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Dear EBS professors and students,

Most of you are frequent users of the Estonian National Library. We share information in two ways - in a rapidly changing information-oriented 
society we are al) teachers and students at the same time. The world s most influential information flows have plugged into the most powerful 
means of communication.

We are on our way to a society, in which the main product is information and the main resources are knowledge. We came from a production- 
oriented society, where the key resources are capital and the main products ready-made goods. Time will show, whether the information 
society, based on innovation and knowledge, not on production, will succeed.

The Estonian Business School is one of the leaders on Estonian s path to Europe. It builds confidence towards tomorrow and provides the 
basis for being a market-winner in the information society.

tvi Eenmaa
The Director of the Estonian National Library 
Member of the Advisory Board of E B S
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^ ---------------------------------------------------

To the reader

Ester Eomois
Managing Editor 
On behalf of Editorial Board of ESS

You hold in your hands the fifth issue 
of ERS On behalf of the edito
rial board of EBS magazine, I dare to 
suggest, that one of EBS traditions has 
been founded.
The first issue of ERS* was pub
lished in the spring of 1995. By that 
time, an organiser of specialised 
courses had become first higher edu
cational institution for management 
studies -  Estonian Business School 
(EBS). During the process of growing 
and developing, the need to collect EBS 
research papers between covers con
tinually increased. In the first issue 
Madis Habakuk, the President of EBS, 
said in his opening remarks: "... our 
magazine is not oriented to a wide au
dience. From its contents, this maga
zine should cover subjects taught at 
EBS. It should become a discussion 
field, where specialists can debate rel
evant topics..." As two years ago, so, 
too, today, our authors are EBS profes
sors, lectures, students and alumni. 
The editorial board acting as the 
judges, cast its vote for analytic and 
informative articles. Authors freedom 
of speech and ideas have not hindered 
any article's publication.
EB.S is published twice a year.
Collection of EBS research papers and 
EBS school chronicle reach the read

ers for EBS anniversary, in December 
and for "open house days" in May.
Judging from its contents, this maga
zine is not just reading for fun. By na
ture, research articles require concen
tration and thought. In our magazine, 
one finds articles which can be used as 
home reading materials for EBS stu
dents. Tired of serious reading, one can 
turn to the end, where students, alumni 
and lecturers write about what's actu
ally going on at EB S.
The first issue focused on accredita
tion of institutions of higher education 
in Estonia. Relevant topics such as 
capital markets and investment funds, 
were discussed. Erik Terk's vision on 
"playing fields" and future scenarios 
for the Estonian economy, and Urmas 
Arumäe discussion on legal regulation 
of economic relationships, provided 
interesting reading material.
Winter '95 issue focused on the scien
tific conference, organized by EBS, "En
trepreneurship in Education: Its Prob
lems and Trends". Good reading was 
provided by a doctoral student of EBS 
Ülle Pihlak "Development of Industries 
in Estonia and the Role of Information 
on Decision-Making". Kaire Põder, cur
rently employed as EBS lecturer, re
viewed her Bachelor thesis on "Import 
Demand and Export Supply in Estonia. 
An econometric analysis for 1992 - 
1994".

From the third issue on, EAS 
has covered one main topic from dif
ferent angles. Themes are selected on 
the basis of EBS fields of study and 
general interest in Estonian business 
environment. A year ago, Spring '96 
the central topic was "Banking and Fi
nance". Among others, gMrMS of 
Estonian's banking and finance world 
such as Uno Mereste, Hardo Pajula and 
Aavo Kokk presented their ideas and 
concepts.
EB,S Winter '96 focused on
development trends in accounting and 
finance in Estonia in its way to EC. In

addition to EBS professors Jaan and 
Lehte Alver, Mart Habakuk and George 
Hachey (USA), a group research work 
"On Reform of Accounting from EC 
Prospective" led by professor emeri
tus, Derek Bailey (UK) was presented. 
Traditionally, the EBS scientific confer
ence "On Integration of Private and 
Public Education was" echoed.
And now, about the current issue of 
ERS For the first time in its his
tory, ER*S is being published
only in English instead of a bilingual 
(Estonian-English) version. We believe 
that in two and a half years English has 
become more commonly used by our 
non-English readers. Being only in 
English, we can publish more interest
ing articles.
Spring '97 of EBS issue focuses on 
development trends and changes in 
Estonia during last couple of years. On 
the following pages, foreign repre
sentatives to Estonia such as Algis 
Piebalgs, Halina Kobeckaite and local 
specialists analyze Estonia's growth 
and development in comparison with 
our neighbouring countries.
ERS will reach its readers
through EBS sales outlet and the library. 
Our magazine will be distributed to for
eign representatives and international 
organizations resided in Estonia, the 
libraries of all Estonian universities and 
our partner university libraries abroad, 
as well to the laureates of the entrepre
neurship TOP 50 competition.
The next ERS will be published
in December, 1997 with a focus on pri
vatisation problems in Estonia. Sub
scriptions from EBS students, alumni 
and professors and outside specialist 
are welcome.
If you have any ideas or comments 
concerning ERS please turn to
the Editorial Board, EBS Research and 
Development Department.

May, 1997



Saving, Consumption and Economic Growth

Kaire Põder
Graduated from Bachetor of Business 
Administration of EBS in spring 1995. From 
spring 1995 the assistent of economics and 
from 1996 the iecturer of economics in 
EBS.
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Economists have, in some sense, al
ways known that growth is important, 
beginning with Ricardo and ending 
with Solow, Swan and Mathew. Today, 
economic growth is central to the study 
of macroeconomics. Economists have 
come to understand that long-run 
growth is as important perhaps even 
more important than short-run fluctua
tions. The new growth theory has high
lighted ideas that played only a small 
role in the growth theory inherited from 
the past. The main idea of this article is 
to introduce the neoclassical growth 
theory based on the Solow-Swan model 
to Estonian readers.
Economic growth means greater con
sumption in the future. The individual 
can consume or save his/her income,

shifting consumption to the future. 
The savings rate (marginal or average) 
is regarded as a key performance indi
cator by development economists, in
crease their savings ratio as a primary 
condition for achieving a satisfactory 
rate of economic growth. However, not 
only have question been risen regard
ing the significance of the savings ef
fort as an independent derminant of 
economic progress, but the formulation 
of policies designed to increase the 
savings propensity has suffered from 
a dearth of knowledge regarding the 
nature of the savings function in de
veloping countries. The purpose of this 
article is: 1) to review theoretical sav
ings functions; 2) introduce Solow- 
Swan (1950) economic growth model;
3) to summarise the state of our knowl
edge about theoretical base, we can use 
the assessment of individuals savings 
and consumption behaviour.

Saving yersus 
consumption
When talking about economic growth 
we are interested in the real purchas
ing power of our income; how much 
we can consume according to our in
come. Gross domestic product (GDP) 
grew in Estonia 1,4 % in 1994,1,8% in
1995 and 2,1% in 1996 (unofficial data) 
calculated on 1994's prices. Per capita 
GDP growth rate was 2,3% in 1996. We 
cannot compare the growth rates of 
South Korea (above 5% per year), Sin
gapore (6,3%), Hong Kong (6,2 %). 
These countries increased their levels 
of real per capita GDP by a multiple of 
at least 5 over a single generation (30 
years). If we want to understand why 
countries differ dramatically in stand
ards of living, then we have to under
stand why countries experience such 
sharp divergence in long-term growth 
rates? Even small differences in these 
growth rates, when cumulated over a 
generation or more, have much greater 
consequences for standards of living 
than the kinds of short-term business

fluctuations that have typically occu
pied most of the attention of 
macroeconomists.
Classical economists like Adam Smith 
(1776), DavidRicardo (1817) and Tho
mas Robert Malthus (1798), and, much 
later, Frank Ramsey (1928) provided 
many of the basic ingredients that ap
pear modern theories of economic 
growth. These ideas include basic ap
proaches of competitive behaviour and 
equilibrium dynamics, the role of dimin
ishing returns and its relation to the 
accumulation of physical and human 
capital, the interplay between per capita 
income and the growth rate of the popu
lation, the effects of ethnological 
progress in the forms of increased spe
cialisation of labor.
Still the economists cant find a proper 
and common solution, what factors 
cause economic growth. Many econo
mist argue that they can answer this 
question by making their growth mod
els more complex. Others, however, 
believe that simplicity is the key.
The main aspect of the Neoclassical 
model is capital accumulation and the 
neoclassical form of production func
tion. Savings (in a closed economy 
equal to investment) increase capital 
and increase labor marginal product 
and national income. Neoclassical 
model relates saving and economic 
growth. Individuals saving today shift 
their consumption to the future. The 
simple Keynesian savings functions 
shows the relation between income and 
savings

3 = a  + (1)

where 3 is savings, 7  income and
0 < & < 1 marginal propensity to save. 
Keynesians estimated that the marginal 
propensity to save is between 0.2 and
0.3, what is not always empirically true. 
We deal with a simple one-period 
model, in which no time conception in
cluded. In fact Keynesian savings 
function is empirically easy to control, 
but achieved results are not often sig
nificant enough. One of these results 
is the constant saving ratio out of cur
rent income (disposable income).



All neoclassical savings functions 
consider also time conception, based 
on consumers intertemporal saving and 
consumption behaviour. The simplest 
neoclassical intertemporal model is 
based upon a simple optimisation prin
ciple, where individuals maximise their 
utility knowing their income and inter
est rate. The current theory is devel
oped further by Milton Friedman in his 
permanent income theory. The theory 
assumes that individuals don't con
sume the certain percentage of his/her 
current income but out of his/her aver
age permanent income. Then individu
als life time wealth (W) is

d + r f - '
<2r r  = W' (2)

where F is permanent income, r inter
est rate and <g. (;=1, 2, ..., 7) current 
period income.
Similar result are derived by Modigliani 
in his life-cycle model, where individual 
is interested in constant consumption 
over his/her lifetime, which is only in
directly related to his current income. 
(Figure 1). If consumption C is con
stant over the life time, r shows inter
est rate and <g. t is income (or produc
tion) in current period, then

c  cC  +  +...+  —1 + r (1 + rf*

81 + &
1 + r

+...+ &
(1 + r ) 7*-! = w ,  (3)

Neoctassica! growth 
theory
From a chronological viewpoint, the 
starting point for modem growth theory 
is the classic article of Ramsey (1928), 
a work that was several decades ahead 
of its time. Ramsey's treatment of 
household intertemporal optimisation 
over time is far beyond its application 
to growth theory. The economists pro
fession did not, however, accept or 
widely use Ramsey's approach until the 
1960s. The next important contribu
tions were those of Solow (1956) and 
Swan (1956). The key aspect of Solow- 
Swan model is the neoclassical form of 
the production function, a specification 
that assumes constant returns to scale, 
diminishing returns to each input, and 
some positive and smooth elasticity of 
substitution between the inputs. This 
production function in combined with 
a constant saving-rate rule to generate 
an extremely simple general-equilibrium 
model of the economy.
One prediction from these models, 
which has been exploited seriously as 
an empirical hypothesis only in recent 
years is conditional convergence. The 
lower the starting level of per capita 
GDP, relative to the long-run steady- 
state position, the faster is the growth 
rate. This is property is derived from 
the assumption of diminishing returns 
to capital; economies that have less 
capital per worker (relative to their long 
run capital per worker) tend to have 
higher rates of return and higher growth

rates. The convergence is conditional 
because the steady-state levels of capi
tal and output per worker depend, in 
the Solow-Swan model, on the saving 
rate, the growth rate of the population, 
and the position of the production 
function characteristics that may vary 
across economies. Recent empirical 
studies indicate that we should include 
additional sources of cross-country 
variation, especially differences in gov
ernment policies and in initial stocks of 
human capital. The main result of the 
Solow-Swan model is a conditional 
convergence, which helps to explain 
why economic growth ratios differ 
across economies.
The second important property accord
ing to the Solow-Swan model per capita 
growth will decline if technological im
provements stop. This characteristic, 
similar to Malthus and Ricardian theo
ries, is based on the conception of de
clining returns. There is also empirical 
proof despite of positive per capita 
growth rates, lasting a century or more, 
they show the tendency to decline. 
Neoclassical economic growth theoret
ics saw in 1950 and 1960 that techno
logical improvements were the main 
obstacles of the whole neoclassical 
model and assumed that technological 
improvement is an exogenous variable. 
This formulation of the neoclassical 
model gave the opportunity to imply 
positive or constant growth rates in the 
long run. The main weakness of the 
model is the reason of economic 
growth technological progress which 
is totally exogenous. (The long run per

In figure 1 C is consumption and X in
come. Savings depend mostly on the 
life time's expected income. Accord
ing to Modigliani's model individuals 
tend to save when they are young and 
dissave when they are old. If we use 
the Keynesian approach about con
stant saving ratio instead of current 
income individuals permanent income 
this is no longer realistic. What should 
be optimal savings and consumption 
ratios is the subject of next chapter.

Tim e

Figure 1. Modigiiani life cyde theory



capita output growth depends also on 
population growth rates, which is also 
exogenous variable).

The Sotow-Swan 
growth mode)
All the models of growth have the same 
basic general-equilibrium structure. 
First, households (or families) own the 
inputs and assets of the economy, in
cluding ownership rights in firms, and 
choose the fractions of their income to 
consume and save. Each household 
determines how many children to have, 
whether to join the labor force, and how 
much to work. Second, firms hire in
puts, such as capital and labor, and use 
these inputs to produce goods that 
they sell to household or other firms. 
Firms have access to a technology that 
may evolve over time that allows them 
to transform inputs into outputs. Third, 
markets exist where firms sell goods to 
households or other firms and where 
households sell the inputs to the firms. 
The quantities demanded and supplied 
determine the relative prices of the in
puts and the produced goods.
There are only two inputs, physical 
capital, AY;) and labor Z/f). The pro
duction function takes the form

where Y(f) is a flow of output produced 
at time f. The production function de
pends on time f, to reflect the effects of 
technological progress: the same 
amount of capital and labor yields a 
larger quantity of output in 1997 than 
in 1897 provided the technology em
ployed in 1997 is superior.
We assume a one-sector production 
technology in which output is a homo
geneous good that can be consumed, 
C(f), or invested, /(f), to create new 
units of physical capital, Â (;). We as
sume that economy is closed: house
holds cannot buy foreign goods or as
sets and cannot sell home goods or 
assets abroad. In a closed economy, 
output equals income, and the amount 
invested equals the amount saved. Let
j(-) be the fraction of output that is
saved that is, the iavmg rafg so that
1 — i(-) is the fraction^ of output that

is consumed. Rational households 
choose the saving rate by comparing 
the cost and benefits of consuming 
today rather than tomorrow; this com
parison involves preference param
eters and variables that describe the 
state of the economy, such as the level 
of the wealth and the interest rate. 
Solow and Swan assume that saving 
ratio is constant and positive, because 
this brings out a large number of re
sults in a clear way.
We assume that capital depreciates at 
the constant rate 5 > 0 ; that is, at each 
point in time, a constant fraction of the 
capital stock wears out and, hence, can 
no longer be used for production. The 
net increase in the stock of physical 
capital at a point in time equals gross 
investment less depreciation

^  = /- & r = s.F(/if,Z,,;)-(%f, (4)

where a dot over variable denotes dif
ferentiation with respect of time, and
0 < j  < 1. Equation (4) determines the 
dynamics of Af for a given technology 
and labor force. The labor force, L, 
varies over time because population 
growth, changes in participation rates, 
and shifts in the amount of time worked 
by the typical worker. The growth of 
population reflects, in turn, the behav
iour of fertility, morality and migration. 
We simplify our analysis by assuming 
that population grows at a constant ,
exogenous rate, L/ L -  M > 0 , and 
that everyone works at a given inten
sity. We have to make certain assump
tions about the properties of produc
tion function. In fact, apparently mi
nor differences in assumptions about 
production function can generate radi
cally different theories of economic 
growth.
We say that production function is 
neoclassical if the following three prop
erties are satisfied. First, for all > 0 
and L > 0, F(*) exhibits positive and 
diminishing marginal products with re
spect to each input:

^ > 0 ,

<X, >0,

<0

<0
(5)

Second, F(*) exhibits constant returns 
to scale:

F( AAf, AL) -  A - F(Af, L) iga A > 0 (6)

Third, the marginal product of capital 
(or labor) approaches infinity as capi
tal (or labor) goes to 0 and approaches
0 as capital (or labor) goes to infinity:

l im ( F ^ ) - l im ( F J  = ooAf->0 L->0
l im ( F ^ ) = l im ( F J  = 0 ^

These last properties are called /ymJa 
following Inada (1963). 

