses, including tourism
businesses are obliged to follow the described principles, the next paragraphs
explains how they are applied to tourism industry.

Economic and regional political importance of sustainable development to
tourism sector

Estonian economic policy’s general objective is to gain sustainable, socially and
regionally stable economic growth. Tourism plays a great role in increasing gross
domestic product, stabilizing balance of payment, increasing government and local
governments’ budget revenues as well as increasing employment and promoting
regional development.

One of the tourism policy’s main tasks is to increase competitiveness of the Estonian
tourism and in order to achieve this it is necessary (Eesti Majandus- ja
Kommunikatsiooniministeerium...) to expand tourism products and improve their
quality
e to achieve better regional and seasonal distribution of tourists
e to improve the accessibility to tourism information about Estonia locally
and globally
to improve Estonian logistic position and access to tourists
to increase investments in tourism information and in introducing Estonia
as a tourism destination
e to support investments in tourism infrastructure, particularly in regions
to strengthen cooperation between public and private sector

The Estonian national tourism development plan for 2001-2005 has been worked out
in accordance with The Act on Sustainable Development (1995) and it considers the
principles of sustainable development, preservation of balance between social and
economic forces, and protection of nature and places of interest. Sustainable
development has become a central issue of tourism policy. It is first of all so because
in long term strategies sustainability is a primary requirement for growth and
development.

Sustainable tourism and its support provide good ground for regional development.
It opens flow of additional resources into regions and it creates new jobs. It makes
regions attractive to local residents, enlivens entrepreneurship and economic growth.
Development plans emphasize the fact that economic and social changes taking
place in the last 15 year period have kept environmental awareness in the
background. Consumption oriented life style gives reasons for the assumption that
without public sector’s support and directions environment awareness may become
even lower.
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On 12 March 1997 the National Environmental Strategy was approved by the
Riigikogu, the Estonian Parliament. It presents environmental policy’s 10 priority
goals and specifies tasks that have to be implemented by 2000, 2005 and 2010. The
document states the following end objectives of the environmental strategy (Eesti
Keskkonnastrateegia ... 1997):

e increase of environmental awareness
development of environmentally sound technology
decrease of energy’s negative impact on environment
improvement of the quality of the atmosphere
decrease of generation of waste and improve waste management
liquidation of pollution caused by waste
improved ground water usage and protection
protection of surface water bodies and the coastal sea
preservation of landscape’s variability and life
artificial environment becoming more human friendly

Almost all above mentioned issues are to a certain extent connected with tourism
industry activities and are essential from both: the long term economic and regional
policy perspective.

Applying the principles of sustainable development to tourism industry

The principles of sustainable development in tourism industry bear in mind that
tourism can develop only if natural and cultural conditions are respected and tourism
is seen as a tool in environment protection and heritage conservation. The viability
of tourism depends on the preservation of local heritage and culture. Thus it is
important to protect and highlight it. There also needs to be an opportunity to limit
the excessive flow of tourists into regions where nature’s carrying capacity has
already been exceeded. Tourism affects the environment in several ways, e.g. large-
scale consumption of water and energy by hotels and tourism enterprises, changed
landscapes, waste, noise, stamped soil.

To ensure and direct the sustainable development of Estonian tourism industry,
priority must be given to the coordination of national development plans and
cooperation and the production of a demand in international target markets that
would support sustainable development. Local governments can facilitate
sustainable development by planning land use, regulating construction activity and
facilitating investments into environment-friendly projects. The certification of
tourism enterprises, catering and accommodation establishments, and the labeling
and marketing of labels in domestic and foreign markets is also important.

In 2005 quality was the focal point in Estonian tourism industry, as it is important to
follow the prevailing trends in the ever-growing competition and already now look
into the future and work hard to maintain competitiveness. The most important
trends in recent years have been the environment-friendliness of tourism enterprises
and sustainable management. Throughout the world it can be seen that major hotel
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chains and tourism enterprises have inserted environmental management into their
management systems. Managers and workers are regularly informed of the
directions of sustainable development and environment-friendly labels are awarded
to highlight those tourism enterprises that follow the principles of sustainable
development.

Sustainable lifestyle and prudent use of natural resources have gained popularity all
over the world. For example, a survey conducted among the visitors of a fair in
Helsinki in 2002 revealed that 85% of the respondents considered the environment-
friendliness of accommaodation establishments important.

The sustainable use of detergents, chemicals, water and energy should be of great
importance to every tourism enterprise. The “green” way of thinking is not very
wide-spread in Estonia yet, and that is why the use of environment-friendly products
has been modest. Wise organization of waste management is also important. It can
be used to promote the sustainable use of materials and raw materials, limit the
production of waste, facilitate recycling and reduce the contamination of the
environment with waste. A sustainable tourism enterprise can reduce waste
production in the following ways:

e  prefer products with minimum packaging and reusable packaging;

e avoid disposable tableware;

e make better use of electronic communication channels in administrative

work;
e  sort waste for recycling.

Besides other measures, means of supporting sustainable development should be
used to develop tourism and enhance international competitiveness of tourism
enterprises. They include expanding the cooperation network of tourism operators,
contributing to a rise in the quality of tourism products and providing the necessary
training and in-service training with the help of both local and international
resources.

Facilitating sustainable development in tourism industry

To facilitate and promote sustainable tourism, the manual Guidelines for Sustainable
Tourism has been published in the framework of the PHARE program. The
publication relies on the ten principles of WWF and contains useful tips for
enterprises practicing sustainable tourism economy.

Enterprise Estonia, the promoters of eco-tourism and several other organizations
involved in raising environmental awareness organize regular sustainable
development trainings, information days and seminars directed to tourism operators.
Usually most of the events designed to promote sustainable development are free for
participants and sponsored by local governments or PHARE funds.

The eco-label project Green Key in Estonia is also directed at the promotion of
environment-friendly quality management and sustainable tourism. The project was
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launched in Denmark in 1994 and by now it has spread to Sweden, France,
Greenland, Lithuania and Estonia. Around 30 countries have joined (or are about to
join) the project, including Spain, Greece, Turkey and Latvia. The Green Key is a
label that shows the visitors of accommodation facilities that the enterprise is
capable of offering quality and comfort also via environment-friendly management.
In Estonia, the first labels were awarded in 2002. The aim of the Green Key project
is to reach all tourism enterprises, such as accommodation establishments,
restaurants and entertainment facilities.

To receive a Green Key label, enterprises need to formulate their environment
policies, set environmental goals and envisage and implement action plans. Those
activities will help to follow the principles of sustainable management and establish
criteria containing a number of requirements for environmental activity (The Green
... 2005):

e introduction of environmental management principles into the
management system  (environmental inspection, formulation of
environmental policy, assessment of the most important environmental
impacts and preparation of an action plan based on the assessment);

e inclusion of personnel (training, information) and the informing of quests;

e use of various natural resources and ways of reducing (water, electricity,
heat) consumption;

e right dosage of hazardous substances (detergents, chemicals);

e waste-related issues (reduction, sorting);

e increasing the consumption of local foodstuff;

e enterprise management and issues related to internal climate (use of
recycled paper and more economical technical equipment, smoking
rooms).

Applying for the eco-label is voluntary and it is awarded for a period of one year. In
a year’s time a new inspection is carried out, after which the label may be re-
awarded for another year. In Estonia, the Green Key is supported by the Ministry of
Economic Affairs and Communications, Estonian Association of Hotels and
Restaurants, Enterprise Estonia and Estonian Ecotourism Association.

After receiving an eco-label, enterprises are able to demonstrate their environment-
friendliness also to their visitors and ask them to be more sustainable in the use of
water and energy. For example, it has become very common throughout the world
and also in Estonia to ask the visitors of accommodation establishments to use
towels for more than day. Generally visitors accept and are happy to follow such
initiatives. In Estonia, enterprises are assisted by the secretariat of the Green Key
whose responsibility is to market the eco-label and inform consumers of the
enterprises that have received one. The eco-label will definitely have a positive
effect on its holders’ reputation, as it helps to distinguish them from other operators,
create a demand and catch the attention of environment conscious customers.

Besides the Green Key label, the tourism product label EHE (authentic and
interesting Estonian product) is awarded in Estonia. The trademark is intended for
the labeling of tourism products that follow the principles of eco-tourism.
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Application is again voluntary. In October 2005 there were eight Estonian tourism
products labeled with EHE, but none of them unfortunately originated from Tartu or
Tartu County (Eesti Okoturism 2005).

Eco-tourism is a responsible way of traveling that supports the preservation of
natural and cultural heritage and the welfare of locals. Eco-tourism is a form of
sustainable tourism — smaller-scale quality tourism that aims at enhancing traveler
consciousness and cultural understanding. Above all, eco-tourism means activities
and influences outside tourism facilities proper. Besides rural and indigenous
culture, its most important resource in Estonia is natural heritage, especially
conservation areas. In practice, successful eco-tourism means a balance between the
productivity and sustainable use of resources. This can be achieved via close
cooperation between the private and public sector and non-governmental
organizations, which requires a coherent vision and understanding of tourism, its
risks and opportunities.

In 1997 the preparation of the Estonian eco-tourism strategy began at the initiative
of the Estonian Ecotourism Association. The aims of the strategy were (Eesti
Okoturism 2005):

e to pinpoint the fields and key issues influencing the planning,
development and organization of eco-tourism in Estonia;

e to create a system that would support and guide eco-tourism operators,
managers of natural resources, planners and government bodies at all
levels in achieving their goals;

o to formulate the policy and launch programs for fulfilling the vision.

The Estonian eco-tourism strategy will be integrated with the national sustainable
development strategy and various environment and nature protection strategies and
action plans (e.g. Estonian National Environment Protection Action Plan).

The preparation of the sustainable development strategy for rural tourism began in
1997 at the Rural Life Development Institute of the Estonian Agricultural University
in cooperation with the members of the Rural Tourism Council and tourism
operators. The project was funded with the resources of the agricultural counseling
service program. The document provides an overview of the current situation,
reinforces the need to develop a coherent understanding of the development
directions of rural tourism in Estonia and systematic management of the self-
regulatory processes directed to the development of rural tourism.

To implement sustainable development in tourism, it is necessary to (Eesti Agenda
... 2005):
e complement the tourism development plan with sustainable development
projects;
e develop a monitoring system and define the carrying capacity in naturally
sensitive tourism areas;
e develop cooperation between different sectors and fields and carry out a
campaign to increase awareness of sustainable tourism development;
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e establish sustainable environment management organizations by using
certification and labeling, product life analysis, eco-audit and control
functions over enterprises and their activities;

e  promote training and counseling;

e provide incentives for sustainable development investment projects;

e launch regional cooperation projects in the Baltic Sea region.

To conclude, it can be said that several existing national and regional development
plans and strategies (e.g. national tourism development plan 2000-2010; tourism
development strategy for South-Estonia until 2010; tourism development plan for
Tartu 2004-2007, etc.) form a foundation for the implementation of sustainable
development in tourism industry. There are also local and national institutions that
coordinate and support tourism-related activity.

Implementing the principles of sustainable development in Estonian tourism
industry

There is also the European Community’s biodiversity strategy that contains
guidelines for the development of sustainable tourism in conservation areas in a
manner that would have a minimal effect on European Natura 2000 regions. The
White Paper “European transport policy for 2010: time to decide” and the European
Union’s water and waste treatment policy that directly concern the tourism sector
also contribute to sustainable tourism. (Arhipelaag 2005).

One of the greatest challenges has been distinguishing and highlighting enterprises
that support sustainable development. From 1990 various prizes, eco-labels,
certificates, etc., have been awarded to companies that facilitate sustainable tourism.
From 1993 the European Network for Sustainable Tourism Development
(ECOTRANS) together with 20 partners from 12 European countries has been
conducting surveys and monitorings to establish the standards of sustainable
development in European tourism industry.

By 2001 about 60 different sustainable development certificates had been issued in
Europe. The certificates cover all types of tourism operators — accommodation
establishments, restaurants, beach resorts, golf courses and many other tourism-
related enterprises. The awarded certificates include about 30 eco-labels for
enterprises offering accommodation services. (Hamele 2004: 2)

The oldest and most successful of those numerous certification systems is the Blue
Flag that has been rewarded since 1987 to more than 2,000 beaches in Europe. To
protect coastal areas and ensure the cleanness of harbors, Estonia started to award
the Blue Flag eco-label to harbors in 1994 and beaches in 1998. In 1999 the first
Blue Flag was hoisted on Piihajarve Beach; in the season of 2003 the flags could
already be seen in four Estonian harbors (Lohusalu, Roomassaare, Parnu and Pirita
Yacht Club) and three beaches (Pihajarve, Parnu and VOsu). The Blue Flag
symbolizes clean and successfully managed beaches and it has become a pan-
European quality label. The Blue Flag has also got a sub-project — Blue Flag for
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boats — that is aimed at promoting environment-friendliness among boat owners.
(Roheline ... 2005)

The mainstream in Europe and Estonia today is to make customers conscious of the
enterprises supporting sustainable development and distinguish them from mass-
tourism operators. To achieve this, the European Commission is working on the
project “Sustainable development eco-labels in Europe” which is aimed at
demonstrating how eco-labels can enhance the sustainability of European tourism.

Orientations and consciousness of sustainable development are also familiar to
bigger hotels in Estonia (e.g. Hotel Viru, Reval Hotelligrupi AS, Meriton, Domina
Hotels). They are among those 18 Estonian hotels that have so far received the
Green Key eco-label. Five accommodation facilities are currently in the preparatory
stage.

Regardless of an increasing number of visitors, the hotels have managed to benefit
financially mainly through the reduction of contamination tax (53% Hotel Olumpia)
savings from waste sorting (on average 1,000 EEK/month) and sustainable
consumption of water (up to 15%) thanks to the use of special posters that invite
guests to be economical with water. (Rohelise ... 2003: 4)

The Green Key provides its holders with an opportunity to engage the whole staff,
as well as cooperation partners and visitors into the process. The marketing aspect is
also important for entrepreneurs. A marketing survey conducted by the Green Key
organization reinforces that, as major consumers, hotels should participate in
environmental work and reduce the negative impact on the environment to the
minimum (Roheline ... 2005).

Massive tourism investments may one day result in economic growth but also
damage the environment, as happened in 1970s-1980s with the city of Calvia on
Mallorca. In the Agenda 21 process a number of hotels that failed to meet standards
were closed down, landscapes restored and natural protection areas created. Also an
environmental tax for hotel rooms was imposed. There were active environment
protection and marketing campaigns for improving the city’s reputation, which
resulted in employment growth and increased the popularity of the city as a tourist
destination. (Database ... 2005)

As seen above, a number of development plans and strategies have been envisaged
in Europe, in Estonia and in its different regions that focus mainly on increasing
tourist awareness of sustainable development and supporting enterprises that
implement the principles of sustainable development.

Development options and problems in tourism industry
Regardless of the numerous international and local-level strategies and action plans,

we cannot talk about a remarkable breakthrough in making tourism industry more
sustainable.
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The main obstacle to promoting sustainable tourism is the relatively low awareness
of people — especially those in leading positions — of sustainable development and
its promotion. The daily activity of leaders is focused on solving problems related to
near future and meeting sales-plans rather than acknowledging and dealing with
longer-term problems.

A survey by the Market Opinion Research International revealed that the average
consumer does not see tourism as something that harms the environment, although
signs of increased environment consciousness can be traced in the behavior of
tourists (Arhipelaag 2005). It is recommended to start with an environmental
overview and measures that help enterprises to organize their activity. All
orientations and action plans of the program Agenda 21 can be implemented in
tourism enterprises (accommodation, catering and entertainment facilities).

The SWOT analyses contained in tourism development plans (tourism development
strategy for South-Estonia until 2010; tourism development plan for Tartu 2004-
2007, tourism development strategy and plan for South-East Estonia until 2006, etc.)
show that the main obstacle to the implementation of the principles of sustainable
development is communication problems, i.e. insufficient offer and availability of
information.

Although tourism enterprises are aware of the need to protect the environment, most
of them are unfamiliar with environmental strategies and guidelines. The majority of
tourism operators do not bother to invite their clients and consumers to spare water
and electricity, which means that small enterprises need environmental training
(Rohelise ... 2004:8).

The rural tourism development plan for 2004-2007 highlights another problem - too
little versatility in marketing, i.e. the same approach is used for all target markets
and groups. It is also mentioned that tourism operators in Tartu and Tartu County
make no attempt to distinguish from others or advertise the environment-friendly
and ecological character of their products and services. Cooperation and local
support to tourism development is weak, often only words and no action. Investment
funds do not reach smaller operators, meaning that only bigger enterprises are
eligible to funding. (Maaturismi ... 2005).

In September 2005, the Tourism Development Centre of Enterprise Estonia
launched an awareness and training program directed to tourism enterprises. In the
framework of the program, seminars and information days are organized and
guidelines published concerning three fields: sustainable tourism, quality
management and active holiday. The aims of the program, which is sponsored by the
European Social Fund, are (EAS ... 2005):
e to increase the competitiveness of the tourism sector and disseminate the
principles of sustainable tourism;
e  toincrease the awareness of tourism operators of the quality management
of tourism products and services;
e to improve training opportunities in the tourism sector.
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To inform entrepreneurs constructively and efficiently of the nature of sustainable
tourism and encourage them to implement the principles of sustainable
development, it is very important that there are action plans and work groups at
national and local level to analyze the current situation by resorting to local and
regional development plans. By examining earlier development plans they should
try to establish the extent of successfully implemented plans. They should also take
a look at local education systems (where environment awareness is created in the
first place), tourism enterprises, economy and social structures. This can be done by
interviewing tourism enterprises directly or by e-mail or by meeting entrepreneurs at
a round table. Then it would be possible for local governments or regions to identify
attractive and special tourist areas and develop cooperation between different
enterprises that complement each other. Local governments can earn extra income
on tourism investments and use it for further promotion of sustainable development.
The preparation of action plans should take into account local conditions and
opportunities and involve entrepreneurs and specialists who are familiar with the
local life. Action plans adopted from other regions may not be suitable or may be
too general and lack concrete activities, which in turn may hinder or fail the
implementation of the action plan.

Conclusion

Environment protection generally means fighting with consequences, whereas
sustainable development concentrates on the underlying causes and lifestyle.
Tourism makes an important contribution to economic growth world-wide and
especially in Europe where about 50% of the world tourism takes place and where
tourism serves as a promotion engine for sustainable development. Tourism is
expected to have an ever-growing influence on the preservation of landscapes,
coastal areas, islands, eco-systems and cultural heritage. That is why the countries of
the world have signed international agreements and assumed the obligation to
develop their natural and cultural heritage in a sustainable manner.

The World Tourism Organization (WTO) and World Travel and Tourism Council
(WTTC) define sustainable tourism as follows: sustainable development of tourism
satisfies the needs of tourists and host communities today, while protecting and
improving future prospects. Sustainable tourism means the management of resources
in a way that enables to satisfy economic, social and aesthetic needs, while
maintaining cultural integrity, essential ecological processes, biodiversity and
systems that support life. Sustainable tourism products agree with the local
environment, community and different cultures and allow them to benefit from and
not become victims of the development of culture.

Besides civil responsibility, tourism operators resort to the principles of sustainable
development to distinguish themselves from other entrepreneurs and save on the
consumption of water and energy, waste and contamination tax. They turn to
sustainable development also because of increasing public awareness of possible
negative environmental impacts, as well as the protective legislation and
requirements imposed at national level.
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Estonia has a development strategy called “Sustainable Estonia 21” which is aimed
at the development of national culture, social coherence and ecological balance.
There are various national and regional development plans and strategies that rely on
the principles of sustainable development. Most of them also contain the analysis of
the current situation with the existing obstacles and opportunities. The main obstacle
to the implementation of the principles of sustainable development is
communication problems, i.e. insufficient offer and unavailability of information.
This obstacle is currently being eliminated with the help of different publications,
manuals, guidelines and trainings. Great emphasis is laid on increasing the
environmental awareness of students via the education system, which will provide a
strong foundation for the future. All this gives us and our future generations an
opportunity to use the resources that nature has given us for a longer time and in a
more profitable manner. Long-term strategic planning, the compliance of action
plans with local conditions and the inclusion of all members of society into
development processes are of great importance.

Having provided an overview of the implementation of the principles of sustainable
development in Estonian tourism industry, it can be concluded that the informing
and training of Estonian tourism operators has gathered pace in 2005. Most Estonian
tourism operators are still unfamiliar with the principles and implementation of
sustainable development, environmental strategies and guidelines. The majority of
tourist operators have failed to invite their clients to spare water and energy. They
have failed to take advantage of the opportunity to distinguish via sustainable
tourism and continue to give priority to price over environment-friendliness.

Creating a stronger link between economic policy and environment and ensuring
sustainable development pose great challenges to the European Union, its member
states and their local governments. Strategies alone are not enough; the principles of
sustainable development need to reach every entrepreneur and member of society.
This, however, requires consistent training, dissemination of information and media
presentation. The state can also contribute with different instruments (tax incentives
or, on the contrary, taxation of tourism enterprises) and supervision.
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Kokkuvote

SAASTVA ARENGU POHIMOTETE RAKENDAMISEST
EESTI TURISMIMAJANDUSES

Piret Ilver, Juta Sikk
Tartu Ulikool

Euroopa Liidu majanduspoliitilistes tldsuunistes réhutatakse jatkusuutliku arengu
toetamist ja tugevdamist, kusjuures oluliseks peetakse tagada keskkonna saastev
areng ja keskkonna séilimine. Nii Ulemaailmne tegevusprogramm Agenda 21 kui
Eesti Agenda 21 késitlevad Uhiskonna ees seisvaid probleeme ning véljendavad
pbhimdtet, et tdnapdeva majanduslik tegevus, loodusvarade kasutamine ning
tehnoloogiline areng ei tohi ohtu seada jéreltulijate vBimalusi arenguks ning oma
vajaduste rahuldamiseks. Eesti kulutab aga oma keskkonnaressursse (sarnaselt
Saksamaa, Hollandi, Jaapani ja Sveitsiga) 2,5 korda iile tasakaalulisuse piiri.

Eesti sdastva arengu seadusele tuginedes on valja tootatud riiklik turismi arengukava
ning séastev areng on muutunud turismipoliitikas prioriteetseks seisukohaks.
Sadstva arengu pohimdtted turismimajanduses arvestavad seda, et turism saab
areneda ainult siis, kui austatakse looduslikke ja kultuurilisi tingimusi. Saastev
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turism ja selle toetamine annab riiklikul tasandil hea aluspdhja regioonide arenguks,
sest v@imaldab regionaalpiirkondadesse tuua lisaressursse ja luua uusi téokohti,
samas muuta piirkond elanikele atraktiivseks ja soodustada ettevdtluse ja majan-
dusarengu kasvu.

