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FOREWORD

Estonia is a small country with an open economy. Therefore, every event in our economic environ-

ment also has an international dimension. The monitoring and interpretation of international eco-

nomic relations is facilitated by the Estonian balance of payments, compiled by Eesti Pank. During 

the history of the newly independent Republic of Estonia, the country’s balance of payments has 

been published already for fifteen years. Thus, the present issue of the Kroon and Economy is 

also dedicated to issues related to the balance of payments.

Our goal is not to provide an overview of the status of the external sector. This is a collection of 

articles that discuss the balance of payments statistics from a theoretical as well as practical view-

point, in a simpler or more complex form. Moreover, as statistics is the first source of evidence of 

the economic changes resulting from our accession to the European Union, the public’s interest 

in the balance of payments statistics is only expected to grow.

First, we give an overview of the general development of Estonia’s balance of payments in 1992–

2006 and point out the three key stages. Then, we analyse trends in Estonia’s foreign trade over 

the past thirteen years, as the development has been extraordinary.

In addition, the present issue introduces some of the problems related to direct investment statis-

tics. In recent years, this area has become increasingly topical in the whole world, as international 

groups play a crucial role in economic globalisation. We also look into the Centralised Securities 

Database of the European System of Central Banks and observe the relations between the bal-

ance of payments, investment position and external debt. 

Another topic related to the balance of payments that always attracts great attention is travel serv-

ices. We disclose the back-office of calculating travel service indicators and reveal recent survey 

results on the travelling preferences of Estonian residents and ways of financing their trips.

Statistical data must be sufficiently reliable to serve as a basis for the economic policy or everyday 

decisions of experts and policy makers. Therefore, we conclude with the various techniques of 

assessing and analysing the quality of the balance of payments.
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During the history of the balance of payments of the newly independent Estonia – that is start-

ing from 1992 – the current account has been in surplus only in the first couple of years, and 

even then to a limited extent (see Figure 1 and Tables 1–2). Later on, the current account has 

been in deficit, which has been constantly growing. In 2007, it reached nearly 8 billion kroons 

(11.4% of GDP). After the stock exchange crash in 1997 and the Russian crisis in 1998, the 

deficit narrowed slightly and stabilised. However, it soared again in 2002, reaching almost  

13 billion kroons. Strong investment activity and domestic demand boosted the current ac-

count deficit to a record 32 billion kroons in 2006; that is 15.5% of GDP and twice as much 

as in the previous year. 

As a ratio to gross domestic product, Estonia’s current account deficit is one of the largest 

among the new EU members. In the years from 1992 to 2006, the credit turnover on the cur-

rent account increased by 33 and the debit turnover by 41 times. Estonia has been a very 

open economy during the entire period of newly regained independence. In 1993, the current 

account turnover exceeded GDP by 1.5 times. The openness of the economy was further fa-

cilitated by Estonia’s accession to the European Union: in 2006, the current account turnover 

was already twice the volume of GDP. 

Thus, Estonia’s foreign economic relations are primarily related to the European Union. In 

2006, EU member states accounted for 69% of the credit turnover and 77% of the debit 

turnover.1 The current account recorded a deficit with the EU as well as the CIS and a surplus 

1 Estonia’s balance of payments items are available by countries and fields of activity since 2003. Regarding 
earlier periods, data on goods are available by countries and data on direct investment by countries and fields 
of activity.
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1992 1993 1994 1995 1996 1997

Current account 315.1 279.0 -2,145.6 -1,810.6 -4,806.9 -7,810.2

Goods and services -87.7 -927.9 -3,253.2 -3,285.2 -6,043.2 -7,420.1

Goods -431.3 -1,925 -4,615.9 -7,615.5 -12,288.2 -15,652.8

     credit (f.o.b.) 3,700.3 10,762.7 15,828.5 19,428.2 21,833.4 31,846.5

     debit (f.o.b.) -4,131.6 -12,687.7 -20,444.4 -27,043.7 -34,121.6 -47,499.3

Services 343.6 997.1 1,362.7 4,330.3 6,245.0 8,232.7

     credit 1,414.9 4,434.3 6,657.0 10,022.9 13,352.8 18,366.7

     debit -1,071.3 -3,437.2 -5,294.3 -5,692.6 -7,107.8 -10,134.0

Income -83.7 -185.4 -378.0 28.2 26.2 -2,010.5

     credit 4.8 355.5 482.5 727.7 1,352.5 1,594.1

     debit -88.5 -540.9 -860.5 -699.5 -1,326.3 -3,604.6

Transfers 486.5 1,392.3 1,485.6 1,446.4 1,210.1 1,620.4

     credit 489.6 1,434.9 1,558.7 1,540.8 1,406.6 1,877.7

     debit -3.1 -42.6 -73.1 -94.4 -196.5 -257.3

Capital and financial account 
(reserve assets excluded)

406.5 2,908.5 2,221.4 2,836.1 6,396.4 10,953.3

Capital account 213.4 0 -8.1 -9.1 -7.8 -2.0

Financial account 193.1 2,908.5 2,229.5 2,845.2 6,404.2 10,955.3

      Direct investment 660.7 2,070.8 2,789.4 2,283.8 1,329.9 1,781.2

          Abroad -23.2 -82.1 -29.8 -29.1 -484.5 -1,912.9

          In Estonia 683.9 2,152.9 2,819.2 2,312.9 1,814.4 3,694.1

      Portfolio investment 0 -3 -183.4 -255.1 1,784.4 3,655.1

          Assets 0 -5.4 -288.2 -382.3 -628.4 -2,319.3

                 Equity securities 0 -5.2 -187.7 58.0 -181.0 -1,238.5

                 Debt securities 0 -0.2 -100.5 -440.3 -447.4 -1,080.8

          Liabilities 0 2.4 104.8 127.2 2,412.8 5,974.4

                 Equity securities 0 1.3 104.6 113.7 2,093.8 1,763.6

                 Debt securities 0 1.1 0.2 13.5 319 4,210.8

      Financial derivatives 0 0 0 0 0 0

          Assets 0 0 0 0 0 0

          Liabilities 0 0 0 0 0 0

      Other investment -467.6 840.7 -376.5 816.5 3,289.9 5,519.0

          Assets -380.8 -1,909.7 -1,860.9 -1,118.8 -107.6 -4,635.5

                 Long-term 0 -9.8 -37 -221.9 -17.5 -1063

                 Short-term -380.8 -1,899.9 -1,823.9 -896.9 -90.1 -3,572.5

          Liabilities -86.8 2,750.4 1,484.4 1,935.3 3,397.5 10,154.5

                 Long-term 320.4 1,687.5 113 1,046 1,783 4,604.9

                 Short-term -407.2 1,062.9 1,371.4 889.3 1,614.5 5,549.6

Errors and omissions 1,088.6 -611.8 319.8 174.9 -361.1 -371.8

Overall balance 1,810.2 2,575.7 395.6 1,200.4 1,228.4 2,771.3

Reserve assets -1,810.2 -2,575.7 -395.6 -1,200.4 -1,228.4 -2,771.3

Table 2. Estonia’s balance of payments (EEK m)
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1998 1999 2000 2001 2002 2003 2004 2005 2006

-6,760.2 -3,607.7 -5,178.1 -5,643.6 -12,908.0 -15,418.2 -18,412.6 -17,485.5 -32,095.0

-7,676.2 -3,755.4 -3,167.6 -2,247.6 -8,564.6 -10,046.8 -11,937.6 -11,077.0 -24,025.4

-15,725.5 -12,096.9 -13,371.4 -13,542.4 -18,455.3 -21,522.3 -25,499.0 -24,044.8 -36,723.3

37,786.3 36,995.2 56,118.1 58,798.5 57,948.7 63,443.7 75,199.5 97,971.4 120,166.4

-53,511.8 -49,092.1 -69,489.5 -72,340.9 -76,404.0 -84,966.0 -100,698.5 -122,016.2 -156,889.8

8,049.3 8,341.5 10,203.8 11,294.8 9,890.7 11,475.5 13,561.4 12,967.7 12,697.9

20,804.0 21,951.9 25,263.4 28,135.4 28,164.3 30,674.0 35,703.4 40,200.7 43,391.7

-12,754.7 -13,610.4 -15,059.6 -16,840.6 -18,273.6 -19,198.5 -22,142.0 -27,233.0 -30,693.8

-1,164.0 -1,505.8 -3,458.9 -4,898.6 -5,391.1 -7,240.7 -7,931.4 -7,209.1 -9,424.8

1,871.8 1,964.3 2,032.5 3,022.2 3,371.3 3,584.1 5,496.5 8,467.8 13,483.4

-3,035.8 -3,470.1 -5,491.4 -7,920.8 -8,762.4 -10,824.8 -13,427.8 -15,676.9 -22,908.3

2,080.0 1,653.5 1,448.4 1,502.6 1,047.7 1,869.4 1,456.3 800.6 1,355.2

2,424.2 2,257.5 1,944.2 2,016.4 2,065.6 3,380.8 5,252.0 5,892.2 7,162.2

-344.2 -604.0 -495.8 -513.8 -1,017.9 -1,511.5 -3,795.6 -5,091.6 -5,806.9

6,869.8 5,916.6 7,433.8 5,026.3 13,055.3 18,552.9 21,454.4 21,457.9 39,235.7

25.2 17.8 439.1 253.2 636.4 977.8 1,149.8 1,240.3 4,682.6

6,844.6 5,898.8 6,994.7 4,773.1 12,418.9 17,575.1 20,304.6 20,217.6 34,553.1

7,989.7 3,208.2 5,601.4 5,901.3 2,611.8 10,716.0 8,739.4 27,335.5 7,274.7

-81.7 -1,239.8 -1,043.1 -3,528.3 -2,188.4 -2,149.2 -3,388.6 -7,939.6 -13,707.1

8,071.4 4,448.0 6,644.5 9,429.6 4,800.2 12,865.2 12,128.1 35,275.1 20,981.8

-23.4 156.0 1,417.5 -665.0 2,442.4 2,431.6 9,027.1 -27,559.2 -16,829.7

-127.9 -1,894.9 153.1 -2,100.2 -3,182.9 -5,351.6 -4,851.0 -10,675.0 -15,569.9

500.8 187.0 53.3 236.5 9.1 -1,028.9 -2,893.5 -4,848.9 -4,583.9

-628.7 -2,081.9 99.8 -2,336.7 -3,192.0 -4,322.7 -1,957.5 -5,826.1 -10,986.0

104.5 2,050.9 1,264.4 1,435.2 5,625.3 7,783.2 13,878.1 -16,884.3 -1,259.8

401.1 3,292.3 -538.8 568.4 912.2 1,526.9 2,205.2 -16,352.2 3,738.1

-296.6 -1,241.4 1,803.2 866.8 4,713.1 6,256.2 11,673.0 -532.0 -4,997.9

0 0 17.5 -34.7 -63.7 -19.2 -8.3 -97.6 78.5

0 0 -77.8 -0.3 -43.2 -139.2 -35.1 13.5 -180.9

0 0 95.3 -34.4 -20.5 120.0 26.8 -111.0 259.3

-1,121.7 2,534.6 -41.7 -428.5 7,428.4 4,446.8 2,546.4 20,538.9 44,029.7

-2,480.2 -1,651.2 -2,638.3 -3,716.7 695.1 -2,284.6 -11,168.8 -10,373.4 334.6

-786.5 421.8 -1108.7 -322.7 -1083.0 -565.7 -6052.6 5636.5 -3054.0

-1,693.7 -2,073.0 -1,529.6 -3,394.0 1,778.1 -1,718.9 -5,116.1 -16,009.9 3,388.6

1,358.5 4,185.8 2,596.6 3,288.2 6,733.3 6,731.4 13,715.1 30,912.4 43,695.1

1,258.4 1,691.5 -549.9 1,814.4 1,829.0 4,309.0 3,740.5 15,396.8 17,991.5

100.1 2,494.3 3,146.5 1,473.8 4,904.3 2,422.3 9,974.6 15,515.6 25,703.6

16.8 -511.3 14.8 -112.9 779.5 -822.7 383.6 911.6 383.2

126.4 1,797.6 2,270.5 -730.2 926.8 2,312.1 3,425.4 4,883.9 7,523.9

-126.4 -1,797.6 -2,270.5 730.2 -926.8 -2,312.1 -3,425.4 -4,883.9 -7,523.9
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with other countries. Estonia’s current account deficit was the biggest with Germany, whereas 

the highest surplus was registered with the United States.

Foreign trade constitutes the largest share in the structure of the current account turn-

over. During the period under review, it has been close to 60% of the credit turnover and 75% 

of the debit turnover. Neither of the two indicators has shown a clear upward or downward 

trend. Services form the second largest component in the structure: their credit turnover has 

been around a third and the debit turnover about a fifth of the current account turnover. 

However, recent years have witnessed a slight decrease in the share of services. In 2006, 

services exports accounted for 24% of the total credit turnover and imports for 14% of the 

total debit turnover. The share of income, on the other hand, has been gradually growing. This 

particularly applies to the outflow but in the last three years also the inflow of income. In 1992, 

income inflow composed only 0.1% of the credit turnover, whereas in 2006 it comprised as 

much as 7.3%. The respective outflow figures were 1.7% and 10.6%. 

Regarding current transfers, incoming transfers (mainly external aid) formed a rather large 

share in the current account turnover at the beginning of the period of newly regained inde-

pendence, but declined gradually later on. During the period of EU accession, however, this 

ratio has gone up again. Until the accession, the percentage of outgoing transfers was low, 

whereas in the last three years their share has been increasing. The rising share of current 

transfers can be primarily attributed to transfers from EU structural funds, refunds of VAT and 

other such things. When analysing the transfers, also capital transfers recorded on the capital 

and financial account should be taken into account. These include, among other things, EU 

subsidies to Estonia for the development of infrastructure. Such subsidies have been rather 

substantial in recent years.