The condition of constant returns to 
scale implies that output can be writ
ten as

y = F ( ^ ,L )  = L X(Af/Z,,l) =
L - / W  (8)

where ^ ^  / L is the capital-labor 
ratio, y = F / L is per capita output, 
and the function^) is defined to equal 
F(%, 1). This result means that the pro
duction function can be expressed in 
intensive form as

y = . /W
We can use condition F — Z,-/(%:) 
and differentiate with respect to Af, for 
fixed L, and then with respect to L, for 
fixed A", to verify that the marginal prod
ucts of the factor inputs are given by:

We now analyse the dynamics behav
iour of the economy described by the 
neoclassical production function.
The change of capital stock over time 
is given by equation (4), if we divide 
both sides of the equation by L, then 
we get



7sf/Z, = .y - /W -(% . (10)

The right-hand side contains per capita 
variables only, but the left-hand side 
does not. We can write equation (10) 
as a function of by using the condi
tion

kus M -  ZV L. ( 11)

Substituting the condition (11) into the 
expression (10) then we can rearrange 
terms to get

%:-.$-/(%:) —(M + <5)-% (1^)

Equation (12) is the fundamental dif
ferential equation of the Solow-Swan 
model. This nonlinear equation de
pends only on
The term % + (5 on the right side of 
equation (12) can be thought of as the 
effective depreciation rate for the capi
tal/labor ratio. If the saving rate, were
0, then would decline partly due to
depreciation if at the rate ^  and 
partly due to growth of L at the rate w. 
Figure 2 shows the workings of equa
tion (12). The upper curve is the pro
duction function, /(%). The term

which appears in equation
(12) looks like the production function 
except for the multiplication by the posi
tive fraction i. The curve (n + (5) - % 
starts from the origin, has positive 
slope, and gets flatter as increases. 
Consider as economy with the initial 
capital stock per person Zr(0) > 0. Fig
ure 2 shows that gross investment per
person equals the height of the 3 - /  (%) 
curve at this point. Consumption per 
person equals the vertical difference at 
this point between the
/(% ) and .y-/(% ) curves. We de
fine a sfg%Jy sfafe as a situation in 
which the various quantities grow at 
constant rates. In the Solow-Swan 
model the steady state corresponds to

is denoted %*. Algebraically, A:* satis
fies the condition

^ / ( ^ * ) - ( ^  + ^ ) (13)

Since % is constant in the steady state, 
y and c are also constant at the values
y* =/(%:*) and c* = ( l - i ) -/(%*) , 

respectively. Hence, in the neoclassi
cal model, the per capita quantities %, y 
and c do not grow in the steady state. 
The constancy of the per capita 
magnitudes mean that the levels of vari
ables A", y  and C grow in the steady 
state at the rate of population growth, 
M. Changes in the level of technology, 
represented by shifts of the produc
tion function; in the saving rate; in the 
rate of population growth; and in the 
depreciation ratio; all have effects on 
the per capita levels of the various 
quantities in the steady state. It is im
portant to note that changes in the level 
of technology, the saving rate, the rate 
of population growth, and the depre
ciation rate do not affect the steady 
state growth rates of per capita output, 
capital and consumption, all which are 
equal to 0. For this reason, the model 
as presently specified will not provide 
explanations of the determinants of 
long-run per capita growth..
For a given function and given values 
of population and depreciation growth 
rates, there is a unique steady state 
value ^*>0 for each value of the sav
ing rate, 3. Denote this relation by
^*(i), with 6%*(.?)/& > 0 . The 
steady state level of per capita con
sumption is c* -  (1 -  *(.?)]. We 
know from equation (13)

c*(^) = /[%*(.y)] —(M + <5)-%*(.y) (14)

Figure 3 shows the relation between 
c* and .s. The quantity c* is increasing 
in  ̂for low levels and decreasing in g 
for high values of g. The quantity c* 
attains its maximum when the deriva
tive vanishes, that is when

[ / '(% * )-(??  + <5) ]-<3%:*/(iy = .
0 and > 0

that corresponds to the maximum of c*, 
then the condition that determines

is

(15)

The corresponding savings rate can be 
denoted as , and associated level
of steady state per capita consumption 
is given by

Condition (15) is called the gcMen rtJg 
p/ca/Mfa/ (Phelps 1966).
The source of this name is the biblical 
golden rule of conduct, which states, 
"do unto others as you would have 
others do unto you". In economic 
terms, the golden rule results can be 
interpreted as "if we provide the same 
amount of consumption to members of 
each current and future generations 
that is, if we do not provide less to fu
ture generations than to ourselves then 
the maximum amount of per capita con
sumption is C

Summarising remarks
Te dynamic Solow-Swan growth model 
is an introduction into neoclassical 
growth theories. Unfortunately in the 
current article there is not enough 
length for Ramsey and the endogenous 
growth models.
This simple Solow-Swan model gives 
us a short overview of the relation be
tween savings, consumption and eco
nomic growth. The same time there are 
enough shortages in the neoclassical 
approach: first, the model gives us con
clusions that are not proved by empiri
cal facts. For example, in real life growth 
rates between countries vary consid
erably more, than we can assume ac
cording to those countries saving rates. 
One result of the model is the economic 
growth depence of technological im
provement, the same time neoclassical 
theory is not suitable for modelling 
technological change.
Despite the several shortages there is 
a belief that the neoclassical model is



the best theory for explaining economic 
growth. The main object of growth 
theory should be the explanation why 
economic growth rates vary between 
countries rather than the explanation 
of the growth phenomenon. Ideas are 
floating freely across countries, so eve
rybody must have equal possibilities 
to access new technology or methods 
that transform labour and capital (or 
other inputs) into output. Poor coun
tries may produce using nonoptimal 
labor/capital combination because the 
lack of capital goods. Usually the capi
tal investment also means human in
vestment, because new technologies 
need improved labor qualities.
In Estonia it is easy to increase our fu
ture consumption, because currently we 
use less than the optimal (steady state 
A;*) amount of capital. Each investment 
increases our labour marginal produc
tion and thus per capita income. Our 
per capita capital increases over time, 
but unfortunately because of intensive 
investments schedules capital also de
preciates. One day (we are not even 
trying to predict when) we will be at a 
level of capital goods %*, where capital 
depreciation plus population growth 
rate equals per capita saving ratio. This 
is the so called steady state situation, 
where per capita investments grow and 
depreciate at the same rate. Of course 
steady state capital %:* depends upon 
the level of savings or saving ratio. For 
each saving ratio only one optimal level 
of capital Sexists. Changing capital 
saving ratio we also change our con
sumption. There exists only one sav
ings ratio that maximises our con
sumption and also does not decrease 
future consumption, because we are the 

.stafg capital level %*.
The main disadvantage of the current 
model is the exogenous and constant 
saving rate. The problem is solved by 
Ramsey (1960) where individuals 
choose consumption and savings ra
tios maximising their utility, according 
to intertemporal budget constraint. 
Unfortunately the Ramsey model will 
have to wait until the next article.

CkuM

Skufd
Figure 3. The goiden rute of capita) accumutation.
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The truth that the today's pension sys
tem may collapse one day is difficult to 
ignore. Take heed of the fact that tying 
pensions to salaries may not give the 
expected results (the disappearance of 
so-called "envelope salaries") because 
employees may find it more useful to 
invest their salaries into the future than 
to give it to the state for future pen
sions. The present article brings out 
the weak points of the working system 
without thoroughly analysing the prob
lems accompaning the possible pen
sion reforms and their possible solu
tions.
As with the traditions prevailing 
throughout the world, the pension 
system of Estonia belongs to the state 
and is financed via social security taxes 
(known as /?<2yro// fdLx&s) on the basis 
of so-called /?ay-^-yoM-go (from now 
on PAYG)- today's workers support 
today's pensioners. The mentioned 
system is claimed to be brought about 
by by populism, coming from the poli
ticians' natural wish to promise the 
highest possible profits as soon as 
possible. Whereas such an approach 
was justified in the past when we could 
talk about the fast growth of 
populations all over the world , now 
the decrease in birth rates endangers

the PAYG systems, not only in devel
oped countries, but everywhere. The 
risk lies in the inequality rather than in 
the weakness of the PAYG system - as 
a result of the changes in the demo
graphic situation the representatives of 
some generations may receive much 
smaller amounts of money as their pen
sions in the PAYG system than they 
had contributed before and vice versa.

Take heed of the fact 
that tying pensions to 
salaries may not give 
the expected results be
cause employees may 
find it more useful to in
vest their salaries into 
the future than to give it 
to the state for future 
pensions.

Unfortunately we have to admit that it 
will be difficult to give up the PAYG 
system and to reform the social sphere 
as a whole for the same political rea
sons.

The vitality of the PAYG system is de
termined to a great extent by the de
mographic situation - the workers/pen
sioners ratio. In most developed coun
tries the demographic trends of the 
population ageing cannot favor the 
PAYG system. In the OECD countries 
in 1990 over 60-year old people ac
counted for 18% of the population, 
but it is forecast that by 2030 this age 
group will have grown to 30% of the 
population. The sharp rise in the age 
of the population is forecasted for the 
second decade of the next century. The

more concrete indicator to evaluate the 
PAYG system  is the so-called 
6?epgM&mcy which reflects the 
ratio of over 65 years old citizens to 
15-64 years old people. For example in 
Germany, Italy and Holland the 
dependancy ratio will rise from 20 % in 
1990 to over 45% in 2030. Attention 
should be paid to the increase in the 
part of the older pensioners among the 
aged which will result in greater ex
penses- these being first and foremost 
treatment expenses. Thus our efforts 
to make our lifetimes longer are contra
dictory to any social systems operat
ing at present.
The increase in the pensioners' part 
will partly be compensated by the de
crease in the young dependants' part 
but this will not cover the increase in 
the part of aged people. In Germany 
the so-called fofa/ 6?g/7gM&2Hcy raf/o : 
workers/pensioners + under 15 years 
old ratio) will grow to 70% in 2030. Ex
actly what such ageing of the popula
tion will bring about in the working 
system needs thorough calculations 
(the growth of pensions will be deter
mined by the growth of the productiv
ity) - the calculations made on the ba
sis of OECD states refer to the increase 
of tax burden in different European 
countries by two to five (in Italy !)times 
(the period has not been mentioned) 
by which the annual 1.5% rise of the 
productivity was taken into account 
(The hole in your future. The Econo
mist. September 9,1995).

It is known that the indirect obligations 
of OECD countries concerning future 
pensions ( amounts of money prom
ised by the state to the present pen
sioners and employees for future) make 
up over 200% of the current GNP of 
OECD countries. The social taxes in 
force are considerably smaller than the 
taxes which could cover the mentioned 
obligation in the future. Fully financed 
PAYG schemes (formations similar to 
the pension systems functioning in Es
tonia where the paid-out pensions are



directly dependent on the received so
cial security taxes - the so -ca lled  
/MM Je J  syjfem ) can be found in very 
few countries - for example Malaysia, 
Singapour, the Quebec province in 
Canada and the Swedish ATP system 
(full supplementary old-age pension 
system).
What will the demographic situation be 
like in Estonia in 30-40 years? At first 
attention should be paid to the sad fact 
that there is no official prognoses on 
demographic trends in Estonia; differ
ent departments - including the Minis
try of Social Affairs - make use of the 
approximate prognosis. 7%e

/o r  Dgwo-
grapA/c operates on the ba
sis of the prognosis made by the UNO 
which offers three different scenarios 
for Estonia in 2000 - 2050. The medium- 
variant projections offers the 
dependancy ratio 29.1 in 2030 and 35.5 
in 2050. In 1995, the dependancy rate 
in Estonia according to the UNO data 
was 19.2. The total dependancy rate is 
predicted at 55.5 and 65.8 in the years 
2030 and 2050 accordingly (it was 50.2 
in 1995). As we know not all people of 
working age are involved in work, and 
thus are not paying social security 
taxes. The statistical surveys carried out 
at the beginning of 1995 revealed that 
only 66 % of 16-75 year old citizens 
were active in the economy. Compar
ing the UNO prognoses with the data 
of the Ministry of Social Affairs we can 
find quite substantial differences. The 
dependancy rate in Estonia will be 23 
in 2010 and 25 in 2020 according to the 
data of the Ministry (some differences 
may come from the different aggrega
tion stages of the data); thus the prog
noses of the Ministry could be consid
ered more positive.
As people have the right to old-age 
pensions earlier than at the age of 65 ( 
during the next two decades the pen
sion age will be raised to 63 years ac
cording to the the B;// o/* 

the dependancy rate cannot 
be considered the best indicator to re
flect the burden of the social security 
system. If we survey the ratio of the 
retired citizens to those of working age 
(taking into account the gradual rise of 
the pension age) the following picture

will appear according to the data of the 
Ministry of Social Affairs. Last year 
(1996) the ratio of pensioners to the 
citizens of working age was 37% . In 
2000 it will have decreased to about 30% 
, beginning to rise again from 2015-2020.
Comparing the part of government pen
sions in the GNP in the OECD coun
tries the above mentioned ratio is fore
cast to be from 5.0% in England in 
2040 (compared with 4.5% in 1995) up 
to 21.4% in Italy (1995 -13.3%). In 1996 
the part of pensions in the GNP is about 
8-9% (only pensions are taken into ac
count from different social security

In 1996 the part of pen
sions in the GNP is 
about 8-9%. Although 
the given indicators 
predict the slower ag
gregation of problems 
in the PAYG system in 
Estonia compared with 
Germany for example, 
Estonia is likely to face 
the necessity to make 
cardinal changes in the 
social security system.

forms in Estonia). Although the given 
indicators predict the slower aggrega
tion of problems in the PAYG system 
in Estonia compared with Germany for 
example, (in addition the Estonian state 
does not have indirect obligations to 
present and future pensioners), Esto
nia is likely to face the necessity to 
make cardinal changes in the social 
security system.
A question could be raised, whether 
the statement about the Estonian state 
not having any indirect obligations to 
today's workers paying the social se
curity tax, could make questionable the 
rationality of payment of social secu
rity taxes in general because the state 
bill on pensions will not guarantee any 
definite sum of money for present tax
payers in the future. People also tend

to forget that despite several positive 
features of the Estonian pension sys
tem (social security funds are separated 
from the state budget and the so-called 
full financing) that system does not 
mean that the funds are used effec
tively. There are some opportiunity 
costs to Estonia expenses of using the 
social security funds, since the money 
collected as social security taxes and 
paid out as pensions could be directed 
into the more effective spheres - for 
example into infrastructural objects or 
education.
It is obvious that the increasing demo
graphic split means lower pensions for 
today's 25-45 years old people or a 
larger tax burden for today's young and 
unborn. Higher social security taxes in 
turn mean as a rule lower salaries and 
higher unemployment. The 20% part of 
the social security tax in the so-called 
pension fund tax in Estonia can already 
be considered high enough not to in
crease it. For example the World Bank 
distinguishes even the countries who 
have exceeded the threshold of 25% 
which is not so far from Estonia, as 
having high social security taxes (Bra
zil, Hungary, Italy, Egypt, Russia and 
Kyrzikstan).
At first, from a theoretical point of view 
the potential labor market distortions 
caused by the PAYG system should be 
taken into consideration, coming from 
(i) decreasing salaries due to the PAYG 
and (ii) a relatively weak relation be
tween salaries and the future pension ( 
in both cases the result could be a 
smaller number of served work hours 
and/or shifting to informal labor mar
kets including the 'envelope salary' 
phenomenon.
What are the alternatives to PAYG? 
One of the possible solution has been 
offered (also by the World Bank) - the 
so-called combined system based on 
three so-called pillars:
(i) obligatory insurance taxes adminis
tered by private pension funds (fully 
funded scheme), which would pay out 
pensions according to everyone's own 
contribution - to be called the individual 
responsibility system from now on;
(ii) the state system based on social 
security taxes which would protect only



the weakest;
(iii) the voluntary social security sys
tem.