Lisaks kodaniku vastutustundele sunnib turimiettevdtjat saéstva arengu péhimdtteid
kasutama v@imalus eristuda teistest ettevotjatest, rahaline kokkuhoid vee ja energia
tarbimisel, jdatmete ja saastemaksu puhul, samuti Uhiskonna kasvav teadlikkus
turismi vBimalikest negatiivsetest tagajargedest loodusele, riiklikul tasandil kar-
mistuvad keskkonda kaitsvad seadused ja nduded.

Eesti riik on koostanud arengustrateegia ,,S8&stev Eesti 217, milles seatakse
eesmarkideks rahvuskultuuri areng, heaolu, thiskonna sidusus ja 6koloogilise
tasakaal. Erinevad riiklikud ning piirkondlikud arengukavad ja strateegiad on
koostatud sééstva arengu pdhimdtetest l&htuvalt ja sisaldavad enamasti ka senise
olukorra analiiiisi, esinevate takistuste ja v8imaluste esitust. Peamised asjaolud, mis
takistavad séastva arengu idee rakendamist, on kommunikatsiooniprobleemid, s.t.
inimeste teavitamise vahesus ja informatsiooni puudulikkus, mida pudtakse
véljaantavate teatmike, juhiste ja koolituste abiga parandada. Suurt réhku pannakse
ka haridusststeemis &pilaste keskkonnateadlikkuse tdstmisele, mis annab tugeva
aluse edaspidiseks. Kaik see annab meile ja meie tulevastele pdlvedele vBimaluse
kasutada kauem ja tulutoovamalt neid ressursse, mida loodus meile andnud on.
Oluline on pikaajaline strateegiate paikapanek, tegevuskavade vastavus kohalikele
oludele ja kdikide Uihiskonna liikmete kaasamine arengusse.

Kaésitlenud kaesolevas artiklis Eesti turismimajanduses séastva arengu pdhimdtete
rakendamist, saab jareldada, et 2005. aastal on Eestis hoogustunud inimeste ja
ettevGtjate teavitamine ja koolitamine. Eesti turismiettev6tjad ei ole eriti teadlikud
séastva arengu pbhimdtetest ja nende kasutamisest, samuti ei ole neist enamik
tutvunud keskkonnaalaste strateegiate ja soovitustega. Ka ei kasuta suur osa
turismiettevotjaid vdimalust paluda kliente vee ja energia séastmisest osa v&tma.
Kasutamata on veel ettevGtjatel eristumine sddstva turismi kaudu ning praegu
lahtutakse kulutuste tegemisel suuremal maéral hinnast kui keskkonnasdbra-
likkusest.

Majanduspoliitika ja keskkonna suurem seostamine ja sdéstva arengu tagamine on
suur véljakutse Euroopa Liidule, riikidele, omavalitsustele. Ei piisa ainult
strateegiate véljatdotamisest, vaja on jouda sddstva arengu pdhimdtete viimiseni iga
ettevGtja ja Uhiskonna liikmeni. See aga eeldab jarjepidevat koolitamist, tead-
vustamist, meedia toetust. Riiklikul tasandil erinevate hoobadega (maksu-
soodustused, v&i vastupidi maksude kehtestamine turismiettevétjatele) kaasa
aitamine ja kontroll.
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ESTONIAN RAIL TRANSPORT POLICY:
COHESION WITH THE EUROPEAN UNION
TRANSPORT POLICY

Ott Koppel
Tallinn University of Technology

Introduction

The common transport policy of the European Union is currently presented in the
document called “European transport policy for 2010: time to decide” (European,
2001), which proceeds with developing the principles laid down in years 1992, 1996
and 1998. The main focus of these documents is on railway transportation.

During Estonia’s accession to the EU, the Republic of Estonia took the obligation
(Treaty, 2004) to rely on the EU Acquis Communautaire on transport (DG TREN,
2005) in developing its national transport policy. The principles of the EU rail
transportation acquis are formally reflected in the Railways Act of the Republic of
Estonia that was passed in 2003 (ERI, 2006). In 2006 the Estonian Ministry of
Economic Affairs and Communications completed the preparation of the “Transport
development programme for 2006 — 2013” and the “Public transport development
programme for 2006 — 2010” (MoEC, 2006). These documents represent the vision
of the Estonian Government on the specific goals and stages of development of the
Estonian rail transport sector.

Compared to the other member states of the EU, the rail transport industry of
Estonia is in quite a unique position. Similarly to the railway companies in Latvia
and Lithuania, the largest railway company in Estonia Eesti Raudtee AS (Estonian
Railways Ltd., hereinafter EVR) is an associated member of the CIS Railway
Council and therefore also a subject of the SMGS agreement. The organisation of
the receipt and delivery of cargo on the Estonian — Russian Federation border is
regulated by bilateral agreements. Thus Estonia, as well as the other Baltic countries,
must rely on OSJD/SMGS regulations in case of freight originating from third
countries and OTIF/COTIF regulations in case of freight originating from the EU
member states (EVR, 2006). Although there are other railways servicing mostly the
transit of Russian origin both among EU-15 (Finland) and EU-10 (Latvia, Lithuania)
countries, the only privatised public railway infrastructure in Europe is situated in
Estonia. The Republic of Estonia is also the only EU member state that has applied
the rules pertinent to the integrated rail transport market of the EU to third countries.

The aim of the present article is to define whether the railway part of the Estonian
national transport policy is integrated with the EU transport policy and how it has
been achieved, considering the situation described above. The main research task is
to find possible deviations and quantify them, where possible.
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Literature review, method and data

The documents mentioned in the introductory section define the main bottleneck(s)
of the EU rail transport industry as follows (CEMT, 2005; DG TREN, 2006):

e Reduction of the share of rail transport on the transport market;
Insufficient competition;

Slow growth in labour productivity;

Insufficient investment in infrastructure;

Small number of scientific-practical studies.

The methodological issues of transport policy studies have been analysed the best in
the Fifth RTD Framework Programme project TRANS-TALK (2001). This research
project lists seven major areas that should be considered in analysing national
transport policies. The most substantial ones of them are:

e  Market regulation —

o institutional separation,

0 access to infrastructure,

o allocation of capacity;
e Investment in infrastructure and its funding;
e  Access pricing.

Political studies can be classified as ex ante or ex post analysis based on their time
perspective. In case of the latter, the descriptive analysis method is one of the
methods most widely used. Audit is a special case of descriptive analysis — it
provides a comparison with set rules and goals (Vork, 2004). The TRANS-TALK
study (2001) referred to above defines the following good practices of national
transport policy audit: integrity with the achievement of higher-level (in that case
EU) objectives, timing for implementing significant measures, use of relevant
information and targeting interest groups.

The deregulation of the Estonian rail transport industry started in 1996 and has
lasted until today. The author finds that this period can be divided into two,
characterised by the following events:

e 1996 — 2000. Establishment of independent business entities on the basis of the
assets of state-owned company Estonian Railways: Edelaraudtee AS (South-
West Railways, Ltd, hereinafter EER, domestic passenger transportation with
diesel trains, as well as some freight transportation and infrastructure
management on the railway section going southwest from Tallinn),
Elektriraudtee AS (Electrified Railway, Ltd, commuter traffic with electric
trains on EVR infrastructure), GoRail, Ltd (until 2005 AS EVR Ekspress,
international passenger transportation with coaches, founded by involving
private capital), EVR (public limited company, freight transportation and the
management of the majority of Estonian public rail infrastructure).

169



Establishment of the Estonian Railway Administration. First rail freight
transport undertakings besides EVR emerged.

e 2001 - today. EVR and EER (together with the public railway infrastructure in
their ownership) are privatised (66% and 100% of the share capital
respectively). Reorganisation of EER into a group of companies comprising: 1)
a parent company possessing freight and passenger transportation activity
licenses; 2) affiliates and related companies dealing with infrastructure
management, rolling stock management, rolling stock repairs, real estate
administration and other activities. The Railway Administration was
reorganised into Railway Inspectorate. New rail transport undertakings start
operating on EVR infrastructure.

Table 1. Comparison of the objectives of Estonia and EU in rail transport sector for
1999 - 2013 (MoEC, 2006)

Field of EU 1999 — 2006 2006 - 2013
policy
Institutional Founding of the Railway | Not mentioned.
separation Administration. No plans for

privatising EVR but privatisation
of EER already planned. Vertical
separation is not mentioned.

No direct intention (but the
existence of other rail transport
undertakings was already a reality
— authors’s remark).

Reduction in the share of
passenger transport by rail is

Need for
declared.

Opening of the fair
rail transport

market

competition is

Increasing  the
share of rail

Increasing passenger train driving
speeds i.e. funding investments

transport in the | stopped. needed for that with private
transportation capital.

sector

Increasing the | Narva and  Pechory lines | Priorities: Rail Baltica, Tallinn
level of railway | prioritised,  government  co- | bypass and Koidula border station

infrastructure
investments

funding envisaged.

(- government does not invest
into the existing infrastructure —
author’s remark).

Fair access fees
for the use of
railway
infrastructure

Stopping the cross-subsidising of
passenger transport by freight
transportation (actually by
infrastructure  management -
author’s remark), replacing it with
funds from state budget.

Infrastructure access fees do not
increase. Cross-subsidising is not
mentioned.

Table 1 presents the comparison of the objectives contained in the EU and Estonian
transport policies applicable to rail transport, considering the areas discussed in
TRANS-TALK project. While looking at the actual process of Estonian rail
transport market de-regulation, it becomes apparent that the practical solutions used
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have not been in compliance with the objectives, means and methods set forth either
in the EU or Estonian transport policy.

Table 2 incorporates the evaluations given about the achievement of the objectives
of the EU common transit policy in Estonian context, as they were presented in the
previous studies, considering the developments in the Estonian rail transport sector
that have taken place after the beginning of the reorganisation process.

Table 2. Evaluations on Estonian transport policy in earlier studies: prepared by the
author

Area Reference Evaluation
Institutional IBM, 2004 Insufficient.
separation
Opening rail NERA, 2003 Acknowledges that Estonian rail transportation
transport market has been open since 1997.
market NEA, 2005 There exist entry barriers for new companies.

IBM, 2004 Insufficient, as Estonia is a unique country where
rail transport market is completely independent of
state.

SCI, 2004 On a relatively good level.

Increasing the IBM, 2004; Sufficient in case of freight transport, unsatisfactory
share of rail SCI, 2004 in case of passenger transport.

transport

Increasing NERA, 2003 Insufficient state support for investments.

railway SCI, 2004 State has no experience in leading investment
infrastructure projects.

investments Tomson and For privatized railway infrastructure, a proper form

Schliep, 2004 of private public partnership (PPP) is needed.

Fair railway IBM, 2004 Access pricing principles are not transparent.
infrastructure CEMT, 2005 In Estonia’s conditions access pricing should be
access pricing based on full costs.

Table 2 indicates that there have been extremely controversial evaluations given to
the situation of rail transport in Estonia, especially regarding open competition and
infrastructure access pricing. Thus the author of the present article has worded his
thesis question as follows: “Whether the solutions applied in Estonia allow the
achievement of the objectives set forth in the EU transport policy, despite to the lack
of precedent in Europe?”.

In order to answer this question, the author has employed the following method of
research (see also Figure 1).

e Defining the main objectives of Estonian rail transport policy and verifying

their compliance with the objectives of the EU, based on the prior research (see
Tables 1 and 2).
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Identifying the main political measure. As indicated before, this has been the
privatisation of the public railway infrastructure.

Determining the time horizon — although the analysis uses data from years 1996
— 2005, the most significant years are the year 2000, as the last year prior to the
privatisation, and the year 2004, as the year following the new Railways Act
(ERI, 2006) becoming effective.

Choice of measures. Following the objectives presented in Table 1, the
measures are: number of activity licenses issued, passenger and freight
volumes, monetary investments in infrastructure, funds allocated for rail
transport from state budget.

Descriptive analysis, summary and conclusions.

Political measure:
privatization of
railways
2000 2004

| | >
Public Public
railway railways
before after

Observation Observation

Figure 1. The methodology of ex post analysis of Estonian rail transport policy:
prepared by the author, figure design based on the literature (Vork, 2004)

The rest of the data used in the analysis has been taken from Estonian national
statistics information (Statistical, 2006) and the annual reports (EVR, 2006;
Krediidiinfo, 2006) of railway undertakings. In case of the latter, the author has a
reason to believe that their essential parts are correct, as they have been given clean
audit opinions.

Institutional separation

Directive 2001/12/EC (DG TREN, 2006) gives the member states the following
policy guidelines for the institutional regulation of rail transport:

1

2)

In order to promote efficient management of infrastructure in the public
interest, infrastructure managers should be given a status independent of the
State;

In case of railway undertakings separate profit and loss accounts and either
balance sheets or annual statement of assets and liabilities should be kept and
published for business relating to the provision of rail transport services and
infrastructure management;
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3) The functions determining equitable and non-discriminatory access to
infrastructure shall be entrusted to bodies or firms that do not themselves
provide any rail transport services;

4) In the case of railway undertakings profit and loss accounts and either balance
sheets or annual statement of assets and liabilities shall be kept and published
for business relating to the provision of rail freight transportation services.
Funds paid for activities relating to the provision of passenger transport
services as public-service remits must be shown separately in the relevant
accounts.

The previous chapter explained that the requirement to establish a railway
infrastructure manager independent of the state was met by Estonia already in 1997
when former state company EVR was reorganised into a public limited company in
private law, and another public limited company in private law i.e. EER was created
by separation. The author still finds that some concessions should be made here, as
100% of the shares of these public limited companies were in state ownership. This
would mean that the business of these companies was strongly affected by changing
political moods.

The Railways Act of the Republic of Estonia passed in 2003 requires from vertically
integrated railway undertakings keeping separate records on revenues and costs for
railway infrastructure management and freight transport areas, meaning that separate
balance sheets are not required. The Railways Act does not require the publication
of railway infrastructure manager’s reports (ERI, 2006).

In practice the requirement for separate accounting has been realised in two different
ways. EVR has solved it within one business entity by defining business units acting
in different areas of business. The reports related to infrastructure management and
freight operations are presented to the Ministry of Economic Affairs and
Communications on a quarterly basis and the ministry makes them available to
everybody interested. EER, on the other hand, has established an affiliate dealing
with infrastructure management, whose annual report is available in the commercial
register. Meanwhile, the author is not aware of any horizontally integrated parent
company reports by passenger and freight transport areas of EER being available.

The Estonian laws do not require the publication of rail freight transport
undertakings’ reports. The author finds that such a situation might bring about
substantial price distortion, as it gives the rail freight transport undertakings the
opportunity to use dumping prices. For example, the annual report of AS Spacecom
(a rail freight transport undertaking competing with EVR) for the year 2004
(Krediidiinfo, 2006) indicates that the company is rendering freight transport service
for a price lower than the variable cost and it is compensated by income earned from
the other areas of activity e.g. wagon rental.

As both EVR and EER are vertically integrated railway undertakings, the railway
infrastructure capacity allocation procedure in Estonia is carried out by the Railway
Inspectorate. The real-life situation is that the capacity allocation is turned into a
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process redistributing freight volumes, leaving aside the fact that under the SMGS
agreement it is EVR that is responsible for the rail transport of freight coming from
Russia. Estonia does not have a Rail Transport Law and therefore the obligations of
rail freight transport undertakings in freight transport process remain unregulated.
From EVR’s perspective this means that although EVR is not hauling the freight
itself, it remains fully responsible to state authorities, freight receivers and freight
dispatchers (EVR, 2006).

Opening the rail transportation market

The main guidelines of the EU transport policy (European, 2001) provide for
opening railways for cabotage operations. Directive 2004/51/EC (DG TREN, 2006)
stipulates that the freight transport market should be opened for competition by 1
January 2006 in case of TERFN network, and by 1 January 2007 in case of other rail
networks of member states. European Council Communication COM(139)2004
suggests that the international rail passenger transport market should be opened for
competition by applying the directives of the third railway package since 1 January
2010. It appears that the Estonian rail transport services market was opened for
competition sooner than the applicable regulation became compulsory for Estonia,
as the principles of free access were expressed already in the Railways Act passed in
1994.

The Railways Act of 2003 stipulates that the use of a public railway with regard to
basic and additional services ensuring access, the fees, time and other conditions of
use shall be ensured without discrimination to all railway undertakings for the
provision of rail transport services. Unlike the other member states of the EU, the
public authorities of Estonia have extended this provision also to freight originating
from third countries. This is something that Finland and Latvia, for example, have
never done (DG TREN, 2006). This has created for EVR the practical problems
related to determining the responsibilities of the operators and the infrastructure
manager described in the precious chapter.

Directives 95/18/EC, 2001/13/EC and 2004/49/EC lay down principles and
conditions for licensing railway undertakings. These principles have been introduced
also in Estonian legislation, which, inter alia, provides for issuing activity licenses
for railway infrastructure management, rail freight transport and rail passenger
transport. At the same time, only undertakings operating the public railway are
required to have the activity license (MoEC, 2006). Differently from the directives
mentioned above, Estonian Railways Act does not require that railway undertakings
should own any rolling stock. In practice it means that railway infrastructure
capacity can be applied for companies possessing neither rolling stock nor
locomotive drivers.

Figure 2 shows that as of 1 January 2006 there have been issued 19 activity licenses
for providing rail freight transport services. Although majority of the rail freight
transport undertakings are not operating on the public railway network, two major
operators besides EVR have been able to conquer 30% of the volume coming from
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Russia by the end of 2005. In the end of 1999 the situation was broadly similar,
although there was only one operator besides EVR working on the public railway.
This company has been shut down due to bankruptcy. In years 2001 — 2002 the
market share of this company reached 25% of all the freight hauled on the Estonian
railway infrastructure (EVR, 2006).

Railroad construction | 24

Freight carriage | 19

Rolling stock maintenance 9

Passenger carriage [ ] 3

Infrastructure management [7] 2

1 Number of licenses
Rolling stock construction [] 1

0 5 10 15 20 25 30

Figure 2. Activity licenses issued to railway undertakings as of 1% January 2006
(MoEC, 2006)

The authority supervising competition on the Estonian rail transport market is the
Estonian Competition Board. Currently the Competition Board is proceeding
complaints dealing with the freight tariffs of EVR and the pricing of certain
additional freight services (EVR, 2006). Defining relevant freight market is the key
issue in all of these cases, as the railways of the Baltic countries are competing
among themselves for the transit freight coming from Russia. This means that
railway viewed as an natural monopoly can suddenly be in a different position, as
the freight owners have the ability to choose between alternative transportation
channels throughout the Baltics (ECB, 2006).

Increasing the share of rail transport

The White Paper of EU transport policy from 2001 (European, 2001) sets the target
to increase the market share of rail passenger traffic to 10% and rail goods traffic to
15% of the total volume of all modes of transport.

Estonian official transport statistics (Statistical, 2006) do not contain information
about the passenger turnover of private road vehicles. The Estonian Ministry of
Economic Affairs and Communications has assessed that the volume of passenger
traffic by private road vehicles is twice as big as the volume of passenger traffic by
public transport (MoEC, 2006). Even the structure of domestic passenger traffic
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prepared without using this data indicates (see Figure 3) that the share of rail
passenger transport has reduced considerably more than the share of other modes of
public transport. The reason for that is the amount of local rail passenger traffic
commissioned by the state, which was reduced drastically in 2001 for ostensible
reasons. Looking at the existing lines we see that rail transport is competing with
buses, mostly due to the line permits’ policy of the Ministry of Economic Affairs
and Communications. At the same time Valga-Pechory railway section is not used
for rail passenger traffic at all, although there exists no significant alternative in the
form of bus transport. The author finds that there is a serious conflict between the
transport and regional policies of Estonia.
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60% -
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Figure 3. Structure of domestic passenger traffic turnover by modes of transport,
1996 — 2005 (Statistical, 2006)"

A major reduction in the share of rail transport for the benefit of roads has also
occurred in domestic freight traffic (see Figure 4). The main commodity hauled
domestically has due to both geographical and historical reasons been oil shale.

However, Eesti Polevkivi, a subsidiary of the Eesti Energia found it more
economical to build its own railway infrastructure, operated by AS Pdlevkivi
Raudtee, resulting in a substantial reduction of the amount of oil shale, hauled on the
public railway.

The share of rail transport in international passenger traffic has become marginal
(see Figure 5). Currently there is only Tallinn-Narva-Moscow passenger train being
operated. After the reorganisation of the railway sector traffic has been stopped on

! Without trams and trolleys.
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Tallinn-Tartu-Moscow and Tallinn-St. Petersburg lines, and the planned Tallinn-
Tartu-Minsk line was opened only temporarily.
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Figure 4. Structure of domestic freight traffic turnover by modes of transport, 1996 —
2005 (EVR, 2006; Statistical, 2006)
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Figure 5. International passenger traffic turnover dynamics and structure, 1996 —
2005 (Statistical, 2006)

Meanwhile there has been an increase in the number of charter trains that Estonian
regulations treat as single railway capacities intended for specific purposes (EVR,
2006). The position of the Ministry of Economic Affairs and Communications is
that the fees charged for the use of such capacities cannot contain any infrastructure
access fee (EVR, 2006). Therefore, there has been created a situation where
passenger transport undertakings can earn additional revenue on the account of the
railway infrastructure manager and the rail transport undertakings that have been
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allocated regular capacity subsidise the companies receiving single railway
capacities intended for specific purposes.

The share of rail transport in international freight traffic has been constantly
increasing (see Figure 6). Considering that the EVR’s freight volume has increased
from 39,4 million tonnes in 2000 to 42,8 million tonnes in 2004 (EVR, 2006) i.e.
8,6% then the increase in freight turnover of 35,1% over the same period refers to
longer average haul distances. The latter would mean that there has occurred a
growth in volume in case of Tallinn-Tartu-Pechory and Tallinn-Tartu-Valga sections
and that the role of Paldiski port has become more significant in servicing transit
freight.
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Figure 6. International freight traffic turnover dynamics and structure, 1996 — 2005
(Statistical, 2006)

While analysing the tendencies described above, it appears that opening rail
transport market for competition has not brought the expected additional volumes
and there has been no competition created in case of neither domestic nor intra-
Community rail transport.