The main component of the current account deficit during the entire period under review 

has been the goods account (see Table 3 and Figure 2). The income account has contributed 

as well, since the outflow of income has been constantly bigger than the inflow. The services 

account, on the other hand, has always been in surplus: Estonia has sold far more services 

to non-residents than purchased from them. Moreover, also current transfers have recorded 

surpluses, but in recent years their surplus has been decreasing as a ratio of GDP. The same 

also applies to the surplus on services. The total deficit on goods and services, which are the 

direct components of GDP, accounted for 3–8% of GDP in the period from 2000 to 2005 and 

almost 12% in 2006. In absolute terms, the turnover of the current account components has 

generally increased.
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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Current 
account 1.2 -6.8 -4.2 -8.6 -11.4 -8.7 -4.4 -5.4 -5.2 -10.6 -11.3 -12.3 -10.0 -15.5

Goods -8.4 -14.7 -17.7 -22.0 -22.8 -20.2 -14.8 -14.0 -12.5 -15.2 -15.8 -17.0 -13.7 -17.7

Services 4.4 4.3 10.1 11.2 12.0 10.3 10.2 10.7 10.4 8.1 8.4 9.0 7.4 6.1

Income -0.8 -1.2 0.1 0.0 -2.9 -1.5 -1.8 -3.6 -4.5 -4.4 -5.3 -5.3 -4.1 -4.6

Current 
transfers 6.1 4.7 3.4 2.2 2.4 2.7 2.0 1.5 1.4 0.9 1.4 1.0 0.5 0.7

Goods and 
services -4.1 -10.4 -7.6 -10.8 -10.8 -9.8 -4.6 -3.3 -2.1 -7.1 -7.4 -8.0 -6.3 -11.6

Current 
account 
without 
reinvested 
earnings

2.8 -5.1 -3.8 -8.5 -9.6 -8.2 -3.7 -3.6 -1.9 -8.4 -7.2 -7.6 -6.4 -10.9

Table 3. Components of current account as a percentage of GDP

The exports of goods grew by 33 and imports by 38 times during 1992–2006. The robust 

growth of foreign trade turnover lasted from 1992 to 1997 (see Figure 3). The double customs 

duties imposed by Russia on Estonia in 1997 and the Russian crisis in 1998 had a significant 

impact on Estonia’s foreign trade development. Namely, both exports and imports decreased 

in Estonia 1999. The new period of rapid economic expansion took off in 2004 when Estonia 

joined the European Union. The so-called Rotterdam effect2 has also a role to play: part of the 

EU exports going through Estonia and imports channelled from third countries to the EU is 

reflected in Estonia’s exports and imports. Foreign trade deficit increased until 1996 and re-

2 Called so after Rotterdam, which is well known as a transit port.
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mained stable at 12–15 billion kroons until 2002. After that, the deficit surged further. In 2006, 

Estonia’s goods exports totalled 120 billion kroons (3.7 bn in 1992) and imports 157 billion 

kroons (4.1 bn in 1992). Imports exceeded exports by 37 billion kroons. 

While in 1994 food3 was the largest export article, then in 2006 machinery and equipment 

prevailed. Machinery and equipment has also been the largest goods group in imports – dur-

ing the entire period under review. The share of processing machinery and equipment is quite 

significant in Estonia’s case. In 1994, approximately 25% of Estonia’s exports went to Russia, 

whereas in 2006 only 8% was channelled there (even less in the interim years). Finland has 

been Estonia’s main trade partner, but its share has decreased by two times: from 36% in 

1994 to 18% in 2006. It is noteworthy that the current 27 EU member states accounted for 

65% of Estonia’s exports and for 74% of imports in 1994 as well as in 2006.

The exports of services grew by 31 and imports by 29 times during 1992–2006 (see Figure 4). 

The growth was particularly strong from 1992 to 1997 and again from 2004. The majority of 

the services turnover is made up of three types of services: transport, travel and other busi-

ness services. Their share in the exports of services has been rather stable, comprising around 

90%. Regarding imports, however, their share has fluctuated from 60% to 90%, standing at 

84% for the last five years. 

Finland has also been Estonia’s major partner in terms of services: during 2003–2006 a third 

of services was exported to Finland and a fourth was imported from there. EU-27 captures 

3 Foreign trade data are available by goods and countries since 1994.
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the majority of the services trade: Estonia exported 72% of services to the EU and imported 

75% from there. 

The income account on Estonia’s balance of payments has almost always recorded consid-

erably bigger outflow compared to inflow, except in the first couple of years (see Figure 5). This 

can largely be attributed to non-residents’ profitable direct investment in Estonia. The income 

account posted a modest turnover at the beginning of the period analysed, but surged in 1996 

and 1997 when the Tallinn Stock Exchange posted record highs. 
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This was followed by a crash in the stock exchange and the Russian crisis and a few years of 

moderate growth. Since 2001, the turnover of the income account – inflow in particular – has 

been rapidly growing. This indicates also higher returns of Estonian investors’ investment 

abroad. The turnover of the income account has been largely affected by an Act that entered 

into force in 2001 and that provides for income tax exemption for reinvested earnings of com-

panies operating in Estonia. Since then, the percentage of reinvested earnings in the income 

account structure has been considerably higher – a distinctive characteristic of Estonia’s bal-

ance of payments. 

As can be seen from Table 4, reinvested earnings do not play such a great role in the cur-

rent accounts of the other new Member States who joined the EU together with Estonia. The 

percentage of reinvested earnings is especially high in income outflow: from 2003 to 2006 it 

formed 60% of the debit turnover of income. Excluding reinvested earnings from the current 

account calculation, as these do not involve any actual movement of funds, Estonia’s current 

account deficit has been 4–5 percentage points and in the first two quarters of 2007 as much 

as 7–8 percentage points lower. Nearly 90% of both the inflow and outflow of income is related 

to EU-27, with financial intermediation being the primary field of activity.

The capital and financial account (excl. reserves) has posted surpluses during the entire 

period of regained independence, whereas these surpluses have been higher than current ac-

Country Year
Current account 

as % of GDP
Reinvested ear-

nings as % of GDP

Direct investment per capita 
(USD)

In home country Abroad

Czech Republic 2000 -4.7 -1.7 2,118 72

2001 -5.3 -2.4 2,653 111

2002 -5.7 -2.7 3,791 144

2003 -6.3 -2.2 4,440 224

2004 -6.0 -2.4 5,619 369

2005 -2.0 -2.5 5,835 416

Estonia 2000 -5.3 -1.8 1,930 189

2001 -5.2 -3.3 2,323 325

2002 -10.7 -2.2 3,108 497

2003 -11.4 -4.2 5,187 762

2004 -12.2 -4.8 7,455 1,051

2005 -10.4 -4.5 9,493 1,474

Hungary 2000 -8.4 -2.0 2,240 125

2001 -6.0 -2.6 2,690 153

2002 -7.0 -2.7 3,565 213

2003 -8.6 -2.3 4,767 346

2004 -8.5 -2.2 6,200 596

2005 -7.3 -1.9 6,050 648

Table 4. Selected balance of payments indicators by selected countries (USD m)
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Country Year
Current account 

as % of GDP
Reinvested ear-

nings as % of GDP

Direct investment per capita 
(USD)

In home country Abroad

Latvia 2000 -4.7 -0.8 876 10

2001 -7.5 -0.4 986 17

2002 -6.7 -0.3 1,171 25

2003 -7.4 -0.7 1,406 49

2004 -12.9 -2.3 1,947 101

2005 -12.5 -2.1 2,171 123

Lithuania 2000 -5.9 -0.8 667 8

2001 -4.7 -0.7 766 14

2002 -5.1 -0.5 1,147 17

2003 -6.9 -1.2 1,438 35

2004 -7.7 -1.8 1,857 123

2005 -6.9 -1.1 1,884 207

Poland 2000 -5.8 0.2 891 26

2001 -2.8 0.6 1,075 30

2002 -2.5 0.6 1,260 38

2003 -2.1 0.0 1,512 56

2004 -4.2 -2.5 2,258 84

2005 -1.7 -1.2 2,348 169

Slovakia 2000 836 68

2001 1,036 83

2002 1,583 90

2003 2,205 117

2004

2005

Sloveenia 2000 -2.8 -0.2 1,461 388

2001 0.2 0.1 1,304 497

2002 1.1 -0.6 2,066 756

2003 -0.8 -0.7 3,170 1,181

2004 -2.7 -1.0 3,795 1,513

2005 -1.9 -0.7 3,539 1,757

Bulgaria 2000 -5.6 -0.5 282 11

2001 -5.9 -0.0 347 12

2002 -2.0 -0.5 464 16

2003 -5.1 -1.2 797 13

2004 -5.9 -2.2 1,184 -15

2005 -11.5 -1.0 1,475 23

Romania 2000 -3.7 314 6

2001 -5.5 379 5

2002 -3.3 356 7

2003 -5.6 558 10

2004 -8.5 944 14

2005 -8.3 1,100 11

Sources: balances of payments and international investment positions – IMF Balance of Payments Statistics Year-
book (2006); exchange rate (annual average) and GDP – IMF International Financial Statistics (Oct. 2007)
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count deficits every year except 2001 (see Table 1 and Figure 6). Moreover, also the balance 

of payments reserves have been constantly growing, amounting to 33 billion kroons at the 

end of 2006.

Direct investment has played an important role in the formation capital and financial account 

surpluses. Estonia’s investment climate has attracted many foreign investors who have sup-

plied more and more direct investment in Estonia every year (see Figure 7). The last couple of 

years under consideration witnessed especially large direct investment: in 2005 in relation to 
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the takeover of Hansapank and in 2006, as a result of a robust increase in reinvested earn-

ings. 

Estonia’s direct investment abroad was quite modest in the first years but started to increase 

in 1999, and even doubled every year in the last three years under analysis. In terms of direct 

investment per capita, Estonia ranked first among the ten Eastern European countries and 

second after Slovenia for foreign direct investment abroad (see Table 4 and Figures 8–9). 
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In the first half of the period under review, the majority of direct investment in Estonia consisted 

of equity investment. Since 2001, the share of reinvested earnings has grown considerably 

owing to the above-mentioned tax exemption, and has reached 70% of the total direct invest-

ment in Estonia in several years. Estonia’s direct investment abroad, on the other hand, has 

mainly comprised direct equity investment. However, the percentage of reinvested earnings in 

residents’ foreign direct investment has risen and has comprised a third during the past five 

years. 

Foreign direct investment in Estonia has primarily come from the north: from Sweden (40%) 

and Finland (26%). The most preferred fields of activity have been real estate, renting and busi-

ness activities, financial intermediation and manufacturing. Estonia has channelled its invest-

ment mainly to the south: to Latvia (34%) and Lithuania (32%). The most active foreign direct 

investors have been engaged in financial intermediation and real estate, renting and business 

activities.

The turnover of portfolio investment was low in early-1990s but picked up in 1996–1997 as 

a result of the robust growth of the securities market, when residents assumed considerable 

debt and equity security liabilities from credit institutions and other sectors (see Figure 10). 

The turnover decreased significantly after the stock exchange crash but picked up later again. 

In the years 2004 to 2006, it reached considerable levels: in 2005, the net outflow of portfolio 

investment was over 27 billion and in 2006 nearly 17 billion kroons. The strong outflow in 2005 

was largely related to the takeover of Hansapank (which brought along a decrease in the equity 

security liabilities of credit institutions). In 2005 and 2006, also other sectors and the general 

government increased their equity and debt security assets. 
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The majority of portfolio investment turnover is related to EU-27. At the end of 2006, 82% 

of the assets and 90% of the liabilities of portfolio investment were related to this group of 

countries. 

The dynamics of other investment, that is trade credit, loans and deposits, have been rather 

similar to portfolio investment, except for the higher turnover of the former (see Figure 11). At 

the start of the analysed period, the turnover of other investment was modest, recording net 

inflows in some years and net outflows in others. During 1996–1997, there was substantial 

inflow of other capital, which could be mostly attributed to credit institutions. Further devel-

opments were slightly more moderate, posting net inflows in some years and net outflows in 

others. 

Since 2002, the inflow of other investment capital has constantly exceeded the outflow, es-

pecially in the last couple of years. In 2005, the inflow stood at 21 and in 2006, at 44 billion 

kroons, being thus the primary source of capital inflow in 2006. Estonia’s rapid economic 

expansion, strong domestic demand and favourable real estate market created high demand 

for loan capital. Credit institutions then brought cheap loan money from foreign parent banks 

to meet that demand. 

At the end of 2006, 62% of the assets and 80% of the liabilities of other investment were 

related to EU-27.
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Estonia’s gross external debt as at 31 December 2006 totalled approximately 200 billion 

kroons (96% of GDP). The debt of general government accounted for only 2% of the gross 

debt, whereas 51% belonged to credit institutions, 28% to other sectors and the rest was 

intercompany lending of direct investment companies. Excluding these from the calculation 

of gross external debt,4 long-term debt formed 56% of the gross debt. Estonia’s net external 

debt (assets less liabilities) was 56 billion kroons (27% of GDP).

CONCluSiON

Three stages can be distinguished in the history of Estonia’s balance of payments during 

1992–2006: 

- rapid expansion until 1997;

- a setback during 1998–1999 and a relatively slower development until accession to the EU;

- strong growth during the EU membership.

Estonia has been a very open economy (current account turnover is double the volume of GDP) 

with favourable investment climate. This has boosted the turnover of the current account: from 

1992 to 2006, the credit turnover increased by 33 and the debit turnover by 41 times.

The current account has recorded deficits practically throughout the entire period under review 

(in 2006 as much as 15% of GDP) owing to strong domestic demand and investment activity.

Estonia’s investment environment has attracted numerous foreign direct investors. Estonia 

ranks first among the ten new EU Member States in terms of direct investment per capita and 

second in terms of foreign direct investment abroad.

Profitable foreign direct investment and income tax exemption for reinvested earnings in the 

second half of the period have substantially contributed to the growth of reinvested earnings.

Cheap loan money and the construction boom brought along strong inflow of loan capital dur-

ing 2005–2006. Consequently, Estonia’s external debt increased rapidly and was almost equal 

to GDP at the end of 2006. The general government debt was marginal, as over half of the 

external debt consisted of the liabilities of credit institutions. 

4 The statistics on the intercompany lending of direct investment companies does not include information on its 
distribution into short-term and long-term liabilities.
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ESTONia’S FOREiGN TRaDE DuRiNG THiRTEEN 
yEaRS

Ulvi Saks

Estonia’s foreign trade has witnessed robust growth during 1994–2006: both the exports 

and imports of goods have increased by nearly eight times since 1994. The annual growth 

rates of exports and imports have also been remarkable, reaching double-digit numbers in 

most years (see Table 1 and Figure 1). 

Both exports and imports peaked in 2000, when the former increased by over 50% and the 

latter by over 40%, probably owing to the poor results of the preceding year. Year 1999 was 

exceptional in trade, since the imports and exports of goods decreased by 8.5% and 2.1%, 

respectively. Moreover, also GDP growth slowed considerably in 1999. Most probably, the 

Exports
Export 

growth (%)
Imports

Import 
growth (%)

Balance

1994 15,622.9 20,100.4 -4,477.5

1995 19,008.9 21.7 27,425.0 36.4 -8,416.2

1996 21,246.9 11.8 34,666.5 26.4 -13,419.6

1997 31,607.4 48.8 48,868.9 41.0 -17,261.5

1998 37,545.0 18.8 55,215.4 13.0 -17,670.4

1999 36,774.3 -2.1 50,494.7 -8.5 -13,720.4

2000 55,836.8 51.8 72,217.1 43.0 -16,380.3

2001 57,857.1 3.6 75,076.3 4.0 -17,219.1

2002 56,990.6 -1.5 79,471.7 5.9 -22,481.0

2003 62,627.2 9.9 89,426.7 12.5 -26,799.5

2004 74,614.3 19.1 104,877.0 17.3 -30,262.7

2005 96,747.3 29.7 128,365.3 22.4 -31,618.0

2006 119,519.7 23.5 165,298.5 28.8 -45,778.8

Table 1. Exports and imports in 1994–2006 (EEK m)
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decline in goods turnover partly stemmed from the Russian crisis that started off in the sec-

ond half of 1998 and that caused a 42% fall in Estonia’s exports to Russia. Besides 1999 

exports decreased also in 2002, though only 1.5%. 