It is obvious that the system based on 
individual responsibility would play the 
most important role. The obligatory 
state system is first and foremost di
rected to those who are short-sighted 
towards their future (the so-called 
myopics) or who simply count on char
ity. The fact that all people do not have 
sufficient lifetime salaries to put aside 
for future is also taken into account in 
the redistribution of incomes based on 
the state system. The column which is 
based on individual responsibility 
would relate pensions directly to the 
amounts of money earned by individu
als independent of the age structure of 
the population.
The contents of the Estonian pension 
reform is to make the pension depend
ent upon an individual's salary apart 
from the number of served years, re
ducing the effect of the redistribution 
of earnings operating through the 
present system and increasing the per
sonal interest to pay social taxes . Ac
cording to the law the forms of the old- 
age pension would be the eamings-re- 
lated pension and the pension based 
on pensionable years, whilst the eam- 
ings-related pension would be depend
ent upon the base part determined by 
the Riigikogu; the pensionable served 
years and the amount of the part of the 
social tax paid to the pension insur
ance, and the pension on the pen
sionable years consisting of the base 
part determined by the Riigikogu and 
pensionable served years. It may be 
admitted that the state bill wants to add 
some elements to the present state sys
tem which could belong to the compe
tence of the system based on individual 
responsibility^ the pension is depend
ent upon earnings) and reduce the part 
(the distribution of earnings) which 
should remain the task of the state sys
tem in the course of the unavoidable 
reform. Simple logics says that the main 
problem of the PAYG system - the 
weakness (or more precisely inequal
ity accompaning the growing older 
population) -cannot possibly be set
tled with the suggested proposals.

What would be the meaning of the 
PAYG system reform and why should 
it be the right time to start with the re
forms? Three factors speak on behalf 
of the possible fast change of the sys
tem : (i) the fast growth of productiv
ity which enables a smaller number of 
employees to support greater number 
of pensioners; (ii) the rise of the pen
sion-age which decreases the 
dependancy ratio; (iii) the rise of the 
pensioners' ratio in the future which 
will, however, complicate later reforms. 
One of the most important problems of 
the transition of the PAYG system into 
the self-financing system will be that

It is obvious that the in
creasing demographic 
split means lower pen
sions for today's 25-45 
years old people or a 
larger tax burden for to
day's young and un
born. Higher social se
curity taxes in turn 
mean as a rule lower 
salaries and higher un
employment.

it will bring about a double burden for 
the present workers who should sup
port present pensioners and at the same 
time save money for their old age years. 
Without a longer survey of the Chilean 
pension reforms ( where the transition 
from one system to other took place in 
a relatively radical way during the 
Pinochet regime) it could be mentioned 
that the state compensated people with 
the special securities for the social 
taxes paid according to the previous 
(PAYG) system to avoid double tax 
burden and to enable income for the 
workers when they retired. On the ba
sis of the Chilean experience we can 
state today that neither the structure 
of the system which will function to
morrow nor the transition expenses 
but the technical details of the transi

tion from one system to another will 
seem insurmountable.
Knowing that at the Ministry of Fi
nances they are working out a Bill of 
State on Pension Funds in which indi
viduals can invest their resources to 
get profit after retiring, there still re
mains a doubt as to whether the crea
tion of pension funds without the re
form of the state system would have a 
considerable positive effect on 
saving.There's no ground to believe 
that employees would invest into the 
future pension funds apart from the 
20% social tax.
The social security system should en
courage economic growth (or at least 
not hinder it) apart from the protection 
of the poor. A widespread viewpoint is 
that the PAYG system does not favor 
saving. It is sooner contradictory - 
knowing that the state takes care of the 
citizens at their old age the PAYG may 
lead to a decrease in savings. On the 
contrary we could state that the ob
ligatory directing of savings into pen
sion funds may draw the savings out 
of other spheres. The Chilean (and 
other Latin-American states following 
it) example shows the positive influ
ence of the reforms on savings.
For example the individuals' savings 
increased from 1 % in the GNP during 
the years before the reforms to 13% in 
1992. The total level of savings ac
counted for 20% in the economy of 
Chile in 1992.
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About 40% of the Estonian business
men think that having a trade mark on 
your clothes is a form of decoration and 
nothing more. The idea that the trade 
marks denote a certain quality and are 
among a company's more important 
assets are alien to them.

What is a trade mark?
Registration of a trade mark is governed 
by the provisions of the Estonian Trade 
Mark Act which came into force on

ü

October 1, 1992. The Act was the first 
act on intellectual property to be 
passed in the Republic of Estonia since 
the country had regained its independ
ence.
The trade mark and service mark (here
inafter; trade mark) is a sign used or 
intended to be used by legal persons 
in the course of economic and commer
cial activities to distinguish their goods 
or services of the same or similar kind 
from other legal persons.
Proceeding from this definition the to
tal effect of the features of a trade mark 
can be expressed in the form of the fol
lowing formula:

E * T * I* K

KM stands for registered
trade mark;
E stands for

distinctiveness;
T stands for sign
1 stands for ownership
K stands for use

(obligation to use)
If at least one of these features (fac
tors) is equal to zero, we shall get a 
zero-solution and there is no trade mark 
at all.
A service mark is the same as a trade 
mark except that it identifies and dis
tinguishes the source of a service rather 
than a product.

Function of a Trade 
Mark
A trade mark acquires a character of its 
own and represents a bundle of mes
sages to the consumer, conveying qual
ity, reliability, security and a host of 
other characteristics.
Traditionally trade marks have been 
regarded as the indicators of the origin 
of goods and services on the market. 
In addition to this they have the func

tion of guaranteeing the identity and 
quality of the products under the trade 
mark. Therefore, trade marks can be de
scribed as a function with several vari
ables:
KM = f(I , Q,P,E, R ,H ) 
where:

KM stands for registered
trade mark;

1 stands for identity of
goods or services;

Q stands for quality of
goods;

P stands for origin;
E stands for function of

selectivity;
R stands for function of

advertising;
H stands for cultural and

educational function.
The messages which trade marks con
vey can be very different.
The psychology of trade marks is com
plex and should not be underestimated. 
For the most part trade marks are the 
key to success for any company.
A trade mark is "creative silent sales
man", simulating sales by creating 
goodwill and assuring customers that 
all goods bearing the same trade mark 
are of the same quality.
According to Article 6 of the Estonian 
Trade Mark Act:
"Literal, verbal, numerical, figural and 
special signs or their combinations can 
be registered as trade marks."
The word "sign" is often used in the 
draft to encompass all the different 
types of trade marks.
Examples of registered trademarks in
clude (Fig. 1 - Fig-3):
1) existing words;
2) names (company names or

names of real property);
3) letters and numerals;
4) letters;
5) arbitrary or fanciful designa

tions;



Different kinds of Estonian trade marks

Local
trade
marks

Registration Word Elements 
Number
17450 TULIKA TAKSO
21414 ESTONIA TALVEAED

Int. Classes

12,16,35,37,
39,41,42
41

National
trade
marks

6607
7091

8613
19936

6599
Multinational 8000 
trade
marks 10660

16530

VOLTA
ARS

TARTU MODELS 
EESTI KUNSTIMUUSEUM

Baltika
NORMA
KALEV
MicroLink

7,11,21
14.16.18.20,
21.24-27,35,
37.40.42 
16
14.16.18.20,
21.24-26
16.35.37.42 
9,12,16,21, 
26,28
30
9.35.37.42

Slogans 17408 EELISTA EESTIMAIST 25,29,36

6741
6798

Well-known 7100 
trade
marks 7856

7907 
9569

MERCEDES BENZ 
Coca - Cola 
McDonald's
Kelloggs
LEVI'S
NESCAFE

2-4,6-8,11,12
32
29-32,35,37,
41,42
30
25
5,29-32

Collective
trade
marks

Estonian Forest 35,42

6) pictures or symbols;
7) pictures and designs of the

shape;
8) equipment or packaging of

the goods;
9) including slogans.
The parts of combined trademarks are: 
a - a word, words; 
b - a letter, letters; 
c - a number, numbers; 
d - a device, devices.
The most wide-spread combined trade
marks may form the following variants:
KM = a + b
KM = a + c
KM = a + d
KM = c + d
KM = b + d
KM = a + b + d
KM = a + c + d
KM = a + b + c + d
KM = a + b + c + d+medals
The differences between the trade 
marks of e.g. US Universities and Esto
nian Universities can be notified and 
compared according to the given ex
amples (Fig.l - Fig.3)
The trade marks of all universities are 
especially refined and carefully de
signed, containing the intellect of their 
authors.
The following words cannot be recom
mended as trade marks:
- which are not distinctive;
- which may mislead the public as to 
the nature, quality or geographical ori
gin of the goods or services;
- which are generally used to designate 
certain type of goods or services;
- which consist exclusively of letters, 
numerals or signs and contain only data 
about type, quality, quantity, proper
ties, price and other characteristics of 
the goods and services;
- which contradict public order or mo
rality.

Many businesses operate within a re
stricted geographical area - a region, a 
town or a street. All of these use a name 
by which their customers identify them 
but their owners are most likely con
cerned only with the competition within 
their local area.
Multinational trade marks are trade 
marks used by companies which sell 
their products or services in more than 
one country. Well-known trade marks 
have reached such a high level of rec
ognition throughout the world that 
they are accorded special rights and

privileges throughout the world.
A collective mark is a mark adopted by 
an association for use by its members 
to denote that a particular product or 
service has reached a standard or qual
ity set by the association.

How does one appiy for 
a trade mark?
A written application for a registered 
trade mark is filed with a local registra
tion office. In Estonia the registration



office is the Estonian Patent Office. The 
application has to contain the follow
ing details:
- the trade mark;
- the name and address of the 
applicant(s);
- a specification of the goods and serv
ices;
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Taüinn
Technica!
University

How !ong is a trade 
mark vaiid?
The validity of a trademark rights shall 
commence from the date of the appli
cation and continue for a period of ten 
years from the date of its entry into the 
State Register of Trade and Service 
Marks. The registration can be renewed 
for ten years at a time from the expiry 
date of the previous registration. The 
number of renewals is unlimited.
Protection of a trade mark exclusive 
proprietor's rights.

About 40% of the Esto
nian businessmen think 
that having a trade 
mark on your clothes is 
a form of decoration 
and nothing more. The 
idea that the trade 
marks denote a certain 
quality and are among 
a company's more im
portant assets are alien 
to them.

A trade mark proprietor 's rights are pro
tected through administrative channels 
and in court.
The following is considered as an in
fringement of a trade mark proprietor's 
exclusive rights:
- the use of a trade mark by legal per
sons for designating goods or services 
a sign which is confusingly similar to 
the proprietor's trade mark for desig
nating similar goods or services with
out the proprietor's consent, or perpe
trating other deeds dertimental to the 
proprietor's exclusive rights;
- the violation of licence agreement pro
visions by the licensee.

! ! ! ! ! !

Fig.2

o
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Fig.3



Statistics
Division of trade mark applications and registered trade marks entering the Estonian market in the years 1992 -1996

1992 1993 1994 1995 1996
TRADEMARKS 
1.1. Applications 1365 11932 2733 2830 2624
- from Estonian 

applicants 384 1521 543 583 513
1.2. Accepted 
trade marks 3680 5380 4431 4000
1.3. Registered 
trade marks 299 7500 3745 3726

A trade mark acquires a character of its own and 
represents a bundle of messages to the consumer, 
conveying quality, reliability, security and a host of 
other characteristics.

Fees (in Estonian crowns, EEK)

Government Attorney Total
fee fee

Filling
One mark in one class 2200 4000 6200
Each additional class 700 700 1400
Collective trade mark
in one class 3000 5000 8000
Each additional class 700 700 1400
Filling in the State 
Register of Trade and
Service Marks 500 1000 1500
Notice of opposition with
the Board of Appeal 1900 3000 4900

A trade mark is "creative silent sales
man", simulating sales by creating 
goodwill and assuring customers that 
all goods bearing the same trade mark 
are of the same quality.
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Estonia has emerged as a very attrac
tive market for Sweden. Whereas there 
was no trade between the countries 
before the regained independence in 
1991, Swedish exports to Estonia 
amounted to over SEK 1.7 billion in 1996 
and imports to approximately SEK 2.5 
billion (Swedish statistics). In order to 
understand the figures a comparison 
should be made regarding Sweden's 
trade with other countries in Central 
and Eastern Europe. This shows that 
Estonia holds fifth position after Po
land, Russia, The Czech Republic and 
Hungary. If we take into account the 
size at Estonia, you arrive at position 
number one regarding trade figures per 
capita.
All in all, Estonia holds position 
fourtieth to fiftieth amongst Swedens 
export markets, which is quite an im
pressive ranking.

If we take a look at the composition of 
trade between Sweden and Estonia we 
discard some interesting facts. Both 
countries have by tradition a competi
tive edge in forestry, woodworking and 
furniture production, metal working 
and machine building, food production, 
and the textiles and clothing sectors. 
Within these sectors we also find most 
of the trade and cooperation. The main 
differences between the countries is 
that the technological level in Sweden 
is at world standards, whereas Estonia 
for many years to come in many cases 
has to rely on obsolete technology. It 
is important to note that a substantial 
part of the trade is made up by invest
ment goods.
If we take a look at the companies from 
Sweden who are active in Estonia you 
find the classical large players, such as 
ABB, Cementa, Ericsson etc, but in 
addition to these there are a large 
number of small and medium sized 
Swedish companies. Do not forget that 
the bulk of the Swedish economy is 
made up of small actors.
Unfortunately investments from small 
and medium size companies, especially 
in production, have slowed down. This 
decrease can be explained by the fac
tors to be presented later in the text.

Why is Estonia so 
attractive ?
The attraction of for Estonia for Swe
den can be explained by many under
lying factors.

Estonia is a neighbouring country to 
Sweden with strong historical and eth
nic links. Sweden has a strategic inter
est in developing trade with Estonia, 
which is in line with the pronounced 
official support to develop cooperation 
within politics, esonomics and other 
sectors. No doubt Sweden will be much 
better off, if there is political and social

stability in combination with thriving 
economies next doors. Another rea
son for Sweden's interest in Estonia is 
explained by the strong group of 
Swedes of Estonian descent. These 
people are fully integrated into Swed
ish society, be it business, culture, sci
ences, politics or any other field but 
act, deliberately or not, as a strong and 
influential Estonian lobby group in or
der to promote contacts between Swe
den and Estonia.
However, the most crucial and impor
tant reason for the large interest are 
the successful Estonian reforms that 
have taken place after the regained in
dependence. The "trade-not-aid" 
policy and its implementation are no 
doubt the most appealing factor in rais
ing interest in Estonia, and thus con
tribute to a large degree of confidence 
and trust.
The nations of Central and Eastern 
Europe could be compared to athletes, 
all competing for the gold medal, but 
also for attention, be it political or eco
nomical or for other reasons. As in 
sports, or any other competition, you 
are only attractive if you are number 
one. In this comparison Estonia is by 
far the number one athlete if we con
sider the former Soviet republics. In 
comparison with other ex-communist 
countries, Estonia does very well if the 
country is given a somewhat higher 
"handicap score" like in golf, than the 
Czech Republic or Poland.
The above mentioned reforms which 
have led to the opening up of free trade 
and thus equal competition for domes
tic and foreign actors and a total re
structuring of the economy have been 
the prime engine for success and at
traction.
This has been noted in Sweden as well 
as in other countries that are ardent 
believers in the principles of free trade.
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Bad retations with 
Russia promote 
restructuring
In recent times there have been de
mands from Estonian business circles 
that relations with Russia must be nor
malised, which of course is an impor
tant step for the further development 
in the region. Two neighbours at peace 
are always better off than if the oppo
site situation prevails.
In my opinion however, the discrimina
tory tariffs imposed from the Russian 
side, and the hassle with bureaucracy, 
licences etc. have considerably contrib
uted to the fast reorientation of the Es
tonian economy from East to West. 
Thus Estonia has been forced to ad
just to Western quality standards and 
has done so far faster than Latvia and 
Lithuania. The share of Estonia's trade 
with the West is higher than the equiva
lent of the other Baltic republics. This 
achievement is noticeable and gives 
Estonia credit in comparisons with 
other countries.
It seems that the most ardent support
ers of better trade relations with Rus
sia generally represent managers of 
previous state owned companies who 
have had difficulties in adjusting to 
Western standards and markets. They 
lack the necessary business experience. 
Further more, they have often inher
ited factories in need of substantial in
vestment.
What are the 
probiems?
According to the thorough investiga
tions that the Swedish Trade Council 
in Tallinn has conducted, most Swed
ish companies are quite content with 
the business climate in Estonia and 
complaints are relatively few.
The main problems as perceived are to 
be found in the legal system, the slow 
privatisation of land, residence and 
work permits and the commercial code. 
These shortcomings happen to coin
cide with the conclusions drawn in a

study conducted and recently pre
sented by The International Finance 
Corporation and The World Bank. The 
shortcomings should be relatively easy 
to eliminate, provided there is a will
ingness and readiness from the law 
making bodies and the Parliament in 
Estonia. In theory Estonia would be one 
of the most attractive countries in the 
world for investors, should all the rec
ommendations be implemented.
It is relatively easy to register a com
pany in Estonia, be it based on domes
tic or foreign capital. However prob
lems occur, when investors demand

Among Swedes Estonia 
has a very special 
meaning and most likely 
few people will remain 
indifferent upon hearing 
the name. Estonia 
brings associations with 
common history, eco
nomic reform, success 
and a great deal of ad
miration, but also to 
crime, poverty, social in
justice, political scan
dals, corruption and the 
grief of the "Estonia" ca
tastrophe.

land for operations, a quite natural and 
modest requirement!
Further more, it is difficult to obtain resi
dence and work permits for foreigners. 
Perhaps it would be possible to intro
duce a special quota for foreigners hold
ing specialist functions.
The present situation prevents needed 
specialists to come here. It is no secret 
that many foreign company representa
tives work in Estonia with a tourist visa 
and leave for Helsinki for the shortest 
possible period when the visa expires, 
in order to come back with the next ferry.