Increasing the volume of investments

Directive 91/440/EC (DG TREN, 2006) notes that the member states should be
responsible for the development of railway infrastructure. The White Paper on
European transport policy (2001) sees the involvement of additional sources of
financing, including private capital and funds paid as infrastructure access fee, as a
measure for increasing the volume of investments for railway infrastructure.
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Figure 7 shows that EVR has funded its investments mostly from own funds
throughout its existence. That includes the period when state was the sole owner of
the company. In years 1995 — 1999 the state allocated altogether 17,7 million euros
for the renovation of the infrastructure belonging to EVR, plus additional 8,6 million
euros of PHARE program facility. After that the Government of Estonia has not
found it necessary to support any investment in the largest railway infrastructure of
the country.

O Other actvities (government funds)
50,0 — DOOther activities (EVR own funds) —
M Infrastructure (EU and government funds)
400 | M Infrastructure (EVR own funds)
0,0 0,0
8 30,0 - 20,0 15,7
3 0,2
o
E 200 A 6.8 0.0 0.0
3,7
10,0 - 18,7 213
13,4
0,0
1994-2000 2001-2004 2005-2009
(forecast)

Figure 7. Annual average investments made by EVR and their sources of financing
(Archer and Koppel, 2006)

Unlike CER, the European Commission has taken the position that the use of the EU
or member states’ funds for infrastructure investments is not appropriate if the
infrastructure is in private ownership (MoEC, 2006; MOF, 2006). This has allowed
the Government of Estonia to require from EVR the construction of buildings and
structures needed for border and customs procedures, for example, using its own
funds (EVR, 2006).

State’s railway infrastructure investment policy could be also characterised by the
fact that 16,4 million euros out of the 17,7 million euros mentioned above were
allocated for the renovation of Estonia’s major oil transit corridor: Tallinn-Narva
railway section. There were no funds given for Tapa-Tartu-Pechory or Tartu-Valga
sections that are important from passenger transport perspective. In 1996 the state
allocated 0,6 million euros for the renewal of Haapsalu-Riisipere railway line that
was closed for passenger traffic in the previous year (MOF, 2006). In 1997
Haapsalu-Riisipere railway section (53 km) was privatised for less than 339 euros
i.e. for 6 €/km. Haapsalu-Riisipere line was closed in 2004 and the track was
removed.
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Fair charging and financial sustainability of railway undertakings

Directive 2001/14/EC (DG TREN, 2006) that deals also with access charging,
outlined the following main objectives of access charging:

1) Equitable and non-discriminatory access to railway infrastructure for all
railway undertakings;

2) Have regard to the business requirements of the infrastructure manager;

3) Investment in railway infrastructure should be desirable;

4) Fair value of railway infrastructure, and thereby the actual costs of keeping it
operating, should be defined.

Since the end of 2000 there have been three different railway infrastructure charging
methodologies applicable in Estonia. Although there have been some differences in
details, the basic principle has always been the same — the charging mechanism
should be full cost based i.e. fee for the services ensuring access must cover both the
variable and fixed costs of the infrastructure management, including the cost of
investments. Figure 8 indicates that infrastructure access charge includes also the
return on invested capital, which in the current version of the access charging
methodology (ERI, 2006) has been defined as the product of the residual value of
fixed assets and weighed average cost of capital (WACC).

Current direct and indirect costs of
infrastructure management and proportional
part of integrated company's common costs

+

Investment component

+
Return on invested capital-component
(WACC multiplied by value of
infrastructure fixed assets)

Total infrastructure costs: 30% fixed, 70%
variable

Figure 8. The general method of calculating railway infrastructure costs in Estonia
(Archer and Koppel, 2006)
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In the opinion of the author, the methodology described above is in principle
appropriate for the infrastructure manager in private ownership, leaving aside the
fact that the return of invested capital component does not cover the investments
made in working capital. Unfortunately there has occurred an irreconcilable conflict
between EVR and the government authorities regarding the implementation of the
methodology (EVR, 2006). The fair value of the infrastructure assets owned by EVR
and the reasoning behind the more advantageous treatment of passenger transport
have become the key issues of the dispute.

The previous subparagraph explained that in case of EVR the funding of
infrastructure investments has been left to be an internal concern of the company.
Therefore, EVR has only one opportunity left for funding the investments — to use
the depreciation component of the railway infrastructure access fee. The value of
infrastructure assets used for calculating depreciation is of crucial importance in
such situation. In 2004 EVR carried out the revaluation of its fixed assets,
employing the method of depreciated replacement value. After the revaluation it
appeared that the residual book value of EVR’s fixed infrastructure assets was
approximately three times lower than their replacement value (Krediidiinfo, 2006).
Depreciation calculated using the real value would cover the annual average
investment needed for infrastructure, reaching 21 million euros in the medium term
perspective.

Following the instructions given by the Ministry of Economic Affairs and
Communications, the Railway Inspectorate has taken the position that although EVR
is allowed to reflect its assets with their fair value under international accounting
standards (IAS, IFRS), the company is not allowed to use the result achieved for
calculating infrastructure access fee. The inspectorate has also expressed a
particularly peculiar view, stating that the growth in the value of assets constitutes
an unjustified expense (EVR, 2006).

Another peculiarity of the Estonian way of calculating railway infrastructure access
charges is its approach to rail passenger transport undertakings. As Figure 8
explains, the methodology has divided the infrastructure management costs into two,
assuming that 30% of them are fixed and 70% variable. The fixed costs are
distributed between the rail transport undertakings based on the number of train
kilometres commissioned. The variable costs are distributed according to the
number of gross tonne-kilometres driven.

In case of an infrastructure, which is predominantly not designated for the provision
of rail passenger transport services (e.g. the infrastructure owned by EVR), the rail
passenger transport companies are exempt from paying the infrastructure access fee
component that is based on fixed costs (ERI, 2006). Until the 2005/2006 traffic
timetable period the rest of the costs were covered by EVR as an infrastructure
manager. The railway infrastructure access fee calculation methodology that is
effective starting from the 2005/2006 timetable period stipulates that this obligation
is imposed on all rail freight transport undertakings collectively.
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The author points out another conflict between the railway legislation applicable in
Estonia and the EU legislation. Clauses 1 to 4 of Annex Il to Directive 2001/14/EC
(DG TREN, 2006) provide the list of services to be supplied by the infrastructure
manager. The determination of a charge for track access to service facilities (item 2)
does not belong to the scope of application of the directive. The infrastructure
managers are not required to supply ancillary services (item 4) e.g. technical
inspection of rolling stock or access to telecommunication network. The directive
also requires that charges for certain services must be set at the cost that is directly
incurred upon the provision of the services.

The Estonian railway infrastructure access fee calculation methodology applicable
from the timetable period of 2005/2006 (ERI, 2006) interprets that direct costs mean
short-term variable costs. Charges based on such costs are required to be used in
case of the sale of electricity, access to telecommunication network, technical
inspection of rolling stock, allocation of single capacities intended for specific
purposes and some other services.

Results and conclusions

The aim of the present article was to identify how has the Estonian national transport
policy taken into account the fact that the railway infrastructure of the country has
been privatised by wording the following thesis question: “Whether the solutions
applied in Estonia allow the achievement of the objectives set forth in the EU
transport policy, despite to the lack of precedent in Europe?”. Based on the previous
research, the author determined five main areas, the analysis of which lead to the
following conclusions.

1. Institutional separation. Estonia has used two possible methods — separation of
accounts (EVR) and structural separation (EER). In case of the latter there has
been no horizontal separation. The problems involved have either been solved
in accordance with the legislative acts of the EU (transfer of the capacity
allocation procedure to an independent body) or in an inadequate manner
(reporting obligation). There has been no attention paid to the duties of EVR
arising from international agreements.

2. Opening the rail transport market for competition. In this area the Estonian
legislation has outstripped the respective regulations of the EU and done that
even before Estonia accessed the EU. Meanwhile, the Estonian public
authorities have not been able to assess adequately the extent of the market of
rail transit originating from Russia.

3. Increasing the share of rail transport on the transport market. The share of rail
transport has been continuously decreasing in local passenger and freight traffic
and it is hard to foresee any changes in this trend. The share of rail transport
has been growing in case of international freight transport due to longer
average haul distances i.e. use of alternative routes.

4. Increasing the volume of investments and involving additional sources of
financing. The Estonian Government has taken a position excluding the
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possibility to invest EU or state funds in the largest rail infrastructure of the
country. The obligations of the state are laid on private capital without
providing any compensation. Based on the examples given by the author, it can
be concluded that the activities of the state in supporting rail transport sector
have been chaotic.

Fair infrastructure charging and sustainability of railway undertakings. The
author finds that there are at least two conflicts between the Estonian railway
legislation and EU norms — compensating the costs of railway infrastructure
manager (both in the aggregate and in case of single services), and avoidance of
cross-subsidising. The latter is obvious in case of single capacity allocation
intended for specific purposes. The way in which the costs incurred due to rail
passenger transport undertakings are covered by freight transport undertakings
is also questionable. The exempt from the payment of certain costs given to
passenger transport is not substantiated by any scientific arguments, as the ratio
of fixed and variable costs of rail transport is rather opposite to the ratio used in
the Estonian methodology for calculating railway infrastructure access fee.

In the light of the foregoing considerations, the author concludes the following.

1.

The research question cannot be given an unambiguous answer. Although the
Estonian solutions are generally in compliance with the EU regulations and
sometimes even more liberal, the methods employed by the Estonian public
authorities based on formal juridical arguments do not allow ensuring the
competitiveness of the country and the sustainability of the infrastructure
managers, at least in the area of railway infrastructure management.

This is the reason for giving a negative answer to the question whether the key
measure of Estonia’s informal transport policy — privatisation of railway
infrastructure (the privatisation of EVR was not foreseen in the official
transport policy) — has produced the expected results. The author finds that the
unique opportunity of Estonia — to manage the railway infrastructure on a
commercial basis — has not been taken a full advantage of. In the short-term
perspective this could lead to the preferential development of rail transit
operations on the account of state’s tax revenue.

Although the EU transport policy and acquis welcome all private sector
initiatives in the area of rail transport, they cannot be fully implemented due to
their generality and negligence in considering the regional features of the
countries, especially in case of PPP projects.

The author is of the opinion that the experience of Estonia described above is also
relevant for other SMGS agreement parties who have started (or are currently
envisaging) reorganisation of railway companies.
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Kokkuvote

EESTI RAUDTEETRANSPORDIPOLIITIKA SEOSTATUS
EUROOPA LIIDU TRANSPORDIPOLIITIKAGA

Ott Koppel
Tallinna Tehnikailikool

Ké&esoleval ajal asub Euroopa Liidu liikmesriikide ainus erastatud avalik
raudteeinfrastruktuur Eestis. Antud artikli eesmérgiks oli vélja selgitada, kas ja
kuidas haakuvad Euroopa Liidu ja Eesti transpordipoliitikad raudteeveonduse o0sas
ning kas erastatud avaliku raudtee puhul on vdimalik nendes sisalduvate eesmarkide
elluviimine. Analulsi tulemusena selgus jargnev.

1.

Raudteeinfrastruktuuri majandamise ja raudteeveoteenuste osutamise insti-
tutsiooniline lahutamine on Eestis ellu viidud kahel moel — kas arvestuse lahu-
tamise kaudu (Eesti Raudtee) voi eraldi &ritihingute loomise teel ihe kontserni
piires (Edelaraudtee). Viimasel juhul ei toimunud horisontaalset (kauba- ja
reisijateveo) lahutamist. Kaasnevad kisimused on lahendatud kas vastavuses
Euroopa Liidu normatiivaktidega (l&bilaskevGime uleandmine s@ltumatule
jaotusorganile) v6i puudulikult (aruandluskohustus). Tahelepanuta on jaanud
Eesti Raudtee kui rahvusvaheliste lepingute subjektiga kaasnevad probleemid.
Raudteeveoteenuste turu avamise valdkonnas on Eesti seadusandluse areng
edestanud Euroopa Liidu vastavaid regulatsioone, seda juba enne Eesti liitumist
Euroopa Liiduga. Samal ajal ei ole Eesti ametiasutused suutnud adekvaatselt
hinnata Venemaalt l&htuvate raudteetransiitveoste turu iseloomu. Uute
kaubaveo-ettevdtjate lisandumine ei ole raudteele toonud téiendavaid veo-
mahtusid.

Kohalike reisijate- ja kaubaveo o0sas on raudteetranspordi osatdhtsus
jarjepidevalt vahenenud ning ei ole néha, et see tendents vdiks jarsult muutuda.
Rahvusvaheliste kaubavedude osas on raudteetranspordi osatdhtsus suure-
nenud, mis on saavutatud Tallinn-Narva liinile alternatiivsete marsruutide
kasutamise tottu.

Raudteeinfrastruktuuri investeeringute osas on Eesti omapéraks valitsuse
seisukoht, mis vélistab Euroopa Liidu v3i riigieelarveliste vahendite
investeerimise riigi suurimasse raudteeinfrastruktuuri, ja riigi kohustuste
asetamine erakapitalile ilma kompensatsiooni maksmata. Autori poolt toodud
néidete pdhjal vdib jareldada, et riigi tegevus raudteeveonduse toetamisel on
aastaid olnud sihiparatu.

Autori arvates on Eesti raudteeseadustik vastuolus Euroopa Liidu
normatiivaktidega véhemalt kahes punktis — raudteeinfrastruktuuri-ettevtja
kulude katmine (nii kogumina kui teatud teenuste osas eraldi) ja
ristsubsideerimise véltimine. Viimane ilmneb Uhekordse labilaskevdime
eraldamise ja kasutamise hinnaregulatsioonis, vaieldav on ka reisijateveo-
ettevOtjate poolt pohjustatud kulude katmine kaubaveo-ettevdtjate poolt.
Reisijateveole antud soodustus osa infrastruktuurikulude katmisel ei p6hine
teaduslikul alusel, kuivdrd pisiv- ja muutuvkulude suhe on raudteetranspordis
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pigem vastupidine Eesti raudteeinfrastruktuuri kasutustasu arvestamise
metoodikas sétestatule.

Eeltoodust tulenevalt teeb autor jargmised jareldused.

1.

Esitatud uurimiskisimusele ei saa anda Uhest vastust. Kuigi Eestis kasutatud
lahendused on (ldjoontes vastavuses Euroopa Liidu regulatsioonidega ja kohati
isegi liberaalsemad, ei vOimalda Eesti riigiasutuste poolt juurutatav praktika,
mis pbhineb formaaljuriidilistel argumentidel, vdhemalt raudteeinfrastruktuuri
majandamise tegevusvaldkonnas riigi konkurentsivBimet ja infrastruktuuri-
ettevotjate finantsjatkusuutlikkust tagada.

Sel pdhjusel tuleneb anda eitav vastus ka kiisimusele, kas Eesti mitteformaalses
transpordipoliitikas sisaldunud peamine meede — raudteeinfrastruktuuri erasta-
mine (ametlikus transpordipoliitikas Eesti Raudtee erastamist ette ei n&htud) on
andnud loodetud tulemusi. Autor on seisukohal, et Eestile avanenud unikaalset
vBimalust — viia raudteeinfrastruktuuri majandamine taielikult kommerts-
alustele, ei ole osatud dra kasutada. Lahemas perspektiivis v3ib see viia raudtee
transiitvedude eelisarengule riigi maksutulude arvel.

Kuigi Euroopa Liidu transpordipoliitika ja acquis tervitavad mistahes
erainitsiatiive raudteetranspordi valdkonnas, ei ole neid tlds6nalisuse ja riikide
geopoliitiliste erinevuste mittearvestamise tdttu tdiel maéral voimalik
rakendada, eriti PPP-projektide osas.

Autori arvates on Eesti eeltoodud kogemused olulised ka teistele SMGS-lepingu
osalistele, kes on juba alustanud v0i kavandamas raudteede reorgarniseerimis-
protsessi.
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ELECTRONIC COMMERCE IN A GLOBAL ECONOMY: PROBLEMS
AND PRACTICE

Ants Kukrus, Arno Pardla
Tallinn University of Technology

Introduction

The world is on the doorstep of a new age and new business opportunities are
emerging. With the ever faster developing technology and expansion of the Internet,
the Internet commerce (also called e-commerce, virtual, electronic and online trade)
is becoming an attractive business opportunity. A new market with an immense
future potential is arising and the business opportunities in the electronic
environment are growing exponentially.

In this new situation, where the world is covered with different networks,
information technology enables entrepreneurs to create direct contacts with
consumers. To put it simply, electronic commerce (e-commerce) is making business
electronically while the business is bound with different services or commaodities,
which are being sold through electronic channels (primarily through the Internet). In
addition to the direct selling of goods and services, the e-commerce conception
includes advertising, entering into contracts, delivering of the goods, guarantee and
several actions linked to selling (Tikk 2000, p.406).

E-commerce offers a unique opportunity for economic growth as well as stimulates
investment into innovation and new employment. According to the prognosis of
financial analysts, by 2007 the relative importance of e-commerce can rise to 26% of
all purchases (Bacceta 1998, p. 73).

The fast development of e-commerce brings up several legal problems, for example
entering into contracts, forwarding of data, taxation and the (criminal) liability of
service providers. The aim of this article is to analyze the economic and legal
problems of e-commerce and offer possible solutions.

The electronic environment and e-commerce types

Cyberspace is composed of millions of people, who interact with each other via
computers, and of information recorded in computers located throughout the world.
This information is accessible through a net that enables those computers to
communicate in different communication standards and protocols. “It’s a place
between places” as Marjie T. Britz so well said in her book “Computer Crime and
Forensics” (Britz 2004 p. 23). Cyberspace is nothing new and an important
development in the form of the cyberspace is the Internet. Internet is a new level in
communication, which unites the mediums of mail, telephone and mass media. It
enables access to all sorts of information and has turned into the synonym of
cyberspace. Cyberspace can be defined as something invisible and untouchable, a
world of electronic information and processing of information, which has been
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recorded into complexly linked Internet pages with regulated access and varied
operational options (Weber 2002, p. 27-28). In the Estonian legal system the Internet
is defined in the Government of the Republic Regulation No. 398 of 4 December
2000, “The Requirements of Operating a public telecommunication network and of
rendering a telecommunication service”, which § 2 subsection 33 defines the
Internet as a data communication created in a telecommunication network, which
allows exchange of information through the appropriate technical equipment and
data communication protocols.” (RT 1 2000, 93, 602; 2003, 65, 434). Figure 1 shows
the structure of Internet.

Figure 1. The structure of Internet.

PC & Browser

Internet service provider

Lser

With the Internet there has evolved a new domain of law, which is called cyber law
(cyberspace law), IT-law, Internet law etc. Cyberspace law or lex electronica isn’t a
branch of law; neither is it a law institute, but rather a generic name that marks a
collection of legal rules and norms, which regulate a defined and specific subject. In
other words, cyberspace law is a field of law, which regulates legal relationships that
are created in the process of electronic data communication.
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More and more processes are done using computer networks. Also a concept of a
computer based product and computer based production environment is emerging.
E-commerce is just a part of the larger concept that hasn’t yet totally formed. To
introduce the opportunities of e-commerce on a larger scale several models for
categorization of e-commerce has been developed. These models can be based on
the different parties (entrepreneurs, government, and consumers) involved in e-
commerce or on the different activities (Internet advertising, electronic ordering of
goods, electronic transportation of digital goods, and electronic information service).
Based on the different parties involved in e-commerce one can distinguish the
following business relations (Lodder 2002, p.4):

1. traditional e-commerce models:

a. B2B (Business to Business) — e-commerce from one business to
another, so far it is the most used and most popular model used in e-
commerce;

b. B2C (Business to Consumer) — e-commerce from business to
consumer, the regulation of this business relation is under special
attention;

c. C2C (Consumer to Consumer) — quite popular on the Internet.

2. less known e-commerce models:

a. B2G (Business to Government) — e-commerce from business to
government, used in Estonia for example in public procurements;

b. G2C/G2B (Government to Consumer/Business) — the mediation of
public service to consumers or businesses, for example the e-
government;

c. C2B (Consumer to Business) — e-commerce from consumer to
business, in Estonia it is practically unknown;

d. C2G (Consumer to Government) — from consumer to government.

In the B2B sector a lot of money and goods exchange hands, but in reality the B2C
sector is much more attractive. The reason is that, the B2C model is conceptually
very simple; business is done directly from the manufacturer to the consumer,
without any mediators and extra fees. The Internet based B2C business is
marginalizing the catalogue business, which a few years ago was a very popular and
easy way to sell and purchase goods. The businesses with the most versatile business
models can be found in the B2C segment. There are 7 main types of businesses: 1)
direct sales site; 2) e-store; 3) dot.com e-store; 4) content site; 5) portal; 6) e-
marketplace; 7) mixed type.

The direct sales site is a new way to market products. The manufacturers can sell
their goods directly to the consumers, without using any of the usual channels for
selling and so doing without the costs of traditional marketing (the rent for the shop,
employment costs etc). Direct sales site is also a marketing tool for the dealers of
that particular merchandise. The e-store differs from the direct sales site because it is
used to boost regular business. For example a retailing company, which’s site
contains the prices and descriptions of the goods that they sell. The dot-com store is
different because it is owned by a company that sells the merchandise only via the
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Internet. They save money by not using the traditional methods of sales, but are
quite similar to ordinary retailing companies. Content sites make money by offering
information on their web pages, generally these sites have a fee for usage or for
downloading a piece of information. A portal is similar to a content site, but the
services and information provided on their web page is free. Portals earn money by
selling advertising space on their site. An e-marketplace is a mixed version of the
B2C and C2C models. The e-marketplace gets its income by selling space in its
servers for C2C or by arranging electronic auctions. In so doing it provides the
opportunities, safety and certain guarantees for C2C sales. The mixed type is a blend
of different types, combining the good sides of each type.

In the future potential of development of e-commerce there are several
circumstances and associations. Since e-commerce is a way of business based on
technology, then in addition to the ordinary factors the special factors must be taken
into consideration. The ordinary factors are: 1) macro financial and 2) micro
financial situation. In the scale of ordinary to special factors the legal factor would
be in the centre and at the other extreme of scale there are the special factors, such
as: 1) technological base and development; 2) sociological aspects.

Macro- and micro financial situation always influences the situation of businesses
and markets. Which is why they are categorized as usual factors. Law and the
legislative process have a more important part in e-commerce than in traditional
commerce. E-commerce is a new phenomenon and all the countries haven’t made
the necessary changes in their legislation, which would guarantee the safety of e-
commerce to the parties involved. Technology is a very important factor in e-
commerce. E-commerce works by using highly developed communication devices
and networks and that is why these devices must be available and widespread. In the
same time it is important that the technological level of these devices meet the
minimum requirement of level and standards of the market. The other important
factor, besides technology is the sociological factor. This includes aspects that must
be taken into account (the education of potential consumers and parties in the market
and the opportunity to use the devices necessary for the functioning of e-commerce).