Accession to the European Union gave a new impetus to the imports as well as exports of 

goods: annual growth rates have reached 20% and more since then. In 2004, part of the 

import and export growth could be attributed to the changes in data sources and methodol-

ogy1, which affected also 2005 figures (as we know, the EU enlargement took place in mid-

2004, more precisely May, 1). The year-on-year comparison of 2006/2005 data, however, 

draws from the same sources and methods. That gives us 29% annual growth rate for im-

ports and 24% for exports. Currently, the overheated economy is showing signs of cooling: 

in the first nine months of 2007, exports grew only 4.4% and imports 5.2%, year-on-year.

Estonia’s foreign trade balance has been in deficit since 1994, whereas within thirteen years 

the deficit has grown ten times: from 4.5 billion in 1994 to 45.8 billion in 2006. The deficit 

has been boosted by the large volume and rapid growth of imports, which has been driven 

by strong domestic demand.

1 Since May 1, 2004, foreign trade statistics is based on the combination of two reporting systems. Trade with 
non-EU countries is still calculated on the basis of customs declarations submitted to the Tax and Customs Board 
(the so-called Extrastat), whereas trade with other EU countries is registered through the so-called Intrastat survey 
organised by Statistics Estonia. While Extrastat still enables the use of the special trade system, which excludes 
trade through customs warehouses, then Intrastat provides no way of excluding goods moving through intermedi-
ate warehouses that actually do not reach the Estonian domestic market, thus rather reflecting the principles of the 
general trade system. Therefore, the general level of both imports and exports of goods is higher than in previous 
periods and this peculiarity has to be taken into account when comparing different years. 
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Considering Estonia’s trade by major goods groups, we can see that the majority of import 

and export transactions made during the thirteen years under review involve machinery and 

electrical equipment. This group accounted for 30% of imports and 26% of exports (see 

Figures 2 and 3). Timber and timber products ranked second in exports with 15%; clothing 

(textile products, footwear, fur etc.) placed third with 12%. Regarding imports, machinery 

and equipment were followed by chemical products (12%), and transport vehicles and food 

products (both 10%). 

Two out of the three largest groups of export goods (machinery and equipment; clothing) are 

primarily related to goods processing. The third group (timber and timber products) is based 

on Estonian natural resources. Analysing the so-called normal exports, that is exports ex-

cluding processed goods2, gives a somewhat different picture. Timber and timber products 

rank first then, followed by machinery and equipment, food products, and furniture and other 

industrial goods. The high share of machinery and equipment in normal exports is slightly 

illusive, though. Namely, EU accession brought along various legislative amendments (incl. 

amendments to the Value Added Tax Act). Consequently, it is more cost-effective to bring in 

goods, which were previously registered under processed goods, as ordinary imports to be 

processed in the importing country and then re-exported as normal exports. The annual vol-

ume of normal exports of machinery and equipment confirms that. Before the EU accession 

it reached maximum 4.5 billion kroons, whereas post-accession figures climbed robustly: to 

14.6 billion kroons in 2004; 25.8 billion in 2005 and 28.4 billion in 2006. The volume of ma-

chinery and equipment re-exported after processing naturally declined, respectively.

2 Goods imported to Estonia for processing and then re-exported.

Figure 3. Structure of imports in 1994–2006
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Considering the imports and exports of goods by the categories of final consumption, we 

can see that industrial raw materials formed the largest share in imports as well as exports. 

Capital and consumer goods followed (see Figure 4 and 5). The share of imported transport 

vehicles was also quite considerable. The imports and exports of fuels and lubricants, which 

all in all ranked fifth, have gained momentum in the past few years under consideration.  
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In 1994, the imports of this group of goods was only 2.6 billion kroons; in 2006 – as much 

as 25.8 billion kroons. Export figures stood at 0.7 and 19.1 billion kroons (see Figures 6 and 

7). Fuel deliveries have increased mostly owing to motor fuels imported from Russia, then 

processed in Estonia and re-exported.
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The imports and exports of goods were rather concentrated across countries during  

1994–2006. The top five of export partners was similar to that of import partners: Finland, 

Sweden, Latvia, Germany and Russia; only in a slightly different ranking in imports (see 

Table 2). Trade with the five major partners accounted for 66% and for 77% as regards the 

ten largest partners (both in terms of imports and exports).

Estonia’s closest neighbour Finland has been holding the first place in goods imports and 

exports during the entire period under review. Nearly half of Estonia’s total exports to Finland 

has comprised machinery and equipment (primarily mobile communication devices and 

their components). The next largest groups have been textile products (ready-made clothes, 

sweat suits, bed linen etc.) and timber and timber products. Imports from Finland to Estonia 

also consisted of electronic equipment and components as well as transport vehicles (most-

ly motor cars), iron and steel constructions and clothing. The imports of motor cars from 

Finland have increased over ten times within these thirteen years, whereas in 2006 the year-

on-year growth rate was 52%. However, the imports of transport vehicles from Finland ap-

pears to be slowing, as in the first nine months of 2007 it reached only 47% of the total of 

2006.

The other major partner country, Sweden, ranked second in exports and third in imports. 

Exports to Sweden has primarily consisted of electronic, timber and textile products. Imports 

have comprised electronic equipment, chemical products (plastic products, paints and var-

nishes), clothing (textile in particular), motor vehicles and their components as well as metal 

products. The imports of transport vehicles from Sweden have also increased ten times with 

years. The figures for 2007 show an upward trend as well: in the first nine months alone, 

the imports of motor vehicles have increased by 97% year-on-year (from 1.9 to 3.7 billion 

kroons). 

Table 2. Exports and imports by major trade partners (EEK m)

Target country
Exports 

(1994–2006)
Share (%)

Trading 
country

Exports 
(1994–2006)

Share (%)

Finland 166,064.7 24.2 Finland 250,512.9 26.3

Sweden 103,805.4 15.1 Germany 109,832.7 11.5

Latvia 54,397.7 7.9 Sweden 91,119.7 9.6

Germany 49,907.4 7.3 Russia 89,156.6 9.4

Russia 41,324.1 6.0 Latvia 41,807.0 4.4

Lithuania 27,885.0 4.1 Lithuania 39,236.1 4.1

United Kingdom 26,142.5 3.8 Netherlands 35,251.8 3.7

Denmark 23,687.2 3.5 Denmark 25,925.6 2.7

United States 21,226.7 3.1 Poland 25,608.7 2.7

Norway 18,824.8 2.7 Italy 25,235.9 2.7

Other 152,732.8 22.3 Other 217,816.6 22.9

Total 685,998.3 100.0 Total 951,503.5 100.0
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The main export items sent to Latvia included chemical products (inorganic compounds and 

medicines) and food products (table water, pork and fish products); the main import items 

were textile products (cotton and ready-made clothes) and chemical products (medicines 

and plastic products). 

Germany has been importing mostly timber and timber products (prefabricated wooden 

buildings, construction components and furniture), but also electronic equipment and textile 

products (cotton, bed linen and ready-made clothes). Imports from Germany has consisted 

of machinery and equipment (besides electronic equipment also computers and compu-

ter components), transport vehicles (motor cars, trucks and trailers) and various chemical 

products. 

As far as trade with Russia is concerned, there have been ups and downs. In 1994, Russia 

imposed double customs duties on Estonia, which curbed exports to Russia and forced 

businesses to apply various interesting trading schemes. For instance, goods coming from 

Estonia were stored in customs warehouses with their actual prices, whereas considerably 

lower prices were indicated on the declarations when importing them to Russia. Another 

scheme was to export goods to Russia via neighbouring countries. Consequently, exports 

to Russia amounted to 3–4 billion kroons per year during 1994–2004, and even below 2 bil-

lion kroons during 2000–2002. 

Imports have posted somewhat better results, increasing from 3.2 billion kroons in 1994 to 

9.7 billion in 2004. After Estonia’s accession to the EU, Russia had to abolish the double 

customs duties on Estonia’s goods, which boosted both exports and imports: the former 

increased by 50% in 2005 as well as 2006 and the latter by 22% and 84%, respectively. 

The robust growth in imports in 2006 stemmed from the large volume of fuels imported for 

processing, as mentioned above. 

The April riots that took place in Tallinn in 2007 have affected primarily imports: in the first 

nine months of 2007, goods imports from Russia constituted 67% and exports 83% of the 

previous year’s total. Comparing the first three quarters of 2007 to the same period in 2006, 

it appears that exports to Russia have grown by 13%, whereas imports have declined by 

14%. 

During the thirteen years under review, mostly food products have been exported to Russia: 

fish and dairy products, alcoholic beverages and chocolate. The second most common ex-

port item has been transport vehicles (motor cars and also safety belts), followed by machin-

ery and equipment, and chemical products. Mineral products are the biggest import item, 

largely owing to the recent increased volumes of motor fuels imported for internal supply 
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and processing. Natural gas has formed nearly 25% of the imports of mineral products. The 

second largest goods group after mineral products has been timber and timber products 

(primarily unprocessed or little processed) and metal products (steel and scrap metal). 

With regard to major trade partners, in the thirteen years under consideration Estonia has 

had a surplus of goods with Sweden, Latvia, Norway and the United States. Estonia has re-

corded the largest trade deficits with Finland, Germany and Russia.

CONCluSiON

In conclusion, we may say that although the foreign trade deficit has been gradually increas-

ing every year, the surpluses on services and transfers accounts have helped to reduce the 

deficit. Given the cooling of the economy, the stronger growth of imports compared to ex-

ports is expected to slow, and thus reduce the foreign trade deficit.
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THE baCK-OFFiCE OF CalCulaTiNG TRavEl 
SERviCE iNDiCaTORS

Andres Kerge

According to the balance of payments methodology, travel services are defined as the pur-

chase of goods and services in the country of visit with the length of up to 12 months. 

Travel services do not include the costs of international transport to the country of destina-

tion; these are shown in the balance of payments under transportation services (passenger 

transport). Students and patients requiring long-term treatment make an exception in the 

methodology. They are always considered as those staying temporarily in a foreign country 

irrespective of the duration of their stay.

A key concept in the balance of payments is residency. In the balance of payments, a 

resident is a person whose economic interests are related to the economy of a respective 

country for a longer term. Conventionally, “longer term” stands for at least 12 months and 

economic interests are regarded as possession of immovable property and family ties in this 

country.

Estonia’s balance of payments has now been compiled for fifteen years. The volume of travel 

services has significantly increased over this period: exports of travel services (credit) by 39 

times and imports (debit) by 32 times. Travel services occupy a central position in Estonia’s 

balance of payments because their constant surplus helps to offset the foreign trade deficit: 

in 1995–2001, the surplus on travel services accounted for 40% of the foreign trade deficit 

(see Figure 1). On a year-on-year basis, the share of travel services surplus in the balance of 

services was the largest in 1996 (74%) but has been declining since to 42% in 2006 because 

the share of exports has been shrinking and that of imports growing.
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Figure 1. Share of travel services in Estonia’s balance of payments (%)
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CHOiCE OF mETHODOlOGy

Travel services differ from other services included in the balance of payments in that they 

are not necessarily purchased from one single seller and the consumer contacts the pro-

vider to get the desired goods and services. Thus, travel services contain different types of 

services and purchases of goods, which creates difficulties in the compilation of respective 

statistical data.

Travel services can be paid for before the trip through travel agencies; during the trip to the 

country of destination (transport costs or expenses during transportation), or in the country 

of destination by paying for goods and services.

A large share of travel expenses are paid to travel agencies that arrange travellers’ transport 

to the destination and their accommodation. These expenses can be traced using tourism 

companies’ reports. This allows distinguishing the costs related to the international transport 

of the passenger to the country of destination. Apart from the above costs, travellers bear 

most of their expenses at their destination.

There are two methods (and a combination thereof) for calculating travel services:

- estimates based on domestic currency sold to private customers and statistics of the 

use of credit cards (data from banks and currency exchange offices), and

- sample surveys.

When Estonia was to choose the method, the Estonian kroons were not only exchanged for 

other currencies to pay for travel costs but also to take business revenue out of the coun-

try. For example, large currency transactions were made in relation to purchasing real estate 

and vehicles as well as in the black economy. Common Estonian people rarely had credit 

cards. Therefore, Estonia opted for the sample survey method for the calculation of travel 

services. This method lies in identifying the average expenses per traveller using question-

naires and establishing the cost of travel services on the basis of these expenses and the 

actual number of visitors. 

As later developments in Estonia and the world proved, that choice was correct because af-

ter the changeover to the euro several EU countries had to change their method. However, 

every method has its drawbacks: although we can use detailed data from the Border Guard 

Administration on crossing of border of people from nearly 200 countries, in terms of the 

balance of payments complications arise regarding the difference between citizens and resi-

dents. For instance, in Estonia, a large number of residents do not have Estonian citizenship 

(incl. about 10% of Russian citizens) and long-term migrant workers become non-residents 
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in respect to their country of nationality. As of 2004, the Border Guard Administration does 

not register crossing of border by citizens of the European Union and other countries that 

have acceded to the Schengen agreement. Their numbers are estimated on the basis of the 

number of passengers at Tallinn Port and Tallinn Airport along with sample surveys of border 

crossing on the basis of statistical models.

From 1995 questionnaire surveys are carried out once or twice a year in Estonia in order to 

establish travel expenses. Such surveys are conducted in major border crossing points in 

proportion to the passenger flows. Questions are asked from non-residents leaving Estonia 

about their travel expenses born in Estonia, and from Estonian residents upon arrival about 

their expenses abroad. The survey is carried out in July and August, the peak season in tour-

ism, and in the low season, either in February or November. The size of the sample is 1,200 

to 2,000 persons. In general, expenses per person in the high season are lower compared to 

those in the low season because the number of business travellers is higher in winter.

TRavEl SERviCES iN THE balaNCE OF paymENTS

Estonia’s first balance of payments was compiled in 1993 for the preceding year. As the 

compilation of the balance of payments using the sample survey method is fairly expensive, 

it was done jointly with the Tourism Board who submitted the initial estimates regarding 

Estonian tourists to foreign countries and foreign tourists visiting Estonia. While people’s ex-

penses abroad are different, the travellers are grouped according to their consumption pat-

terns. Travel services are calculated separately in each group by multiplying the number of 

people in the group with their expenses.