How stay competitive 
in Estonian markets?
Foreign investors very often ask, how 
can they possibly stay competitive in 
Estonia, keeping in mind the fixed rate 
between the German Mark and the Es
tonian Kroon in combination with high 
inflation in Estonia.
According to studies conducted by 
The Swedish Trade Council in Tallinn, 
so far Swedish companies have man
aged to stay competitive thanks to con
tinuously increased productivity. But 
for how long will this last?
No doubt, there is considerable room 
for cost reductions in the Estonian 
economy. They have scarcely started 
yet, nor is there a debate on the neces
sity to stay competitive with other 
countries, which brings us to the topic 
of exports, be it goods or services. In
stead you hear requests for protective 
measures by imposing various barriers.
Unfortunately the export and sales de
partments of Estonian companies have 
not developed as fast as necessary. My 
experience is that it is much more diffi
cult to find co-operative partners with 
previous state enterprises than with al
together new business entities.
When travelling between Sweden and 
Estonia, I rarely meet Estonian sales 
managers on the plane. The bulk of 
passengers is made up by their Swed
ish colleagues coming here in order to 
sell and to sign export contracts for 
Estonian companies. In recent times it 
seems that Estonian sales promotion 
has picked up considerably especially 
in Latvia, Lithuania and the Ukraine. 
Companies are eager to invest in luxu
rious cars but do not find money for 
export promotion!

Bureaucracy and 
behaviourat 
differences
In comparison with many countries 
bureaucracy in Estonia is considered



to be at a rather acceptable level, how
ever it is still a burden. The most irritat
ing fact is that similar problems are of
ten given totally different interpreta
tions and thus solved in a different way. 
The underlying reasons for this can be 
explained by the fact that the civil serv
ant class according to a traditional defi
nition has not been fully developed yet.
When the first commercial contacts 
between Sweden and Estonia had been 
established, quite a few Swedes and 
Estonians all of a sudden realised that 
they did not understand each other.
The following example should illustrate 
the situation. In Sweden most people 
carry cats-eyes at night, especially 
when walking in the dark. The reason 
is simply that, they want to be seen! In 
Estonia cats-eyes are rare, I have heard 
comments "wearing a cats-eye, I will 
be visible"! In my mind this is an exam
ple that very well signifies differences 
in attitudes and behaviour. Both par
ties act fully in line with the type of 
society that they live in. As we all know,

in a Soviet society you were not sup
posed to be noticed. Analogous con
fusions can be found in business con
tacts. The conclusion is that we can
not eliminate this but have to acknowl
edge the differences for quite some time.

The image of Estonia in 
Swedish mind
Among Swedes Estonia has a very 
special meaning and most likely few 
people will remain indifferent upon hear
ing the name. Estonia brings associa
tions with common history, economic 
reform, success and a great deal of ad
miration, but also to crime, poverty, 
social injustice, political scandals, cor
ruption and the grief of the "Estonia" 
catastrophe.
It is especially important that the im
age of Estonia in Sweden (and for that 
part also in Finland) remains positive. 
These are our closest Western neigh

bours and will always play a signifi
cant role in the development of Esto
nia. Thus from the Estonian side lots 
of efforts needs to be made in order to 
promote Estonia as an attractive coun
try, not only in the field of business 
but also in all other fields of life. The 
necessity to create an image is often 
forgotten in order to further raise the 
attractiveness of Estonia.
In general the cooperation between 
Sweden and Estonia is very good, Es
tonia has gained great respect in Swed
ish business circles and is looked upon 
as a serious and respected partner. 
Trade and business contacts will con
tinue to grow considerably in line with 
Estonia's integration with the EU.
So far we have only seen the begin
ning, and we have just got off the 
ground.

Ba!tic Co-operation - A Key for Deveiopment

Atgis Piebatgs
Ambassador of Latvia to Estonia

7996 was a goo<3? year/or Eafwa an^ 
Eyfoma. GDP grew af a rafe c/o.se fo 
rAe Cewfra/ <3?%/ Eastern Europe av
erage (4%), ;M/Z<3f;on 7%e 
7?a%̂  o / Eafwa /iag e.sV/mafe  ̂ ',s 
7996 m/7a%OH rare a; 7^.J%. Eafv;a!y 

M e.xpecfe<7 ?o reacA 70. .5% 
7997. Ey;oM!a!y m/Za^on/br 7996 

?.s /?re<7;c?e<7 ?o &e 76%. ComparaMe 
/7reJtc^oM.y /o r  Centra/ European 
coMM?We<y are TVMMgary, w/iere ;'fz/7a- 
f;oH M /brecayfed? fo &e 79% an<7 Po- 
/a?M?, w/tere w;7/ reacA 7<f?%. Eafv;a 
pa^^eJ !Y,y/:r,yf &a/awceJ &M<7gef. Afac-

roecoHOfTMcy ?M<7/ca?ory /w &of/i Eafwa 
and? Eifoma ;'fw/?r<we<7 m 7996.
With an optimistic eye on the future, 
the governments in both countries laid 
out a prognosis for economic growth, 
lowered inflation and continued to push 
for inclusion in the first round of EU 
hopefulls. Possible implementations to 
stimulate additional growth include the 
attraction of more foreign investment, 
an increase in the level of technologi
cal innovation, and the expansion of 
trade in foreign markets, most notably

Aigis Piebatgs 17



with Russia. Opening the market east
ward is important not only for the ap
parent benefits of increased trade, but 
also for the development of countries 
assuming the role of "gateway to the 
East".
In the longer run, the Baltics are prom
ising oppurtunities for investors, the 
best indicator of which is the contin
ued inflow of foreign money during
1996. After a strong presence in Esto
nia in the early years of economic re
form, foreign investment now tends to 
be spread throughout the whole region. 
When it comes to laying the base to 
attract investment, Estonia is the trend
setter. Land sales to foreigners, already 
available in Estonia, were introduced 
in Latvia only last year. Privatisation 
as a tool to tempt external investors, 
another Estonian success formula, was 
in 1996 increasingly implemented in 
Latvia. Now both countries are focus
ing upon the privatisation of state 
owned companies. It is interesting to 
note that Finnish companies have 
started expansion in the south, making 
them the most active investors in Latvia. 
Enso, the Finnish forestry giant, has 
established a packaging plant in Riga, 
Neste, together with Statoil, has started 
to construct an oil terminal in the port 
of Riga. Telecom Finland is upgrading 
the telecom networks in both Estonia 
and Latvia. Finnish investors have also 
heavily invested in the sawmill indus
try.
If we examine the industries most at
tractive to investors, the manufactur
ing sector, and transport and commu
nications are in both Estonia and 
Latvia, where the majority foreign in
vestments can be found. In Latvia the 
forestry industry is one of the most 
promising. An indication of this is the 
current 25% share of total Latvian ex
ports that wood products hold. There 
are many ambitious pulp mill construc
tion projects in Latvia. Building materi
als are another booming business, 
which shows no sign of abating.
As consumer markets are saturated, 
the new investment trend involving 
foreign money concerns the ailing in
frastructure, which naturally will take 
longer to put back on its feet. So far, 
Estonia's and Latvia's largest invest
ment projects have both been telecom

ventures. In 1996, energy in particular 
has been on the agenda. The Ameri
can NRS Energy company has signed 
a memorandum of intent to invest in 
Estonian Energy. In Latvia, the 
Latvenergo energy monopoly is at the 
same time being carefully scrutinised 
by Swedish Vatenfall and Finnish IVO. 
Latvian Venstpils Nafta oil terminal will 
also be sold into private hands, and is 
a good example of the potential offered 
by Baltic ports. The trend of 1996 has 
also been to create free economic zones. 
By creating tax incentives for develop
ment, hopes are high that investment 
will be drawn to the ports, all in need of

With an optimistic eye on 
the future, the govern
ments in both countries 
taid out a prognosis for 
economic growth, tow
ered inflation and con
tinued to push for inclu
sion in the first round of 
EU hopefulls.

upgrading. The Riga port was the first 
to be endowed with the special free eco
nomic zone legislation.
However, the Baltic three goverments 
still face a number of obstacles if they 
wish to continue to attract foreign in
vestors. The legal infrastructure must 
be stabilised, annoying red tape in con
nection with various licences and per
mits must be cut down to a realistic 
level, unacceptable customs problems 
need to be more efficiently addressed 
and unsettled property issues must be 
rectified out. The main challenge, how
ever, is Baltic Cupertino.
It is very important to create a common 
Baltic economic space and establish the 
Baltic Customs Union. The creation of 
the Baltic Customs Union is parallel

with the integration process with the 
European Union. The governments 
have already decided that the Customs 
Union shall be established gradually. 
The first step is the full implementation 
of the Free Trade Agreement between 
Latvia, Lithuania and Estonia. By the 
end of 1997 agreements on the aboli
tion of non-tariff barriers to Baltic trade 
shall be signed. A trilateral expert 
group is studying the possibility and 
implications of the free movement of 
services between Latvia, Lithuania and 
Estonia. Baltic states are co-ordinating 
their efforts to bring national legisla
tion in line with the European legal sys
tem. The governments are working to 
establish a common Baltic transit area 
and to work out and implement joint 
border and customs control check 
points on the borders. By 1 July, 1997 
shall the principles of a common trilat
eral transit cargo guarantee system be 
established. The realisation of these 
projects will clearly increase investment 
in the Baltic countries and the amount 
of trade between them.

18 Aigis Piebaigs



Estonia - An Economic Success Story without 
Considerate German Participation?

Dr. Ra!ph-Georg Tischer, representative 
of German industry and Trade in Estonia.

/n German newspaper? Eyfonia Aa-y 
become one o/̂  fAe bri/iianf examp/e^ 
ybr a .SMCce.s\s/M/ anJ com/?efenf eco
nomic franj;'/7on. 7n /acf, fAe 
reorienfafion o/ybreign fra Je fowarJi 
we-yfern mar/ref^, fAe a/moyf comp/efe<7 
p roce^ o/privafi^afion main/y Ay in- 
fernafiona/ fenJers- (fAe /a,sf yfep wi// 
Ae fAe privafiiafion o/*fAe Ai  ̂ in/ra- 
^fmcfMre /aci/ifie^) anJ a monefary 
poA'cy fAaf a.ŝ Mre.y a .staA/e currency 
are imporfanf cAapferi in fAe eco
nomic jMCcê  ̂sfory fAaf Aa.s' Aeen wrif- 
fen in fAe norfAermo^f Ra/fic 6*fafe 
over fAe /a^f year^.
Furthermore, one should mention the 
excellent transportation links to west
ern and eastern countries, significant 
tax concessions for foreign investors 
and trouble-free telecommunication fa
cilities due to the nordic mobile phone 
system. If we finally add the low cost 
of well-educated labour to this list, a 
lot of companies located in economies 
with high wage costs are going to draw 
their attention to a country like Esto
nia.
All these factors can and will contrib

ute to the overall economic goal: the 
attraction of foreign capital and invest
ment including the corresponding 
know-how. The result of the strong 
Estonian policy of attracting foreign 
investment is remarkable: In January 
1997 there were over 10,000 enterprises 
with foreign capital participation in Es
tonia. Most of the direct foreign capi
tal has been invested into manufactur
ing and trade. Portfolio investment has 
flowed into banking. On a cumulative 
basis, the lion,s share of investment is 
from neighbouring Finland (3,152 mil
lion kroons) and Sweden (2,000 million 
kroons), but also from Russia (542 mil
lion kroons).
But despite the headlines in German 
newspapers one can find only a insig
nificant number of German investment. 
Only about 2% (126.5 million kroons) 
of all foreign investment activities in 
Estonia are of German origin. On the 
other hand in the last two years the 
German industry has invested over 80 
billion DEM abroad, approximately 10% 
in the Eastern European countries. In a 
general line German companies are in
vesting in these countries to have la- 
bour-in tensive prim ary products 
manfactured. But along with the grow
ing prosperity the establishment of 
sales agencies to supply the regional 
markets are of greater importance for 
an investment decision. 1997 will bring 
a continuation of the steady upward 
trend of German investment abroad. 
The production environment abroad is 
in many cases more favourable than in 
Germany. At the same time, however, 
overseas investment also reflects a lib
eralization of international capital trans
fer which is conducive to the globali
zation of investment decisions.
The German trade interest in the whole 
Baltic region is constantly growing. In
1996 Germany ranked fifth after Finland, 
Sweden, Russia and Latvia in recipi
ents of Estonian export with 7.1% and 
came third after Finland and Russia in 
imports with 10%. Exports, in particu

lar, are going to be the German econo
my's standard bearer this year. With 
continuing stagnation at home German 
managers are stepping up their activi
ties abroad. They are making greater 
efforts to tap new foreign markets, not 
only in the Far East, but in Eastern Eu
rope too. They are improving their mar
keting and distribution networks, and 
they are banking on new products and 
better customer service. Against this 
background some studies already esti
mate that in 2010 Germany will close up 
to Finland as Estonia's leading trade 
partner. Only one development is to be 
viewed with concern: the growing for
eign trade deficit. The bilateral trade 
balance between Estonia and Germany 
revealed a record deficit of over 2 bil
lion kroons for the year 1996 (over all 
countries the deficit is about 13,5 Billon 
Kroons). Estonia's own export indus
try is obviously not developing in a 
way that it could balance the foreign 
trade deficit. This is not a problem in 
the short term, as a high number of capi
tal goods are still imported and capital 
flows in.
While bilateral trade will keep on rising 
constantly only a few mostly medium
sized German companies are set to in
vest in Estonia. So far Ruhrgas is the 
only German company in the TOP 10- 
list of foreign investors. This year Dy
namite Nobel will follow with an invest
ment of about 155 million kroons into 
the building of a dynamite plant near 
Kohtla-Järve. Over all about 600 Ger- 
man-Estonian joint-ventures are regis
tered in the official register of enter
prises. This list is led by over 6600 Finn- 
ish-Estonian enterprises.
Three main factors have influenced the 
restrained investment planning of Ger
man companies in Estonia. Firstly, there 
has been an impact of investments in 
Eastern Germany in the beginning of 
the 90's. A lot of West-German compa
nies concentrated their financial re
sources on investments in the New 
Federal States. Secondly, a number of
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industrial companies made consider
able investment in other Eastern Euro
pean countries, which obviously have 
a larger domestic market than Estonia 
and are geographically closer to Ger
many: mainly Poland, Hungary and the 
Czech Republic. Meanwhile the com
panies from Finland and Sweden took 
the change and established strong 
trade and investment relations with 
Estonia. In this context it is important 
to note that nearly every country in the 
world have their the strongest eco
nomic links with their neighbours. 
Thirdly, according to the historical links 
only in the north part of Germany have 
the companies become aware of Esto
nia itself and the attractive climate for 
foreign investment. In southern Ger
many one has to realise a growing lack 
of information about the investment op
portunities in Estonia. Connected with 
this some German companies interested 
in establishing business contacts in the 
Baltic region are still choosing Riga as 
the capital of „das Baltikum" for their 
business location. It is one simple task 
of the already developed institutional 
framework in Estonia (e.g. The Esto
nian Investment Agency, The Estonian 
Chamber of Commerce and Industry) 
to spread more detailed economic and 
country-specific background informa
tion in Germany and that in co-opera- 
tion with the offical bodies on the Ger
man side, who are responsible for pro
moting trade and investment, such as 
the representative office of German In
dustry and Commerce in Estonia or the 
83 local Chambers of Commerce and In
dustry in Germany.