According to the statistics on United Kingdom, the value of Internet sales by
businesses rose to £71.1 billion in 2004, an increase of 81 per cent on the 2003
figure of £39.3 billion (National Statistics, 2005. Online). Table 1 contains the
World Internet usage and population statistics (www.internetstats.com).

TABLE 1. WORLD INTERNET USAGE AND POPULATION STATISTICS

Usage
Internet Growt

World Regions Pop. Pop. Usage, % Pop. | Usage h %
% of Pene- % of 2000-

(2006 Est.) World Latest Data | tration | World | 2005
Africa 915,210,928 14.1 22,737,500 2.5 22| 403.7
Asia 3,667,774,066 56.4 | 364,270,713 9.9 35.7| 2187
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Europe 807,289,020 12.4| 290,121,957 35.9 285| 176.1
Middle East 190,084,161 2.9 18,203,500 9.6 18| 454.2
North America 331,473,276 5.1| 225,801,428 68.1 22.2| 108.9
Latin

America/Carib-

bean 553,908,632 8.5 79,033,597 14.3 78| 3374
Oceania/

Australia 33,956,977 0.5 17,690,762 52.9 18| 132.2
WORLD

TOTAL 6,499,697,060 100.0 | 1,018,057,389 15.7 100.0 | 182.0

Internet spending for 2005 gained 22 percent over 2004 spending. Data released by
comScore Networks finds total Internet spending, including travel, hit $143.2 billion
in 2005 (Burns, 2006).

Electronic business

Not only e-commerce possesses a great future potential, but also electronic business
(e-business) has a future full of opportunities ahead. E-business is a concept,
according to which a modern business uses information systems as the backbone of
the business processes of the company: starting with the business model up to
detailed business plans and from manufacturing to end-user support. An information
system (IS) does not always mean a logical system working on some technological
base (computers), but rather a communication system composing of the company
and the environment outside of the company, which is based on logics, on the needs
of different parties and on efficiency. Although an information system doesn’t
necessary mean a technological base or IT that platform is quickly becoming the
most flexible and effective tool in managing and creating the long term strategies of
the company and coordinating the everyday life of a business. More and more
companies realize that, the optimization of the work processes enables them to cut
costs and survive in the intensive competition. There is much talk going on about the
idea of the computer based product, but that is just the minimum for IT usage. A
businessman must consider all the details of the efficiently working company. On
the example of a manufacturing company, we can show the connections between e-
business, e-commerce and the computer based product and how the interconnected
and extremely efficient production is created — from the ordering of the product to
the delivery to the customer. As previously noted the advantage of e-commerce is a
direct contact between the producer and the customer. The consumer can give
his/her order directly to the manufacturer. The product is then manufactured
according to the specifications of the order (generally, previously limited choices)
and delivered to the customer. All of that process can be based on IT and on the
Internet, the e-commerce, the computer based product and finally on the e-business
conception. An effective and working commerce network and a production based
on computers and demand can be set up. The advantage is that the product is not
manufactured and put on hold, also the computers can analyze the production load
of the production lines and give the client while placing the order information when
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will the product be delivered. That can bring along risks in the computer and
information security area.

E-business also gives a different kind of opportunities for business; it gives a chance
to save in employment costs. The e-business conception enables a company to create
an electronic environment for working, the e-office or e-bureau (it is used quite
effectively in the Estonian public sector). E-office allows the employees to work at
home and it enables the employer to hire workers from another country, where the
labour force is cheaper, but the qualification is as high. So a company can create a
global business, which employees are situated in different parts of the world. At the
same time it’s not necessary to register the company in the country or handle
business through subcontractors. The capital of a business can physically be located
in one country, but the employees could be situated all over the world.

E-business also enables to create the main unit of the company in one country,
where the economical environment is safe and at the same time the business
environment is favourable. We’ll analyze the basics of forming such a company and
how the countries and the public sector influence that process.

Countries and e-business

Different countries can be taken as interconnected, but continuously competing
economical spaces (environments). Almost all countries in the world use quite
similar economical systems, which ensure stable development and growth. The
competition between countries is the ability to offer a favourable environment for
business. It can be called as a service, provided by the state, to the different
companies located in its territory. A country possesses certain instruments for
providing this service that ensures the competitiveness of the particular economy.
The instruments are: the education policy of the country, which goal is to ensure a
sufficient amount of educated workforce; the taxation policy of the country that
must take account the needs of the businesses and at the same time ensure that the
base of tax income is sufficient for further development and rendering of the service.
Taxes can be handled as a fee for the stability of the service. The safety and
reliability of the civil turnover, like enforcement of court judgements and reliability
of public information, can be taken as such an instrument. For example in Estonia
certain government registers are important for business, because certain rights exist
only if they are entered in the register; such registers are the commercial register,
which contains information about the businesses operating in Estonia and the land
register, which contains information abut the landowners and rights and obligations
tied to the land (such as mortgages). Ensuring that the information presented in these
registers is correct is a service provided by the state.

Since e-business has to interact with the real world, then it is necessary for the
countries to specifically agree upon the universal rules of e-business and generally
upon the rules concerning the Internet. Yet it hasn’t been done and probably for that
reason the opportunities of e-business and the Internet remain too volatile for
companies around the world. If countries can agree upon the rules and principles
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concerning the Internet as an economical environment then the road for countries to
compete in the provision of the services in the Internet would lie open. The
problems for e-commerce and e-business are information security and the security of
the immaterial property, also the rights and obligations of the service providers and
consumers.

The legal framework of e-commerce in the European Union

The United Nations Commission on International Trade Law (UNCITRAL) has
drawn two model laws to harmonise the e-commerce legislation of different
countries. They are:

1. UNCITRAL Model Law on Electronic Commerce, that lays down the
requirements and bases of validity of the contracts made in the Internet
and

2. UNCITRAL Model Law on International Credit Transfers, that provides
the rules for such transfers.

The main requirements that the e-commerce transactions must meet are (Building
Confidence. 2000, p 35):

1. Requirement for a “written document”. Most national laws and
international conventions include provisions requiring certain transactions
to be concluded or evidenced in writing or certain information to be
presented in writing. If it is required as a condition of validity of the
contract, failure to comply with the requirement would render the
transaction null and void. If, on the other hand, a writing is required by
law for evidentiary purposes, the absence of a writing will generally affect
the validity of its enforceability in the event of litigation. The requirement
of a written document is not absolute in the Estonian legal system. While
drafting the Law of Obligations Act (RT | 2002, 60, 374) the regulator
looked the distance selling directive (Council Directive 97/7/EC) of the
European Union and e-commerce legislation in general.

2. Requirement for ““signature”. A signature or other form of authentication
is normally required to establish the identity of the signatory and his
intention to associate himself with or be bound by the contents of the
document. The most common form of authentication required by law is a
manual signature. The more recent national laws or international
conventions, however, permit the required signature to be made by other
forms of authentication such as stamp, perforation or facsimile, or by
electronic means. An important identification tool for e-commerce
participants is the digital signature. In the European Union this is regulated
by the digital signature directive (Council Directive 99/93/EC, OJ L 013,
19.01.2000). In Estonia it has been regulated by the Digital Signatures Act
(RT 12000, 26, 15).
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Requirement for an “original”. The requirement that certain information
or documents be presented in an original form is regarded as creating an
important obstacle to the development of electronic commerce. Indeed,
since the concepts of “writing”, “signature” and “original” are closely
interlinked, the requirement is often for a written, signed, original paper
document. An original may be required in order to ensure the integrity of a
document and that the information presented in a document has not been
altered. A digital document could be counted as “original” if it has the
counterpart’s digital confirmation of validity — it is signed digitally.

Evidential value of data messages. The issues of the admissibility and
evidential weight of electronic messages in judicial and administrative
proceedings play a central role in the development of electronic
commerce. While the rules governing the admissibility of evidence in
certain jurisdictions are rather flexible, there are legal systems that adopt a
relatively strict approach to the subject and exclude electronic messages as
acceptable evidence. It is paramount that the different national legal
systems accept electronic data messages as acceptable evidence.

Storage of data messages. The requirement for storage of certain
documents or information in paper form for accounting, tax, audit,
evidence and other legal or administrative purposes constitute an
additional barrier to the development of electronic trading. Such data
messages should be stored electronically with the appropriate verification
of validity.

Document of title/negotiability. Replacement of negotiable documents of
title, such as bills of lading, by an electronic equivalent constitutes the
most challenging aspect of implementing electronic commerce in
international trade practice. There is therefore a need for a legal regime to
allow the parties to transfer legal right in goods, such as ownership rights,
through the exchange of electronic messages.

Validity and formation of contracts. Although as a general rule a contract
concluded orally is valid in most legal systems, a number of questions and
uncertainties arise in the context of contracts concluded by electronic
means. Questions arise as to the validity of such contracts, especially
where there are legal requirements for writing, signature, etc., the time and
place of formation of such contracts, the proof of the terms of the contract
in case of dispute, and so on.

Incorporation of general terms and conditions. A further question that
arises in the context of electronic commerce is the incorporation of general
terms and conditions of underlying contracts. General terms and
conditions of underlying contracts must be clearly separable from the
other text of the contract and inseparably tied to the text of the contract,
sot that the consumer could read them before signing the document.
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In the Estonian legislation, more precisely in the General Part of the Civil Code Act
(RT 12002, 35, 216) are the requirements for electronic contracts. They must:
1. be made in a form, capable of providing permanent recreation (a paper
document);
2. contain the names of the signatory sides;
3. be signed electronically by the signatory sides, and the signature must be
in a form that ties it to the contract, the side and the time of signing.

E-commerce directive and the liability of service providers

The aim of the e-commerce directive (Directive 00/31/EC) is the harmonization of
the legal space of the member states and the strengthening of the common market. A
directive as an act of the Council of the European Union doesn’t create a common
legal system in the member states, but tries to harmonize the different legal systems
of the member states. The e-commerce directive serves the same purpose; it is a
binding guidance act for the member states. Alas, the problem with the directive and
with many other directives is that they give the member state too much legal void to
enforce the requirements of the directive in their legal system.

Important innovative measures in the e-commerce directive are however:
1. the creation of a common legal definitions system;
2. the specification of the obligations and liability of service providers;
3. the laying down of the principles of the validity of electronic contracts and
the submission and rules of processing orders.

The economic turnover of e-commerce is largely based on service providers, service
providers are the most important operators in the Internet. The directive states that,
its aim is to ensure the free movement of information society services. The
definition of information society services is provided in the technical standards
directive (Directive 98/34/EC). Article 1 subsection defines the information society
service as any service normally provided for remuneration, at a distance, by
electronic means and at the individual request of a recipient of services.

For the purposes of this definition:

1. ,at a distance”: means that the service is provided without the parties
being simultaneously present;

2. by electronic means”: means that the service is sent initially and received
at its destination by means of electronic equipment for the processing
(including digital compression) and storage of data, and entirely
transmitted, conveyed and received by wire, by radio, by optical means or
by other electromagnetic means;

3. *“atthe individual request of a recipient of services”: means that the service
is provided through the transmission of data on individual request.

According to the e-commerce directive, every member state must ensure that the
information society services provided by a service provider, located in the member
states territory, meet the member states national law regulating information society
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services. A member state cannot restrict the liberty of providing information society
services originating from another member state. In Estonia this is regulated by the
Information Society Services Act (RT | 2004, 29, 191).

According to Article 5 of the e-commerce directive the service provider shall render
easily, directly and permanently accessible to the recipients of the service and
competent authorities, at least the following information:

1. the name of the service provider;

2. the geographic address at which the service provider is established,;

3. the details of the service provider, including his electronic mail address,
which allow him to be contacted rapidly and communicated with in a
direct and effective manner;

4. where the service provider is registered in a trade or similar public
register, the trade register in which the service provider is entered and his
registration number, or equivalent means of identification in that register;

5. where the activity is subject to an authorisation scheme, the particulars of
the relevant supervisory authority;

6. as concerns the regulated professions:

a) any professional body or similar institution with which the service
provider is registered,

b) the professional title and the member state where it has been granted,

c) areference to the applicable professional rules in the member state of
establishment and the means to access them;

7. information about the fees of the service and if the include any taxes or
delivery fees.

The e-commerce directive regulates the forwarding of unsolicited commercial
information via e-mail. However the e-commerce directive doesn’t ban the
forwarding of such data. According do Article 7 it is for the member states to
regulate and if the member state allows the forwarding of such information, then
they must ensure that if the recipient of unsolicited commercial information declines
any further information then the service provider must stop forwarding such
information.

Where an information society service is provided that consists of the transmission in
a communication network of information provided by a recipient of the service, or
the provision of access to a communication network, Member States shall ensure
that the service provider is not liable for the information transmitted, on condition
that the provider:

1. does not initiate the transmission;

2. does not select the receiver of the transmission;

3. does not select or modify the information contained in the transmission.

The service provider is not liable for the transmitted information, because it is
automatic and the server administrator doesn’t interfere to that process.

Where an information society service is provided that consists of the transmission in
a communication network of information provided by a recipient of the service,
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Member States shall ensure that the service provider is not liable for removal or the
automatic, intermediate and temporary storage of that information, performed for the
sole purpose of making more efficient the information’s onward transmission to
other recipients of the service upon their request, on condition that:

the provider does not modify the information

the provider complies with conditions on access to the

information;

the provider complies with rules regarding the updating of the

information, specified in a manner widely recognised and used by

industry;

5. the provider does not interfere with the lawful use of technology, widely
recognised and used by industry, to obtain data on the use of the
information and

6. the provider acts expeditiously to remove or to disable access to the
information it has stored upon obtaining actual knowledge of the fact that
the information at the initial source of the transmission has been removed
from the network, or access to it has been disabled, or that a court or an
administrative authority has ordered such removal or disablement.

O

The administrative authority or the court has the right to demand information about
the data forwarded or hosted. A service provider is obligated to inform the
appropriate authorities if such data or illegal activity is detected. Considering the
speed of modern day info technology, the increasing number of Internet users the
automatic nature of these processes it is reasonable to free the service provider of
liability if they do not interfere in or commit any illegal activities.

Cybercrime, electronic frauds and the Convention on Cybercrime

With the ever increasing expansion of the Internet and continuous technological
progress cybercrime or computer crime, which is a global phenomenon, has
developed into a serious problem (Kukrus 2002, p. 39-40). A lot of business deals
are being made on the Internet and with that the number of frauds committed online
has gone up. In June 2004 the Riigikogu (Parliament of Estonia) passed a document
“The Base of Estonian Security Policy (2004)”, in which risks from information
technology are presented. According to the document if the IT risks are taken too
lightly, they could became equally dangerous with the trafficking of weapons or
illegal substances (RT | 2004, 49, 344).

Since the Internet is a global network that doesn’t recognize national borders, the
solving of the cybercrime problem requires international cooperation. Efficient
cooperation is very important, since the problem that cybercrime presents is severe
in all of the developed countries.

On November 8, 2001 the Council of Europe passed the Convention on Cybercrime.

I is the first international treaty, which object of regulation is crimes committed with
the aid of or against the Internet and other computer networks. The Convention on
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Cybercrime Ratification Act was passed by Riigikogu on 12. February 2003 (RT Il
2003, 9, 32).

The convention divides the cybercrime into four categories of substantive criminal
law:
1. Offences against the confidentiality, integrity and availability of computer
data and systems;
2. Computer-related offences;
3. Content-related offence (child pornography);
4. Offences related to infringements of copyright and related rights.

These categories are based from the object of the crime but cybercrime can be
categorized based on, whether the crime could be committed only via the computer.
According to that there are 2 categories of computer related crime:

1. Primary or pure computer crime and

2. Secondary or impure computer crime.

Pure cybercrime is a category of crime that could be committed only by using a
computer. Impure computer crime is a category of crime that could be committed in
the physical world as well as in the cyberspace.

The third way to categorize cybercrime would be the motive of the criminal. Based
on that the offences can be categorized as:

1. Activism, which is using the Internet for publishing (offensive)
information. For example web pages or e-mails that voice support to
racism or to violence against some target;

2. Hactivism (including hacking), which is a symbiosis of hacking and
activism. It includes activities that involve misuse of computers or
malicious software. Whether to disrupt the victim’s ordinary use of
computers or to gain profit from such activities;

3. Cyberterrorism, which is the most severe malicious activity. The aim of a
cyberterrorist is to create mayhem and loss of life and property.

Lately the proportion of hackers who operate alone is decreasing and hackers have
started to gather, forming criminal groups. The goal of these groups isn’t anymore to
just commit cyber attacks, but the main motive has shifted to earning money. These
groups are highly dangerous to e-business and e-commerce. On the one hand they
undermine consumers and companies trust towards the Internet, as a safe way make
business and on the other hand they attack businesses to gain delicate information to
use on the stock market or to blackmail the victims. According to a British crime
survey, people are concerned about disclosing their contact information or bank
account information on the Internet (Fraud and tech... 2005, p 13). Such attacks
reduce their trust even more. That is the main reason why a large part of cybercrime
usually remains unknown to the appropriate authorities, because the negative public
attention can also threaten the e-business company’s potential market share in the
highly competitive electronic environment.
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According to the same study show that Internet fraud has increased substantially
over the years. In 2000 it cost approximately £3.8million rising to £45 million in
2003, which was higher than that of mail non-receipt and identity theft (Fraud and
tech... 2005, p 13). Criminals use several kinds of complex schemes to execute their
plans. That is one reason why their apprehension is difficult, for example they could
take control ova victim computer to execute their malicious acts, framing an
innocent person or a company.

Psychological and technological scheme

Cybercriminals have several different schemes how to earn easy money; they can be
divided into these categories:

1. Psychological scheme, which is based on the good faith of people and is
mostly, executed using e-mail services. Psychological scheme is one of the
best examples of impure cybercrime, in other words its fraud that has
moved to the Internet. The best example is the “4-1-9 scheme” (the name
comes from the paragraph of the Nigerian Criminal Code). The scheme is
performed by sending millions of e-mails to the victims, offering an easy
way to earn money. Other well known example of the psychological
scheme is deceiving passwords and usernames from unsuspecting
computer users. An e-business company could be very vulnerable to these
sorts of attacks.

2. Technological scheme, which is based on using holes in the computer
system and on different malicious software (viruses, Trojans, keyloggers).
Other example of the technological scheme would be DOS attacks (denial
of service). The aim of these attacks is to overload the victim’s computer
system, and disrupt normal work. They can be however be used to cover
up hacking.

3. The combination, which uses the strong parts of the previous schemes

The results of this kind of attacks could be millions of euros worth of damages,
whether direct (stolen property) or indirect (profits not gained, or money spent
evading the attacks). For example hackers change on the online ordering page of a
company the bank account number and the unsuspecting client transmits money
straight to the criminal.

The UK National High Tech Crime Unit (NHTCU) 2003 survey found that 57 per
cent of the 201 organisations covered had their systems infected by viruses during
2003 (79% of those organisations with exposure to the Internet), NHTCU, 2003
(Fraud and tech... 2005, p 14).

Statistical surveys from all around the world show that cybercrime is showing
immense increase. It threatens businesses, public sector and private persons. The
proportion of UK businesses that had suffered a virus infection or denial of service
attack had risen from 16 per cent to 41 per cent between 2000 and 2002 (Fraud and
tech... 2005, p 14). One of the world’s biggest computer hardware manufacturers,
IBM, warned in the beginning of 2006 about the grouping of Cybercriminals. "With
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stiffer penalties and increased security protection on most systems we are seeing
organised, committed and tenacious profiteers entering this space,” said Cal Slemp,
vice president of IBM's security and privacy services (Sanders, 2006).

That is the reason why legal acts whether national or international serve as a good
base to widen the international cooperation in the field of computer crime. The
Convention on Cybercrime was created to harmonize different national computer
crime regulations and to aid countries where such a regulation is missing. The
regulation of the convention includes minimum requirements and harmonizes the
member states law with:

1. legal definitions;

2. substantive criminal law;

3. procedural law.

According to the preamble of the Convention on Cybercrime, it is paramount to
pursue, as a matter of priority, a common criminal policy aimed at the protection of
society against cybercrime, inter alia, by adopting appropriate legislation and
fostering international co-operation.

Avrticles 2-10 state that the member states take action to criminalize in their national
law:
1. Illegal access to the whole or any part of a computer system without right;
2. The interception without right, made by technical means, of non-public
transmissions of computer data to, from or within a computer system,
including electromagnetic emissions from a computer system carrying
such computer data;
Data interference;
System interference;
Misuse of devices;
Computer-related forgery;
Computer-related fraud;
Offences related to child pornography;
Offences related to infringements of copyright and related rights.

©o~N AW

The convention doesn’t provide punishments for the crimes. That has been left to the
member states to regulate according to their legal tradition. In Estonia, most of those
crimes are in the second degree. The Penal Code (RT | 2001, 61, 364; 2002, 86,
504) contains separate rules for computer crime and the 14" chapter deals with
crimes against intellectual property. A large portion of cybercrime provisions of law
are included in the ordinary provisions. In that sense Estonia has met the
requirements of the convention.

The other important aspect of the convention is harmonizing the procedural law. The
convention harmonizes national procedural laws in:

1. the crimes regulated by the convention;
2. other crimes performed by using a computer network;
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3. collecting electronic evidence.

The harmonization of procedural law is of the utmost importance. If a harmonised
set of rules apply in several countries, the participants of e-commerce and of
cybercrime know what to expect. That gives a certain level of security.

But the convention involves several problems, according to the convention the
member states authorities can obligate a service provider to maintain personal data
and data communication data. But the provision is applicable after the crime is being
committed. But the moment of discovery of the crime and the time when the crime
was actually committed could in theory be so far apart that any information about
the criminal would be very hard to detect. This problem could be solved by compel
the service provider to keep all of the information recorded for some time. It would
give the authorities at least some chance to discover the criminal.

A study, performed by the Department of Justice of the United States of America,
found that 99 % of businesses that use computers have discovered signs of
cybercrime in their computer systems. Only 12% informed the authorities of the
discovery (Rantala, 2004, p 1). It is estimated that PC Viruses cost businesses
approximately $55 Billion in damages in 2003. The same calculations in were done
in 2002 and 2001, at $20-30 Billion and $13 Billion, respectively (Trend Micro.
2004).