Until 1995, only the total number of foreign tourists and same day visitors to Estonia and their 

average expenses incurred in Estonia were used, along with the total number of Estonian 

tourists going abroad and their average expenses there. As of 1996, the data from the 

Border Guard Administration regarding the citizenship of border-crossers are available. 

These data were used to distribute travellers into groups (strata) according to the specifics 

of their consumption.

Two characteristics are used for grouping: length of the trip and country of origin.

Travellers to Estonia are grouped by the length and nature of trip:

- same day visitors (relatively high numbers from neighbouring countries, that is Finland, 

Russia and Latvia); 

- tourists on a package tour (pay most of their transport and accommodation costs be-

fore the trip);

- tourists without packages (tourists who stay for more than one night either at friends’ or 

family’s place or book their own accommodation in accommodation establishments). 
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The surveys establish the length of stay in Estonia and average expenses depending on the 

country of origin. Countries of origin are divided into seven groups according to the con-

sumption patterns. Major tourism partners are shown separately as countries; other coun-

tries are grouped on the basis of similar consumption behaviour. Over the recent years, non-

residents have been grouped geographically as follows:

- Finland;

- Scandinavia;

- Latvia and Lithuania;

- other EU countries;

- CIS (mostly Russia);

- USA and Canada, and

- other countries.

The number of Estonians surveyed after their return from abroad is much smaller. In order to 

obtain more reliable data, travellers are grouped as follows:

- Finland;

- Sweden;

- other EU countries;

- Latvia and Lithuania;

- CIS (mostly Russia), and

- other countries.

Expenses made on a day trip do not depend much on the country of destination.

Closer ties with the rest of the world brought about improvements in methods. From 2000 

onwards, a need arose to break down travel services geographically across major trade 

partners; in the case of the European Union, that means a breakdown of all member states. 

In relation to people that work abroad, it is necessary to make a distinction in business trav-

ellers’ expenses between seasonal and cross-border workers’ living costs during the work-

ing period.

In order to improve the reliability of travel services data in the EU, the Eurostat working group 

Travel was set up, consisting of representatives of the EU countries. Its main task is to carry 

out bilateral comparisons (exports of travel services of one country should be approximate-

ly equal to the imports of travel services of another country from the former) and to adjust 

methods, should there be any differences.
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ExpENSES OF NON-RESiDENTS iN ESTONia 

The chosen methodology shows that the credit of travel services depends on the number of 

non-resident visitors to Estonia and their expenditure in Estonia. Considering the dynamics 

of the number of non-residents who visit Estonia (see Figure 2), it is striking how important 

seasonality is and also, the low number of tourists who have used services of Estonian travel 

agencies. The number of tourists on package tours and same day visitors has changed little 

over the past eleven years, whereas the number of overnight tourists without a package has 

risen substantially. Estonia has become more and more attractive over these years. Estonian 

real estate prices have encouraged foreigners to purchase apartments and summer houses 

whereas the use of these does not reflect in the sales of tour packages.

The number of non-resident visitors grew robustly after Estonia joined the European Union, 

as people from the old member states came to see the newcomer. The number of same day 

visitors has been slightly increasing from 2004 onward, and so has providing services to a 

whole host of visitors who arrive on cruise ships.

Finns form a majority among visitors to Estonia, although their share has fallen from 70% in 

1996 to 47% in 2007. Russians rank second and are very important in terms of balancing the 

impacts of seasonality. In other words, their share is relatively high in the winter months (the 

first and fourth quarters) when our accommodation establishments are under-occupied.
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Figure 2. Number of non-resident visitors in Estonia in 1996–2007
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From 2007, Estonia’s attractiveness as a good place for shopping has been declining owing 

to the price growth. Whether it has also caused a decrease in the number of visitors is not 

obvious yet. 

Average expenses per person increased along with the rise in Estonia’s consumer prices 

until 1999 (see Figure 3). During the period of a relatively stable price growth, the expenses 

across all three visitor groups also remained stable until 2004.

Expenses per person among same day visitors have been increasing since 2005 because 

the share of wealthier cruise tourists has risen. On the other hand, expenses made by over-

night visitors have fallen because prices in Estonia have risen to the level where shopping 

tourism is losing its importance. Moreover, tourists without packages do not need to stay in 

registered places of accommodation; they rather “stay in the private sector” (use their own 

real estate, visit friends or relatives, and so on).

ExpENSES maDE by ESTONiaNS abROaD

Gathering data on Estonian travellers abroad is even more complicated than that on for-

eigners in Estonia. Up to 2004, statistical data on border crossing for Estonian citizens and 

persons without citizenship were available in the report of the Border Guard Administration, 

which, by conducting an additional survey could be translated into residence-based format, 

reflecting numbers of persons without citizenship and Estonian people with Russian citizen-

ship. As the registration of EU citizens on the border was abolished after Estonia joined the 

EU, the trips of Estonian residents to foreign countries could only be estimated by using sta-

tistical models, even though the accession may have considerably influenced people’s travel 
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behaviour. The situation was further aggravated by an increasing number of people seeking 

employment abroad, which increased the number of seasonal and cross-border workers 

crossing the border. The living costs of short-term employees are assessed by using a dif-

ferent model; thus, the number of border crossings by Estonians needs to be adjusted in this 

regard, in order to avoid the double registration of such people. 

The number of trips made by Estonians displays seasonality as well (see Figure 4), but dif-

ferences between the high and low seasons are still lower than in the case of foreigners’ 

trips to Estonia. The number of Estonian tourists travelling through travel agencies has ris-

en two or threefold. This is especially notable in winter and spring but only about 20% of 

the Estonians have used the services of travel agencies. The total number of trips made by 

Estonians remained relatively stable until 2001. As of 2002, the number of trips has been 

constantly growing. Furthermore, we can also observe a rise in the number of tourists who 

buy package holidays. This is because trips have become longer and that, in turn, requires 

some assistance from travel agencies.

While in the late 1990s trips were predominantly made to Finland, Russia and Sweden, then 

more recently visits to Finland are still popular in winter. At other times, the EU and other 

countries, and Finland and Russia are equally attractive. Average expenditure per person re-

mained fairly stable in 2000–2005. As of 2006, expenses have increased for trips to far-away 

EU countries and non-EU countries (see Figure 5).

Figure 4. Estonian residents’ trips abroad by length and type
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WHaT TO ExpECT iN THE NEaR FuTuRE?

Estonians’ expenditure has increased rapidly along with strong economic growth, which 

also reflects in higher travel expenses. The latest trend is the rise in winter holiday trips. As 

a result, the travel services account of the balance of payments is nearly balanced at the 

beginning and end of the year. This is because Estonians are more and more seeking for hot 

weather in the winter time as well as skiing pleasure in Northern and Central Europe. At the 

same time, trips of foreign visitors to Estonia are decreasing in number owing to the rising 

prices and the waning novelty of sights in Estonia.

As our tourism season is short, we should be looking for new reasons to attract tourists to 

Estonia also in off-season. Possible solutions include conference tourism, high-quality (and 

reasonably priced) services in our health care centres, farming and nature related niche tour-

ism, etc. Hopefully, also our eastern neighbours will resume interest in celebrating the New 

Year’s Eve in Estonian hotels, which are usually under-occupied at that time of the year. If 

Estonians’ interest in far-away countries is growing, which is only natural, it is quite clear that 

we should make serious efforts to maintain the flow of tourists to Estonia.
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At the request of Eesti Pank, TNS Emor conducted a survey of 500 Estonian residents aged 

15 to 74 years on holiday travel and holiday travel services. The survey was based on the cat-

egories used to calculate travel services statistics for Estonia’s balance of payments.

Below is a summary of more significant results.

As expected, Estonians’ most favourable holiday destinations are the neighbouring countries. 

22% of all respondents visited Finland in 2007, followed by Latvia, Lithuania and Sweden.

Only 44% of respondents sought the assistance of travel agencies or bought a package tour, 

whereas as much as 61% preferred independent travel. This is only logical, considering that 

many people visited neighbouring countries. Older age groups and those with higher educa-

tion tended to prefer package tours.

As for the length of the trips, most ranged from 6 to 10 days, but there were also longer holi-

days of 11 to 20 days. Entrepreneurs or self-employed people (46%) were able to take the 

latter more frequently than other categories of employees. 

HOliDay TRavEl pREFERENCES OF ESTONiaN 
RESiDENTS

Survey by TNS Emor

Figure 1. What were your holiday destinations in 2007?
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The survey also aimed to establish how people paid for their holidays. It appeared that the 

number of people who saved up or who paid from current income was almost equal. Paying 

for holidays through credit was rarely used. 

It is interesting, though, that credit was more frequently used by groups with lower levels 

of income compared to higher income groups. Even though the press may have created an 

impression that employers often cover costs of holiday trips, the proportion of the trips actu-

ally paid for by employers was fairly low. Also, people with lower educational levels travelled 

relatively more frequently at the expense of their employers.

Figure 2. How many days did your holiday trip last?
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Figure 3. How did you pay for the trip? Did you…
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WHO iS aFFECTiNG ESTONia’S buSiNESS ClimaTE?

Piret Anton

This article aims to introduce a new field in statistics related to direct investment, which has 

gained more and more popularity in the world in recent years. In order to understand the 

scope of globalisation and the impact of one economy on another and to support foreign 

trade relations, economists have started to pay more attention to the economic activities of 

foreign-owned companies. 

International groups play an important role in economic globalisation. To understand the 

scope of globalisation, it is necessary to analyse direct investment statistics as well as the 

impact of foreign groups on single countries. The latter depends on the activities of inter-

national groups in a particular country that affect the turnover, the number of the employed 

and labour costs. It also influences the value added, which may (but need not) be financed 

by direct investors, the value of the output, expenditure on innovations etc. 

The impact of a particular country can be measured by placing all the above indicators un-

der the residency of the so-called controlling entity; that is the country holding the ultimate 

control over the group in question. The type of statistics that measures the impact of interna-

tional groups on a single country is called Foreign AffiliaTes Statistics (FATS). FATS is di-

vided into two groups. The first is inward FATS, comprising companies registered in Estonia 

but controlled from abroad. The second is outward FATS, consisting of foreign subsidiaries 

controlled from Estonia. Inward FATS has been compiled in Estonia since 2003 within the 

framework of a project coordinated by the European Commission (Eurostat) and Statistics 

Estonia. Information about outward FATS is not gathered yet.

On June 20, 2007, the European Parliament and Council Regulation (EC) No 716/2007 en-

tered into force. According to this Regulation, Estonia is obliged to submit outward FATS to 

Eurostat as of 2009, indicating the data of 2007. The compulsory indicators to be submit-

ted include the turnover of companies controlled from Estonia, the number of the employed 

and the number of entities controlled. According to agreement, data is collected also about 

non-EU companies. Information about companies registered in the European Union is drawn 

from the “mirror image” of the inward FATS submitted by EU Member States and summed 

up by Eurostat. This image enables to distinguish the aggregate indicators of the compa-

nies controlled from Estonia. The integral picture is obtained by summing the two different 

sources.

Foreign direct investment reflects cash flows and their balance between companies belong-

ing to one group and located in different countries. The origin of capital is defined by the 

direct investor or the foreign company belonging to the same group1. Foreign direct invest-

ment is characterised by 10–100 per cent direct or indirect holding in the equity capital. The 

1 Parent company together with its subsidiaries and associated companies.
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direct investor need not have full control over the investment object – some other investors 

might have that control, even if the company in question is a subsidiary of a foreign enter-

prise. The geographical distribution of investment is determined by either the direct investor 

holding direct control or the creditor or debtor belonging to the same group. If there are no 

direct cash flows regarding the company holding full control, the impact of the respective 

country is not recorded in direct investment statistics. As foreign direct investment statistics 

reflect the movement of capital between the companies of a group and the related incomes, 

then co-financiers are reflected under other investment in the balance of payments statistics. 

Therefore, it is not possible to establish a direct connection to the creation of value added 

solely through the analysis of direct investment.

The status of a company having full control over the investment object is determined either 

by its holding in equity capital (50% or more of the voting shares or equity) or other influence 

on the company’s financial and business operations. Control means, above all, dominant in-

fluence on a company’s activities, whereas no other institution exercises dominant influence 

over the financial and business operations of the controlling entity. It is not easy to determine 

the controlling entity, as there are different kinds of dominant influence, such as indirect 

control2, multiple minority ownership3 and joint ventures with two foreign owners4. There is 

no geographical distribution in the case of the latter form; such companies are recorded in 

a separate category. Regarding multiple minority stake, the indicators are shown for the in-

vestor with the largest holding.

 

The present article analyses the activities of companies registered in Estonia and having at 

least 20 employees, as these companies are the largest also in terms of turnover. Based on 

the 2003 data of a survey conducted by Statistics Estonia,5 these companies contribute 72% 

to the total value added. The survey did not include companies engaged in agriculture, for-

estry, fishing and financial intermediation.

At the end of 2004, there were 3,537 companies with at least 20 employees registered in 

Estonia and primarily owned by domestic entities (81%). Five per cent of the owners had in-

cluded also foreign investors, without losing their power of decision. 19% of the companies 

were foreign-owned and 26% of them were exercising indirect control (see Table 1).

2 Indirect control – the parent company has no direct holding. It exercises dominant influence, for instance, through 
a subsidiary with a more than 50% holding in the equity capital of the investment object.
3 Multiple minority ownership – a company has, for instance, three investors from different countries, whereas 
none of them has a larger holding than 50%. In that case, the country of the controlling entity is determined by 
the largest holding.
4 Joint ventures with two foreign owners – a company has two investors with equal holdings. The indicators of 
such companies are recorded separately under the code of an agreed country.
5 Source: Financial Statistics of Enterprises 2004, Statistics Estonia.
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By fields of activity, residents’ control is most dominant in the construction sector (95%) and 

the least present in the industrial sector (75%). EU Member States are controlling an aver-

age of 16% of the enterprises. Finland and Sweden prevail in terms of countries: they control 

half of the foreign-owned companies. The control of foreign countries is the largest in the in-

dustrial and trade sector and the smallest in the sectors of health care, education and other 

community, social and personal services (see Figure 1).

The analysis points directly to the higher efficiency of Estonian companies under foreign owner-

ship (19%). These companies create 40% of the value added, which in 2004 totalled as much 

as 285,000 kroons per employee. The respective figure for domestically owned companies is 

100,000 kroons less, that is 185,000 kroons. Foreign-owned companies also accounted for 

40% of the net sales. Investment in fixed assets enables to expand business operations, en-

hance efficiency and increase turnover. Compared to domestically owned companies, the fixed 

investment of foreign-owned companies is considerably higher. All in all, this enables to reduce 

the number of employees needed in the production process and pay nearly 25% higher wages. 