But despite the head
lines in German news
papers one can find only 
a insignificant number of 
German investment. 
Only about 2% (126.5 
million kroons) of all for
eign investment activi
ties in Estonia are of 
German origin.

The domestic market of Estonia is small 
and in spite of the business-friendly 
enviroment one important unchange
able competitive disadvantage. Due to 
its small size, the structure of the Esto
nian economy depends very much on 
its integration into the world economy 
and so far some enterprises have al
ready reached a competitive level. On 
the other hand the Estonian market 
provides an exellent first step into the 
Russian markets. German companies 
are nervous of trading with and invest
ing directly in Russia because of the 
economic and political instabitity. Ger
man investors would like to use Esto
nia as a base for production for the 
large Russian market. But the frosty 
and unstable political relationship with 
Russia prevents at present the devel

opment of a normal commercial rela
tionship with on the largest neighbour. 
A general improvement in Estonia's 
position as a transit country would cer
tainly lead to a significant increase in 
investment. However Estonia will have 
to face a number of strong competitors: 
Finland, Latvia, Lithuania and Poland.
In addition we have to consider that 
the relatively low cost base is one of 
the main comparative advantages of 
Estonia. While other European econo
mies in transition are going to improve 
their cost situation, in Estonia the costs 
of energy, labour etc. are rising con
stantly so that in the medium run the 
companies cost structures will come 
under pressure. The current inflation 
level of 23% in 1996, when compared 
to other countries, is relatively high. In 
view of the pegged exchange rate with 
the DEM it is obvious that the inflation 
rate of the Kroon has a direct effect on 
the foreign investors budget (export of 
inflation). In accordance with the cur
rent rate of the Kroon inflation has to 
soon come closer to the inflation level 
of Germany (1,5% in 1996). Otherwise 
Estonia is going to weaken one decid
ing part of its cost competitivness.
How can the Estonian economic suc
cess story continue? The answer is 
fairly simple: by maintaining the liberal, 
consequent and courageous economic 
policy. Due to the unavoidable social 
hardness unleashed by the reform 
policy the government will come in
creasingly under pressure. Here the 
State undoubtedly has to find a bal-



Top Ten Foreign Investments in Estonia (by share capital)
Investor company 
(country)
1)Baltic Tele AB (Sweden/Finland)
2) Birac Holding (Yugoslavia)
3) Svenska Tobaks (Sweden)
4) Agrohimivest (Russia)
5) Coca-Cola (Austria)
6) Anc (Finland)
7) Leeman Ltd. (UK)
8) HTM Sport SpA (Italy)
9) Gazprom (Russia)
10) Ruhrgas AG (Germany)
Source.' Esfon/a/7 /wes&nenMpency

Estonian Company

Eesti Telefon AS 
Ceosil
Eesti Tubakas AS 
Ceosil
Eesto Coca Cola Joogid 
Kunda-Nordic Tsement AB 
Pamu Dairy 
HTM Sport 
Nitrofert AS 
Eesti Gas AS

ance between the improvement of the 
investment climate in Estonia and the 
providing of a social security net. This 
does not mean subsidizing all non-com- 
petitive industries which would in the 
long run sure in weaken the Estonian 
economy. In Germany tremendously 
high amounts of money have been 
wasted over the last four decades by 
subsidizing for political reasons, with 
the logical result that non-competitive 
industries sooner or later had to close 
their doors anyway. As this money has 
not been invested in future technology 
or in the retraining of people the Ger
man economy lost to a large extent it s 
competitive advantages and is actually 
facing a lot of problems.
Estonia is still in a stage of economic 
developement where these errors of fi
nancial means can be avoided. The 
balancing act between economic exper
tise and political constraints in this 
country even more difficult with the 
governments efforts to join EU and 
NATO as soon as possible. Also for
eign investors would appreciate mem
bership in the EU as an additonal fac
tor of economic stability and geo-po- 
litical security. But facing this goals 
means a continuing rocky relationship 
with Russia. Also regional co-opera
tion with the neighbouring Baltic States 
has to be improved. Intensive eco
nomic co-operation between the Baltic 
States would open the way to the sin
gle Baltic market, which is still the vi
sion of many potential foreign inves
tors.
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Industry

Telecommunications 
Washing materials 
Tobacco
Washing materials 
Soft drinks 
Cement products 
Dairy Products 
Sporting goods 
Industrial/medical gas 
Gas distribution

Share capita! million EEK 
(percent of total)
327(49%)
210(38%)
204(58%)
196(36%)
172(86%)
136(30%)
93(100%)
71(91%)
68(100%)
63(15%)

A general improvement 
in Estonia's position as 
a transit country would 
certainly lead to a sig
nificant increase in in
vestment. However Es
tonia will have to face a 
number of strong com
petitors: Finland, Latvia, 
Lithuania and Poland.
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Lithuania - One of the Most Rapidiy Growing 
Economies in Centra! Europe

Haiina Kobeckaite
Ambassador of Lithuania to 
Estonia

To refresh your memory:
L f̂AMan^a .MfMafeJ on fAe ea^fern 
coasf q/* fAe R a/f/c 6*ea anJ  covers 
6J.J00  %?M. /n  799Õ fAe pop^/affon 
fofa//eJ  3 .7J  w ^ o n .  FAe cap/fa/ q /  
L;fAMan^a /j 7Ae coMnfyy
AorJereJ fo fAe norfA Ay Lafv/a, fo fAe 
e<3,sf an J  iOMfA Ay Re/arMJ an J  Po/anJ, 
a n J  fo fAe -SoMfAweif Ay fAe 
^Ta/Zn/ngraJ reg /on  q /  fAe /?M^i/an 
FeJeraf^'on.
Seven years ago, on 11 March , 1990 
Lithuania was the first among the Bal
tic states to restore its independence. 
Since then, which is such a short life 
for a state, Lithuania has become a 
member of many international organi
sations, for example as The United Na
tions, The Council of Europe, OSCE, 
UNESCO. Lithuania ratified Associa
tion Agreement with The European 
Union and is actively seeking full mem
bership of the EU and NATO. In Lithua
nia the last seven years has been 
marked by fundamental economic re
forms. Since the commencement of re
forms in 1991, the process of full inte
gration into the world economy on the 
basis of market economy principles, 
chosen by Lithuania, has led to enor
mous changes.
Lithuania enjoys excellent relations 
with its neighbours. Internal stability 
and guaranteed minority rights enable

Lithuania to conduct a regional policy 
based upon the principles of a positive 
relation with neighbouring states and 
mutually beneficial economic links. 
Lithuania has further expanded its links 
and, alongside, the traditional well de
veloped dialogue with the Baltic States, 
it is also working intensively towards 
joining CEFTA which is good praeti-

In 1994, for the first time 
during the last five 
years, the increase of 
Lithuania's GDP was 
registered- the coun
try's economy grew by 
1 %. According to the 
preliminary estimates in 
1996 Lithuania's GDP 
has grown by 3.5 %

cal preparation for membership in the 
EU.
During the last seven years two elec
tion of Seimas (Parliament) and one 
presidential election have been held. 
The post election period after the re
cent general elections of 1996 is proof 
of the fact that democratic structures 
in Lithuania are now well entrenched. 
Despite the considerable shift of bal
ance in the political spectrum, a swift 
and smooth transfer of power has oc
curred, the new Parliament and coali
tion Government being involved in con
structive co-operation with the Presi
dent of the country.
The new Lithuanian Government's pro
gram emphasises the significance of 
preparing for EU membership. At an

institutional level the Special Mission 
for EU membership negotiations was 
set up within the Ministry of Foreign 
Affairs, and the Ministry of European 
Affairs was established which will as
sist ministries dealing with economic 
and legal affairs to prepare for acces
sion to the EU.
The consolidation of the legal system 
with the requirements of the White Pa
per is a priority. In this regard, the Gov
ernment has attached particular atten
tion to ensuring the credibility of the 
banks, the creation of a favourable cli
mate which will attract foreign invest
ments ( into the banking sector, in par
ticular) New laws or amendments 
thereof are under preparation and are 
designed to promote the protection of 
the environment, sustainable develop
ment, intellectual property rights, per
sonal data protection and public pro
curement
Economic reforms will continue and 
fuelled by determination speed up. 
Lithuania is committed to the further
ing of free trade, the strengthening of 
the Central Bank and the development 
of the country's infrastructure. The 
Energy supply system is to be restruc
tured, the infrastructure of the finan
cial market enhanced and the coun
try's administration system reformed. 
Land and tax administration reforms are 
to be implemented.
In 1994, for the first time during the last 
five years, the increase of Lithuania's 
GDP was registered- the country's 
economy grew by 1 %. This upward 
trend continued in 1995 with a GDP in
crease of 3 %. According to the pre
liminary estimates in 1996 Lithuania's 
GDP has grown by 3.5 %
The Lithuanian Government seeks to 
attract foreign capital, not only by im
proving its credibility with the inves
tors, but also by offering new opportu
nities for the latter. In this respect the 
year 1996 was marked by a number of 
important developments.
Seimas approved an amendment to the 
country's Constitution permitting for-
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eign ownership of non-agricultural land, 
which earlier was limited only to long 
term lease.
In the summer of 1995 the Law on Fun
damentals of Free Economic zones in 
the Republic of Lithuania was adopted. 
It defined the order of the creation of 
zones and investments, the sphere of 
activity and privileges and guarantees. 
Individual laws on three Free Economic 
zones (Kaunas, Klaipeda and Diauliai) 
have also cleared Seimas.
The second stage of privatisation 
which will comprise of enterprises be
longing to such sectors as energy, 
transport and communications will 
soon be accomplished. On February 5,
1997, The Lithuanian Government took 
the decision to privatise a number of 
major companies, including "Lithua
nian Airlines", "Lithuanian Telecom", 
"Oil of Lithuania" and "The Lithuanian 
Shipping Company".
These measures will contribute towards

the achievement at macroeconomics 
stability. Public debt should not exceed 
2% of the GDP in 1997, the inflation 
rate is likely to continue to go down 
and in 1998 it should not exceed 10%. 
GDP growth is expected to be 5% in
1997 and 8% in 1998.
Lithuania maintains a rather liberal for
eign trade regime. There are no quanti
tative import restrictions and the im
port duties are amongst the lowest in 
Central Europe. By the end of 1996 Free 
trade agreements with the EU, EFTA, 
neighbouring Latvia and Estonia, a 
number of Central European Free Trade 
Agreement countries (CEFTA), and 
The Ukraine were signed. The foreign 
trade turnover of Lithuania is increas
ing. While in 1991 Lithuania's trade with 
the countries of the EU accounted for 
only 2 % of the total foreign trade turno
ver, today its share is already 36 per
cent and rising.
Lithuania's export growth rate is among

the highest in the region. Germany and 
the United Kingdom are Lithuania's 
most important trading partners within 
the European Union. In 1996 Lithuania 
imported from Estonia 1.3 percent (56 
mln USD) of its total imports and ex
ported to it 2.5 percent (82 mln USD) of 
its total exports.
A remarkable example of the growth in 
foreign financial institutions' confi
dence in the Lithuanian economy is the 
relatively favourable country credit rat
ings awarded by Moody's in Septem
ber 1996 (Ba2 - the first country credit 
rating in the Baltics) and IBCA in Janu
ary 1997 (BB+).
All these figures indicate, that Lithua
nia, during the last seven years of in
dependence, has the most rapidly grow
ing economy in Central Europe.
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The devetopment 
of interest 
Organizations* in 
Estonia
Basic integration theory advances the 
concept that there is always one com
mon criteria. That is the development 
of Interest Organizations. These or-



ganizations, representing specialized 
interests, generate a measurable pa
rameter of peace and integration. Their 
importance is to provide continuing co
operation and deepening integration 
between these organizations and the 
government of an individual country; 
to increase cooperation between the 
organizations and governments of dif
ferent countries, and to generate inter
cooperation between various federal or 
sovereign governments and their vari
ous subdivisions. The Interest Organi
zations also tend to increase coopera
tion between various parliamentarians 
of various countries with each other.
When one examines Estonia, it is not 
difficult to find Interest Organizations, 
but it is difficult to identify their mis
sion, progress and success. It is if they 
are not aware of their role in increasing 
cooperation and thus promoting the 
peaceful integration of Estonia into a 
common Europe. On the other hand, 
when one thinks of the history of the 
past several decades, there appears a 
rather good reason why the history of 
the Interest Organizations has not 
flourished, and perhaps that history 
may be why they seem moribund at this 
time. However, the various interests of 
the Estonian People need to be heard 
throughout Europe and the world in a 
clear and vigorous voice, and this is 
the role of active, purposeful Interest 
Organizations that operate with a clear 
mission and vigorous leadership.

Soiving the probiem 
of war
The Theory of Functionalism presents 
two aspects that may be particularly 
useful in solving the problem of war. 
These include the changing attitude of 
the people involved in the Interest Or
ganizations and experiencing the ben
efits derived from their operations from 
their increasingly intercooperative op
erations. The second reason is the de
velopment between states in econom
ics, technical cooperation, and common 
welfare. The intertwining of these in

creasingly common interests lead to a 
widening range of interdependencies 
which are seen to enmesh governments. 
This produces a public will that views 
the severance cost of these common 
interests is simply and unacceptably 
too high. The process of functional in
tegration is therefore seen as chang
ing human attitudes, creating 
intercooperative dependencies, and 
escalating the costs of disruption 
which makes the concept of war in
creasingly less likely.
The main goal of inter-cooperation is 
to increase the welfare level through

The importance of spe- 
cia) interest organization 
is to provide continuing 
cooperation and deep
ening integration be
tween these organiza
tions and the govern
ment of an individual 
country.

increased international cooperation. 
This will result in a change of attitudes 
into a socio-psychological community 
reflecting a cooperative ethos. This will 
create a 'push' towards further inter
national organization and advance the 
concept of 'form follows function' 
across national frontiers. This is the key 
idea behind the functionalistic theory.
The neo-functionalist also suggest that 
the Interest Organizations are more im
portant than the (political) parties. They 
are the dynamic element of the political 
process in advanced pluralistic democ
racies. This is especially true of the 
groups which operate in the economic

sector. Haas (the founder of the neo
functionalism) says 'almost universally 
economic groups seem to be in the fore
front of those who clamor for the rec
ognition of common needs'. If groups 
can be caught up in the integration 
process, they could advance the proc
ess and overcome even the resistance 
of national governments.
The neo-functionalist adds that, "the 
demands for task-expansion expressed 
by pressure groups and parties would 
be felt originally at the national level. 
However, as regional central institu
tions are given more power and func
tions in response to pressures, the 
theory is that the demands, the expec
tations and the loyalties of groups and 
parties will gradually shift to the new 
center of decision-making... . Central 
institutions will respond and become, 
thereby, the driving force or 'motor' of 
the process of community develop
ment. .. .the process of community for
mation is dominated by nationally con
stituted groups with specific interest 
and aims, willing and able to adjust 
their aspirations by turning to 
supranational means when this course 
appears profitable.

interest Organizations 
and the EU
The plan of the European Union in 
maturity leads to the creation of a new 
national state with a new capital, Brus
sels. All decision making groups and 
interest organizations have now or will 
soon have senior representation in 
Brussels. This is where the important 
decisions are being made today con
cerning economics, business, agricul
ture, politics, the social agenda, and 
other issues.