In addition to regulating the issues of jurisdiction and collecting of electronic
evidence, the convention also regulates the general principles of the cooperation
between countries, more precisely cooperation in investigating cybercrime. The
convention uses many other conventions to regulate this field and so it doesn’t
regulate a deadline to processing of mutual assistance requests. It could create a
situation where the processing of a mutual assistance request could take too long and
the evidence might disappear. Electronic evidence has the properties of not being
tangible and stabile. It generates a situation where the criminal proceeding must be
stopped, because there is no evidence and nobody can be implicated in this crime.

Although the Convention on Cybercrime has some flaws, its existence is still very
important. It is the first international treaty that deals with the problems of Internet
related crime and gives a certain legal frame to many of the problems that exist in
the cyberspace. The convention needs provisions about the time-limits of
proceedings and a more precise regulation of international cooperation. For example
regulation about, ordering the preservation of evidence before such permission. This
means a serious national and international discussion, about the creation of these
additional provisions. The proportionality of limiting personal liberty of a person in
benefit of public interests must be taken into account.

In Estonia the Minster of Justice just drafted a law that improves investigative
options of the authorities. The current regulation doesn’t allow the use of digital or
electronic surveillance in cases of computer related crime. Most of these crimes are
crimes of the 2 degree and as such they are outside the regulated field of the
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Surveillance Act. This is an important initiative, because the collection of evidence
in the electronic environment is best using surveillance.

The cooperation against cybercrime

The cooperation in the fight against cybercrime has many levels. There are several
supranational organizations or departments within these organizations that deal with
the problems created by cybercrime. Governments and national authorities work
together to achieve the apprehension of criminals. Also many Universities cooperate
in studying the properties of the cyberspace and cybercrime.

In the European Union there is a specialized agency that deals with information
security. It is the European Network and Information Security Agency (ENISA).
ENISA was established by the Regulation 460/2004 (OJ L77. 13.03.2004).
Information security and the safety of public networks have become as important as
the fight against traditional crime. Information and access to it is the cornerstone of
democracy. ENISA is the first step to such a organization that would deal with the
problems of Internet from a technical perspective as well as serving an advisory role
to lawmaking process. Communication networks and information systems have
become an essential factor in economic and societal development. Computing and
networking are now becoming ubiquitous utilities in the same way as electricity or
water supply already are. Based on that, it is imperative to ensure the functioning of
these communication systems. One of the agency’s functions is to collect
information about network and information security and propose solutions to raise
the safety of cyberspace. The other function of the agency is to improve
communication between the lawmakers and the general public. That enables the
agency to raise the member states’ and the companies’ capability to avoid, deal with
and solve the problems of network and information security. To understand better
the challenges in the network and information security field, the agency analyses
current and emerging risks and for that purpose the agency collects appropriate
information, in particular through questionnaires, without imposing new obligations
on the private sector or the member states to generate data. Emerging risks should be
understood as issues already visible as possible future risks to network and
information security. The Agency provides assistance and delivers advice to the
Commission of the European Union and the member states on issues related to
network and information security falling within its competencies.

The European Network and Information Security Agency is the first such a regional
body, specialised in information security that’s aim is to collect, systemize, analyze
and synthesize data involving the problems of network and information security.
That will help in renewing legal acts and in solving the problems of network
security.

Conclusion

In today’s information society the Internet is becoming more important as a way of
communication and as a environment of business. Because of the fast development
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of communication networks there is a situation where the legislation is behind the
possibilities of technology. E-law is not an independent branch of law, but involves
the problems of many branches of law in the cyberspace. One unique feature of lex
electronica is the absence of territory, meaning that the object of regulation is not
geographically delimited. That is why the globalization of legal principles and
standards will become very important in this field of law.

Due to the exponential growth of Internet and info technological progress
cybercrime that is a global phenomenon, has become a serious problem. Because the
Internet is a global occurrence that doesn’t recognise the borders of countries, the
solving on Internet related crime requires international cooperation. Convention on
Cybercrime is the first international treaty that’s object is the crime committed with
or against the Internet or other computer networks. Of utmost importance is to create
a common policy of criminal law, passing the necessary legal acts. The second part
of the Convention Cybercrime deals with procedural law, it regulates the obligations
of the member states to pass measures that enable the monitoring, collecting, seizure
of computer data that is necessary to solve cybercrime.
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Kokkuvote

ELEKTROONILINE KAUBANDUS GLOBAALSES MAJANDUSES:
PROBLEEMID JA PRAKTIKA

Ants Kukrus, Arno Pardla
Tallinna Tehnikadilikool

Internet on sotsiaalne fenomen, mis on kiirendanud maailma globaliseerumist ja teda
vBib pidada v@imsaimaks kommunikatsioonivahendiks. Interneti levikuga on
tekkinud uus keskkond, mida nimetatakse nii elektrooniliseks, digitaalseks kui
kiiberkeskkonnaks. Interneti plahvatusliku levikuga on muutunud atraktiivseks
arivdimaluseks internetikaubandus, mida nimetatakse ka e-kommertsiks, virtuaal-,
elektrooniliseks ja online kaubanduseks. Internet on kommertsmaastikul suhteliselt
uus, reguleerimata ja multijurisdiktsiooniline nahtus millega kaasnevad uued
Oiguslikud probleemid. E-kaubanduses kasutatakse erinevaid e-kaubanduse
liigitamise mudeleid, mis pdhinevad kas erinevate osapoolte v8i tegevuste
véljatoomisel. Internet on muutnud véljakujunenud rahvusvahelise kaubanduse
kontseptsiooni, nimelt seda kes kaupleb, millega kaubeldakse ja kus kauplemine
toimub. E-kaubandus on unikaalne ja nduab Uha suuremat rahvusvahelist koost66d.
Voltskaubandus ja piraatlus Internetis on uus ja keerukas probleem. Valdav osa e-
pettustest leiab aset internetioksjonitel ja online jaemudgis, kusjuures levinuimad
pettusevormid on voltspakkumised hinna kunstlikuks tdstmiseks, ostetud kauba
mittekattetoimetamine, piraatkoopiate pakkumine jne. Seoses Interneti Kiire leviku
ja infotehnoloogilise  progressiga on  kujunenud tdsiseks probleemiks
kiiberkuritegevus ehk arvutikuritegevus. 2001 aastal vastu vbetud Euroopa nGukogu
kiiberkuritegevuse konventsioon, mille objekt on Interneti ja teiste arvutivdrkude
vastu vOi abil sooritatud Kkuriteod. Eesti ratifitseeris arvutikuritegevusvastase
konventsiooni 12. veebruaril 2003 aastal. Konventsiooni peaks lisama punkte
menetlustdhtaegade osas ja tpsema regulatsiooni rahvusvahelise abi kohta. Néiteks
satted tdendite kogumise kohta, enne menetlusloa saamist. See muidugi eeldab
sligavat riigisisesest ja rahvusvahelist arutelu, uute satete loomise kohta. Arutleda
tuleb avalike huvide ja isikuvabaduste proportsionaalsust ning arvestada
menetlusosaliste konstitutsioonilisi eriparasid.

Rahvusvaheline koostdt on méadrava téhtsusega arvutikuritegevusvastases vaitluses.
Koosttd arvutikuritegevuse vastases vOitluses on mitmetasemeline. Olemas on
supranatsionaalseid organisatsioone v8i nende juures asuvaid osakondi. Riikide
tasandil toimub koostd6 valitsuste ja parlamentide tasemel, aga ka konkreetselt juba
uurimisasutuste vahel. Koostdd selle digusvaldkonna uurimisel toimub ka likoolide
tasemel. Samuti on esindatud ka kolmas sektor, mis ténu Internetile teeb koost6od
arvutikuritegevuse vallas. 2004 aastal 16i Euroopa Liit, Euroopa Vorgu- ja Infoturbe
Ameti (ENISA), mis koordineerib kiiberkuritegevusvastast vditlust kogu Euroopa
Liidu territooriumil.
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MORE LOCAL FOOD PRODUCTS IN THE SUPERMARKETS — A
CHANCE FOR GOVERNMENT TO SUPPORT SUSTAINABLE
DEVELOPMENT?

Rena Selliov
Tartu University

Introduction

There are many discussions and opinions about why the agricultural markets should
act as any other markets — with pure competition where the producers or the
countries that can produce the most efficiently and in this way offer the lowest price
should be the main suppliers (Halweil, 2003 p. 7). But the story is not just about the
visible price and cost of the food that can be held low with economies of scale.
There exist also different negative externalities that make the food that is produced
industrially with low visible costs far away from the consumers more expensive for
the consuming society — it may imply fading out of the rural society, environmental
costs, excessive energy use, potential contamination during the long distance
transportation influencing the health of the consumers etc.

At the same time there is a problem that small local ecologically thinking producers
are often too small for selling by themselves (Halweil, 2003 p. 41) to large buyers
like retail chains because their volumes are not attractive enough. Here actually the
conception of pure competition is hurt in some sense — in some cases it will never be
known if the products could be successful and competitive and earn the profit in the
supermarkets where most of the purchases are done as they never get to the counter
and thus never get the chance to prove themselves. As the production costs of the
small producers per unit are still often higher than in the case of large producers,
they could keep their prices down to some extent when selling their products by
themselves. Thus local food is sold more often for example on farmers’ markets. But
the local markets are not any more the first choice of the consumers when buying
food. For example in Estonia during the last years the consumers have started to buy
food more from supermarkets instead of farmers’ markets (Elanike
toitumisharjumused..., 2005, p. 8-9). In this way the local food distances from the
consumer. In long run a social problem exists here — local farmers may lose the
demand and thus their jobs as the consumers tend to buy less from local markets,
large retail chains buy the products from their large industrial partners and not from
local small farmers. The harmfulness for the society stands from one side in the loss
of jobs, decreased retention of income within the society and on the other side in the
fact that consumers do not have the chance to choose local fresh food any more. All
this together causes also environmental damages due to the side effects of long
distance transportation and intensive production. These results are not in line with
sustainable development of the society.

! The article is written under the grant project no. 5840
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In the UK it has been found that public sector procurement is one way to return to
local food (Morgan and Morley, 2003). But there is another possibility — to help the
local products to be available in large international supermarket chains. There is a
question what the government could do if it were interested in the sustainable
development of the society — should it subsidize the small local producers in the way
that they would be able to supply their food to supermarkets (i.e. to make their price
lower and to make them to consolidate their volumes by creating cooperatives etc.)
or should the government compensate the supermarkets the difference in prices for
letting the supermarket to book some space in their assortments for the local food
too. These actions should be done just as long as it takes to remove the
imperfectness of the competition (as there is at least one large producer with market
power and many small producers that can compete between themselves on the level
of perfect competition but not with the large producer) between small and large
producers in the eyes of the retailer. The retailer cannot actually say which product
would sell better if it has just decided on the basis of the price, habit and
convenience to purchase the products of the industrial producer and has even not
searched for the local products.

The aim of the article is to develop a theoretical model to discuss how would the
food market be influenced by the share of consumers who prefer to buy only local
food and by the costs the smaller local firms have to spend to get to the market in the
context where there is one large retail chain, a large industrial producer and many
small local producers. It will also be discussed where could be the potential focal
points for the government intervention when taking these conditions into account if
the government is interested in local products being available in supermarkets.

The current article is the first attempt to analyze the subject. Thus only the
preliminary theoretical model with many simplifying restrictions is worked out here
and it will be developed on and generalized later. No relevant empirical analysis is
carried through but it is left for the future.

First the definitions used are defined and the whole background for the model is
explained. Then the idea of the model is explained more thoroughly and the model is
formally notated. Finally the results are discussed.

Background

Industrial agricultural production in the current context is defined following Union
of Concerned Scientists: industrial agriculture “views the farm as a factory with
“inputs” (such as pesticides, feed, fertilizer, and fuel) and “outputs (corn, chicken,
and so forth). The goal is to increase yield (such as bushels per acre) and decrease
costs of production, usually by exploiting economies of scale” (Horrigan, 2002, p.
445). It is not distinguished between domestic or foreign industrial producers as
industrial producers may be either domestic or foreign firms, although local firms
are mainly domestic. It all depends on the level of production and inputs used per
production.
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There are several externalities that increase significantly the visible low price of
industrially produced food:

e The retention of income within the local community is much lower
compared to local production ((Jones, Comfort, 2004, p.331)

e  The quality of the food suffers from the long journey to the consumer,
including the greater possibility of contamination on its way, and thus has
a certain negative effect on the health of consumers.

e  environmental costs of intensive production and transportation — pollution
from wide use of nonrecoverable resources — it has been calculated that a
basic diet (some meat, grain, fruits, vegetables) with imported ingredients
can account for four times greenhouse gas emissions and energy of an
equivalent diet that consists of domestic ingredients (Halweil, 2003 p. 21).

All these matters are closely related to the concept of sustainable development.

The local production is a bit more difficult to define as there are several sets of
definitions available — basing on geography, emotional reach and the concept of
local food (Jones et al, 2004, p.329). In the current context and as the opposite of
industrial production it is meant to be mainly the combination of two sets —
geographic and the concept of local food. These are actually tightly bound to each
other — as by the concept of local food the food is produced in a way which is
benefiting the environment or at the very least does not cause significant
environmental damage (ibid, p.329), then by the set of geographic definitions food is
produced close to the consumers and thus does not use much energy for
transportation and in this sense belongs also to the concept of local food.

So all the producers that are situated close to the consumers do not have to be local
in the sense of this definition if they are large and produce in industrial way. In this
case there are often the consumers who are far away from the producer and if there
is just one large producer in neighborhood and nobody else, the rural community
may still suffer in some other region. If they are just small but do not produce in
ecologically efficient way they also do not fit together with the definition of the
local producer. The industrial producer compared to the organic producer of the
same size would produce more of the same products and thus would have lower
costs and lower price for the products. As in the case of small producers it is thus
anyway difficult to sell their products then organic production is one way how to be
able to promote their quality in the world where the demand for organic food is
increasing fast. Several reasons for and opinions about purchasing organic food are
brought out in the article by Squires et al (2001).

Talking about the consumers’ preferences about the origin of food it has to be said
that there exist surveys where it is found out that the consumers would buy local
food instead of foreign food if the prices were equal (Nygard, B., Storstad, O, 1998).
In UK it has been found out that about 80% of the respondents would choose to buy
locally produced food if it were available at the right place with the right price
(Weaterell et al 2003, p.237). At the same time they would like to buy it from the
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mainstream supermarket and more than a half of the respondents said that they were
willing to pay more for local food than for industrial (ibid, p. 238). Also in Estonia
the consumers tend to buy their food mostly in the supermarkets that usually belong
to some retail chain (Elanike toitumisharjumused..., 2005, p.8). But the domestic
origin of the goods is much less important than the low price of the food when
choosing the store (75% argue that price level is very important versus 61% who
acclaim that the wide assortment of domestic goods are available at the store) (p.
19). In the EU survey it was brought out that price is on average one of the most
important factors when making food choice (Lappalainen et al, 1998, p.472). In the
case of fresh food (vegetables, fruits and different kinds of meat) the country of
origin is one of the most important search cues to make decision about the quality of
the food product (Becker, T. et al 2000, Huddleston et al, 2001). In Huddleston et al
it is found out that domestic food products are perceived to have higher quality than
the imported products.

So it can be seen that both price and country of origin of the food are important
issues when consumers make their decisions about buying the food. Both of these
facts will be taken into account when constructing the model.

As the quality of products belongs to the most important dimensions when making
the buying decision, it cannot be left out of the discussion but it will be integrated
into the model in the sense that the higher price is attributed to higher quality and the
origin can be linked to the quality too. In the second case it will generally depend on
the certain origin of the product but when distinguishing between domestic and
foreign or local and industrial producers it is hypothesized here that domestic and
local products are supposed to have higher quality compared to the foreign and/or
industrially produced products basing on the evidence brought out in some articles
(for example Huddleston et al, 2001).

In the practice on modeling the current issue there is an important part of the
analysis done on the value chain. Food market value chain analysis has been carried
through by several authors but they have mainly concentrated on the discussion
about how the power and profit are distributed over the channel (Choi (1991),
Kadiyali et al (2000), Jeuland and Shugan (1988)). It means that mainly the
relationship between producers and retailers has been considered there.

There are also articles on the relationship between retailers and consumers. For
example Betancourt and Gautschi (1988) have brought out the relationship between
consumption activities of a household and the retailer’s distribution services. They
have assumed that retail firm was a price taker in the market for the goods that were
bought from the suppliers and they excluded the production side of the products
sold. At the same time the way they analyze retail firm side, can partially be taken
into account in the present paper. Ratchford and Stoops (1992) have constructed an
econometrical model about how to maximize the profit of a retail enterprise. Baker
(2004) has modeled food marketing chain in Denmark to analyze the provision of
quality attributes in the marketing chain.
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The idea of the model

The structure of the model is similar to the one used by Choi (1991), where he
studies the channel structure for the case where a monopolistic retailer sells two
competing brands of duopolistic manufacturers. He used the structure and forms of
three power structures (Manufacturer-Stackelberg, Vertical-Nash and Retailer-
Stackelberg) to analyse the distribution of profits in equilibrium in each of the cases.

In the current analysis the structure will be used with two producers who compete
for the possibility to sell their products at the only retailer’s store. Actually one
producer will be a single firm that is able to supply alone the quantity demanded.
The other producer will consist of n local firms that are able to satisfy the demand
(n>1). So the model is not symmetric any more. There are also consumers and one
retail firm that is a link between the producers and consumers maximizing its profits
at the same time.

The products are identical in the sense that the retailer will sell the products to the
consumers with the same price and it can do this only when the products seem to
have identical quality for the consumers who do not know which product is local
and which is industrial. The difference is that there are n local producers2 and one
industrial producer and although the price is equal the goods are labeled this way
that the consumers are able to distinguish between them.

There are consumers for whom only local origin actually matters and who do not
care about the price. So it is profitable for the retailer to buy local products even
with higher price than the products from the large industrial producer, as long as the
cost from higher wholesale price does not exceed the revenue it receives from
selling some extra amount to the consumers who demand only local products. If the
revenue from selling this extra amount will be lower than the cost from buying with
the higher price and the price without this margin were higher than the price of the
large producer, the retailer would not buy the products from the local producers any
more.

The government knows that it would contribute the sustainable development of
society if the consumers bought more local food. But for consumers could buy local
food, it has to be available on the stores with reasonable price. In the case where the
local food is too expensive or makes too much trouble for retailer to get it into the
store (in the sense that the quantities per producer are too small), the government
could support either the producers to get their prices low enough in the way that they
wouldn’t suffer any loss, or to compensate the retailer the difference between the
lowest price and the local producers’ price to make it to buy the local foodstuffs.

The structure of the model is brought out on the figure 1.

% N - the number of producers that is needed to produce the quantity that satisfies a share of

the demand that is equal to the share of industrial producer.

210



N local
producers

Industrial producer

Figure 1. The structure of the model
Formal notation and the discussion

Consumers:

There is a part of consumers who are interested in buying only local food and who
do not care about the price of the product. If the store doesn’t offer anything local,
this consumer goes to another store in spite of distances and other costs that will
accompany this behavior. As the share of these consumers is supposed to be low
enough, then the retail firm cares only to some extent if these consumers are there or
not. It is hypothesized here that the biggest part of the consumers does not care
about the origin of the product but they care only about the price of the product and
they always buy the product with the lower price. The rest of the consumers are the
ones who do not care about price and origin but everything else — like only the
quality that cannot be attributed to origin etc. and here they are taken as independent
demand. If we take the linear demand function for simplicity of the further analysis
and take these conditions into account we get the following demand functions:

The demand function for the products of local producer is:

Qq :b+aqL_(1_a)p1

The demand function for the products of industrial producer is:
Uq :b_(l_a)pl

where:

b — independent demand, b>0

qq — total quantity demanded

a — the share of customers who buy only local goods and don’t care about the price,
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qr — quantity of local goods bought by customers who buy only local goods.
p1 — the price paid by consumers

Retail firm:

Let’s suppose first that there are only two sources of costs for retail firm: the buying
in of the goods and so-called search cost per supplier. Search cost contains all the
costs (including time) connected to searching the supplier, contracting, renewing the
contracts etc. This cost is assumed to be the same in the case of all of the suppliers
in spite of their volume. So it is profitable for the retail firm to have fewer suppliers
and in terms of search costs it would be the most profitable to have a single supplier.
The search cost helps to distinguish between the large industrial firm and n small
local firms.

The retailer’s profit function takes both search cost and the consumer preferences
into account::

M, =(p, = P =9)b—(-a)p, ]+ (p, - p. ~ns)b+aq, —(1-a)p,]

Where

pL — the wholesale price for local products,

p1 — the wholesale price for the products of the industrial producer,

s — the search cost, 0<s<l1;

n — the number of suppliers needed to satisfy the demand

Producers:
The retail chain can buy the products from the small local producers and from a
large industrial producer.

The general profit function for the producers is:
Im= ( p|,|_ - ns)Qd

where:
n=1 in the case of industrial producer

g, = 2.0, in the case of local producers

i=1

1= an in the case of local producers
i=1

The industrial producer’s profit function is:
IT, =(p, _S)[b_(l_a)pl(pL’ P, )]

and the local producer’s profit function is:
11, =(p_~ns)lb+aq, ~(1-a)p,(p.. p,)]

In the both profit functions the retail price is a function of both wholesale prices.
Producers maximize the profit from the products they sell to the retail firm with
respect to their own wholesale prices taking the retail price as given. (Actually they
may sell products also to the other retail firms or just by themselves, but here it will
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be looked at just the profit from producing and selling their products to the retail
firm under discussion).

Taking into account that the retail price is a function of the wholesale prices of both

producers and although the wholesale prices differ, the retailer sells the products of
the both producers at equal price, we end up with the following wholesale prices:

P :l|ii+ﬁqL +(2n _1)S:|

3|]1-a 1-a
p -1 L—iq +ns
'"3l1-a 1-a "

The wholesale price of the local producer exceeds the price of the industrial
producer by the following difference:

(n-1
3

Difference = iqL + S
l-a

If the share of the consumers who prefer to buy only local food is 0 and there is
needed only one local firm to satisfy the demand of the same size as the industrial
firm does, the wholesale prices will be equal. But as the share of consumers who
prefer to buy only local food increases and the volume of the local firms decreases
(this ends up with an increase in n), the wholesale price for local food will be higher
than the price for industrial food.