In 2004, the average labour cost per employee was 112,000 kroons in Estonian capital based 

companies and 139,000 kroons in enterprises based on foreign capital (see Figure 2). 

All companies* Companies with foreign ownership

Country Number Share (%)

Finland 220 171 6.2

Sweden 124 93 3.5

United States 48 30 1.4

Germany 45 42 1.3

United Kingdom 34 23 1.0

Netherlands 31 26 0.9

Denmark 29 27 0.8

Norway 27 12 0.8

British Virgin Islands 14 7 0.4

Austria 12 6 0.3

France 12 11 0.3

Switzerland 10 8 0.3

Rest of the world 78 49 2.2

Controlled by non-residents (total) 684 505 19.3

   incl. EU (except Estonia) 547 421 15.5

   incl. euro area 331 265 9.4

Controlled by residents (total) 2,853 140 80.7

Total 3,537 645 100

Table 1. Number of enterprises (20 or more employees) registered in Estonia by the country 
of origin of the controlling entity (as at 31/12/2004)

* Excluding agricultural, hunting, forestry and fishing companies and financial intermediaries.
Sources: Statistics Estonia and Eesti Pank
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The analysis of foreign capital6 shows that companies controlled by the rest of the world in-

clude much more foreign capital compared to companies owned by Estonian residents. Two 

thirds of foreign external funds and foreign equity capital obtained by the companies ana-

6 Foreign capital analysis involves contractual obligations, such as short- and long-term loans, capital lease and 
debt securities, and equity capital. The analysis does not include trade credit, other liabilities or financial deriva-
tives.

0% 20% 40% 60% 80% 100%

Manufacturing

Energy, gas and water supply

Construction

Wholesale and retail trade

Hotels and restaurants

Transport, storage and communications

Real estate, renting and business activities

Health care, education and other 
community, social and personal services

TOTAL

Estonia's dominant influence EU's dominant influence rest of the world's dominant influence

Figure 1. Dominant influence in companies registered in Estonia (20 and more employees) 
by residence and fields of activity (as at 31/12/2004)
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Fixed investment

Estonia's dominant influence rest of the world's dominant influence

Figure 2. Distribution of key economic indicators for 2004 by dominant influence in 
companies
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lysed are recorded in their balance sheets; the rest is considered liabilities to be repaid by 

companies controlled from Estonia. The analysis of direct investment data comprises only 

intra-group external liabilities and assets, excluding other credit sources, whereas the analy-

sis of the total external funds shows that 29% of obtained loan instruments and equity capi-

tal investment have been invested by foreign banks or other creditors not related to the group 

in question (see Figure 3). The percentage of equity security investment is relatively high 

(37%). The companies controlled by domestic investors have been divided into two: compa-

nies with either direct or indirect foreign shareholding and companies that are hundred per 

cent based on domestic capital. Compared to the former, the latter also accounts for a high-

er share in the balance of external funds, with debt securities comprising 43% of them. The 

volume of external liabilities of domestically and foreign-owned companies is rather small. 

Over half (54%) of the external funds raised have been invested in equity capital.

To conclude, it can be said that based on available data, the Estonian economy is still largely 

domestically owned. However, foreign-owned companies appear to be more effective. They 

invest more in innovation and have easier access to foreign capital. 60% of the fully foreign-

owned companies are under the dominant influence of Finland, Sweden, Denmark, Norway 

and Iceland. As the Estonian financial sector is also predominantly controlled by the Swedish 

and Finnish banking sectors, we can conclude that the Nordic business culture and eco-

nomic developments affect Estonia’s economy a whole lot more than implied by the limited 

database used for the present analysis. 

Domestically owned companies 
controlled and registered in Estonia

Directly on indirectly foreign-owned 
companies controlled and 

registered in Estonia

Directly or indirectly foreign-owned 
companies controlled by the rest 

of the world and registered in Estonia

0 5,000 10,000 15,000 20,000 25,000 30,000 35,000 40,000

EEK m

investment by external stakeholders portfolio investment
intercompany lending direct equity investment

Figure 3. Types of foreign capital included by companies registered in Estonia (20 and 
more employees) by dominant influence (as at 31/12/2004)
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CENTRaliSED SECuRiTiES DaTabaSE OF THE 
EuROpEaN SySTEm OF CENTRal baNKS

Tiina Nõmme

iNTRODuCTiON

In today’s world where the financial situation can change very fast, the development of se-

curities market is extremely important from the aspect of monetary policy, financial stabil-

ity and market operations. As a result of the changes in the area of financial instruments in 

the last decades, securities have gained an increasingly important role in the economy and 

have thus merited closer attention. Investing spare money in securities has been a popular 

investment product in the world. For borrowers, securities have become, in addition to the 

financing by banks, an alternative for raising funds. As portfolio investment is of a very vola-

tile nature, the movements in securities markets can bring about serious consequences for 

economies. Therefore, the statistics of portfolio investment, too, has to reflect these move-

ments adequately in order to get an overview of the situation in the securities markets. 

pORTFOliO iNvESTmENT STaTiSTiCS

A global survey on the portfolio investment assets conducted by the IMF in recent years1 has 

disclosed that there are great asymmetries between countries. This means that the claims 

of one country on another do not correspond to the liabilities of the latter country to the 

former. This is due to the use of different methodologies, different accounting principles and 

the availability of data, since access to information about securities trading is very limited in 

some countries. 

In order to guarantee compliance to the internationally introduced requirements and ensure 

a common approach in reflecting the portfolio investment of euro area residents by eco-

nomic sectors, the European Central Bank has decided to establish a Centralised Securities 

Database (CSDB) for the European System of Central Banks (ESCB). This database would 

enable to reduce the asymmetries of portfolio investment between the euro area countries 

and compile a single euro area balance of payments, international investment position and 

financial accounts.

Eesti Pank has compiled the statistics on portfolio investment liabilities of the balance of 

payments primarily on the basis of the electronic central register of securities managed by 

the Estonian Central Register of Securities. Thanks to this register, the data on portfolio in-

vestment liabilities in the Estonian balance of payments have been covered quite well. Only 

the data on customer accounts need to be improved to identify the residency of the ultimate 

owner of securities. 

1 Coordinated Portfolio Investment Survey.
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Since many countries are lacking such an electronic central register of securities, the devel-

opment of a single securities database is very important for the ESCB.

CSDb pROjECT

In 2001, the European Central Bank launched the CSDB project for the purpose of establish-

ing a securities database. It involves the national central banks of the Member States, and 

starting from 2004 also Eesti Pank. The aim of the project is to create a database for the 

securities traded by the resident economic entities of the members of the ESCB, including 

the data on issuers and owners. In the light of the increasing demands on statistics, the ex-

istence of a single database would enable to decrease the work load of the balance of pay-

ments statistics providers. It would also help to save on countries’ expenditure.

The CSDB project consists of three stages. In the first stage, the European Central Bank 

introduced the database as a functioning system and began to submit monthly statements 

from the database to the national central banks. By now, preparations for the second stage 

of the project have started. The implementation of this stage in 2008–2009 has to ensure 

a network connection between the database and national central banks for the purpose of 

automated data exchange. Although there were some quality checks in 2007, central banks 

can contribute to the improvement of quality to a greater extent only after the network con-

nection with the CSDB system has been established. The project ends with the third stage, 

the aim of which is to include the data on the owners of securities. This is possible only af-

ter 2009.

CSDb SySTEm

The data on securities are submitted to the CSDB by various sources: the internal sources 

of the European Central Bank, the national central banks of the Member States, the Bank for 

International Settlements (BIS), the Association of National Numbering Agencies (ANNA) and 

several commercial data providers who possess information on securities. Data has been 

loaded to the CSDB since 2005. Currently, the database includes information about 2.4 mil-

lion debt securities and 1.3 million equity securities.

The CSDB system compounds the data received on every security from various sources. In 

addition, logical checks are performed, improvements based on intra-system applications 

are made (e.g. the calculation of the interest on debt securities is based on debt securi-

ty’s attributes and conditions defined at the time of the issue) and compound records for 

every security are created. The classification of securities is based on the unique ISIN-code 

(International Securities Identification Number) given to each security or some other interna-

tional identification number. 
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ECB's internal 
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the issues of the 
residents of other 
countries
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Users from 
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Other users (incl. 
IMF, OECD)

Aggregate 
information on 
every security, 
incl. issuer's/
owner's data

Figure 1. CSDB system

The principles of the CSDB system are described in Figure 1. 

Currently, there is bilateral exchange of data between the European Central Bank and the 

national central banks. Hopefully, the technical developments of the project will enable to 

establish the network connection at the beginning of 2008. The network connection cre-

ates prerequisites for effective quality checks in central banks and for data exchange. Each 

Member State’s central bank is responsible for the quality of the data on the securities is-

sued by the residents of this state; the European Central Bank is responsible for the issues 

by the residents of other states. The price information on securities, which is difficult for the 

balance of payments compilers to obtain in the secondary market, is submitted to the CSDB 

from various commercial data providers. 

SECuRiTy by SECuRiTy REpORTiNG

According to the instructions of the European Central Bank, the presentation of portfolio in-

vestment in the euro area balance of payments and investment position must be based on 

the security by security reporting by the end of 2008. For the compilers of the balance of 

payments (for Eesti Pank in the case of Estonia) this means that after joining the euro area, 

portfolio investment data are no longer collected by countries but by securities. Information 

has to be collected also about the institutional sector of the non-resident parties of the as-

sets and liabilities. In that case, the balance of payments statistics provider submits data on 
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every specific security and transaction. The price and income information, which is often 

difficult for the statistics providers to obtain, can be accessed by the balance of payments 

compiler from the CSDB. When the European Central Bank has ensured smooth operation 

of the database and the members of the ESCB have guaranteed the quality of the data, it is 

possible to proceed with the security by security reporting for the presentation of portfolio 

investment. 

The goal of the CSDB is to improve the statistics on portfolio investment and on the in-

come calculated on the basis of these investments, and to harmonise the compilation of the 

euro area balance of payments and international investment position as well as financial ac-

counts. In addition, the CSDB can be a source for the statistics of the investment funds and 

the general government.

It needs to be underlined again that the use of the CSDB is possible only after very high 

quality of data has been achieved. This is the common challenge and goal of the European 

Central Bank and the national central banks in the following years.

CONCluSiON

The European Central Bank has been developing the Centralised Securities Database for 

several years now. This proves the ambitiousness and complexity of the project. Once the 

CSDB system is launched in full in the upcoming years and there is a high-quality database 

that meets the requirements, the European Central Bank and national central banks will 

have an important and trustworthy source, which enables to further improve the quality of 

the statistics on portfolio investment in the balance of payments and international invest-

ment position.
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RElaTiONS bETWEEN THE balaNCE OF paymENTS, 
iNvESTmENT pOSiTiON aND ExTERNal DEbT

Andres Lauba

Estonia’s economic growth is often associated with the inflow of loan money from foreign 

countries; that is, with the activities of local banks’ parent banks. Figuratively speaking, the 

funds received from abroad in the form of debt liabilities become the debt claims of local 

banks on Estonian households. In other words, the use of loan money for house purchase 

manifests in the gross domestic product (GDP) in investments and in the form of imputed 

rental value in private consumption expenditure. 

Figure 1 shows that compared to year 2000, the ratio of gross external debt to GDP has in-

creased from 53% to 96%. The gross external debt of credit institutions alone had grown 

by 83 billion kroons by 2006 compared to 2000, whereas the GDP in current prices grew by 

112 billion kroons. 

The inflow of cheap loan money has enabled banks to easily grant credit to customers and 

the demand for housing has activated the local real estate and construction market. In the 

light of all this, a question arises as to which source can give a quick overview of the move-

ment of foreign capital to Estonia and what kind of relations are provided for that purpose by 

the financial account of the balance of payments, investment position and external debt.

While the balance of payments reflects economic transactions with the rest of the world in 

a certain period, the investment position indicates financial assets and liabilities at a certain 

date. In the balance of payments, the sources of external financing are shown structurally not 

only in the capital and reserve assets accounts but also in the financial account. The latter 

is divided into four categories: direct investment, portfolio investment, financial derivatives 

and other investment. These four categories together with reserve assets form the invest-
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ment position at a certain date. In addition, the debt instruments reflected in the investment 

position are the basis for compiling external debt statistics. Figure 2 presents the relations 

between the investment position and external debt. 

The figure reveals that not all foreign investment sources are a part of the external debt – 

provided that they are not subject to repayment. These instruments include:

• shares;

• financial derivatives;

• central bank’s gold reserves, reserve position and SDR account in the IMF.

External debt liabilities are totalled to gross external debt. After subtracting assets from debt 

liabilities, we see how much of the external debt capital is held by Estonian residents. This in-

cludes the debt liabilities of the general government, the central bank, credit institutions and 

other sectors, and in the case of direct investment also intra-group lending. Taking a closer 

look at the items of the investment position, we see, inter alia, that other investment includes 

short-term and long-term lending between residents and non-residents. However, loans are 

not reflected in this item only; for example, the assets and liabilities related to lending be-

tween direct investors and companies are reflected in the direct investment account. 

The share of debt assets in total external assets decreased from 96% in 2000 to 78% in 

2006 due to the increased direct investment made by other sectors abroad and portfolio 

investment in equity securities. The share of debt liabilities in total external liabilities began 

Debt instruments INVESTMENT POSITION Non-debt instruments

Other direct investment capital:

Direct investment- liabilities to foreign subsidiaries and 
  affiliated companies
- liabilities to direct investors

Debt securities:
Portfolio investment- bonds and notes

- money market instruments

Financial derivatives

- trade credit

Other investment
- loans
- currency and deposits
- other liabilities

Other reserve assets:
RESERVE ASSETS- foreign currency

- other assets

Liabilities = GROSS EXTERNAL DEBT

Liabilities less assets = NET EXTERNAL DEBT

Equity capital and reinvested 
earnings

Equity securities:
- securities investment in 
  equity capital

Financial derivatives

- central bank's gold reserves
- SDR account in IMF
- IMF reserve position

Figure 2. Relationships between the investment position and external debt
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to change in 2004. By the end of 2006, it had increased from 50% to 59%, mainly due to 

the growth in the loan liabilities of credit institutions. Because of the bigger share in loan li-

abilities, the net external debt of credit institutions together with intra-group debts was in 

2006 altogether 75 billion kroons, whereas the net external debt of all sectors amounted to 

55 billion kroons.

A large share of credit institutions’ debt liabilities is comprised of long-term loans as well as 

currency and short-term deposits (see Figure 3). Compared to 2000, these amounts had in-

creased by 2006 by 27 and 41 billion kroons respectively. In 2000, liabilities to parent banks 

in the form of other investment together with intra-group debts formed 5%, whereas at the 

end of 2006 they accounted for as much as 34% of the gross external debt. In the case of 

subsidiaries, the inflow of money has not occurred in the form of loans but deposits. This 

raises the question of how clearly loans and deposits can really be distinguished.