What are these international groups 
and organizations one maybe ask. 
These groups include the large multi
national corporations like Coca Cola, 
IBM, Nestle, ABB etc. It includes the 
intergovernmental organizations like 
The United Nations with all of its de-

* Interest Organizations are defined to include Federal or Sovereign Governments and their various departments and agencies; Intergovern
mental Organizations (IGO's) including the UN and the EU; and Non-Governmental Organizations (NGO's), including multinational and 
national corporation, and a variety o f private not-for-profit organizations such as the Internationa] Red Cross, and many others.



partments and agencies involved with 
welfare and peace throughout the 
world. It also includes the OSCE, the 
OECD, the ILO the EU, the Nordic 
Council, the European Council for Hu
man Rights, and many others. Most of 
these organizations have been formed 
since WWII. For example, the United 
Nations was organized as a successor 
to the League of Nations to secure 
peace, political stabilization, advance 
the concept of human rights and to pro
tect those rights, and to promote eco
nomic development. Estonia has be
come a member of several of these inter
governmental organizations. And the 
multinational companies that are al
ready sited in Estonia are members of 
many other organizations, including 
specialized trade groups, the Interna
tional Chamber of Commerce, and oth
ers.
Does theory speak correctly that mem
bership in these organizations helps 
Estonia to be an integrated part of the 
developed world? Yes, but for this to 
happen in its fullest and most perma
nent extent, it requires the participation 
of the Estonian people in these same 
organizations. The Estonians must not 
rely that others will care for either the 
structural problems of the country, or 
the various legitimate interests of the 
people. If they do it will be that the 
interests of a nationalistic state of Es
tonia and its peoples will be subservi
ent to the interests of other sovereign 
governments, for example The United 
States, Denmark, Germany, and so 
forth, or to those Interest Organiza
tions, which will include the interests 
of large multinational corporations. 
This scenario, however, is neither what 
the Estonians need nor is this scenario 
what the Europeans and the EU need. 
Every interest is best served by an Es
tonian government and an Estonian 
people clearly voicing to other inter
ests, the concerns and problem s 
unique to Estonia. Moreover, the Esto
nian government and parliament need 
a thorough knowledge of Estonian so
ciety to properly represent the public 
will. That will only happen when there 
is a web of well organized organizations 
representing as many interest groups 
as possible.

In summary, these Interest Organiza
tions are, according to the theories of 
Functionalism and Neo-functionalism, 
the keystone for the peaceful develop
ment of international relationships 
among national or sovereign states. By 
extension, these theories will aid the 
development of the European Union. 
Therefore it is very important for a tran
sitional Estonian society to develop 
this dimension of political and economic 
security, to create and develop a suc
cessful web of national organizations 
with strong links forged to international 
sister-organizations.

It is very important for a 
transitional Estonian so
ciety to develop this di
mension of political and 
economic security, to 
create and develop a 
successful web of na
tional organizations with 
strong links forged to in
ternational sister-organi
zations.

What can Estonia give 
to the European 
Union?
What can Estonia give the European 
Union, and what can the European 
Union give to Estonia? Of course the 
EU can give a lot to Estonia - in the 
beginning - by economic aid, political 
aid and political security, but in the long 
run it is not certain that the money will 
continue to flow into Estonia. In fact, 
one day the flow of funds will more or 
less cease, and then Estonia will have 
to be economically independent.
If one examines the budget problems 
of the EU and the priorities for aid, Es

tonia must admit that she is not of cru
cial importance. There is some likeli
hood that Estonia will be one of the 
first to feel the shortage of funds in the 
EU system. Historically, small states do 
not have much say in the larger sys
tem. Denmark, for example, has de
creased its agricultural support over the 
last 5 years generating benefits to other 
countries and areas, to accede to agri
cultural subsidization parity demanded 
by the EU.
Further it appears in reality that Esto
nia has little to give to the EU other 
than the fulfillment of the philosophi
cal mission of the EU. The problems 
with the eastern border may be con
strued as a political play by Russia to 
keep Estonia off balance and creating 
difficulties in connection with the EU 
and other organizations. Therefore, the 
perceived factor of political risk for Es
tonia remains quite high.

The future of the EU
In what community or union is Estonia 
going to apply for membership? One 
must look to the EU of today, and next, 
to what it may become in the near fu
ture. This seems to be a French oriented 
centrist system where the main policy 
is conducted from Brussels. This may 
not be by either the European Parlia
ment or the European Commission, but 
more likely by the representative coun
cil of state governments. Since it will 
be required to centralize all vital eco
nomical policy in Brussels when the 
EMU comes into force, the member 
states only will be able to take care of 
their own monetary needs, and not look 
to nor be concerned with the financial 
and security needs of developing 
neighbors.
For example, it has been suggested that 
a uniform social security policy should 
be established and administered from 
Brussels. Thus, the EU will provide the 
standards for an social equality in all 
the member countries. But the ques
tion arises, which state or region should 
provide the standard? Denmark / Scan
dinavia with high standards, or Spain 
and the Mediterranean area with low



standards?
There is also the question of how much 
power will be delegated to small states 
like Estonia, Denmark or Ireland as the 
number of member countries in the EU 
is now more then 20. It has already been 
suggested that the commission should 
have fewer members and that the small 
states will be required to give up their 
places. If this occurs, the influence of 
small states will deteriorate and they 
will tend to be governed by the great 
powers of Europe.

The security of 
Estonia
For the Estonian politician, the EU is 
the only way for Estonia to solve her 
security problem. Officials of the Esto
nian Government always mention the 
EU as the only security umbrella for 
Estonia since membership in NATO, at 
least in the near future, is not possible. 
This will also provide the means to be 
recognized as a completely European 
state. But will the EU be that security 
umbrella the Estonian politicians and 
the people believe?
Russia and her future intentions are, of 
course, the principal question for Es
tonia, the other Baltic countries, and 
the rest of Europe. It is obvious that 
Estonia has fear, with good cause, of 
her gargantuan neighbor. Can Russia 
and her political leadership be counted 
on not to violate the peace and secu
rity of Estonia and the other Baltics? 
One would not think this will be an en
tirely safe option. We can review the 
statements Barry Buzan, the conflict 
theoretical scientist, in his conclusions 
in Peop/e, anJ Fear.
The main conclusion is that a state 
does not tend to aggression if it is not 
threatened by an inside conflict. An 
example might be the Soviet attack on 
Afghanistan in 1979. This was inter
preted by one Estonian scientist as the 
end of the Soviet empire, and the be
ginning of the end of the Soviet occu
pation of Estonia. What, then, could 
be the reason for an attack on the Bal
tic countries by Russia, the dismantling

of the Russian federation? An offset, 
of course, is that the Russian popula
tion, if they are given a democratic 
choice, will not allow their sons to be 
killed in a new war.

Wiit the EU protect 
Estonia?
First of all, Russia must still be consid
ered as a multinational society, similar 
to other societies in Europe since 1989. 
Examples include Bosnia 
Herzegovina, Rumania, Bulgaria, etc. It 
has been impossible for communism to

The question arises, 
which state or region 
should provide the 
standard for an social 
equality? Denmark / 
Scandinavia with high 
standards, or Spain and 
the Mediterranean area 
with low standards?

estrange nationalism. That is true even 
in the former Soviet Union itself. Na
tionalism has again showed its face, 
and we must consider that if Russia 
attacks a neighbor the reason is inter
nal conflict, and a possible further 
breakdown of the Russian federation, 
as was demonstrated in Chechnia.
On the other hand it is also a question 
if the EU will or can help Estonia if the 
Russians attack the Baltic countries. 
The facts seem to indicate that Estonia 
will not be a NATO member in the fore
seeable future. The first reason is that 
Russia is against Estonia's NATO mem
bership, and secondly, all of the West
ern World would have to defend Esto
nia in a crises with Russia, which may 
not be in their respective interests.

What is the Battic 
future?
It is also a question if the Western Eu
ropean Countries would help Estonia 
if Russia tries to return Estonia and/or 
the Baltics. For example, the British 
Ambassador has indicated that they 
would not. History indicates that the 
only reasons the British had to help 
Estonia in the 1918 -1920 liberation war 
was to use Estonia and the Estonians 
to fight against the Bolsheviks and use 
Estonia as an easy gateway and bridge
head to St. Petersburg. Also, Estonia 
did not receive any promises from the 
White Russians that she could keep 
her independence in the eventuality of 
a White Russian victory. Thereby, the 
Estonian military leader Johannes 
Laidoner refused to help them.
The British only helped Estonia to fur
ther her own interests. The British are 
more likely to avoid creating conflict 
with Russia in support of Estonia, and 
to maintain good diplomatic relations 
with them. This seems especially true 
now as communism has died and is no 
longer a threat to the west. Would it be 
possible then, for Estonia to request 
the help of France or Germany? France 
has tradition of long standing good 
relations with Russia.
This is true in partly since 1870 Ger
many has represented a military threat 
to both countries. France still has some 
fear of Germany, and particularly a 
reunified Germany. German re-unifica
tion would not have taken place on 
mostly Western conditions without 
Russian endorsement, which reflected 
established relations between Russia 
and Germany,

If Estonia is an EU member, it may be 
easier to avoid larger problems with 
Russia. For example, it may be only the 
Eastern periphery that will be lost if 
the Russians attack. It seems in the 
best interests of the Scandinavian coun
tries and Poland to keep Estonia and 
the other Baltic countries independent. 
Other questions arise.
They include the following: In a sim-



pie cost-benefit analyses, what will the 
EU win or lose? Is there more to gain 
for the UK, France and Germany by 
maintaining diplomatic relations with 
Russia? Or would they fight to protect 
the freedom and independence of Es
tonian and the other Baltic states with 
the danger of damaging relations with 
Russia?
The Scandinavia countries, or at least 
Denmark, will be the only countries, it 
seems, that would diplomatically sup
port Estonian independence. As we 
have seen in the recent past, during 
and after the Visby meeting, one of the 
biggest questions and biggest disap
pointments for the Baltic countries was 
the Swedish - Finnish security umbrella. 
The Baltic countries did not participate 
much in this, even though the EU, 
United States and Russia had agreed 
to it.
Sweden has maintained neutrality in 
foreign policy. For example in 1940 the 
Germans were permitted to enter Swed
ish territory at the expense of Norway. 
In the Cold War, Sweden declared them
selves neutral, even though they had 
firm connections to NATO. Might Swe
den protect the Baltics in this eventu
ality? Reality seems to indicate a policy 
of neutrality thus avoiding conflict, and 
the maintenance of diplomatic relations 
with Russia.

is there any aiternative 
to the European Un
ion?
There are two future possibilities for 
Estonia to be the eastern periphery of 
the European Union. One is to become 
a European Hong Kong, that is, as a 
banking and service center for all of 
Europe, and to become a transit coun
try for both Russia and the EU. It would 
then be a competitor to Switzerland, the 
Isle of Man, Madeira, Liechtenstein etc. 
but with certain geographical advan
tages. To be a European Hong Kong 
demands a highly developed infra
structure, a highly educated population 
and a high service level. Estonia has 
the possibility to develop and maintain

these standards and demands; the 
government is aware of them; and the 
government is open to providing the 
necessary investments in these areas.

The roie of education
The future of youth in Estonia is cru
cial to become a successful and inde
pendent state, and to function as a 
European Hong Kong. However, it 
seems that the educational policy of 
the Estonian Government is weak. 
Teachers salaries are ridiculously low. 
Although there are still good teachers 
at the schools and universities, and 
there are private schools that can af
ford to pay better salaries for presum
ably better teaching faculty, one must 
question the future education of the 
children. Who will be the teachers? 
W here will superior teachers be 
trained? How will this effect Estonian 
society? There are four possibilities:
1. The better teachers will be available 
only at private schools. Therefore, only 
the children of wealthier families will 
have the opportunity for a superior 
education.
2. Estonian society may develop two 
strata, those who have a superior pri
vate education and those public school 
graduates with lesser qualifications.
3. The wide spread availability of good 
teachers may not exist.
4. Importation will be required for top 
leaders, specially educated people and 
technology. The Estonians will be cho
sen only for intermediate and lower 
responsibilities, and will thus be rec
ognized only as secondary people in 
their own country.
In the latter situation the Estonians will 
re-create the role that they have had 
for generations under the Danish, 
Swedish, Russian, German, and Soviet 
rulers. The idea of a European Hong 
Kong will be impossible, and the Esto
nian people will again be the servants 
of others. W hat has Estonia then 
gained by becoming independent?

Europe in transition
When one discusses the transition 
period in Estonia and the Baltics, it 
must not be forgotten that the West
ern European countries are also in a 
transition period. First of all there are 
the qualifications for the EMU that 
have generated high costs for the civil 
populations in Europe. Secondly, all of 
European industry and production is 
facing a post fordistic time. This will 
result in a new industrial structure with 
new industrial centers and new means 
of production.
Therefore, entering the EU is not as 
easy for both the post-communist coun
tries as well as the EU countries. All 
must consider development in a new 
direction. It can be questioned if the 
post-communist countries are aware of 
the new directions. However, for the 
post communist countries the circum
stances may be easier to accomplish, 
as they have to change their system 
anyway. They do not have to change 
from a formerly efficient fordistic sys
tem but from a totally inefficient 
planned economy. Therefore, they are 
in a position to take up more easily the 
new economic and organizational 
trends that are beginning to take place 
in the world of today when compared 
to their western neighbors.
The post-communist countries have 
other comparative advantages with 
their western neighbors. They do not 
have to struggle with a well function
ing but very expensive and bureau
cratic welfare state as the Western Eu
ropean states. They do not have to 
struggle with the high cost of govern
ment be competitive in the world 
economy. They do not have structural 
change problems with labor unions and 
retain flexibility in the labor market. 
And, finally, the Western Nations must 
struggle with their high deficit and sub
stantial government debt as a percent 
of GDP.



in conctusion
There are many reasons to be pessi
mistic about the future of Estonia and 
the Baltic States vis a' vis their Rus
sian neighbor. There are also some 
good reasons to retain optimism for the 
future of Estonia and her Baltic sisters. 
The people of Estonia must focus all of

their energies towards forging strong 
links with a variety of Interest Organi
zations. They must generate a clear 
voice in the world, and particular with 
the Western Community of Nations. 
They must express will to generate a 
comprehensive policy of superior edu
cational opportunities for youth. And 
Estonia, its leaders, and its peoples

must develop a comprehensive mission 
and the public will to fulfill that mis
sion to become a strong and recognized 
member of the free and independent 
Community of Nations.

Money Laundering as a Financiai Crime

Leon Jankeievitš
Received his BBA degree from EBS 
in 1996 and was the best graduate of the 
course. Leon is empioyed by Price 
Waterhouse as assistant manager 
responsibie for audit and consuming activity. 
His bacheior thesis "Money Laundering as 
a Financiai Crime" was presented to the 
contest of best student research, and he 
received the first ptace at the Estonian 
Academy of Sciences and the second 
ptace from the Estonian Ministry of 
Educaton.