If the retailer would find that it does not want to pay any price higher than p; to the
manufacturers (it is quite possible in the case of large supermarket chains — like it is
found out in Super markets or ..., (2003) — that Tesco in Great Britain has been
found to pay the lowest prices to their suppliers), even if it could sell some extra
amount to the consumers who buy only local food, then here can be found the first
potential intervention point for the government. If the government could compensate
the local producers or the retail chain the difference between these two prices, the
local products would have equal positions with the industrial producer. Here it
would be simpler to compensate the difference to the retailer as there are n local
firms and only one retailer.

Theoretically the retailer should be ready to buy local products as long as the
revenue from selling some extra amount to the consumers who do not care much
about the price of the food exceeds the loss they suffer when negotiating and
contracting with more than just one supplier. But in the context of the model under
discussion the retailer is not eager to lose in its profit at all when buying in some
more expensive products — it will raise its retail price as it can be seen from the
following equation.
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The retail price is the higher the bigger is the share of the consumers who prefer to
buy local food and the higher the more local firms there are. This is the place where
the diseconomies of scale is passed on to the consumers as it is said to happen in
Jones and Comfort (2004, p.331).

Substituting the price into the demand function we end up with the quantity
demanded:

1 2 n+1
=—b+Zag, —(1-a)—s
o =3b+3ad (1-2a) 3

The demand is increasing in the share of consumers who prefer the local food and
decreasing in search costs. When the share of consumers who prefer to buy local
food increases the negative influence of search costs on the quantity demanded
decreases.

Taking the demand and the retail price into account, the profit functions for the
production firms are the following:

_1/(b+2aq ] Cd—ant -1’
HL—9{ s (b +2aq, J2s - (1 -a)n Ds}

- ZL{M

'T9| (-a) +(b—aqL)(Zn—l)s+(1—a)n(n_1)S}

In some sense similar behavior can be noticed. The profit of local firms is rising in
the share of consumers who prefer to buy local food and declining in the number of
local firms and in search costs. At the same time there is opposite tendency in the
profit function of industrial firm. When the number of local firms is increasing, the
profit of industrial firm is increasing, too, and when the share of consumers who
prefer to buy local food, increases, the profit of industrial firm decreases.

For the local producer it makes sense to produce until the profit is not lower than
zero. To find the corresponding level of search costs the profit function of the local
firms has to be set equal to 0 and then it has to be solved with respect to s. The result
is following:

_ b+2aq,
C(1-a)n+))

0
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It can be seen that the more firms there are needed to satisfy the demand, the smaller
so has to be to keep the profit of the producers nonnegative. At the same time the
higher the share of consumers who prefer to buy local food is the larger sy may be to
keep the profit nonnegative.

When s>s, the profit of the local firms will be less than zero and they will not be
supplying the products to the retailer under discussion. If in reality the so-called
search costs will exceed the level above, the government could intervene to help to
compensate the difference in search cost.

One possibility for the government to support local small producers were to create a
distributor that would help by collecting the products from the producers to create
the volume that were attractive for the retail chain without charging the producers
for that. In this way the number of firms that negotiate and contract with the retail
firm could be reduced and this would reduce the search costs for both the producers
and retailer. The only party that would suffer from that would be the industrial
producer.

All these supportive actions should be just onetime actions giving the small
producers the equal starting position to compete on the counters with the large
producer.

Conclusions

The agricultural production has become more and more industrial during the last
times, using more nonrecoverable resources, energy and thus increasing the negative
externalities of the production. As it were in line with sustainable development to
produce more locally to the local market and as also the consumers are to large
extent interested in buying local food, it were a potential focal point for government
to intervene to get local products, that are usually more expensive than industrially
produced products and sold in smaller quantities, available in large supermarket
chains. This could be the possibility for the local products to prove themselves to be
competitive on the shelves of the retailer if they have not seemed to be competitive
for the retailer before.

To find out these points a theoretical model was developed were two producers (one
producer being a single firm that is able to supply alone the quantity demanded and
the other one consisting of n local firms that were able to satisfy the demand)
competed for the possibility to sell their products at the only retailer’s store. In the
model there are also consumers and one retail firm that is a link between the
producers and consumers and that maximizes its profit at the same time.

Taking into account the search costs per firm that help to distinguish between the

industrial firm and n small local firm and the fact that there is a share of consumers
who prefer to buy local food no matter for which price, there has been found two
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ways were and how the government could intervene to make the local products
available at the retail chain.

For the first case it is important to distinguish between the wholesale prices for both
kinds of producers. As the price for local producers is higher than the price of
industrial producer, there is possibility that the retailer would not want to pay any
price higher than it pays to the industrial producer as the lowest price supplier. This
may happen even if it could sell some extra amount to the consumers who buy only
local food. If the government could compensate the local producers or the retail
chain the difference between these two prices, the local products would have equal
positions with the industrial producer. It would be simpler to compensate the
difference to the retailer as there are n local firms and only one retailer. Later, when
the local products have proved themselves to be competitive, the support will not be
needed any more.

For the second case it was found out what is the theoretical maximum search cost of
local producers that holds the profit nonnegative. If the real search cost is higher
than the calculated optimal search cost, the government could intervene to
compensate the difference. For reduction of the search costs the government could
create a distributor that would help by collecting the products from the local
producers to create the volume that were attractive for the retail chain without
charging the producers for that. In this way the number of firms that negotiate and
contract with the retail firm could be reduced and this would reduce the search costs
for both the producers and retailer. This is also a support that is given only once. The
only party that would suffer from that is going to be the industrial producer.
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Kokkuvote

KOHALIKUD TOIDUAINED JAEKAUBANDUSKETTIDES — VALITSUSE
VOIMALUS TOETADA JATKUSUUTLIKKU ARENGUT

Rena Selliov
Tartu Ulikool

Pollumajanduslik tootmine on ldbi aegade muutunud jérjest enam todstuslikumaks,
kasutades muuhulgas jarjest enam taastumatuid ressursse ja mojutades negatiivselt
keskkonda. Uhiskonna jitkusuutliku arengu huvides oleks, kui pdllumajanduslik
tootmine toimuks pigem kohalikul tasandil ja mitte ainult mastaabisddstu arvesse
vottes selleks, et sdédsta energiat transpordi arvelt ja loodusressursse, et tarbijad
saaksid varskemaid toiduaineid, mis ei ole pikal teekonnal saastunud, et
toiduainetele kulutatud raha jadks tihiskonda jne. Seda toetab fakt, et mitmetes
erinevates riikides tehtud uuringutes on joutud tulemuseni, et tarbijad on huvitatud
kohaliku toidu tarbimisest ning vaid teatud médrani voib toidu hind olla kohaliku
toidu ostmisel takistuseks. Samal ajal aga kohalike tootjate vdiksuse tottu on nende
véljamiitigihinnad tihti liiga kdrged ja/vdi toodetud kogused liiga vdikesed selleks, et
suured (rahvusvahelised) jaemiiiigiketid kohalikke kaupu miiiigile votaksid. Kuna
tarbijad on hakanud toitu vidhem turgudelt ja rohkem suurtest ketikauplustest ostma,
siis on tekkimas probleem, et kohalike tootjate pakkumine ja tarbijate ndudlus ei saa
enam omavahel kokku, kuigi tarbijad oleksid huvitatud kohaliku toidu ostmisest
ning tootjad oleksid ka selle miiligist huvitatud. Selles osas ei saa delda, et viiksed
tootjad péris diglastel tingimustel suurte t60stuslike tootjatega konkureeriksid, kuna
neil ei olegi voimalust jduda suure osa lopptarbijateni.

Kéesoleva artikli eesmérgiks on teoreetilise mudeli abil kohalike tootjate véiksust ja
tarbijate soovi kohalikke toiduaineid osta arvestades vilja selgitada, mis osas voiks
valitsuse sekkumine kohalike toiduainete suurtes kaubanduskettides miitigil olekule
kaasa aidata. Selleks on artiklis Choi poolt 1991 aastal koostatud mudelile
baseerudes vilja to6tatud mudel, mis kirjeldaks, kuidas voiks toiduaineteturgu
mdjutada, kui lihes jackaubandusketis miiligil oleku péarast konkureerivad iiks suur
toostuslik pdllumajandustootja ning n véiksemat kohalikku tootjat. Osa tarbijatest
eelistavad osta kohalikku toidukaupa iikskdik millise hinnaga ning iilejdénute
ostueelistus sdltub hinnast.

Mudelis ecldatakse, et tootjate ainsaks kuluartikliks jackaubandusettevotjale kaupa
pakkudes on nn. otsimiskulud, mis sisaldavad endas sobiva kaubanduspartneriga
labiradakimis- lepingu sdlmimis-, lepingu uuendamis- ja muid kulusid. Otsimiskulud
on igal tootjal vordsed sdltumata tootmismahtudes, ning sisuliselt sama suuri
otsimiskulusid tuleb kanda ka jackaubandusettevdtjal, kui ta iga konkreetse tootjaga
eraldi 1abi radgib.

Artiklis leitakse esialgu kaks voOimalikku valitsuse sekkumispunkti. Kui
otsimiskulude mahtu arvesse vottes on kohalike tootjate poolt toodetud t66stusliku
tootja toodetud kogusele vordse koguse hind toostusliku tootja hinnast kdrgem ja

218



jaemiilija ei ole huvitatud korgema hulgihinna maksmisest, kuigi on teatud hulk
ostjaid, kes ostaksid kohalikku kaupa ka kdrgema hinnaga, siis siin voiks valitsus
nditeks kompenseerida hinnavahe kas tootjatele voi jackaubandusettevottele seni,
kuni kohalik toode on tdestanud enda konkurentsivoimelisust voi —vOimetust.
Jaekaubandusettevote ise suure tdendosusega ei ole huvitatud eelnevatel tingimustel
kdrgema hulgihinna maksmisest, sest ta tahaks iga hinna eest kasumit maksimeerida.
Kuna kohalikke tootjaid on n tiikki ja kaubandusettevotteid vaid iiks, siis ilmselt
oleks  siinkohal  wvalitsusel lihtsam  hinnavahet jaeckaubandusettevottele
kompenseerida. Kohaliku tootja miiiigihind ei oleks todstusliku tootja hinnast
korgem juhul, kui kodumaist kaupa eelistavaid tarbijaid ei oleks ning todstusliku
tootjaga sama koguse tootvaid kohalikke tootjaid oleks 1, st. kohalik ettevote oleks
identne t60stusliku tootjaga.

Teisel juhu jaoks tuleb vaadata, mis oleksid maksimaalsed otsimiskulud, mida
kohalikud tootjad voiksid maksta ilma, et nad kahjumit kannaksid. Juhul kui
tegelikud otsimiskulud oleksid nendest kdrgemad, siis v3iks valitus nditeks toetada
tootjate iihistu vdi kooperatiivi loomist, mis iihiselt kdigi tootjate eest rddgiks
jaekaubanduskettidega 1dbi ja seelébi vdhendaks mérkimisvairselt otsimiskulusid
kdigi poolte jaoks. See oleks sisuliselt iihekordne toetus.
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UBER DIE REGELUNG DES ESTNISCHEN BINNENHANDELS

Aino Siimon
Universitat Tartu

Einfihrung

Die Probleme der Regelung des Binnenhandels sind mit einem wesentlichen Gebiet
der Wirtschaftspolitik, ndmlich mit der Strukturpolitik verbunden, durch die der
Handelssektor auch regional reglementiert wird. Im estnischen Handel gibt es einige
Probleme, die von den grundsétzlichen Entscheidungen der Regelung des Handels
abh&ngen. Eine wichtige Rolle spielt dabei die Entwicklung der Europdischen
Union, weil der europdische Binnenmarkt immer mehr wirksam wird. Der estnische
Handel wird durch eine regionale Unausgeglichenheit gekennzeichnet, obwohl man
in der Europaischen Union gerade auf die Minderung der regionalen Unterschiede
einen grofRen Wert legt.

Das Ziel des vorliegenden Artikels ist, die Entwicklungen in der Regelung des
estnischen Binnenhandels im Laufe der letzten zehn Jahre zu vergleichen und zu
verallgemeinern, ebenso die von der liberalen Wirtschaftspolitik ausgehenden
Tendenzen einzuschatzen und einige Probleme vorzuheben, die eine konkrete
Lésung brauchen.

Grundsatzliche Entscheidungen der Regelung des Binnenhandels

In der auf die Marktwirtschaft orientierte Wirtschaft Gbt der Binnenhandel als
Tatigkeitsbereich (als Wirtschaftszweig) eine wesentliche Funktion aus. Je
entwickelter eine Wirtschaft ist, desto vielféltiger sind die Aufgaben des Handels
unter Bedingungen der Arbeitsteilung miteinander verkniipft, desto kostspieliger
wird die Uberwindung der zeitlichen, raumlichen, quantitativen und qualitativen
Unterschiede zwischen der Produktion und dem Verbrauch.

Der Anteil des Handels am Bruttoinlandsprodukt stieg in den Jahren 1992-1994 von
13,6 Prozent auf 16,9 Prozent, der sowohl durch die duBerst schnelle quantitative
Entwicklung des Handels als auch durch die Senkung, den Tiefstand oder durch das
langsame Wachstum des Leistungsvolumens anderer Witrschaftsbereiche
verursacht wurde (Eesti statistika ... 1995). Die wirkliche Rolle der Handelsbetriebe
im Wirtschaftsleben eines Staates, ihre Existenzbedingungen und Erfolgschancen
héngen wesentlich von der Téatigkeitsumwelt, von ihrer direkten oder indirekten, von
ihrer positiven oder negativen Wirkung ab.

Nach der erfolgreichen Durchfuhrung der ersten Etappe der Handelsreform
(Privatisierung) in den Jahren 1992-1994 wurden in Estland mehrfache
Entscheidungen getroffen. Im Allgemeinen lassen sich drei verschiedene
WahlImdglichkeiten hervorzuholen.
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1. Die Position des Staates in Bezug auf den Handelssektor wird nicht
festgelegt.

2. Die positive Position des Staates in Bezug auf den Handelssektor im
Rahmen der Handels- und Regionalpolitik wird bewusst festgelegt.

3. Eine besondere Aufmerksamkeit wird auf die Politik der
unternehmerischen Tétigkeit gerichtet, indem man voraussetzt, dass sie
imstande ist, gleichzeitig sowohl die Klein- und Mittelunternehmen als
auch ihre repréasentativen Tatigkeitsbereiche zu fordern.

Von diesen drei Mdglichkeiten wurde anfangs die Erste ausgewéhlt, mit anderen
Worten, die Wahl wurde zu Ungunsten des Handels gemacht. Der Entwurf des
ausgearbeiteten Handelsgesetzes wurde nicht angenommen. Infolge mehrmaliger
organisatorischer Verénderungen “verschwand” die zentrale Institution der
Handelspolitik (Handelsministerium). Die Binnenhandelspolitik “schmolz” zur
Politik der unternehmerischen Tatigkeit und als vereinbarte Subjekte der
Handelspolitik  (Bestatiger von Rechtsakten) funktionierten aufer dem
Staatsprasidenten und der Regierung der Republik drei Ministerien
(Wirtschaftsministerium, Landwirtschaftsministerium, Finanzministerium) und noch
einige Zentralbehdrden.

Am 25. Mai 1995 waren 53 Rechtsakte in Kraft (Tonndorf 1995), die den
Einzelhandel regelten, 60% der Rechtsakte wurden in den letzten anderthalb Jahren
erlassen. In dieser Hinsicht wurde der Handel in den ersten Jahren des Ubergangs
auf die Marktwirtschaft nur von der “unsichbaren Hand des Marktes” geflhrt. Erst,
als konkrete Probleme und der Bedarf nach der Regelung entstanden waren, begann
man konkrete Rechtsakte auszuarbeiten.

Ab 2000 wurde bewusst die dritte Mdoglichkeit gewahlt. Der Gesetzentwurf der
Unternehmenspolitik (Eesti ettev8tluspoliitika 2001) wurde als Entwicklungs-
programm im Jahre 2002 verabschiedet (Ettevotlik Eesti 2002). Leider unterliegt die
unternehmerische Handelstatigkeit der positiven Wirkungsumwelt dieses Gesetzes
nicht, weil vorrangige Tatigkeitsbereiche, Zielgruppen und MalRnahmen eine andere
Tendenz befolgen. Natirlich wird die unternehmerische Handelstatigkeit indirekt
auch durch die Normativakte, die sich auf die gewerbliche T&tigkeit im Allgemeinen
beziehen, geregelt. Dennoch zeigt uns die inhaltliche Bewertung, dass trotz des
grofRen Anteils der Einzel- und GroRhandelsbetriebe an der Zahl von Klein- und
Mittelbetrieben, in den letzten Jahren ca 30% (Eesti statistika ... 2005), die die
gewerbliche Tétigkeit unterstiitzende Vorrechte nicht fiir sie gedacht sind. In der
Praxis der unternehmerischen Handelstatigkeit sind nur seltene Beispiele ber die
Forderung der Humanressourcen, Verbesserung der Finanzierungsmoglichkeiten,
Forderung der gezielt angewiesenen Unterstiitzungsstruktur, Verbreitung von
Informationen Uber die unternehmerische Té&tigkeit oder die Vereinfachung der
Geschéftsfuhrung zu finden.

221



Uber die Handelspolitik und ihre Wirkung

Die Wirkung der Handelspolitik héngt davon ab, ob die Handelspolitik in einem
Staat ausgearbeitet worden ist, ob sie akzeptiert wird und ob sie bestimmte Bereiche
der Wirtschaftspoltik beeinflusst und formuliert. Die Wirkung der Handelspolitik
setzt voraus, dass das Objekt eindeutig festgelegt wird und, dass die zentrale
Institution, der Trager der Handelspolitik, vorhanden ist.

Die Hauptziele der Handelspolitik sind von dem Wirtschafts- und
Kommunikationsministerium formuliert. Das sind (http://www.mkm.ee):

e Schaffung einer gesetzlichen Umwelt, die die Entwicklung der
unternehmerischen Téatigkeit auf dem Gebiet des Handels fordert,

e  Einflhrung guter Handelsgepflogenheiten und allgemeine Verbesserung
der Komsumentenumwvelt,

e Ehrlich funktionierender Wettbewerb zwischen den Unternehmern im
Verkaufsprozess von Waren oder Diensleistungen,

e  Freier Warenverkehr auf dem européischen Binnenmarkt.

Die Schaffung des gesetzlichen Systems tragt zur Verwirklichung der genannten
Ziele bei. Zu Anfang des Jahres 2006 gab es 2 Gesetzblcher - Geschaftsgesetzbuch
(Ariseadustik)/Handelsgesetzbuch  und Strafgesetzbuch, 21 Gesetze und 15
Vorschriften (http://www.kaupmeesteliit.ee), die den Handel (zusammen mit
anderen gewerblichen Bereichen) regeln. Vom Standpunkt der Schaffung des
gesetzlichen Systems sind zweifellos Gesetzbiicher und Gesetze sehr wichtig:
Alkoholgesetz, Verbrauchsteuergesetz (iber Alkohol, Tabak und Kraftstoff und das
Anderungsgesetz  (Steuerzeichen), Urheberrechtsgesetz, Abfallgesetz, Waren-
zeichengesetz, Gesetz Uber die Handelstétigkeit, Wettbewerbsgesetz, Berufs-
ausbildungsgesetz, Mehrwertsteuergesetz, Gesetz Uber Einheiten im Messwesen,
Verbrauchsteuergesetz tber die Verpackung, Verpackungsgesetz, Werbungsgesetz,
Gesetz Uber offentliche Ausschreibungen, Geblhrengesetz, Verbraucherschutz-
gesetz, Lebensmittelgesetz, Produktverantwortungsgesetz, Fremdenverkehrs- und
Schuldrechtsgesetz. Es ist zu betonen, dass die genannten Gesetze sich nicht nur auf
den Handel beziehen, sondern auch auf die Tatigkeitsbereiche, mit denen der Handel
eng verbunden ist, z.B. Industrie, Transportwesen.

Vorschriften: Produktverantwortung in Europa (Anleitung zur Kkorrigierender
Handlung und Rickgabe), Verordnung der Regierung der Republik (ber die
Kennzeichnungsart und -ordnung der Elektro- und Elektronengerdte und die
Anforderungen an Verbleib, Verwertung und Beseitigung von Abféllen, die
aufgrund der Verwendung dieser Gerite enstanden sind ( und die Anderungen zu
dieser Verordnung); Allgemeine Vorschrift iber Lebensmittelhygiene; Anleitung
zur Versorgung der Konsumgiter mit estnischsprachiger Information; Anleitung zur
Zusicherung der einer Ware oder einer Dienstleistung gegebenen Garantie;
Weiterleitung der Informationen an die Verbraucher der Waren und
Dienstleistungen und die Benutzungsordnung U(ber die Verwendung der
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Fremdsprachen fir berufliche Kommunikation; Anforderungen an die
Kennzeichnung von Lebensmitteln, Vorschriften fiir Weiterleitung von
Informationen Uber die Herkunft des Rohstoffes; Spezielle Anforderungen an
Kennzeichnung und Entsorgung von Gefriergut; 2 Vorschriften fiir Kennzeichnung
von Kleidung und Textilwaren — Vorschrift; Anforderungen; ebenso 2 Vorschriften
fur Kennzeichnung von Kinderschuhen - die Bestdtigung der Vorschrift;
Anforderungen; Sicherheitsanforderungen an Spielzeug und Beweisregeln fiir
Anforderungserfiillung; Anforderungen an die Preisfestlegung fiir eine Ware oder
eine Dienstleistung (Verkaufspreis, Stiickpreis) — es ist mehr auf die Handels- und
Industriebetriebe u.a. orientiert und beziehen sich vor allem auf die Waren als
Objekte der Handelstétigkeit. Es ist auch logisch, weil es von jeher Waren gibt (z.B.
Schusswaffen, Treibstoff, Metal, Pflanzenschutsmittel, Reinigungsmittel und
Kosmetika, Alkohol, Tabak u.a.), deren Verkauf, Kennzeichnung, Besteuerung,
Pflege, Sicherheit und Entsorgung einer besonders sorgfaltigen Regelung
unterliegen. In diesem Zusammenhang sollte man auf einige terminologische
Unkorrektheiten hinweisen, z.B. parallel oder statt der Ware (kaup) werden in den
Vorschriften folgende Entsprechungen benutzt: Produkt (toode) Konsumware
(tarbekaup), Ware und Dienstleistung (kaup ja teenus), Dienstleistungen und Waren
(teenused ja kaubad).