But what happened at the same time to debt claims? Compared to 2000, credit institutions 

had increased their debt claims to non-residents by 22 billion kroons by 2006. As Figure 4 

demonstrates, claims in the form of deposits decreased by 10 billion kroons, compared to 

2005. The underlying cause was the reorganisation of intra-group financing schemes that 

reduced the financing of subsidiaries through the Estonian banking sector. Including the 

rest of the loans, those granted by a bank to other intra-group financial institutions, the re-

sources that were granted to non-resident subsidiaries and later redirected reached 20 bil-

lion kroons. Although this weakened the balance sheet link between those subsidiaries and 

the local banking sector, the continuous growth in debt liabilities indicates a stronger relation 

between the local banks and parent banks.
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Altogether, the net external debt (i.e. debt liabilities less debt claims) of credit institutions 

increased by 24 billion kroons in 2006 (see Figure 5). This means that the transfer of funds 

from Estonian company’s balance sheet to the balance sheet of a company located in an-

other country did not decrease Estonia’s external debt at all. 
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CONCluSiON

During the credit boom it was often argued whether the excessive dependence of economic 

growth on credit growth should be diminished by limiting foreign capital inflow through rais-

ing the reserve requirement ratio of commercial banks. Eesti Pank has raised the reserve 

requirement ratio from 10% in 1996 to 13% in 2003 and to 15% in 2007. Yet, this has not 

decreased the amount of money lent by commercial banks, since the foreign ownership of 

the majority of credit institutions provides easy access to parent banks’ funds. Neither has 

foreign asset based lending been limited by the fact that in Estonia the reserve requirement 

base consists of, in addition to deposits and issued bonds, debt liabilities to foreign credit 

institutions (net debt since 1997; gross debt since 2003). After joining the euro area, the li-

abilities between the euro area credit institutions are no longer included in the reserve re-

quirement base. Thus, the purpose of the higher reserve requirement ratio is rather to hedge 

liquidity risks, not to limit the credit supply.
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aSSESSiNG THE QualiTy OF THE balaNCE 
OF paymENTS

Jaanus Kroon

Using statistical data often raises the question of the quality of the analysed data and whether 

they are credible enough to draw economic or daily policy conclusions from them. Accounting 

precision is generally not the primary goal of statistics compilation. The quality of statistics as 

public goods is determined by inevitable compromises between the quality of initial data and 

the capacities of their providers, the general statistics load, the collection of data, the statistics 

compilation methods, the accuracy of the data and their publication dates. 

Assessing the quality of the balance of payments and other macroeconomic statistics became 

internationally topical only in 2000. It then became necessary to assess the credibility of the 

data of countries that had joined the International Monetary Fund’s (IMF) Special Data Dis-

semination Standard (SDDS) also from the perspective of data users1. The institutions of the 

European Union, especially Eurostat and the European Central Bank, are also paying increas-

ing attention to the quality of statistics. These institutions harmonise and publish, at the EU 

or monetary union level, the indicators that have been calculated with very diverse methods 

by different countries. At the beginning of 2007, the European Commission conducted a pilot 

project concerning the quality assessment of the balance of payments statistics that encom-

passed the EU Member States2. From 2008, this project will be implemented every year. The 

Commission will compile a consolidated report based on the quality reports of the Member 

States and submit it to the European Parliament.

QualiTy DimENSiONS OF STaTiSTiCS

The IMF has elaborated a framework for the assessment of the quality of statistical data. This 

framework requires a strong legal basis, plenty resources and the recognition of the value of 

quality in an organisation to ensure sufficient quality for statistics.3 The framework itself com-

prises the following principles.

The principle of methodological soundness – statistics must fully comply with the methodo-

logical framework (IMF Balance of Payments Manual 5th Edition) and will be compiled pursu-

ant to internationally accepted standards, guidelines and best practices. 

The principle of accuracy and reliability – statistical statements must portray the economic 

reality accurately enough. This requires the right choice of methods and consistency among 

1 In 1995, IMF started to implement the Special Data Dissemination Standard (SDDS) in order to improve the 
availability of operative and comparable data concerning the countries active in international money and financial 
markets. This was primarily motivated by the crisis of Mexico in 1994–1995, which referred to an ineffective moni-
toring of macroeconomic data and the low quality of necessary statistics. Estonia joined the SDDS in 1998.
2 The project is based on Regulation (EC) No 184/2005 of the European Parliament and of the Council as of Janu-
ary 12, 2005 on the balance of payments statistics.
3 http://www.imf.org/external/np/rosc/index.htm
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source data, consolidated data and statements. In the process of assessment monitor the 

data sources, the statistical system and their relevance and correspondence to needs are 

monitored. In addition, the scope and frequency of data adjustments is analysed.

Integrity – the objectivity and security of the balance of payments statistics is ensured by the 

statistical and institutional environment where it is compiled. This requires professional statisti-

cians, adherence to ethical standards and transparency of operations, but it also means that 

other institutions may not access the data before publication by compilers.

Serviceability of data – the published balance of payments statistics include all fields or 

details (items) relevant for the economy under analysis. Statistical data are published with suf-

ficient periodicity and timeliness and are adjusted pursuant to valid revision policies. From the 

perspective of serviceability, it is also essential that the balance of payments statistics remains 

consistent with the datasets of other related areas. In view of that, the serviceability criteria are 

divided into three: relevance, timeliness and consistency.

Accessibility – the published data and their metadata must be easily accessible at all times. 

The metadata must be up-to-date and the compiler’s contact information available so that us-

ers could receive additional information, if necessary.

The above-described qualitative quality framework is complete but unfortunately assessments 

given to statistics based on that framework depend on several subjective factors. Thus, cross-

country results cannot always be measured similarly. The temporal comparison of assess-

ments is also complicated. 

The following section introduces a few simpler quantitative indicators used by Eurostat, which 

help to regularly analyse the quality of countries’ balance of payments. These indicators pro-

vide additional information for analysing external sector data and for forecasting. 

TECHNiQuES FOR THE QuaNTiTaTivE aSSESSmENT OF QualiTy

Accuracy and reliability

Accuracy primarily means how well the statistics portray the reality. By international stand-

ards, the sufficient accuracy level of statistical data is 85–90%, which in the context of the 

balance of payments statistics requires the inclusion of at least 85–90% of the balance of pay-

ments transactions in a given period. As a rule, there is no overview of all economic entities 

performing external transactions, which is why it is difficult to determine the level of accuracy 

of balance of payments statistics. However, this logic is valid for the assessment of the level 

of reliability of the data.



Kroon & 
Economy
1/2008

��

Statistical reliability is often assessed based on the results of data adjustments. The initially 

published results are adjusted so as to reflect reality as precisely as possible. In other words, 

knowing the potential (average) amount of adjustments in the long term and manipulating with 

initial data, it is possible to draw conclusions about the probable adjustments to the indicator 

during following periods. Being aware of the items that have been adjusted more extensively 

(and the range of these adjustments) allows to assess the reliability of the initial or already 

adjusted indicator and its future changes.

The easiest way to assess the adjustments is using the mean absolute percentage error 

(MAPE), which is often used to assess the quality of econometric forecast models.

When MAPE has been adjusted to the analysis of the initial and final adjustment results, it may 

be presented as a formula:

  , where   

N – number of periods in the time series;

Xt(lj) – most recent value;

Xt(li) – initial value.

This formula may be used for all the (debit and credit) items with absolute values in the current 

account and investment position (external debt statement). The formula shows how much the 

initial indicator has changed on average.

baCKGROuND iNFORmaTiON balaNCE OF paymENTS REviSiON pOliCy

Upon collection of additional information and changes in methodology, the data of previous 

periods is adjusted as follows:

Regular adjustment – the data released according to the publication calendar is prelimi-

nary and revised upon the release of preliminary statistics of the next periods.

- The revised monthly data is published along with the publication of quarterly statistical data.

- As a rule, adjusted annual data (incl. quarters) is published upon the release of the sta-

tistics of the first quarter of the following year and is considered final.

Extraordinary adjustment – in exceptional cases, when significant errors have occurred 

or changes in the methodology render results incomparably, data can be adjusted retrospec-

tively for more than a year, of which the public will be notified by a respective reference.
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When it comes to assessing reliability, it is important to follow the data revision policy (see 

background information) and the recommended level of reliability. As mentioned above, ac-

cording to various sources and experts this level in economic statistics is usually 85–90%. 

Thus, greater attention must be paid to cases where adjustments exceed 10–15%.

Figure 1 demonstrates that since 1995 items of income and current transfers have experienced 

relatively more adjustments, but the critical level has seldom been substantially exceeded. In 

such cases, but also in the services debit account for 1999–2002, data have been revised 

primarily because preliminary indicators have been revised later on. The data quality of the 

services account largely depends on the availability of travellers’ border-crossing survey data 

necessary for the compilation of the travel services account. The income account is influenced 

by the retrospective revision of reinvested earnings, which in turn are influenced by the audit-

ing of companies’ annual reports and their later revisions. The accuracy of transfers depends 

on how well the initial assessments of foreign aid received and distributed comply with the 

later actual data. However, considering the adjustment of the consolidated current account 

turnover that encompassed all the mentioned items, there is no reason to worry. In 1995–1998 

the level of adjustment of the current account turnover reached an average of 8%, whereas in 

1999–2002 and 2003–2006 the extent of adjustments remained below 3%.

MAPE is not suitable for the assessment of net items, comprising the majority of financial ac-

count items (also the current account’s “total” items), because the values may have opposite 

signs. If one prefers to use a percentage indicator similar to MAPE that would nevertheless 

take the drawbacks of a mean absolute percentage error into account, dispersion and stand-

ard deviation should be applied.
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Figure 1. Scope of adjustments in current account items in 1995–2006 (% of initial value)
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One way is to compare the average deviation of adjustments with an average standard devia-

tion. The acquired root mean square relative error (RMSRE) is calculated according to this 

formula:

  , where    

Θ – reference value of X.

When using a similar indicator in assessing the accuracy of forecasts, the long-term average 

of the indicator under estimation is usually chosen as the reference value Θ. In the context of 

assessing adjustments to the balance of payments statistics, the deviation between the refer-

ence value Θ and the later value of the item Xt(lj) should be similar to the comparison basis 

stated in the denominator of the MAPE indicator. Analyses have proven that for financial ac-

count items the distance of an indicator’s later value from the item’s mean value in the moni-

tored period is most suitable for this (Θ is the arithmetic mean).

The RMSRE calculated as described above shows the average difference between preliminary 

published financial account data and revised indicators in ratio to the mean value of a given 

time series. Although in the case of net items it is not possible to take into account the critical 

limit of reliability, the indicator nevertheless reflects changes in the quality of preliminary data. 

In the case of a small country, such as Estonia, there is always the risk that the omission of a 

single large-scale transaction from statistics may change the later picture significantly.

The credibility of the financial account of the Estonian balance of payments has gradually 

improved (see Figure 2). Adjustments in 1995–1998, 1999–2002 and 2003–2006 reached 

33%, 23% and 20%, respectively. Adjustments were mostly made to direct and other invest-

ment items. The most accurate item has been the central bank’s gold and foreign exchange 

reserves. Later adjustments to direct investment items are mostly affected by the above-

mentioned indeterminacy of reinvested earnings and the later revision of transactions data 

(financial schemes). The most volatile components of other investment are trade credit assets 

and liabilities.
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Besides the scope of adjustments, the reliability of data can also be assessed by the reliabil-

ity of trends of the preliminary indicator (Q). This can be measured by instances per period 

when changes in an adjusted indicator and a preliminary indicator move in the same direction 

as the indicator of the previous period:

	 	 	 	 	*	100	, where

n11 – number of periods when the trend of the initial and the adjusted value in relation to the 

previous period’s value is positive;

n12 – number of periods when the trend of the initial and the adjusted value in relation to the 

previous period’s value is negative;

N – timeframe, i.e. the number of periods monitored.

The closer the indicator is to 100%, the more trend-reliable the respective balance of pay-

ments indicator is. The quality of data may be questioned when after adjustments the trend is 

reversed in more than a half of the cases, which clearly refers to the possibility of drawing er-

roneous conclusions based on the data. Nevertheless, data serve an informative purpose only 

for current account items, as there is generally no trend in the financial account net changes.

Table 1 shows that the reliability of trends of the current account items in the Estonian balance 

of payments has been good enough. As for the quarterly data of 2003–2006, the same trend 

has continued at least in case of 80% after the adjustments. Years ago (in 1995–1998) the 

quality of data was slightly weaker according to this criterion. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%
Fi

na
nc

ia
l

 a
cc

ou
nt

D
ire

ct
 in

ve
st

m
en

t

P
or

tf
ol

io
 in

ve
st

m
en

t

O
th

er
 in

ve
st

m
en

t

R
es

er
ve

 a
ss

et
s

1995–1998 1999–2002 2003–2006

Figure 2. Scope of adjustments in financial account items in 1995–2006 (% of the average 
value of time series) 



Kroon & 
Economy
1/2008

�9

1995–1998 1999–2002 2003–2006

Current account 100.0 100.0 93.3

Goods 93.3 80.0 93.3

   Exports 46.7 100.0 93.3

   Imports 73.3 100.0 86.7

Services 93.3 100.0 100.0

   Credit 93.3 93.3 100.0

   Debit 93.3 80.0 100.0

Income 93.3 93.3 86.7

   Credit 86.7 100.0 86.7

   Debit 100.0 66.7 86.7

Current transfers 73.3 93.3 80.0

   Credit 93.3 60.0 80.0

   Debit 100.0 86.7 86.7

Table 1. Reliability of trends of current account items in 1995–2006 (%)

Serviceability of data

The criteria of serviceability may be quantitatively assessed based on the timeliness and con-

sistency of the data.

Timeliness is the adherence of the statistics compiler to publication calendars. This can be 

measured in the hours and days the data was delayed. Estonia has published its balance of 

payments data according to the publication calendar and without failures throughout the entire 

history of using the SDDS.

Consistency is best described by the item “errors and omissions”. This shows the net volume 

of transactions not recorded in the balance of payments during the period under analysis. 

Given the relations between the balance of payments and the investment position, this indica-

tor also characterises the investment position.

Based on errors and omissions, the balance of payments statistics is considered to be con-

sistent if the value of an item is not large in the long run and the respective time series do not 

reveal extensive fluctuations.4 According to international practices, the significance of errors is 

assessed by comparing the respective item with a half of the total current account turnover.

     , where

4 The ideal value of errors and omissions is zero.
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ε – proportion of error;

EO – errors and omissions;

DBCA – current account debit turnover;

CRCA – current account credit turnover.

Errors and omissions may be analysed using the abovementioned method across different 

period lengths. 