77iM arf;c/e fry fo g:ve a Ane/over- 
v;'ew o/*fAe proA/em^ o/money /a%n- 
Jermg, on fAe/r J(^erenf aspect. A 

aAro affempf fo answer fAe <yne.y- 
Z7on.s "WAaf Ls money /aMnJermg anJ 
/iow M t'f Jone?" anJ "WAaf mea-s^rey 
Aave fAe Jeve/opeJ coMnfr/ei a JopfeJ 
fo Aeep fAe o/Aemg mvo/veJ /n 
money /a^nJerfng fo a m/n/mMm?"

aAw ana/yze fAe .s/fMaf/on con
cerning w/fA money /a^nJerm g ;'n E.s-

fon/a a n J  fry fo come Mp ŵ fA a 
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You can find them in every large town. 
There is the jewellery store that never 
seems to have any customers but stays 
open year after year. And there's the 
pizza place that grosses $300 to $400 
daily but manages to deposit $5,000 
every day.
There is no great secret about what is 
going on: money laundering - the con
version of the monetary proceeds of a 
criminal activity into funds with an ap
parently legal source.
Money laundering was born in the 
1920s in Chicago, during Prohibition. 
Gangsters received the biggest part of 
their profits from illegal alcohol and 
drug sales, and from prostitution. They 
were usually paid with metal coins. In 
order to be able to put this money into 
their bank account without questions 
from tax agents, the gangsters bought 
laundries. The machines were coin op
erated. So during the night the "dirty 
money" was turned into "clean money".
Money laundering is not a new phe
nomenon. But the problems it now 
posed at an international level, which 
reflects the growing internationaliza
tion of organized crime, are now much 
more acute than ever before.
The unchecked use of the financial sys
tem by criminal organisations risks un
dermines individual financial institu

tions, and ultimately the entire finan
cial system. Countries, which are just 
developing modern financial systems 
(Estonia is obviously among them), and 
where technical financial expertise may 
be spread very thin can seem very at
tractive to those seeking to launder 
criminal proceeds. And the criminal acts 
can seem to be plausible, especially 
where financial institutions are short 
of capital. But when the source of that 
money is criminal in nature, it can pose 
a threat to the stability of the entire 
system.
Despite this, many people try to argue 
that money laundering is not a prob
lem except in the bigger industrialised 
economies. They say, that money is 
money whether it comes from legitimate 
or from criminal sources.
This is simply not true, that money is 
the same whatever its source. Money 
does "smell". Criminal money responds 
not to economic or financial signals, 
but to opportunities for further crime - 
and the threat of being caught.

The harmfui effects of 
money iaundering
The activities and transactions associ
ated with laundering produce detrimen
tal effects upon the state, its citizens, 
and its institutions.
Some may feel that it is preferable for 
organized crime to concern itself with



long-term frauds and commodity fu
tures trading abuses rather than the 
trafficking of drugs and death. This is 
a simplistic and dangerous view. Eco
nomic crime directly undermines the 
stability of society. It can lead to politi
cal and social instability and in extreme 
cases dissatisfaction with, and within 
a society that permits such activities 
to continue.
A country that facilitates money laun
dering, by whatever means, provides 
economic and political power for its 
criminal elements. Public officials once 
compromised are virtually owned by 
those who compromised them. Thus 
the corruption of a single public offi
cial has a ripple effect that reaches far 
beyond that single politician. Corrupt 
officials may attempt to enact legisla
tion favourable to businesses taken 
over by criminal elements. Criminal car
tels, using their economic power, may 
monopolize certain industries or eco
nomic sectors within the country. While 
this may appear to enhance short term 
economic growth, the enhancement of 
businesses controlled by criminal ele
ments is never beneficial. Society loses 
proportionally to the degree which 
criminal element prevails.
The diversion of economic resources 
to inefficient areas of activity or their 
employment in essentially anti-social 
activity may be a significant strain on 
the resources of society. Obviously 
this is a greater problem for the less 
developed economies than for those 
in a healthier condition.
Organized crime will use traditional 
businesses, and in particular banking 
systems, to move and launder its 
money. Bankers' interest in fighting 
against money laundering is not a moth
erhood issue for banks but boils down 
to self - interest. There are several rea
sons for this.
Firstly, fighting with the money laun
dering is fighting for the protection of 
society's confidence in the integrity of 
its banking system. Every time a crimi
nal succeeds in washing money 
through the banking system, bankers 
become victims. They become a part of

the machinery of criminal activity.
Secondly, bankers are fighting against 
perception. If customers think the bank 
is in bed with crooks and drug lords - 
whatever the reality - the bank will suf
fer.
Finally, banks are fighting because the 
viability and continued health of the 
banks depends entirely upon the vi
ability and continued health of the com
munities they serve and the society 
they operate in.

Fighting with the money 
laundering is fighting for 
the protection of soci
ety's confidence in the 
integrity of its banking 
system. Every time a 
criminal succeeds in 
washing money through 
the banking system, 
bankers become vic
tims. They become a 
part of the machinery of 
criminal activity.

The phases of money 
laundering
The phases of money laundering can 
go through bank and non-bank finan
cial institutions and through non-finan- 
cial institutions, or all three in the same 
scheme. The main phases are com
monly called placement, layering and 
integration. These can be seen in con
tinuum or alone (from the placement to 
the integration) - proceeds of crime may 
be laundered only through one of these 
phases. Now let us turn to the main 
features of the above mentioned 
phases.

P/aceweMf

The physical disposal of bulk cash pro
ceeds. Recognizing that large volumes 
of cash may draw immediate attention 
to their illegal source, and carry a con
tinuous risk of theft, embezzlement, 
robbery or seizure, criminals are moti
vated to dispose of bulk cash promptly 
after its acquisition. Disposing of bulk 
cash would likely draw law enforcement 
or other unwelcome attention. Thus, 
criminal organizations are driven to dis
pose these proceeds in a manner in 
which they are more easily disguised 
or misrepresented, and less easily rec
ognized for what they actually are. 
Asset purchases with cash, and cur
rency smuggling are examples of com
mon methods use in this stage of the 
money laundering process.
Lay e w ig

The next step after the initial placement 
of the bulk cash. This means separat
ing illicit proceeds from their source by 
creating one or more layers of financial 
transactions designed to disguise the 
audit trail. If the placement of the bulk 
cash has been successful (i.e. unde
tected), the money launderers' activi
ties become increasingly more difficult 
to uncover. The confusing and compli
cated ways in which layer after layer of 
activities of transactions can be piled 
on to one another are intended to make 
the traceability of the proceeds ex
tremely difficult. Laundering operations 
range from the most simple manipula
tion of accounts to structures involv
ing hundreds of companies, with thou
sands of bank accounts. Creation of a 
false trail of paper and electronic funds 
transfer may serve as examples of the 
second stage of money laundering.
/nfegraf/oM
The third phase of money laundering 
process. Integration means the intro
duction of criminally derived wealth 
into the legitimate economy without 
arousing suspicion and with some ap
parent legitimacy for its source. Once 
the layering process has been accom
plished, the money launderer needs to 
provide a legitimate looking explana
tion for his wealth. Integration schemes



place laundered proceeds into an 
economy so that they can appear as 
normal investments, loan or reinvest
ment of earnings. Unless the illicit pro
ceeds can be somehow identified dur
ing the bulk cash placement or layer
ing stages, it becomes extremely diffi
cult to distinguish between legitimate 
and illegitimate wealth.
The establishment of front companies, 
issuing sham loans and the false ex
port/import invoices are among the 
methods commonly used during the 
integration process.

Examptes of 
iaundering schemes
There is a huge number of different 
money laundering techniques. One ex
ample, which demonstrates that se
cured loans are common procedure 
employed by money launderers is pre
sented in Figure 1.
In this example, a London bank received 
$15m from a US bank with instructions 
to convert the funds to sterling. This 
generated in the region of f  10m . The 
US bank subsequently gave instruc
tions to the London bank to use the 
€ 10m for the purchase of a portfolio of 
fixed interest securities to be held on 
behalf of the client. About one month 
later, the bank received a request from 
the majority shareholder of a UK com
pany for a short term loan to be se
cured on the fixed interest securities 
held on behalf of the US client. The 
London bank received the appropriate 
authorities from the US bank on behalf 
of its client and the loan was drawn 
into the London current account of the 
UK client.
What were the opportunities to be sus
picious in this case? Firstly, the true 
client had not been properly identified 
by the London bank when it started 
dealing with the US bank. At first it 
thought its client was the US bank in 
the inter-bank market, only subse
quently to discover that funds were 
remitted on behalf of a US client who 
wanted private banking services. Sec
ondly, what started out as a simple 
treasury activity (buying f  for $) sub

sequently changed to the purchase and 
management of an investment portfo
lio, which finally changed to a lending 
activity. This is another example of the 
so-called "creeping change" where the 
activity on an account departs from the 
originally stated business.
Finally, the pricing of the deal should 
have been the real give away to the 
account executive. The cost of borrow
ing on secured loan exceeded the yield 
on the fixed
interest securities. At first, it was ex
plained by the fact that the borrowing 
was to only be a short term action, and 
the US client did not want to disrupt or 
liquidate the investment portfolio. 
However, after 14 months the loan was 
still outstanding and it was only at this 
stage that the US client (via the US 
bank) instructed that the borrowing 
should be extinguished by the London 
bank selling the fixed interest securi
ties.
What was the real story behind this 
particular example? The $ 15m had been 
obtained by deception from a US in
vestor by the chief executive and prin
cipal shareholder of the UK company 
who was also the disguised beneficial 
holder of the US company.
The techniques of money laundering 
are not abstract theoretical points but 
are widely used in "washing" money 
throughout the world.
John Zdanowicz and Simon Pak, pro
fessors at Miami International Univer
sity's school of business, spent three 
years designing a computer program 
that enabled them to compare every

trade between the US and 235 foreign 
countries in more than 23,000 items 
over a period of three years. First they 
calculated the average price at which 
each of these trades took place, then 
they went back through the list to iden
tify specific transactions that varied 
widely from the average price. What 
they came up astonished even them.
They found imports of untrimmed pil
lowcases from France at $909.29 apiece, 
raw sugar from England for $640 a 
pound, kitchen sinks from Venezuela 
for $8,911 each. There was no adequate 
rational explanations for any of those 
trades. Except, of course, the obvious 
one that they were used to cover the 
shipment of large sums of money from 
the US to foreign bank accounts. In 
some cases, in fact, it's likely that no 
merchandise was even shipped - just 
false invoices.

The common measures 
to combat money 
iaundering at a 
regiona! !eve!
Internationally, the 1988 UN Drug Con
vention was the turning point of anti - 
money laundering policies. Previously 
limited to a few countries, such as Aus
tralia and the United States, after the 
Vienna Convention many countries 
have introduced in their internal sys
tem a complete or partial set of criminal 
and regulatory policies. These policies 
have two main goals: attacking crimi
nal activities and defending the trans-

London bank

Figure 1
Source: McNamara J. (21.03.1995), Modei cases on money iaundering, The Money Laun
dering Bulietin



parency of the economic / financial 
systems.
The first goal, an active one, seeks to 
discourage organizations from pursu
ing criminal activities by increasing 
"law enforcement risk". This means the 
overall risk of being identified, arrested 
and convicted.
The second goal is defensive, the pro
tection of the transparency and integ
rity of the domestic and international 
economic and financial systems. Crimi
nal money pollutes these market places 
and unfairly competes with legitimate 
money on which taxes are paid and 
which has been earned at a lower profit 
margin than is possible in illegal enter
prises.
In order to obtain a clearer understand
ing concerning the concrete content of 
the Act, supposed to prevent money 
laundering the main provisions of the 
Acts of two countries, Germany and 
Slovenia, are presented in Table 1. 
These two countries are quite different 
in size, in length of existence and in 
international weight. However, they 
have at least one common feature: both 
countries have money laundering on 
the agenda of every day problems. Fur
thermore, we have the possibility to 
compare the preventive measures of a 
big and influential state to a smaller and 
younger state. The latter is probably 
even more in our focus because the 
words young and small are also appli
cable to Estonia.
As can be seen from brief regional 
analyses both preventive and control 
measures contribute to the efficient 
combating of money laundering. It can 
be generalized, that at least the follow
ing points could and should be the fo
cus of country which has set the pur
pose to work out a comprehensive 
policy of fighting against money laun
dering and to decrease the seriousness 
of that problem in society:
- The criminalization of a money laun
dering offence
- The limitation of financial secrecy 
An absolutely crucial element of emerg

ing anti - money laundering policies is 
the limitation of financial secrecy. Vir
tually all of the emerging regimes , in 
order to combat money laundering rec
ognize the need for the reasonable limi
tation of financial and professional pri
vacy.
- "Know your customer"
Anonymous accounts are the purest 
expression of a money laundering serv
ice and need to be universially recog
nized and rejected as the equivalent to 
an invitation to money launderers.
- The identification and reporting of 
suspicious transactions
A bank, business or professional, 
asked to participate in a currency trans
action which raises suspicion of money 
laundering, is in a number of countries 
required to inform the appropriate au
thority. Other less effective regulations 
merely permit such reporting but do not 
require it, although it is difficult to un
derstand why a government would not 
want to know of a transaction consid
ered suspicious by a professional 
banker. A serious impediment to the ef
fective implementation of suspicious 
reporting is the absence of protection 
for the banker against complaint or le
gal action by an customer or third party 
for the effects of reporting. Such pro
tection, variously called indemnity, im
munity or safe harbour provisions, 
needs to be legally declared.
- Improving the regulation of busi
nesses/professionals who conduct fi
nancial operations
When regulatory anti - money launder
ing policies first began to take effect, 
non - bank financial institutions were 
used for money laundering. Therefore, 
it should be ensured that the provi
sions of money laundering legislation 
are extended to include those profes
sions and undertakings whose activi
ties are particularly likely to be used 
for money laundering purposes.
- Developing asset forfeiture
The necessary complement of anti - 
money laundering regulation and pe

nalization is the forfeiture of assets. 
Some laws provide for asset forfeiture 
only in criminal proceedings, while 
other countries include civil and admin
istrative actions. Some countries co
operate with foreign asset forfeiture 
requests only when they are based 
upon penal action. Some countries ap
ply these laws only to the proceeds and 
instrumentalities of crimes, while other 
countries have laws which are more 
comprehensive, i.e. permitting a judge
ment against any of the assets of the 
criminal.

The situation in 
Estonia
The International Scientific and Profes
sional Advisory Council of the United 
Nations performed in 1994 a global 
study of money laundering issues in 
different countries. Finally, it came up 
with the ranking of countries accord
ing to the major concern for money 
laundering problem. The countries or 
territories were ranked as high-medium- 
low concern.
Low concern countries are those, 
where there is only a moderate amount 
of money laundering and the situation 
is not expected to deteriorae in the im
mediate future. Together with, for ex
ample, The Czech Republic, Finland, 
Norway, Latvia and Lithuania, Estonia 
also belongs to this group.
Apparently, foreign observers believe 
that the situation as regards money 
laundering in Estonia is not problem
atic. Let us view this issue from within. 
What is the situation really, and what 
should be done?
There are at least two reasons as to 
why Estonia is at risk of becoming a 
money laundering country to a larger 
extent is high. Firstly, the huge criminal 
activity in Russia may easily be trans
ferred to Estonia. The second factor is, 
that Estonia is changing so rapidly, that 
it attracts new investors, who are try
ing to operate here with big profits. 
These investors might be honest but 
then again might be not.



The advantages of Estonia in effec
tively sustaining money laundering are 
an open economy, the insignificant 
level of protectionism, the fixed ex
change rate with the DEM and other 
liberal achievements of the last few 
years.
One of the main differences between 
the situation in Estonia and the rest of 
the world is that drug trafficking is not 
such a significant cause of money laun
dering. One of the main causes of 
money laundering is considered to be 
the evasion of taxes.
The prevention of money laundering 
in Estonia is regulated in the only chap
ter of Law on Credit Institutions, which 
came into force on 1 January 1995. The 
7th chapter of this Law is wholly dedi
cated to preventive measures. Let us 
we review the key points of this chap
ter, and since we have generalized the 
legislation in other countries we shall 
identifiy the fields regarding money 
laundering which are not currently regu
lated in Estonia.
Article 54 defines money laundering as 
"the placement of illegally acquired 
money into legal business or invest
ments." The Law does not limits the 
offences to drug sales but to all ille
gally acquired money.
It is said in the Law, that it is the obliga
tion of a credit institutions to prevent 
the usage of the banking system for 
the purposes of money laundering. In 
order to do that, credit institutions, in 
reality considered as banks, have to 
perform several duties.
7V;e

According to Article 55 a credit insti
tution is not allowed to enter into con
tractual relations or carry out transac
tions with anonymous persons or front 
operators. A credit institution shall iden
tify all the persons who carry out trans
actions which exceed 15,000 XEU (-- 
220,000 EEK) or cash transactions 
which exceed 7,500 XEU ( -  110,000 
EEK).

The credit institution is obliged to pre
serve all documents that serve as the 
basis of transactions exceeding thresh
old limits as well as the written results 
of the identification of persons related 
to them for seven years after the date 
the transaction was performed.