Es entsteht die Frage, ob die obengenannten Gesetze ein geschlossenes System von
Rechtsakten geschaffen haben, das das Handelsgesetz sich als Ziel gesetzt hat? Das
Handelsgesetz sollte als zentraler Rechtsakt fiir den Handel in Erscheinung treten,
der einerseits an die Zivilgesetzgebung, auf unternehmerische Tatigkeit bezogene
Gesetze, auf Finanz- Kredit- und Banken bezogene Gesetzgebung und andererseits
an die vernetzten Gesetze (Verbraucherschutzgesetz, Antimonopolgesetz,
Sonderbedingungen 6ffentlicher Ausschreibungen, System der Sonderanforderungen
an die Qualitat der Waren) gebunden ist (Siimon 1996).

Es ist der Erwéhnung wert, dass wir heute Uber wesentliche Rechtsakte verfligen:
Geschafts/Handelsgesetzbuch (anstatt der auf unternehmerische Tétigkeit bezogenen
Gesetze, Strafgesetz (anstatt ehemaliger Zivilgesetzgebung), Verbraucher-
schutzgesetz, Wettbewerbsgesetz (anstatt des Antimonopolgesetzes), Gesetz uber
offentliche Ausschreibungen (anstatt der Sonderbedingungen) und das Gesetz uber
die Lebensmittel- und Produktverantwortung. Demzufolge misste der zentrale auf
den Handel bezogene Rechtsakt, der auch die Entwicklung der unternehmerischen
Tatigkeit ~ fordert, das  Gesetz  Uber die  Handelstatigkeit  sein
(http://www.riigiteataja.ee). Im Laufe der Ausarbeitung des erwéhnten
Gesetzentwurfes wurden diese Ziele offensichtlich nicht gesetzt, leider muss man
jetzt zugeben, dass das Gesetz Uber die Handelstatigkeit heute nur eine relativ
bescheidene Wirkung hat.

Das Gesetz tber die Handelstéatigkeit ist ein ziemlich neues Gesetz, es wurde am
11.02.2004 angenommen und am 2.03.2004 laut Beschluss des Staatsprésidenten
verkiindet. Demzufolge sollte dieses Gesetz sich an die schon vorhandenen Gesetze
anpassen, deshalb enthéllt dieses Gesetz Verweise auf das Verbraucherschutzgesetz,
das Lebensmittelgesetz und das Strafgesetz. Dazu werden die im Gesetz Uber die
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Handelstatigkeit verwendeten Begriffe durch Verweise auf das Verwaltungs-
vollstreckungsgesetz,  Tirschutzgesetz, = Buchfuhrungsgesetz,  Strafgesetzbuch
prézisiert.

Wenn man friiher auf den Mangel hinwies (Siimon 1997), dass in Estland in den
Normativakten die Begriffe Handel, Handelssubjekte, -objekte und —tétigkeiten
nicht definiert worden sind, so versucht man durch das Gesetz Uber die
Handelstatigkeit diesen Fehler zu beheben. Leider liegen den begrifflichen
Bestimmungen weder die in der Handelswissenschaft (Schenk 1991) noch in der
Praxis und in der Umgangssprache verwendeten Begriffe zugrunde. Im Vergleich zu
dem gewissermafen als Entwurf gebliebenen Handelsgesetz wird den Begriffen,
darunter den Subjekten der Handelstatigkeit, wenig Aufmerksamkeit geschenkt. Als
Hauptbegriff wird das Wort Handler (kaupleja) (Person oder Institution) verwendet,
das weder in den theoretischen handelsbezogenen Abhandlungen (Mallene 2002
u.a.) noch in der Handelspraxis benutzt wird. Eine verwirrende Benutzung der
Begriffe wurde schon im Geschéfts/Handelsgesetzbuch angewandt, indem der
Begriff ~ Unternehmer als eine natlrliche Person, aber auch als
Geschafts/Handelsgesellschaft verwendet wurde. In Estland (sowie in Europa und
Amerika) wird von jeher unter Unternehmer der Mensch verstanden, der sich mit
Gewerbe, d.h. mit unternehmerischer Téatigkeit beschaftigt (Kuura 2001). AulRer dem
Begriff Handler (kaupleja) sind noch weitere Begriffe, die mit dem Wort Person
(isik) verbunden sind, wie Institution (asutus), juristische Person (juriidiline isik)
und Verkaufer (miadja) unklar erklart worden. Die Begriffe werden leider nicht
konsequent gebraucht, z.B. Konsumware (tarbekaup) (im Vorschriftenverzeichnis)
oder Ware (kaup) und Produkt (toode) (im Gesetz Uber die Handelstatigkeit). Die
Handelstatigkeit ist ein guter Begriff, der am besten zum Handelsbetrieb und nicht
zum Handel als Té&tigkeitsbereich passt.

Eine wichtige Frage ist eine konkrete Bestimmung des Objektes der Handelspolitik.
Auf dem staatlichen Niveau muss der Handel als Téatigkeitsbereich angesehen
werden. Verschiedene Institutionen haben das unterschiedlich interpretiert. Zum
Beispiel im offiziellen Dokument des Wirtschafts- und Kommunikations-
ministeriums wird der Handel fir den Wirtschaftsbereich gehalten, der sowohl den
Einzel- als auch Grof3handel, die Verpflegung, die Dienstleistung und auch die
Handelsordnung umfasst (http://www.mkm.ee). Im Vergleich zum Estnischen
Statistikamt wird in diesem Fall das Objekt in einem weiteren Sinne verstanden.
Von 16 Tatigkeitsbereichen werden unter anderem folgende Tétigkeitsbereiche
aufgezahlt:

e  GroR- und Einzelhandel; Reparatur von Kraftfahrzeugen, Motorradern,
privaten Gebrauchsgegenstanden und Haushaltsgeréten;

e Hotels und Restaurants (eigentlich Hotel- und Gaststéttengewerbe — A.S.);

e  Personendienstleistung  (unter der  Gesellschafts-, Sozial- und
Personendienstleistung).
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Besonders fraglich ist, dass die Verpflegung und die Dienstleistungen zum
Téatigkeitsbereich Handel gezahlt werden. Die Verpflegung (das Gaststattengewerbe)
ist in der Marktwirtschaft und auch in der estnischen Statistik zusammen mit der
Hotellerie aufgezéhlt. In der Theorie und in der Praxis wird der Dienstleistung eine
umfangreichere Bedeutung zugeschrieben, z.B. als Dienstleistungssektor verstanden.

Wie der Handel in der estnischen Handelspolitik definiert wird oder sein soll, bleibt
unklar. Es gibt in Estland keine Institution, die die handelsbezogene Terminologie
ordnet und regelt oder die daran interessiert und daflr zustdndig ware.

Zentrale Institutionen, die den Binnenhandel regeln

Mit der Regelung des Binnenhandels beschaftigen sich in Estland auf dem
staatlichen Niveau die Abteilung Binnenmarkt und der Handelsdienst des
Wirtschafts- und  Kommunikationsministeriums  (http://www.mkm.ee), also
hauptséchlich eine von drei Untereinheiten einer Abteilung, die anderen zwei sind
die Dienste fur Verbraucher- und Wetthewerbspolitik und der Dienst fir
Infrastruktursqualitat. Die Aufgaben der Abteilung Binnenmarkt sind nicht eindeutig
formuliert. Diese Abteilung bereitet die Entwirfe der Rechtsakte (iber Handel,
darunter auch tber AuBenhandel, weiter tiber Tourismus, freien Verkehr von Waren
und Dienstleistungen, Verbraucherschutz, Marktaufsicht, Schutz des gewerblichen
Eigentums, Qualitét der Infrastruktur und Uber die Konkurrenz vor. Man kann nur
vermuten, wo die Begriffserklarung Handel und der Kompetenzbereich des
Handelsdienstes enden und der Kompetenzbereich anderer Dienste beginnt. Die
Abteilung Binnenmarkt ist verantwortlich fiir die Ausarbeitung bereichbezogener
Politiken (welche? A.S.), der Entwicklungsprogramme und anderer strategischen
Dokumente  und  verfolgt ihre  Verwirklichung  (http://www.mkm.ee).
Zusammenfassend kann man sagen, dass der Zustdndigkeitsbereich der Abteilung
Binnenmarkt zu breit und verschwommen ist. Dem Handel (in klassischer
Bedeutung) wird wenig Aufmerksamkeit geschenkt, obwohl sein Anteil am
Bruttoinlandsprodukt in den Jahren 2001-2004 stabil hoch ca 13% gewesen ist und
heute unter den 16 Tétigkeitsbereichen auf dem 4. Platz steht (Eesti statistika ...
2005).

Laut Gesetz lber die Handelstatigkeit ( § 21 ) gibt es vier Aufsichtsheauftragte -
Verbraucherschutzamt, Inspektion fur Gesundheitsschutz, Polizeipréafektur und
Gemeinde- oder Stadtverwaltung (http:/riigiteataja.ee). Man kann sie
gewissermalen fur die Institutionen halten, die den Handel regeln, aber zu ihrem
Interessengebiet gehdren konkrete Handelsbetriebe in ihrem Tétigkeitsgebiet. Fur
den Handel gibt es wichtig die erste Institution, die sich mit der Rechtsschépfung
befasst und die Uberwachung durch die Gebietseinheiten nicht nur im Handel,
sondern auch in anderen Gewerbebereichen ausiibt. Demzufolge wird die
Anwendung des Gesetzes von vier Subjekten, die sich getrennt mit nur einem
Teilgebiet des gesamten Handels beschéftigen, verfolgt.

An dieser Stelle soll die Aufmerksamkeit auf noch einen Begriff gerichtet werden.
Die Handelsregelung (kaubanduse reguleerimine) und die Handelsordnung
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(kaubanduse korraldamine) sind inhaltlich naheliegende Begriffe und werden in der
Handelspolitik verwendet (Mallene 2002). Dieselbe Bedeutung wird diesen
Begriffen auch vom Wirtschafts- und Kommunikationsministerium zugeschrieben
(http://www.mkm.ee). Im Gesetz (ber die Handelstitigkeit wird unter
Handelsveranstalter (kaubanduse korraldaja) eine Person oder ein Unternehmen
verstanden, die oder das aufgrund der wirtschaftlichen oder beruflichen Tétigkeit
den Markt- oder Stralenhandel oder den Handel bei 6ffentlichen Veranstaltungen,
darunter auf Messen und Jahresmarkten organisiert und durchfiihrt
(http://www.riigiteataja.ee). Laut dieser Definition wird die Bedeutung von
Handelsveranstalter (kaubanduse korraldaja) widerspriichlich und geringschétzig
dargelegt.

Von der Initiative der Handelsbetriebe und ihrer positiven Wirkung ist die Tatigkeit
des Verbandes der Estnischen Kaufleute hervorzuheben. Das ist eine Institution, die
als Dachorganisation funktioniert und erfolgreich die Interessen der Handelsbetriebe
vertritt. Der Verband der Estnischen Kaufleute wurde auf freiwilliger Grundlage als
Gemeinsachaft der in der Estnischen Republik ansdssigen Einzel- und
GrolRhandelsbetriebe im Jahre 1996 gegrundet. Das Grindungsziel war, die
Interessen der Verbandsmitglieder im Prozess der Gesetzgebung, bei der Férderung
der unternehmerischen Tatigkeit und der Einflihrung der Prinzipien der guten
Handelsgepflogenheiten zu vertreten und zu schitzen
(http://www.kaupmeesteliit.ee). Als Mitglieder des Verbandes der Estnischen
Kaufleute sind die in der Estnischen Republik ordnungsmaR eingetragenen
privatrechtlichen Kérperschaften, die den Handel betreiben, die Verbandssatzung
und Handelgepflogenheiten anerkennen und verfolgen. Die Mitgliedschaft ist von 34
(2003) auf 44 (2006) gestiegen, sie umfasst 28 Aktiengesellschaften, 7
Gesellschaften  mit  beschrdnkter Haftung, 4  Konsumgenossenschaften,
Handelsketten der Estnischen Verbrauchergenossenschaft, 3 Lehranstalten und 1
Konferenzzentrum.

Der Verband der Estnischen Kaufleute ist Griindungsmitglied des Zentralverbandes
der Estnischen Arbeitgeber und Mitglied von EuroCommerce, einer Gemeinschaft
von Einzel-, GroB3- und AuRenhandel in Europa. In Zusammenarbeit zwischen dem
Verband der Estnischen Kaufleute und Eurocommerce und auf Unterstiitzung der
Européischen Kommission wurde am 14. Oktober 2005 das Seminar
“Handelsbezogene Rechtsakte des Binnenmarktes” organisiert, dessen Ziel war, den
Dialog zwischen den Unternehmern auf dem Gebiet, das sich mit den auf dem
Europdischen Binnenmarkt geltenden Prinzipien und dem Verbraucherschutz,
ebenso mit Produktverantwortung, unlauteren Handelsgepflogenheiten, falschen
Bedingungen in den Arbeitsvertrdgen usw. befasst, zu entwickeln. Am Seminar
nahmen die Vertreter der Mitgliedsunternehmen der Verbande der Estnischen und
der Lattischen Kaufleute, die Vertreter des  Wirtschafts- und
Kommunikationsministeriums und die Vertreter des Amtes fur Verbraucherschutz
teil.

Der Verband der Estnischen Kaufleute hat sich als eines der Hauptziele gesetzt, das
eigentlich nicht zum Aufgabenbereich einer Dachorganisation gehért und deswegen
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einer offiziellen Einheit bedarf, ndmlich als Handelsexperte bei den staatlichen
Institutionen zu sein. Die letztere Rolle ist von groRer Bedeutung und muss
konkretisiert werden. Wenn wir den Handel in einem weiteren Sinne betrachten, so
beschéftigen sich mit anderen Téatigkeitsbereichen, wie Verpflegung, Unterbringung,
Fremdenverkehr, sowohl staatliche Institutionen (Abteilung Binnenmarkt und
Handelsdienst  des Wirtschafts- und Kommunikationsministeriums, Amt flr
Tourismus) als auch die Dachorganisationen (z.B. Verband der Estnischen Hotels
und Restaurants).

AulRerdem setzen sich der Verband der Estnischen Kaufleute und der Handelsdienst
energisch ein, indem sie alltdgliche Probleme Idsen, Widerspriche und
Unstimmigkeiten in den Gesetzen erdrtern, um die Anwendung und die Wirkung der
Gesetze zu gewdhrleisten. Zum Beispiel viele Probleme, die sich mit dem
Verpackungsgesetz verbunden sind, weil diese Probleme im Laufe eines Jahres nach
dem Inkrafttreten des Gesetzes nicht geldst worden sind.

Ungeldste Probleme

Aufgrund der liberalen Wirtschaftspolitik sind einige Probleme nach wie vor, auf die
die Autorin schon friiher hingewiesen hat, ungeldst (Siimon 2005).

1. Erstellung des Geschéftstypenkatalogs, um in der Handelspraxis die
Identifizierung der Geschaftstypen als handelspolitisches Instrument zu
gewdhrleisten, die Struktuverdnderungen &adequat einzuschatzen, die
Bezeichnungen zu ordnen usw.

2. Vertrauenswerte Einteilung der Handelsbetriebe aufgrund ihrer Grofie und
die Festlegung des Status im Sinne der wirtschaftlichen Selbstéandigkeit,
um die Konzentrationsprozesse und die Ubernahme oder den
Zusammenschluss der Handelsbetriebe vom  wirtschaftpolitischen
Standpunkt einzuschéatzen.

Die oben erwahnten Probleme brauchen nicht nur eine inhaltliche Lésung, sondern
auch eine klare terminologische Fassung. So z.B. wiirde der Geschaftstypenkatalog
die Handelssphdre regeln und die Missverstdndnisse in Bezug auf die
Begriffsbezeichnungen bei den Verbrauchern vermeiden. Das bezieht sich
insbesondere auf Bestimmung der sekundéren Geschéftstypen, z.B. Handelszentren,
die in Estland als Geschéafts-, Waren- oder Einkaufszentren und sogar als
Warenhduser auftreten, wobei der Inhalt und die Form sehr unterschiedlich
kombiniert sind. In Europa und auch in Estland sind heute sowohl einheimische als
auch internationale Handelsketten weit verbreitet. Da in Estland (z.B. auch im
Gesetz Uber Handelstatigkeit) ihre wirtschaftsrechtliche Bestimmug fehlt, ist es
schwer die Konzentrationsprozesse ddequat einzuschétzen. Ein Grund, warum man
den Katalog zusammenstellen muss, ist eine weit verbreitete, unkorrekte und falsche
Verwendung der Bezeichnungen in der Praxis. Einige Sprachpfleger (H. Vals)
versuchen die Aufmerksamkeit der Offentlichkeit auf Lapsus Lingua zu lenken, z.B.
hyperpakkumine (das Hyperangebot) hypermarketis (im Hypermarkt Rimi) statt
hiipermarket.
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Die Fragen der GrofRe eines Handelsunternehmens sind auf Staatsebene ebenso
auBer Acht gelassen. Passen die von Eurostat festgelegten Kriterien Uber die GroRe
eines Handelsunternehmens? Warum benutzen das Estnische Statistische Amt und
die Register unterschiedliche GréRen? Missten vielleicht die GroRen doch fir den
Handel, darunter fir den GroR- und Einzelhandel, unterschiedlich sein, wie z.B. in
Japan?

Zum Obenstehenden muss noch ein wesentliches Problem hinzugefiigt werden,
namlich die Informationen, die sich auf Handel beziehen. Jedes Handels-
unternehmen setzt sich unter den Konkurrenzbedingungen eine wesentliche
Aufgabe, sich zu verdndern und zu entwickeln. Dazu brauchen sowohl bestehende
als auch erst zum Markt strebende Handelsunternehmen die Informationen tber den
Stand der unternehnerischen Handelstdtigkeit und die voraussichtlichen
Veranderungen. Bedauerlicherweise bekommt man verspétete Informationen tber
die unternehmerische Handelstatigkeit aus den statistischen Sammlungen (iiber
Estland als Ganzes) und aus verschiedenen Geschaftsmeldungen uber eine konkrete
Stadt oder einen Landkreis. In den Statistiken finden wir keine Angaben uber die
Struktur der Handelsunternehmen und die Versorgung mit der Handelsflache. Als
Informationsquelle dienen heute die Webseiten der St&dte und der Landkreise. Die
betreffenden Informationen auf diesen Webseiten und in den Geschéftsmeldungen
sind verhaltnisméRig bescheiden und sparlich, daher ist es unmdglich, verschiedene
Regionen miteinander zu vergleichen und die Erfahrungen auszutauschen. Die
Benutzung eines allgemein giiltigen Standards wiirde diesen Mangel beseitigen.

Die zukunftstradchtigen Handelsunternehmen interessieren sich fiir Entwicklungen
im Handelbereich in Europa und Tatigkeiten der erfolgreichen Betriebe in Estland.
Die Fachzeitschriften uber Handel sind in Estland zur Vergangenheit geworden:
zuerst verschwanden die Zeitschriften “Uut kaubanduses” und “Kooperaator”, weil
das Handelsministerium nicht mehr existierte und Verband der Estnischen
Verbrauchergenossenschaften (ETKVL) umstrukturiert wurde. Inzwischen kamen
neue Zeitschriften auf den Markt, die die Licke auszufullen versuchten:
“Toiduproff”, “Kaubandusekspert” und “Hulgiuudised”. Heute kann man
handelsbezogene Informationen in den Zeitungen oder in Online-Artikeln der
Zeitung Aripaev lesen, unter Rubrik “Uudised kaubandusest” (Nachricten iiber
Handel) verdffentlicht der  Verband der Estnischen Kaufleute
(http://www.kaupmeesteliit.ee) die wichtigsten Informationen in chronologischer
Reihenfolge.  Die handelsbezogenen Informationen brauchen bestimmt mehr
Aufmerksamkeit. Dieser Aufgabenbereich konnte der Abteilung Binnenmarkt bei
dem Wirtschafts- und Kommunikationsministerium anvertraut werden. Ebenso soll
der Inhalt des Begriffs handelsbezogene Information (kaubanduslik teave) im Gesetz
liber die Handelstatigkeit eindeutig formuliert werden, weil darunter nur die in der
Verkaufsstelle an den Verbraucher gerichtete Information, die Kennzeichnung des
Ortes und die Information iber die Offnungszeiten verstanden werden
(http://www.riigiteataja.ee).

Wenn die zentrale Institution fehlt (z.B. der Handelsexperte), die dafir zustandig ist,
dass sie den heterogenen Privathandel sowohl strukturell als auch regional regelt, so
fehlt die Institution, die die genannten Probleme I6st, die Voschlage (z.B.
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Zusammenstellung  von  Geschéftskatalogen und  Geschéftsverzeichnissen,
Festlegung von legalen Begriffen, Verdffentlichung der Fachzeitschrift fir den
Handel usw.) koordiniert und warum nicht auch als Auftraggeber auftritt. Der
Handelsdienst und die Dachorganisation der Mitglieder konnen nicht als
gleichwertige Gesprachspartner fur staatliche Amter (z.B Statistisches Amt, Stiftung
der unternehmerischen Tétigkeit u.a.) fungieren und gleichzeitig den ganzen
estnischen Handel regeln oder ordnen und dabei sich das Ziel setzen, den guten Ruf
des Handels, eines der wichtigen Tatigkeitsbereiche in der Gesellschaft zu erreichen.

Zusammenfassung

In Estland wurden im Laufe der letzten 10 Jahre sebstregulierende Prozesse im
Handel eingesetzt. Es gibt notwendige Gesetzbiicher, Gesetze und Vorschriften flr
die unternehmerische Tatigkeit im Handel. Vorhanden sind Handelstermini und ihre
Erklarungen, die man im behordlichen Verkehr und auch in den Rechtsakten
verwendet, obwohl sie nicht immer genau und eindeutig formuliert sind. Es fehlen
aber nach wie vor die Vorbedingungen fir eine exakte und ddequate Einschatzung,
ob das erreichte Niveau und die stattgefundenen Strukturdnderungen den
Erwartungen entsprechen und ob sie sich an die Entwicklungstendenzen auf dem
Gebiet des Handels in anderen Mitgliedsstaaten der Europdischen Union anpassen,
ob die heutigen Prozesse die Gefahren fir die Zukunft beinhalten, ob es mdglich
ware oder gewesen ware, unerwiinschte Tendenzen zu vermeiden.