The faster the item’s total sum decreases by extending the period, the more consistent the 

balance of payments is, because the opposite values of items equal each other out. Frequently 

similar values, however, point to a systematic error in initial data or the compilation system. 

Table 2 gives an overview of the interpretation of the natural values of errors and omissions.

The values of errors and omissions in Estonia’s balance of payments have remained relatively 

stable at all times and have not exceeded the critical 10% limit. In light of the constantly grow-

ing current account turnover, the error’s quarterly indicator ε has not exceeded 5% in the past 

few years. Across years, this indicator has remained within 0.1–1.0%, which may be consid-

ered an excellent result also in international comparison (see Figure 3 and Table 3). Further-

more, the size of errors compared to the balance of the current account (capital and financial 
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Figure 3. Changes in the share of the item “errors and omissions” in 1995–2006

Table 2. Interpretation of the item “errors and omissions” in the balance of payments

Sign Debit items Credit items

“+” Overestimated Underestimated

“-” Underestimated Overestimated
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accounts) does not give reason to presume that in the event of a potential accumulation of 

errors among current account (capital and financial account) transactions the direction of the 

external balance (surplus or deficit) would change. At the backdrop of the increased current 

account deficit the volume of errors has remained below 25% of the deficit since 2002.

By observing changes in unrecorded transactions through time, no long-term accumulation of 

errors on the debit or credit side can be noted. On the other hand, two periods can be clearly 

distinguished: in 1997–1998 the errors systematically accumulated to the minus side, whereas 

in 2004–2006 they accumulated to the plus side. However, the latter trend changed by the 

end of 2006 (see Figure 4). As the four-quarter moving value of “errors and omissions” has 

Table 3. Share of the item “errors and omissions” in different countries in 2006 (%)
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Figure 4. Changes in the item “errors and omissions” in 1995–2006 (EEK m)

Country Share Country Share Country Share

Italy 0.1 Romania 0.8 Germany 2.0

Belgium 0.1 Slovenia 0.8 United Kingdom 2.2

Netherlands 0.2 Latvia 0.9 Denmark 2.4

Estonia 0.2 Cyprus 1.1 Sweden 3.5

Finland 0.3 Austria 1.2 Japan 3.8

Poland 0.4 Lithuania 1.3 Hungary 4.3

Luxembourg 0.4 Slovakia 1.5 United States 5.7

Czech Republic 0.5 Bulgaria 1.6 France 6.3

Ireland 0.7 Turkey 1.7 Croatia 11.8

Spain 0.8 Portugal 1.8 Iceland 20.7

Source: Eurostat
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generally remained in the same range with the quarterly indicator, no significant systematic 

deviations have been identified.

Based on the above, we can claim that the share of net items not reflected in the balance of 

payments statistics is statistically insignificant and according to this quality criterion the time 

series remain within the required level of reliability (85–90%).

CONCluSiON

Regular monitoring of the described quantitative quality indicator allows to observe changes 

in the more important quality criteria and detect less reliable components of statistical state-

ments. A short analysis based on the time series of Estonia’s balance of payments statistics 

showed that the quality of these data is sufficient and has improved with years. The article 

discussed quality indicators separately, but in practice it is should be borne in mind that these 

indicators are related to each other. Thus, it is necessary to strive for compliance between the 

desired values, as the improvement of one indicator often entails the deterioration of another 

indicator, and vice versa.
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The trends reflected in Estonia’s balance of payments statistics exert a significant impact on a small 

open economy like Estonia, which is exposed to changes in the external environment. Therefore, 

the techniques used for analysing the balance of payments, investment position and external debt 

have a prominent place in the instrumentarium of economists and economic policy makers.

Balance of payments statistics are widely used in different fields of policy formulation (see Table1). 

This should be taken into account also in the presentation and analysis of balance of payments 

statistics.

The purpose of this article is to introduce a few easier and less-known analysis techniques that 

might prove useful for economists: namely, methods for determining the balance between the bal-

ance of payments accounts and the ratio analysis.

EQuilibRium CONCEpTS OF THE balaNCE OF paymENTS

Balance of payments as a whole is always balanced in terms of statistics. True, errors and omissions 

are inevitable but this does not change the fact. In order to evaluate external balance and determine 

the surplus or deficit on the balance of payments, the accounts of the balance of payments are 

usually divided into two groups and then the resulting value of balance is compared. The following 

is an overview of the more interesting concepts. The majority of them are widely used in the world; 

some of them have been developed by the author of this article.

EaSiER TECHNiQuES OF balaNCE OF paymENTS 
aNalySiS

Jaanus Kroon

Purpose Relation with balance of payments Measures

Monetary 
policy

- Analysis of the external sector of monetary policy development
- Monitoring economic and price developments
- International transmission of economic shocks

Change of monetary policy 
to obtain price stability in the 
case of external shocks 

Financial 
sector 
policy

- Identification of risks to financial stability (incl. current account 
sustainability, excessive risks related to the financial sector)

Amendment of the fi-
nancial sector regulatory 
framework and/or improve-
ment of supervision to 
ensure financial stability

Fiscal policy - Impact of fiscal policy developments on external sector balance Budget adjustment

Structural 
policy

- Changes in the international competitiveness of 
economic sectors and relative advantages

Change of structural policy 
and trade negotiations

International 
financial 
structure

- Identification of the general vulnerability of and risks to the finan-
cial and non-financial sectors in the case of international financial 
crises by means of trade and financial flows
- Identification and spread of primary global disturbances in the 
external balance
- Determination of the factors causing instabilities in the interna-
tional monetary system and elaboration of necessary measures

Elaboration and improvement 
of supervision and transpar-
ency policies

Development and implemen-
tation of the stability pro-
grammes of the IMF

Table 1. Application of balance of payments statistics in policy-making



��

Standard presentation of the balance of payments or the net-worth balance

According to the standard presentation or the net-worth balance of the International Monetary 

Fund (IMF), every country that has joined the Special Data Dissemination Standard (SDDS) of the 

IMF has to publish its balance of payments on the basis of the following equation:

 where 

ΔCA – current account balance;

ΔKFA – capital and financial accounts balance;

X – exports of goods and services;

M – imports of goods and services;

ΔYf – income account balance;

ΔTR – transfers account balance;

ΔKA – capital account balance;

ΔFA – financial account balance;

ΔFDI – direct investment balance;

ΔPI – portfolio investment balance;

ΔD – derivatives balance;

ΔOI – other investment balance;

ΔIR – change in gold and foreign exchange reserves.

The standard presentation expresses a restriction in financing, which foresees that the current ac-

count deficit may not exceed the capital inflow on the capital and financial accounts and vice 

versa.1 The current account shows the extent to which a country’s economy uses the income cre-

ated there. In terms of savings, this means using foreign savings or investing domestic savings in 

a foreign country.

Analytical presentations of the balance of payments

Depending on the purpose of balance of payments analysis, one alternative to the standard pres-

entation is the analytical mode of presentation, which draws from a different structuring of the ac-

counts or their components.

The concept of overall equilibrium opposes all balance of payments transactions with changes 

in the central bank’s gold and foreign exchange reserves:

1 According to economists David Hume and Adam Smith, X – M = 0 = -ΔIR.
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ΔOB – overall equilibrium;

ΔFDI + ΔPI + ΔD + ΔOI – financial account (excl. reserves).

The overall equilibrium explains the causes of changes in central bank reserves; the interpretation 

of these causes depends on the exchange rate mechanism in use. If a floating exchange rate is 

used, then the reserves do not change without central bank’s intervention, i.e. ΔIR = 0 → ΔOB = 0.  

With the currency board arrangement, the balance of reserves results from the transactions of the 

overall equilibrium. Therefore, the concept of overall equilibrium is most suitable for describing Es-

tonia’s economy.2 The overall equilibrium reflects the base money (M0) of the balance of real cash 

flows from the aspect of supply and demand, indicating the theoretical direction of the exchange 

rate dynamics (ex post) if a floating interest rate arrangement were applied. 

The concept of basic equilibrium provides for the separation of volatile and/or potentially “return-

ing” short-term capital accounts from the rest of the accounts:

, where 

ΔOIL – other investment: long-term capital;

ΔOIL – other investment: short-term capital;

ΔBP – basic equilibrium.

The basic equilibrium shows the general vulnerability of the external balance and the financing of a 

negative current account through long-term capital flows, and serves as an indicator of sustainability. 

Developing the concept of basic equilibrium further, we can draw the debt instruments and reserves 

under the line in order to evaluate the sustainability of the external balance and thus monitor the 

extent of financing from net assets repayable.

ΔCA + ΔKA + ΔFDIND + ΔPIND + ΔD = 0 = - (ΔFDID + ΔPID + ΔOI + ΔIR), where 

ΔFDIND; ΔPIND – non-debt instruments;

ΔFDID; ΔPID – debt instruments.

The concept of monetary equilibrium sets a monetary system’s (central bank and credit institu-

tions) net foreign assets that are liquid in international money and financial markets in compliance 

with the other components of the balance of payments:

2 Eesti Pank publishes Estonia’s balance of payments by the concept of overall equilibrium since 1994.
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, where

ΔFDN, ΔPIN, ΔOIN – instruments of general government and other sectors;

ΔMB – monetary balance sheet;

ΔFDM, ΔPIM, ΔOIM – financial sector (instruments of credit institutions).

The monetary equilibrium describes indirectly the development of monetary supply and interest 

rates within the floating interest rate system. Although these items are not that wide-spread, in 

2000 the European Central Bank took the monetary equilibrium as the basis for elaborating the 

monetary presentation of the balance of payments of the European monetary system. This is used 

for the formulation of the euro area monetary policy, as the change in the net foreign assets of the 

monetary financial institutions (MFI)3 is one of the key components of the Eurosystem’s broad mon-

etary aggregate (M3):

where

ΔBOPnonMFI – balance of payments of non-MFIs;

ΔBOPMFIs – balance of payments on the basis of the current, capital and direct investment accounts 

of MFIs;

ΔNFA – change in the net foreign assets of MFIs.

The concept of liquidity was put to use in post-war Europe, when the foreign exchange reserves 

of the national central bank and the commercial banks performing settlements were drawn under 

the line. This enabled to show the use of economy’s liquidity in external markets, where local cur-

rency was not convertible. The presentation of the liquidity concept on the basis of the modern 

balance of payments structure would look like this:

 , where

ΔL – liquidity balance;

ΔOINC – other investment (excl. foreign currency and deposits of credit institutions);

ΔOIC – foreign currency and deposits of credit institutions.

3 ECB statistics uses the concept of credit institutions in the broader sense. Monetary financial institutions (MFI) 
comprise all institutions that are engaged in money creating and participate in the development of the money sup-
ply (M3). In general, this item includes credit institutions, money market funds and the financial institutions of the 
Eurosystem (national central banks).

,
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By slightly changing the liquidity concept, it is possible to include also the foreign exchange reserves 

of the non-financial sector and general government in the total foreign exchange reserve. 

A further improvement of the liquidity concept enables to use also the concept of cash flows, 

which gives an overview of the payment sources used in international economic transactions. In that 

case, the presentation of the balance of payments should separate the economic transaction (debit 

or credit) from the side of financing:

 , where

ΔCFB – cash flow balance;

ΔL – loans;

ΔOC – other capital;

ΔTC – trade credit (accounts receivable or payable);

ΔDep – currency and deposits;

ΔOI = ΔTC + ΔDep + ΔL + ΔOC.

The result shows the extent of financing of current transactions or investments with the currency on 

the accounts of companies, banks or households or with central bank’s foreign exchange reserves, 

or the amounts due (trade credit).

At present, the publication and statistical analysis of Estonia’s balance of payments proceeds from 

the standard presentation and the concept of overall equilibrium. However, the above list can be 

extended if necessary, depending on the purpose of analysis.

RaTiO aNalySiS

In addition to the analytical indicators found by applying equilibrium concepts, various ratios are 

often used in balance of payments analyses. These ratios are calculated by comparing the items 

of balance of payments, investment position and external debt reports between each other or with 

other overall economic indicators. The ratios may serve as early warning indicators of the deteriora-

tion or improvement of the external sector. 

External sector analyses usually draw from the ratios of different balance of payments components 

and gross domestic product (e.g. ΔCA/GDP, FDI/GDP), which indicate the value of a specific ag-

gregate ratio in comparison with the value created in the economy. Various other indicators are used 

as well, depending on the specifics of an economy and the principle of optimality so as to avoid 

burdening the analysis with unnecessary information. 
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Current account

The analysis of trade account components is focused on the structure of exports and imports 

by goods groups and trade partners. The goods side of the import and export structure allows to 

evaluate economy’s export potential by industries and monitor the structure of import demand. In 

the latter case, the distribution of goods by the purpose of final consumption is important.4 Provided 

that investment goods are used effectively, their larger share among imported goods refers to higher 

economic growth potential – and usually also greater production of exportable goods.

As regards the structure of exports and imports, attention should be paid also to the distribution 

of items by “normal” exports and imports5 and processing. According to the methodology, goods 

imported to Estonia and later re-exported by the outsourcing sector are shown in implicit prices on 

trade account of the balance of payments, although they involve no actual change of ownership or 

settling of accounts.

If the import-export structure of goods groups and trade partners is too one-sided or narrow, it 

exposes the trade balance to the volatility of domestic prices and prices of trade partners. This may 

entail rapid changes in the external trade structure, especially when the share of substitute goods 

is considerable.

The analysis of foreign trade balance is supported by several additional indicators. The most wide-

spread indicators used in external environment analyses are as follows.

1) Economy’s degree of openness, O, which reflects GDP’s dependence on the foreign trade 

turnover of goods and services:

High degree of openness depends on the external environment and exposure to the changes 

there. This indicator can be successfully used in international comparison too.

The degree of openness can also be found on the basis of exports only. This indicator points to 

the economy’s ability to create foreign exchange income, which in turn enables to service large 

(external) debt:

4 Foreign trade statistics distinguishes between capital goods, intermediate consumption goods, consumer goods 
and other goods.
5 “Normal” exports comprises goods produced in Estonia and belonging to Estonian legal persons, excluding 
processed goods. “Normal” imports comprises goods imported to Estonia’s internal market, excluding goods 
imported for processing.
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2) Export price index and import price index , which reflect changes in the prices of 

a country’s export or import goods (indicators of competitiveness).

3) Terms of trade index TOT, which is calculated as a ratio of export and import price indices 

of the same base year: 

This index shows the purchasing power of exports relative to imports. When import prices de-

cline and export prices rise, the value of the index increases (and vice versa), pointing to improv-

ing (deteriorating) terms of trade.

4) The index of the real effective exchange rate (REER) of the national currency describes 

exchange rate changes (E) against the currencies of the main trading partners and changes in 

domestic consumer prices ( ) against those of these trading partners (  ). The weights (W) 

of the index are calculated on the basis of the structure of the foreign trade turnover6:

 

When REER appreciates, then domestic goods lose in competitiveness in external markets and 

import goods become more affordable (and vice versa).