Die Regelung, das Geordnetsein, guter Ruf des Handels als Téatigkeitsbereich setzen
voraus, dass die vorhandenen Probleme wahrgenommen, zahlreiche Vorschlage
Uberlegt und die Rolle der den Handel regelnden zentralen Institutionen prézisiert
werden. Bis heute fehlt in Estland eine zentrale Handelsinstitution, die als
Gesprachspartner fir die staatlichen Behdrden und Einrichtungen, als Schlichter, der
die vor dem Handel stehenden Probleme und Konflikte Ilost, als
Terminologieexperte, als Initiator und Koordinator oder Auftraggeber, als Verteiler
der Informationen Uber den Handel auftreten wirde.
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Summary
DOMESTIC TRADE REGULATION IN ESTONIA

Aino Siimon
University of Tartu

Domestic trade regulation is closely connected with the structural policy, which
determines regional arrangements of trade sector. The arrangements are influenced
by the European Union internal market becoming a reality. And one objective of the
European Union is to decrease regional differences. In the present article internal
trade regulation developments in the past 10 years in Estonia are compared and
generalized. It also brings forth some problems that need specific solutions.

In 1995 retail trade in Estonia was regulated by 53 legislative documents from
which 60% were issued within the past year and a half. Hence, during the first years
of the transition period trade was mostly regulated by the invisible market forces.
Since the beginning of 2006 trade is regulated by 2 laws (commercial law and penal
law), 21 legislative documents and number of regulations. The trade activities
legislation (2004) should serve the role of the central legislative document, however
evidently this was not the goal while it was worked out, as its regulative power is
rather moderate.

Like in Europe also in Estonia the number of commercial chains either local or
international is growing rapidly. As Estonia does not have any economic-legal
definition to their activities (included trade activities legislation) it is difficult to
assess concentration processes adequately. However from the view of the economic
policy it is important that concentration is assessed in the whole economy and in its
sectors. Also, the governmental policies have not paid attention to the trading
businesses’ size issues like: should Eurostat size criteria be applied; why Estonian
Statistics and registers use different size groups?

One of the primary tasks of any enterprise is its development. Developmental
planning needs information about the present situation and possible changes in the
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environment. It is needed by already operating and starting businesses. Some
information can be found from the Statistical Yearbooks and in various business
reference books. As the accessible information in the books and websites is
relatively moderate and unclassified, it is almost impossible to compare various
regions and learn from others’ experience. Using proper standards can be the
solution to the problem. However, this would need a coordinative body and
leadership.

Traders are also interested in trends in Europe and in significant changes taking
place in Estonia. Here traders own initiative can be positively pointed out, for
example the foundation of the Estonian Traders’ Association and its efficient
activities. Tasks of the organization include focusing on problems, finding solutions,
criticizing Estonian economic policy and representing the common interest of its
members. In cooperation with the European organization Euro Commerce the
dialogue on the principles of the European internal market and trading is being
developed now.
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REGULIERUNGSMOGLICHKEITEN DES EISENBAHNSEKTORS!

Eve Tomson
Universitét Tartu

Einleitung

Das Ziel der Beforderungspolitik der Européischen Union ist es durch die Férderung
der Effektivitit, Wahlmdglichkeiten und Verbraucherfreundlichkeit zum besseren
Funktionieren eines einheitlichen Beforderungsmarktes beizutragen. Die grofite
Aufmerksamkeit wird der Ausarbeitung eines geeigneten Konzepts zur Gestaltung
einer gerechten und effektiven Preispolitik im Beforderungssektor und zur
Gewihrleistung der Sicherheit und der Umweltfreundlichkeit geschenkt. Die
Beforderung hat in der Wirtschaft eines Staates vor allem eine bedienende Rolle.
Einheitliches Beforderungssystem schafft gute Voraussetzungen fiir einen er-
folgreichen Wettbewerb zwischen anderer Wirtschaftszweige (Industrie, Land-
wirtschaft, Energiewirtschaft usw.). Die Schaffung eines international wettbewerbs-
fahigen staatlichen Beforderungssektors und die Integration in die Strukturen der EU
ist das Ziel der heutigen Beforderungspolitik.

Das Netz verschiedener Verkehrsstralen bildet einen der Hauptbestandteile der
Beforderungsinfrastruktur. Dazu gehoren das Schienennetz, stddtische Stralen und
Landstra3en, Wasserstra3en des Territorial- und Binnenmeeres und der Binnenseen.
Als wichtige Elemente der Beforderungsinfrastruktur sind auch verschiedene
Einrichtungen anzusehen, die mit VerkehrsstraBen unmittelbar verbunden sind, wie
z. B. Reise- und Giiterbahnhofe und -terminale, Wartesddle fiir die Reisenden,
Laderampen, Hifen, Kais, Flughdfen und andere Einrichtungen.

Die Eisenbahnbeforderung ist ein untrennbarer Teil des estnischen Beforderungs-
systems, dessen Entwicklung von der Entwicklung und dem Funktionieren anderer
Transportarten, vor allem von der Entwicklung des Meerestransports und der Héfen
abhéngt.

Verschiedene Aspekte im Auge behaltend kann man sagen, dass die Eisen-
bahnbeforderung im Vergleich zu anderen Transportarten Unterschiede aufweist.
Die groBten Probleme bereitet die Tatsache, dass die Infrastrukturen in
verschiedenen Léndern verschieden sind, z. B verschiedene Normen, Sicher-
heitsanforderungen usw. Eine grole Bedeutung wird den Marktregulationen
beigemessen, denn zu viel Liberalitdt schadet.

Das Ziel des vorliegenden Beitrags liegt darin, die Besonderheiten und Ent-
wicklungsmoglichkeiten der Infrastruktur des Eisenbahnsektors zu analysieren.

" This article has been supported by ESF Grant No. 6629 and Target Funding from the
Estonian Ministry of Education and Research No. T0107.
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Trennung des Eigentums und der Kontrolle im Eisenbahnsektor

Der Eisenbahnsektor ist historisch ganz stark integriert und iiberwiegend im
staatlichen Besitz gewesen. Im Eisenbahnsektor hat es ein staatliches Unternechmen
gegeben, zu dessen Aufgaben eine einheitliche Fithrung der Infrastruktur und der
Eisenbahndienstleistungen gehort hat. Vertikal integrierte Eisenbahn ist ein
traditionelles Modell, wobei eine Organisation Kontrolle iiber das Funktionieren der
Infrastruktur und die Erbringung von Dienstleistungen ausiibt. Regional kann es
auch horizontale Trennung geben. In diesem Fall kénnen die Monopole ver-
schiedener Regionen auf einem Markt miteinander konkurrieren. In Europa ist die
Eisenbahn in der Regel im staatlichen Besitz, doch der privatisierte Eisenbahnsektor
in Neuseeland richtet sich nach regional privatisierten Unternehmen in Japan und in
den USA (Nash, Toner 1998: 8). Planen und Investieren sind in diesem Fall
einfacher, denn es handelt sich um eine einheitliche Organisation. Man muss aber
mit dem Risiko rechnen, dass auf die Marksituation keine Riicksicht genommen
wird und der Aufwand und die Benutzung verschiedener Subventionen nicht immer
zielgemal erfolgt.

Das Monopol der finnischen Staatseisenbahn besitzt die VR-YhtYméa Oy, dessen
alle Aktien dem Staat gehoren. Eine Arbeitsgruppe, die an den Verédnderungen der
Eisenbahngesetze arbeitet, hat vorgeschlagen, die Eisenbahn teilweise dem Wett-
bewerb zu erdffnen. GemédB ihrem Vorschlag wiirde man gestatten, im Bereich der
innerstaatlichen Gliterbeforderung und der regionalen Personenbeforderung zu
konkurrieren. Internationale und innerstaatliche Personenbeforderung sowie Giiter-
beforderung in Richtung Russland wiirde auch weiterhin das Monopol der VR-
Yhtyméd OY bleiben (Transport 2005).

Im Eisenbahntransport in England herrschte vor der Restrukturierung staatliches
Monopol. Der Einzelbesitzer der Eisenbahn war staatliches Unternehmen Britisch
Rail (BR). Auch die Infrastruktur gehorte dem Staat und deshalb unterlagen die
Infrastruktur und Dienstleistungen einer einheitlichen Fithrung. Problematisch wur-
den vor allem die groflen staatlichen Subventionen. Das System ihrer Verteilung
bedurfte einer Umgestaltung Als Resultat der Reorganisierung gingen das
Eisenbahnnetz und die Bahnhofe in den Besitz des Privatmonopols Railtrack iiber
wihrend das rollende Material dem Unternehmen Rolling Stock Companies gehort.
(Heritier 2004)

Wenn die Verteilung der Eisenbahn zwischen verschiedener Unternehmer dazu
beitragen soll, dem Verbraucher hochwertige Dienstleistungen anzubieten, teilen
sich die Unternehmen in der Regel nach Marktsektoren: Personennahverkehr,
Personenfernverkehr, Giiterbeférderung usw. Unter genannten Umsténden ist der
Wettbewerbsdruck zwischen ihnen minimal (Nash, Toner 1998: 8). Im Falle der
Spezialisierung innerhalb eines Zweiges konnen die Unternehmen eine Dienst-
leistung auswéhlen, an der sie am meisten Interesse haben. Unter diesen Umstidnden
kann es dazu kommen, dass in unrentablen Marktsektoren es wenig Dienst-
leistungsanbieter gibt und dass es nur in rentablen Sektoren zu einem Wettbewerb
kommt. Zwischen den auf dem Markt operierenden Unternehmen kommt es doch zu
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keinem Wettbewerb, weil die Marktsektoren zwischen ihnen verteilt sind. Es besteht
also die Gefahr, dass die Subventionen nicht zielgemifl benutzt werden.

Nash und Toner haben auch die Probleme der vertikal getrennten Eisenbahn erortert.
Bei der vertikal getrennten Eisenbahn sind der Besitz der Infrastruktur und der
Dienstleistungsverkehr voneinander getrennt. Die ganze Infrastruktur gehort einem
Besitzer (ausschlieBlich wesentlicher Mittel). Die Firmen, die Eisenbahn-
dienstleistungen erbringen, verpflichten sich fiir die Benutzung der Infrastruktur zu
zahlen. So werden zwischen den operierenden Unternehmen Voraussetzungen zum
Wettbewerb geschaffen (Ibid: 9) Problematisch kann werden, wie die Aufsicht zu
organisieren ist oder wann das regulierende Organ in die Vereinbarungen ein-
mischen miisste.

Eine wesentliche Verdnderung im Beforderungssektor fand am Anfang der
neunzigen Jahre statt, nachdem von der Europdischen Kommission neue Richtungen
fiir die Politik der Eisenbahnbeforderung vorgestellt wurden. Die Europiische
Kommission hat sich das Ziel gesetzt, die Eisenbahnbeforderung zu férdern. Eine
wichtige Aufgabe sah die EU auch in der Trennung der Verwaltung von Infra-
strukturen und des Dienstleistungsverkehrs. Auch die Eréffnung der Méarkte wurde
eine Prioritdt. Umgearbeitet wurde auch das System der staatlichen Beihilfen. Der
Eisenbahnsektor hatte bisher hohe staatliche Subventionen bekommen, da es im
genannten Sektor nicht mdglich war, rentabel zu bewirtschaften. Im Laufe der Jahre
hat sich der Anteil der Eisenbahnbeférderung von 10% auf 6% vermindert. In den
Jahren 1970-1998 ist der Marktanteil der Warenbeforderung von 21,1% auf 8,4%
zuriickgegangen. Gleichzeitig hat die Warenbeforderung per Bahn in den USA
zugenommen. Diese Entwicklung zeigt, dass man auch im Eisenbahnsektor rentabel
bewirtschaften kann. Zum Abschwung im Eisenbahnbeforderungssektor hat ebenso
die Tatsache beigetragen, dass die Infrastrukturen in den europdischen Léndern
verschieden sind. PlanméBig sollte bis 2020 der Marktanteil des Personenverkehrs
sich von 6% auf 10%, und der Anteil des Giiterverkehrs von 8% auf 15% erhéhen.
(Euroopa transpordipoliitika ... 2005).

Im Zusammenhang mit dem Riickgang der Eisenbahnbeforderung wird die Reform
der internationalen Giiterbeforderung von der Europdischen Kommission als eine
Prioritdt angesehen. Laut den EU-Richtlinien wird in den europdischen Léndern ein
einheitliches Modell fiir den Eisenbahnverkehr entwickelt. Staatlich unterscheiden
sich diese Reformen stark voneinander, obwohl &hnliche Verfahren verwendet
werden. (Perkins 2002: 6)

Gesetzgebung fur den Eisenbahnsektor

Beim Organisieren der Wirtschaftstitigkeit im Eisenbahnsektor wird von mehreren
in Estland und in der EU giiltigen Rechtsakten ausgegangen. Die wichtigsten von
ihnen sind das Eisenbahngesetz, das Wettbewerbsgesetz und das Gesetz iiber den
offentlichen Personennahverkehr. Diese Gesetze regulieren die Tétigkeit des Eisen-
bahnsektors — die Regelung der Beforderung, die Verteilung der Durchlass-
fahigkeit, den Besitz und die Benutzung der Infrastruktur. Am wichtigsten ist das
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Eisenbahngesetz, das am 31. Médrz 2004 in Kraft trat. Im Eisenbahngesetz sind die
Bedingungen zur Benutzung der Infrastruktur, die Rechte und Verpflichtungen der
entsprechenden Organisationen sowie die Ordnung und die Kriterien zum Ausstellen
der Gewerbescheine definiert.

Das Eisenbahngesetz reguliert:

e  Rechte und Verpflichtungen der Besitzer der Eisenbahninfrastruktur und
des rollenden Materials bei der Instandhaltung und Benutzung des
Schienennetzes und des rollenden Materials, darunter Rechte und
Verpflichtungen der Eisenbahnunternehmer bei der Bewirtschaftung der
Eisenbahninfrastruktur, bei der Personen- und Giiterbeforderung.

e  Rechte und Verpflichtungen der Unternehmen, die sich mit dem Bau der
Einrichtungen der Eisenbahninfrastruktur und mit der technischen
Wartung des rollenden Materials beschéftigen im Zusammenhang mit
ihren Tétigkeitsbereichen.

e Die staatliche Aufsicht im Eisenbahnverkehr und die Instandhaltung der
Eisenbahninfrastruktur und des rollenden Materials, den Bau der Eisen-
bahneinrichtungen, die technische Wartung und Instandsetzung des rollen-
den Materials.

e  Haftung im Falle der Ubertretung des vorliegenden Gesetzes (Raudtee-
seadus 2003).

Laut Eisenbahngesetz zéhlen zur Eisenbahninfrastruktur alle Eisenbahnlinien, die
direkt oder durch andere Eisenbahnlinien in Verbindung mit dem zur ffentlichen
Benutzung bestimmten Eisenbahnnetz stehen, darunter die Eisenbahnstrecken, die
zur Einfahrt ins Depot oder ins Wartungszentrum bzw. zur Ausfahrt aus ihnen
dienen. Der Eisenbahnstrukturunternehmer hat das Recht, die Bewirtschaftung der
Eisenbahninfrastruktur vertragsgemédfl vollig oder teilweise einem anderen
Unternehmer zu iibergeben. Die Bewirtschaftung der 6ffentlichen Eisenbahn kann
vollig oder teilweise einem Unternehmer iibergeben werden, der einen Ge-
werbeschein fiir die Bewirtschaftung der Eisenbahninfrastruktur besitzt. Laut dem
neuen Gesetz ist der Eigentiimer der oOffentlichen Eisenbahn verpflichtet allen
Eisenbahnbeforderungsunternechmen fiir Beforderungsdienstleistungen den Zugang
zu seiner Infrastruktur zu gewdhrleisten. Eine Ausnahme bilden Dienstleister des
offentlichen Personenverkehrs, die vor den anderen eine bevorzugte Stellung beim
Zugang zur Eisenbahn haben (Raudteeseadus 2006).

Die Ordnung fiir die 6ffentliche Benutzung der Eisenbahninfrastruktur wird von der
Regierung der Republik Estland festgelegt. Die Regierung der Republik besitzt das
Recht eigenstindig die Eisenbahninfrastruktur fiir einen gerechten Preis zur
offentlichen Benutzung zu geben, wenn die Eisenbahninfrastruktur fiir den Perso-
nenverkehr benutzt wird und es von allgemeinem Interesse ist.

Bei der Verteilung der Durchlassfihigkeit bevorzugt der Eisenbahninfrastruktur-
unternehmer als erste Eisenbahnlinien fiir den internationalen Personenverkehr. Die
erste Bevorzugung betrifft Eisenbahnunternehmer, die laut einem internationalen
Abkommen o6ffentliche Dienstleistungen im internationalen Personenverkehr erbrin-
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gen, und die den im Abkommen festgelegten Bedingungen entsprechen. Die zweite
Bevorzugung betrifft Unternehmer, die offentliche Dienstleistungen in der inner-
staatlichen Personenbeforderung erbringen. Zur Regelung der internationalen Eisen-
bahnlinien arbeitet der Eisenbahninfrastrukturunternehmer zusammen mit den Orga-
nen anderer Staaten, die sich mit der Verteilung der Durchlassfahigkeit betdtigen
(Raudteeseadus 2003). Daraus geht hervor, dass man dem internationalen Personen-
verkehr — bedingt durch den EU-Beitritt Estlands — vor dem innerstaatlichen
Personenverkehr Vorzug gegeben hat.

Die organisatorische Restrukturierung des Eisenbahnsektors

Im Jahre 1870 wurde in Estland die erste Eisenbahnlinie Paldiski — Tallinn —
Narva — Gatshina er6ffnet, die in demselben Jahr mit der Bahnlinie St. Petersburg
— Warschau verbunden wurde. 1877 wurde die Eisenbahnlinie Tapa — Tartu
eroffnet, die 1887 bis Valga verliangert und der Eisenbahnlinie Pleskau — Riga
angeschlossen wurde. 1896 wurde die erste Schmalspurbahn mit einer Linge von
125 km zwischen Valga und Parnu vollendet. Die Schmalspurbahn wurde gebaut,
um auch den zurlickgebliebenen Gebieten Moglichkeiten zur Benutzung der
Beforderungsdienstleistungen per Bahn zu schaffen. Die Initiatoren dieses
Vorhabens waren vor allem Privatunternehmer. 1940 betrug das Schmalspur-
bahnnetz in Estland 675 km. Die ersten auf der Breitspurbahn fahrenden
Dampflokomotiven stammten aus Belgien und langten 1896 in Estland an. 1931
wurde eine Breitspurbahnstrecke zwischen Tartu und Pecory vollendet. Eine
eigenstindige estnische Eisenbahn wurde 1918 auf der Basis von Looderaudtee, der
ersten Gesellschaft der Anfuhrstraen, einer Seefestung und der Feldbahnstrecken
des Militars gegriindet. 1940, als die Estnische Eisenbahn dem Eisenbahnnetz der
UdSSR angeschlossen wurde, betrug die Lénge des allgemein gebrduchlichen
Schienennetzes in Estland 1447 km, davon 772 km Breitspurbahnen und 675 km
Schmalspurbahnen (Helme 2006). Der Ubergang von der Benutzung der
Dampflokomotiven auf die Benutzung der Diesellokomotiven begann 1957 und
dauerte zwei Jahre.

Das Staatsunternehmen Eesti Raudtee, dessen Aufgabe das Administrieren der
estnischen Eisenbahn ist, wurde am 1. Januar 1992 gegriindet. In demselben Jahr
wurden die Rechte der Eesti Raudtee als Mitglied der Internationalen Eisenbahn-
union (UIC, Sitz in Paris) wieder hergestellt und die Eesti Raudtee wurde auch
Mitglied der Organisation fiir die Zusammenarbeit der Eisenbahnen (OSShD, Sitz in
Warschau). 1997 wurde das staatliche Unternehmen zur Aktiengesellschaft AS
Eesti Raudtee umstrukturiert. Die weitere Umstrukturierung der AS Eesti Raudtee
fand gemi dem von der Regierung Estlands bestitigten Privatisierungs- plan statt.
1998 wurde auf dem Wege eines internationalen Wettbewerbs eine
Aktiengesellschaft gegriindet, die sich mit der internationalen Personenbefoérderung
beschiftigt. Auf dem Wege des Wettbewerbs wurde auch der Kapitalanleger
gewdhlt. (Eesti Raudtee. Korporatiivinfo 2006)

In die Privatisierungsplédne der AS Eesti Raudtee wurde 1999 von der Regierung
eine wichtige Verdnderung eingefiihrt: die Konzession wurde nicht erteilt und es
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wurde fiir den Verkauf der Mehrheitsbeteiligung von 66% entschieden. Der Auftrag
zum Verkauf der Aktien der AS Eesti Raudtee wurde der Estnischen
Privatisierungsagentur erteilt. Der Verkauf der Aktien erfolgte durch Vorver-
handlungen im Rahmen eines internationalen Angebots. Ausgegangen von dem
Entschluss der Regierung verkiindete die Estnische Privatisierungsagentur im April
2000 die Privatisierung des 66%- Aktienanteils der AS Eesti Raudtee auf dem Wege
eines zweistufigen internationalen Wettbewerbs. (Helme 2006).

1997 wurde die Edelaraudtee AS gegriindet, die sich mit Personenverkehr mit
Dieselziigen auf den Eisenbahnlinien Tallinn — Viljandi — Pérnu, Tallinn — Tartu,
Tallinn — Narva und Tartu — Valga beschiftigt (Edelaraudteest 2006). Die
Edelaraudtee AS beschidftigt sich auch mit Giiterbeforderung auf den
Eisenbahnlinien Tallinn — Lelle — Viljandi und Lelle — Pérnu. In die
Giiterbahnhofe bzw. aus den Giiterbahnhofen der Edelaraudtee AS ist es moglich
innerhalb des Breitspurbahnnetzes Giiter aus ganz Europa zu beférdern.

Aufgrund des Umstrukturierungs- und Privatisierungsplans der AS Eesti Raudtee
wurde am 22. Dezember 1998 eine eigenstindige Handelsgesellschaft, die Elektri-
raudtee AS gegriindet, dessen Aktien hundertprozentig der AS Eesti Raudtee
gehorten. Im Zusammenhang mit der Privatisierung der AS Eesti Raudtee wurden
die Aktien der Elektriraudtee AS am 15. November 2000 von ihrem Vermdgen
getrennt und der Republik Estland in Vertretung des Ministeriums fiir Wirtschaft
und Kommuni- kation iibergeben. Die Elektriraudtee AS operiert in Tallinn und im
Landkreis Harjumaa insgesamt auf 6 Linien. Die Gesamtldnge des elektrifizierten
Schienennetzes betrdgt 131,8 km. Die Entwicklung der Elektriraudtee AS hat sich in
letzter Zeit stabilisiert. Im Namen eines hoheren Dienstleistungsniveaus hat man
Eisenbahnwagen renoviert, Bahnsteige rekonstruiert usw. Die Elek