The analysis of the services account generally relies on the same principles as described above in 

the context of external trade, as external trade is indirectly related to services (transportation serv-

ices). The volume of services exports/imports has witnessed strong growth over the last decade 

owing to the general globalisation. Therefore, the structure of items in the standard presentation of 

the balance of payments was expanded substantially in 2003.

The analysis of both goods and services accounts is also illustrated by the ratio of exports to im-

ports (X/M).

The balance of the income account shows the net flow of factor income (labour and capital), which 

is largely determined by the international investment position. Incomes are calculated on an accrual 

basis; the claims or liabilities that arise from the current accounting of incomes are added to the 

balance of debt instruments on the financial account.

The deficit on income is not considered as critical from the aspect of current account sustainability 

as the balance of goods and services, because the capability of an economy to service future exter-

6 The calculation of the REER of the Estonian kroon, published by Eesti Pank, draws from the indicators of Esto-
nia’s nine main trading partners.
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nal debts primarily depends on the exports of goods and services at the current moment.

Besides the traditional ways of describing the income structure, various ratios are used by types of 

financial instruments and compared to GDP and investment position balances:

1) The ratio of reinvested (net) earnings to GDP (ΔYRT/GDP) shows how much the current 

account balance (ΔCA/GDP) would differ from the real indicator if reinvested earnings were ex-

cluded from the balance of payments.7 

2) The ratio of income on equity to GDP (ΔYOE/SKP) shows how much the current account 

balance (ΔCA/GDP) would differ if dividends on direct and portfolio investment were not paid 

(this is necessary in the case of large current account deficits to indicate the share of the “low-

risk” deficit in the current account balance).

3) Profitability of foreign investment (i). This indicator can be determined on the basis of any 

interest-bearing debt instrument, which is calculated based on the balance of that instrument in 

the investment position:

   , where    

  

 – credit (debit) value of the income on the debt instrument in the quarterly balance of pay-

ments;

t – reporting quarter;

Kt – balance of the debt instrument on the asset (liability) side of the investment position at the 

end of the reporting quarter t.

4) Burden of interest expenses related to servicing external debt (Kd):

   , where     

  

– interests paid on loans (debit);

X – exports. 

The only politically regulated income account items concern the general government. That is why 

these items usually deserve special attention in the case of great indebtedness.

7 Reinvested earnings were included in the balance of payments methodology with the introduction of the 5th ver-
sion of the methodology. This indicator is especially useful in analysing and comparing the time series calculated 
on the basis of the previous version of the methodology.
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Current and capital transfers accounts are not that important from analytical perspective be-

cause their percentages in the total turnover of the balance of payments are usually not that high 

and do not depend on external factors. 

Countries, where the balance of payments depends on international transitional support, foreign aid 

and state donations, also use the ratio of government transfers to GDP (ΔTRG/GDP) as an ad-

ditional indicator. This shows how much the real gap of domestic demand and incomes differs from 

the “official” current account balance. The proportion of foreign aid in Estonia’s balance of payments 

has been modest, and has now been replaced by transfers from EU structural funds. Therefore, this 

indicator is quite revealing.

Financial account, investment position and external debt

The statistical analysis of financial transactions and the investment position proceeds from their role 

in funding the current account of the balance of payments and is usually limited to pointing out the 

general developments in the structure of capital flows. The most important aspects of funding are 

related to the extent, share and nature of the inflow and outflow of short- and long-term capital from 

the perspective of debt creation. These are the factors to be related to the main overall indicators 

that can be calculated through the balance of payments flows or investment position stock vari-

ables:

1) Share of short-term capital in financing:

 FASR/ΔFA, where ΔFASR is the short-term financial flow on the financial account;  

 EASR/EA, where EASR is the balance of short-term external assets and EA is the total bal-

ance of external assets; 

 ELSR/EL, where ELSR is the balance of short-term external liabilities and EL is the total bal-

ance of external liabilities; 

 NIIPSR/NIIP, where NIIPSR is the short-term net investment position.   

2) Share of debt capital in financing:

 ΔFAD/ΔFA, where FAD is the short-term debt capital flow on the financial account; 

 EAD/EA, where EAD is the balance of short-term debt assets and EA is the total balance 

of external assets; 

 ELD/EL, where ELD is the balance of short-term liabilities and EL is the total balance of 

external liabilities; 

 NIIPD/NIIP, where NIIPD is the net investment position repayable. 

If necessary, debt indicators may be indicated also by economic sectors (e.g. the general govern-

ment separately in the case of large general government deficit) and as a ratio of GDP.
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Direct investment is one of the main forms of international capital movement owing to global eco-

nomic growth, technological developments, international competition and liberalisation. 

The specifics of direct investment lies in the fact that capital flows are accompanied by full or partial 

control over the subsidiary or affiliated company through which indirect influence is exerted on the 

total output and employment of the destination country. The determinants accompanying direct in-

vestment include, among other things, the transfer of technologies and know-how as well as growth 

in foreign trade and competition. 

Consequently, the analysis of direct investment should cover the countries of origin and destination 

of investment as well as the primary fields of activity receiving the investment. With the necessary 

data available, a more in-depth analysis can be carried out in order to monitor the impact of direct 

investment companies on import and export indicators. 

The analysis of direct investment relies on the following ratios:

1) Share of debt capital in direct investment (FDId/FDI), which shows the foreign investor’s 

preferences as to the form of capital and can be calculated on the basis of both flow and stock 

variables. The main components of direct investment (equity capital and reinvested earnings) are 

non-debt creating, since no contractual liabilities occur. Then again, direct investors might also 

prefer loan capital. Changes in the structure of the direct investment capital refer to changes in 

the investor’s risk sensitivity as well as to the company’s over- or undercapitalisation.

2) Direct investment per capita (FDI/population) is widely used in international comparisons. 

Therefore, the analysis of Estonia’s balance of payments should take that into account as well.

As mentioned above, the importance of reserves in balance of payments financing depends on the 

exchange rate regime used. Moreover, the internationally recognised economic indicators that are 

related to reserves need to be interpreted accordingly.

The adequacy of reserves demonstrates whether a central bank has sufficient external assets for 

the indirect financing of potential future balance of payments transactions: 

1) Coverage of imports by reserves (AIR(M)) measures the volume of reserves necessary for the 

full financing of goods and services imports from the foreign exchange reserves (the exchange 

rate is maintained):

   , where     

   

IR – balance of reserves as at end of period;

M – imports of goods and services in a quarter;
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Since processing is not financed, the respective item must first be excluded from imports.

2) Similar to the previous indicator, the coverage of short-term capital outflow by reserves 

(AIR(STC) measures the sufficiency of reserves necessary for meeting the foreign currency demand 

related to the possible outflow of short-term capital (in the case of the currency board arrange-

ment) or for the interventions carried out in order to maintain the exchange rate (in the case of 

the floating interest rate system):

   , where    

  

PI – balance of portfolio investment liabilities;

D – balance of derivatives liabilities;

OIS – other investment liabilities: balance of short-term capital.

One of the possible criteria suggested for forecasting reserves related currency crises is the ratio 

of reserves to the supply of monetary base (IR/M0). Since the automatic functioning of the currency 

board system guarantees full coverage of the monetary base, there is no need to monitor this indi-

cator in Estonia.

EvaluaTiNG THE SuSTaiNabiliTy OF THE CuRRENT aCCOuNT 

aND ExTERNal DEbT

The key issue for countries with large current account deficits is the long-term sustainability of the 

deficit and the timely introduction of offsetting economic policy measures. 

There is no general rule for determining the sustainability of the current account deficit. The inter-

temporal budget constraint, as known from economic theory, sets only theoretical constraints to the 

growth of current account deficit and debt. If a country’s net external debt at the time under review 

is equal to the sum of discounted current account balances of the future periods at that time, then 

the current account deficit is sustainable. Thus, the current account deficit may be rather large at 

some point if it will turn into a surplus in later periods. 

Statistically, it is not possible to determine the discounted value of future current accounts. There-

fore, it is necessary to identify more exact indicators that describe the nature of debt and capability 

of repayment. Several such indicators have been suggested in different studies on financial crises, 

though they have not always proved successful in the prevention of problems. 



��

Sustainability ratios

The following ratios proceed from the level of detail of Estonia’s balance of payments. They serve as 

a basis for the evaluation of the risks associated with the current account deficit.

The latest developments of current account sustainability are reflected in changes in the share of 

non-debt capital (CAS) in the financing of current transfers:

    , where    

  

ΔCA – current account balance;

ΔFDIND – direct investment: equity capital, (net) reinvested earnings;

ΔPIND – portfolio investment: (net) equity securities.

A similar ratio, NIIPS, which is calculated on the basis of stock variables shows the current situation 

in general:

    , where    

   

NIIP – net investment position (cumulative current account);

FDIND – direct investment: equity capital, (net) reinvested earnings in (net) investment position;

ΔPIND – portfolio investment: equity securities in (net) investment position.

In the long run, economic growth is considered to be the most efficient resource for the repayment 

of debt resulting from the current account deficit. Thus, the most general debt indicator would be 

the ratio of debt to GDP (the direct resource base) and the related changes (D/GDP).

As economic growth depends on investment, also the ratio of imports of investment goods to 

current account (MI/ΔCA) provides useful information.

If the debt-to-GDP ratio is low but the debt needs to be repaid during the following period, problems 

of liquidity might occur. This is illustrated by the increase in the ratio of short-term debt to total 

debt, which performs as a risk indicator (DS/D).

Yet another possibility to determine the sustainability of debt (i.e. also the current account) is to 

compare the balance of debt with the (currency) income on goods and services exports (D/X).
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CONCluSiON

The above list of analysis techniques is far from being complete. Nevertheless, the techniques 

described help to discover new aspects in the analysis and interpretation of balance of payments 

statistics. Most of these indicators provide more and more useful information over time and in com-

parison with the balance of payments statistics of other countries.
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Unit Period Indicator

Change 
compared 

to the 
previous 

period (%)

Change 
compared 

to the same 
period last 
year (%)

Source

Gross domestic product 

Current prices EEK m Q3 07 61,675.7 ESA

Constant prices EEK m Q3 07 42,632.2 -1.4 6.4 ESA

Production 

Volume index of industrial production 
(at constant prices (2000 = 100)

% Q4 07 -6.5 3.8 ESA

Investments in fixed assets  
(at current prices) 

EEK m Q3 07 10,592.1 5.1 15.3 ESA

Construction 

Construction activities of construc-
tion enterprises (at current prices) 

EEK m Q3 07 16,654 10.7 15.9 ESA

Usable floor area of com-
pleted dwellings

thousand 
m2

Q4 07 179 51.7 36.7 ESA

Usable floor area of non-
residential buildings 

thousand 
m2

Q4 07 302.8 73.1 21.4 ESA

Consumption 

Retail sales volume index  
(at constant prices, 2000 = 100)

% Q4 07 1 6 ESA

New registration of passenger cars pieces Q4 07 14,325 -21.4 -20.5 ARK

Prices 

Consumer price index % Q4 07 3 9 ESA

Producer price index % Q4 07 1.9 8.8 ESA

Export price index % Q4 07 0.5 7.8 ESA

Import price index % Q4 07 1.3 4.3 ESA

Construction price index % Q4 07 1.1 8.6 ESA

Real effective exchange rate 
(REER) of the Estonian kroon

% Q4 07 1.6 4.6 EP

Labour market and wages 

Employment rate (based on 
the Labour Force Survey)* 

% Q3 07 63.3 62.9 61.9 ESA

Unemployment rate (based on 
the Labour Force Survey)* 

% Q3 07 4.2 5.0 5.4 ESA

Registered unemployed (accord-
ing to the Labour Market Board)

persons 
per month

Q4 07 13,802 6.9 14.3 TTA

% of population between 16 
years old and pension age* 

% Q4 07 2.2 2 1.4 TTA

Average monthly gross wages 
and salaries (health insur-
ance benefits excluded)

EEK Q3 07 10,899 -5.6 20.2 ESA

* Indicators of the period, not changes

maiN QuaRTEly iNDiCaTORS OF THE ESTONiaN 
ECONOmy as at �1 january 200�
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Unit Period Indicator

Change 
compared 

to the 
previous 

period (%)

Change 
compared 

to the same 
period last 
year (%)

Source

General government budget (net borrowing not included here)

Revenue EEK m Q1 07 19,336.5 -8.7 24.6 RM

Expenditure EEK m Q1 07 18,610.8 -19 20.6 RM

Balance (+/-)* EEK m Q1 07 725.7 -1,804.7 87 RM

Period's revenue to the 
planned annual revenue* 

% Q1 07 27 29.5 21.6 RM

Transport 

Carriage of passengers thousand Q3 07 52,536.7 3.3 -0.1 ESA

Carriage of goods 
thousand

tons
Q3 07 23,727 -14.2 0.7 ESA

Tourism, accommodation 

Visitors from foreign countries re-
ceived by Estonian travel agencies 

thousand Q3 07 645.5 31.4 1.9 ESA

Visitors sent to foreign tours 
by Estonian travel agencies

thousand Q3 07 142.7 5.4 6.1 ESA

Accommodated visitors thousand Q3 07 828.8 32.2 2.2 ESA

    o/w foreign visitors thousand Q3 07 507.4 27.4 -5.2 ESA

Foreign trade (special trade system) 

Exports EEK m Q3 07 29,842.3 -9.2 0.8 ESA

Imports EEK m Q3 07 42,076.3 -7.8 0.6 ESA

Balance* EEK m Q3 07 -12,234.1 -12,205.4 -12,205.5 ESA

Foreign trade balance/exports* % Q3 07 -41 -38.9 -41.2 ESA

Balance of payments*

Current account balance EEK m Q3 07 -8,595.6 -7,922.4 -7,429 EP

Current account balance to GDP % Q3 07 -13.9 -13 -14 EP

Foreign direct investment inflow EEK m Q3 07 4,645.5 7,180.5 5,834.4 EP

Foreign direct investment outflow EEK m Q3 07 -4,363.8 -6,849.5 -5,323.5 EP

International investment position 

Net international investment position EEK m 30/09/07 -177,363.9 4.7 23 EP

Direct investment in Estonia EEK m 30/09/07 168,837.3 3.1 13.7 EP

Net external debt EEK m 30/09/07 253,655.5 7.8 38.6 EP

     o/w government EEK m 30/09/07 3,103.6 -1.1 -26.1 EP

EEK/USD average quar-
terly exchange rate 

EEK Q4 07 10.8 -5.1 -11 EP

ESA – Statistical Office of Estonia
ARK – Motor Vehicle Registration Centre
EP – Eesti Pank /Bank of Estonia
TTA – Labour Market Board
RM – Ministry of Finance
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