Information concerning money laun
dering can be disclosed only in certain 
cases in the following instances: to a 
court on the basis of a court decree or 
verdict, or to an investigative estab
lishment on the basis of a written reso
lution. A credit institution shall not in
form the clients concerned about the 
activities of courts and investigating 
bodies, or that information has been 
transmitted to such institutions.
WbrZdHg proceJMres
In order to perform all the above men
tioned requirements concerning the 
prevention of money laundering, credit 
institutions are obliged to provide 
working places with necessary techni
cal equipment and to establish instruc
tions for the employees in additions to 
internal controls to check how these 
instructions are followed.
Pena/ provM/oni
The Law foresees that if an executive 
or another employee of a credit institu
tion fails to follow the regulations on 
the prevention of money laundering, 
they shall be punished in accordance 
with the Law on Disciplinary Respon
sibility or as a criminal offence with a 
fine of up to 200 times daily wage with 
or without cancelling his/her right to 
be employed at a certain position or in 
a certain field.
The current legislation still has many 
serious loopholes. These loopholes are 
summarized in the following points.
1. Money laundering itself is not es
tablished as a criminal offence. As we 
saw, only the employees of the credit 
institutions are committing a criminal 
offence if they fail to apply preventive

measures towards money laundering.
2. The Law on Credit Institutions is 
applicable only to banks.
All other sectors, which represent the 
same risk for being approached by 
money launderers are not covered. Il
licit funds, however, might be placed 
not only in banks, but, as we men
tioned before, also in investment funds, 
insurance companies, jewellery and car 
dealers etc.These sectors cannot be 
mentioned in the law applying to banks 
only. At the same time they do not rep
resent a less significant threat from the 
point of view of preventive procedures.
3. The banks according to current law 
are not obliged to report on their own 
initiative, when they suspect money 
laundering.
The reporting in cases, other than 
those two mentioned in the Law on 
Credit Institutions, would mean the 
breaking of bank secrecy requirements. 
At the moment Banks should only ac
cumulate information, but a great deal 
of that information is not used. This 
means that the current legislaton which 
requires the collection and preserva
tion of information is but a half-meas- 
ure. Efficiency of combating money 
laundering depends on how thoroughly 
the information submitted by financial 
and other institutions is analysed. At 
the moment this information is analyzed 
only in a few cases.
4. The forfeiture of illegal funds and 
property acquired for them is not es
tablished.
On an international level forfeiture of 
illegal funds is one of the most funda
mental principles in combating money 
laundering.
5. There is no entity established by the 
law which would be appointed to deal 
with money laundering.
There is a lack of state authority, which 
would oversee how money moves in 
the financial sector and related areas. 
Similar entities established in other 
countries serve as "filters" between fi
nancial institutions and prosecution



authorities.
6. The institutions and its employees 
do not have legal immunity if they re
port their suspicions.
The international experience shows, 
that when organizations and their em
ployees report suspected cases of 
money laundering they are free from 
any legal responsibility provided that 
reports are concluded properly. This 
issue is also an obstacle to banks re
porting on their own initiative and these

points should be solved together.

The need for a Money 
Laundering Law
It is clear, that the obvious drawbacks 
described above exist and that the fight 
against money laundering is extremely 
inefficient as long as these issues re
main unresolved.
They can not be solved in the Law on 
Credit Institutions, otherwise the legal 
requirements would be limited only to

the banking industry. If we are seeking 
to efficiently prosecute and punish 
those involved in laundering illegally 
gained money we must be fully aware 
of two aspects: the system of accumu
lation of data must be established and 
co-ordinated (this also includes how 
and by whom). In addition to this, the 
responsibilities of all parties in the fight 
against money laundering should be 
clearly defined and divided. These is
sues cannot be resolved by applying 
indirect measures. The independent 
Law on Money Laundering represents 
an urgent necessity.

Table 1
The comparative analysis of the German and Slovenian Money Laundering Acts

Provision of the iaw
Title o f the law

The addressed parties

Definition o f money laundering

Identification obligations

Identification o f other enterprises 
and persons

Identification o f insurance clients

Preservation o f docum ents

Reporting obligations

Disclosure to the party 
ordering transactions

The "filter" role o f  report 
authorities

Penal provisions

Germany
M oney Laundering Act adopted on 
25 October 1993

To banking and non-banking financial 
institutions and to German Federal Post

No definition provided

The person should be identified before 
accepting cash, securities or precious 
metals worth over 20,000 DM

A person, who administers another 
persons assets and intends to pay 
cash worth over 20,000 DM should 
identify his client

The insurance client should be 
identified if premiums over 1 year 
exceed 2,000 DM or a single premium 
is higher than 5,000 DM

The records obtained during the 
identification should be stored for 
six years

A person who fails to fulfil requirements 
the set by the Act is committing an 
administrative offence and may be 
punished by a fine o f up to 200,000 DM

Stovenia
Law on the Prevention o f Money 
Laundering adopted on 8 June 1994

To banking and non-banking finan
cial institutions, to privatisation, 
travel and real estate organizations 
and to dealers o f precious metal and 
stones

Concealm ent o f the origin o f money 
or property, acquired by organised 
illegal drug trafficking, illegal arms 
trading or by unlawful activities

The client should be identified be
fore accepting transactions worth 
over 2 ,200,000 SIT ( -  23 ,000 DM)

The institutions should identify the 
final beneficiary.

The insurance client should be iden
tified if a single premium exceeds 
145,000 SIT ( -1 ,5 0 0  DM)

The records obtained during the 
identification should be stored for 
six years

A legal person who fails to fulfil 
requirements set by the Law shall be 
fined a minimum of SIT 1,000,000  
( -  10,000 DM).

In case o f suspicion an institution 
should report to the prosecution 
authorities

Data for all transactions exceeding  
3,600,000 ( -  23,000 DM) should be 
forwarded to the Office for the Pre
vention o f M oney Laundering 

According to both acts the institution may not disclose to a client or a third 
person that information about them has been reported

In both states, when the report receiving authority finds on the basis o f data, receiving  
that for a certain transactions there exists reason for suspicion o f money laundering, it shall 
inform the competent bodies
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Brief historicai 
overview
New Zealand was an early pioneer of 
social legislation on a wider scale. Fol
lowing its first general election based 
on the one-man-one-vote in 1890 it 
passed the Old Age Pension Act in 
1898. The history of the economic au
tarky in New Zealand reaches back as 
far as 1935 when the local parliament- 
The House of Representatives, led by 
the Labor Party accepted The Social 
Act which opened wide perspectives 
for the extensive public sector expendi
ture. In addition the principles of the 
welfare state were defined. The suc
ceeding government debt crisis, culmi
nating in 1939 forced the introduction 
of intense capital export and controls 
upon the import of commodities. In ret
rospect in the era between The World 
War, it is the overall grumbling of inter
national trade system which was preva

lent, along with procedures to re-es- 
tablish the gold standard and develop 
trade links between the nations which 
were about to falter as the backlash to 
the political situation after World War
I and the Great Depression. After the 
financial crisis in 1931 the float of ad
ministrative regulation exploded open, 
a great number of governments intro
duced control measures over exchange 
rates and foreign trade that made the 
integration of capital markets unfeasible 
( a good example of this is the Hawley- 
Smoot Tariff Act in the USA which in
stituted restrictive trade barriers and 
forced also many other states into the 
measures). The past-war period intro
duced temporary alleviation, and im
port restrictions were abolished in 1955. 
The Falling prices of meat and dairy 
products led to an adverse trade bal
ance and an alarming depletion of the 
countries overseas reserves. Subse
quently the Government reimposed 
import licensing and exchange control.

The traditionai theory 
of reguiation in 
practice
The traditional theory of regulation, 
which influenced public policy for 
much of the twentieth century, was 
aimed at advancing the public interest 
by correcting market failures. The fun

damental concept of the administrative 
approach is the public interest theory 
of regulation which states that govern
ment intervention will improve welfare 
in many instances. It assumes that the 
regulators are perfectly informed agents 
who act in the best interest of the com
munity to correct market failure and an 
uncritical application of the concept 
spread around the world, including to 
New Zealand. The critical notes rose 
from the modem scholars of the field 
including vow Naye^ who emphasized 
the importance of the price system in 
generating and communicating infor
mation. He also stressed the importance 
of competition as a discovery process 
for the generation and the transmission 
of knowledge that none of the partici
pants in an economic system pos
sessed individually. awJ 
FneJ/awJ found through empirical 
research that very often regulation was 
either having no effect on the behav
iour of firms or it was creating rather 
than eliminating inefficiencies. Coase 
and DewMefz argued that comparisons 
between real world outcomes and the 
predictions of the perfectly competitive 
model provided an inappropriate basis 
for the formulation of public policy. 
Public choice theory, which emerged 
in the 1950s and 1960s, used economic 
principles to explain the political proc
ess, the main representatives being 
Z?McAaMaH and Becker . The public 
choice theory highlighted the possibil-
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ity of government failure being analo
gous to market failure and possibly 
more serious in its consequences.

Some probiems New 
Ze!and faced in 
1960-s and 1970-s
Recognition of the stagnating policy 

started emerged in the sixties. At the 
beginning of the post-war era the 
growth of New Zealand's economy 
was comparable to the other OECD 
states. In the mid-sixties a deep dete
rioration in the ferwM o/YraJe occured. 
( according to the surveys even as 
grave as 25%) as the world price of its 
main exports (wool, red meat, and dairy 
products) fell. The New Zealand vol
ume GDP grew by about 1 per cent a 
year slower than the OECD. Agricul
tural exports, the source of most over
seas earnings, were affected by the 
closing of the EC market, the dumping 
of EC surpluses, and by the decline in 
wool's competitive position against 
synthetics . The government's re
sponse to external shocks consisted of 
controls and regulations on imports, 
prices and wages, interest rates and 
foreign exchange. In order to stabilize 
employment, the government moved 
into large subsidies for the private-sec- 
tor companies. Higher world energy 
prices, following the oil-price hikes of 
the 1970s, stimulated local energy sup
ply. The National government led by 
Robert Muldoon conducted the en- 
ergy-oriented industrialization program

dubbed "Think Big" ( but ironically 
relabeled by the opposition as "Sink 
Big"), which meant huge support for 
the involved industries. The export sec
tor obtained innumerable different state 
supports and tax subsidies, violating 
the rules of GATT. The exchange rate 
was still administered and the interest 
rates under governmental control. En
trepreneurship was tied up with restric
tions, which resulted in stingier choice 
in goods and services and often also 
inferior quality. Import controls, to
gether with the small population, meant 
that in many industries only one or two 
firms served the entire market. The lack 
of competition meant that firms had lit
tle incentive to be innovative.
As early as 1962, Sir Frank Holmes had 
to admit, of the period 1949 to 1961, 
"The New Zealand economy has 
earned the unfortunate distinction of 
having one of the slowest annual rates 
of growth of productivity among all 
the advanced countries of the world." 
Low factor productivity growth was the 
cause: total factor productivity grew by
0.3 per cent per year from 1965-84 by 
one estimate, or 0.6 per cent by another. 
By the larger of these estimates, this 
was half of the productivity growth of 
the United States, Britain and Australia 
and a fifth of Japan's. In the late 1970s 
the per capita GDP growth numbers 
increased slightly. Persistent refusals 
to face the chronic productivity prob
lem resulted in a large government defi
cit ( 7 per cent of GDP in 1987) and 
higher foreign debt. The private and 
public foreign debt rose from 11 per 
cent in 1974 to 95 per cent of GDP in

1984. Excessive budget deficits from 
the late 1970s were primarily funded by 
inflation, devaluing the value of gov
ernment bonds, which institutions were 
compelled to buy at a controlled inter
est rate. Low productivity growth led 
to the welfare reductions of the entire 
country. New Zealand had the world's 
fifth-highest income per head in 1955, 
by 1984 it had dropped to 19*. Like the 
reforming former Soviet-bloc countries, 
New Zealand had a two-pronged prob
lem, microeconomic and macroeco
nomic.

The revoiution in 
1980-s
Since the late-seventies the positive 
approach of the market economy 
started to win wider support. New Zea
land's reforms were motivated partly 
by orthodox economics and the desire 
to apply its precepts to government. 
However, they were also influenced by 
the political "New Right", which, on 
philosophical grounds, sought a 
smaller role for the public sector. The 
snap elections in 1984 brought the 
Labor Party into office, which received 
43 per cent of the total votes and se
cured 56 of the 95 seats in the House of 
Representatives. Accordingly the new 
leader of labor, David Lange, became 
Prime Minister. The high tum-out of 
eligible voters (86%) indicated deep 
public d issatisfaction  with the 
Muldoon administration. The new gov-



emment took over the country, which 
was dubbed as an "economic mu
seum". The key concept was regula
tive reform. Other goals included the 
solving of the grave inflation problem 
and the improvement of the ever wors
ening current account deficit. The day 
after the election in June 1984 the Re
serve Bank felt obliged to announce 
that it was ceasing to convert NZ dol
lars into foreign currencies. The newly 
elected government, however, began 
by devaluing the dollar by 20 per cent 
and later floated it.
Major public sector reforms started 
with the State-Owned Enterprises Act 
in 1986.
Program, introduced by Labour, differed 
radically from conventional Labor ide
ology. The program included many con
troversial actions as the introduction 
of value-added tax, instead of the former 
complicated sales-tax system and the 
streamlining of the state structures. It 
may sound surprising that such propo
sitions came from the left-wing Labor 
Party, not the conservative National 
Party. Roger Dong/as, the long-time 
Minister of Finance, who is known as 
the main figure of the reforms front, "the 
Founder" of 'rogemomics,' enumerated 
the goals of every Labor government 
in society:
- A reasonable standard of living for 
everyone.
- Access to a good education and good 
health services, regardless of income
- A social welfare system that allows 
people to reach the level they can and 
want to achieve, and where the assist
ance provided does not make those 
who receive it dependent on but it but 
instead opens the way to self-support.
- A society which gives people oppor
tunities for self-fulfillment.

Lessons from reform
- Trade liberalization does give an out
ward focus.
- Flexible labor markets are important.
- Extensive privatisation is possible and 
can offer large rewards
- Fiscal consolidation is a necessary 
part of reducing debt.
- Tax reform is important.
- The sequencing is important.
- The politics of reform are crucial.

Roger Douglas writes in his memoirs: 
"77ie wore /  /oo^eJ af Aow fAey were 
worA;;ng, anJ af fAe 6%sforffoMS fAaf 
AaJ crepf m over fAe years, anJ Aow 
f/iose J/sforf!ons Aa^ pro^MceJ f/ie 
resn/fs never env&age^ fAe õnge
na/ arc/nfecfs, fAe more c/iange 
seemed necessa/y." The subsequent 
gradual liquidation of market distor
tions encompassed over twenty sub
jects, beginning from the monetary 
system and finishing with the restruc
turing of the state educational sector. 
In the first stages the labor markets 
were left out of consideration. That 
flaw brought with it some considerable

New Zealand's reforms 
were motivated partly by 
orthodox economics and 
the desire to apply its 
precepts to government. 
However, they were also 
influenced by the politi
cal "New Right", which, 
on philosophical ground, 
sought a smaller role for 
the public sector.

drawbacks and is the main reason for 
the long time-lags between the reforms 
and the first positive results which be
came politically fatal for the Laborparty 
in future elections ( Labor regained the 
office in the 1987 elections, but lost 
1990). The new Employment Law was 
presented in 1990 by the National 
Government. The vital question was 
the redistribution of resources which 
would result from the abandonment of 
the restrictions concerning goods and 
capital movement. Roger Douglas 
presents an argument: "For msfance, 
!7M/7or? re^r;cf;'o?ts were mean? fo pro- 
fecf f/te average New Zea/an^e^ en
sure yo^s ?Aaf WMgAf no? ex/s; ofAer- 
WMe, an<̂  regn/afe fAe SM/?p/y q/goo<%?. 
7%e 6?owM s/<Ve o / ;n%7orf confro/s was 
fAaf we pa;W way over ?Ae oJJs ybr

/ferns as Averse as cars, fe/evmon sefs 
anJ sAoes. Nav;ng pa;<% wore fAan we 
sAoM/afybr fAose /ferns, we Aa^ /ess fo 
spenJ on ofAer goo^s, fAere&y cosf- 
;'ng yo&s e/sewAere ;n f/ie 
economy. "The initiation of the free 
movement of goods began with the in
troduction of CER ( Closer Economic 
Relationships) agreement with Aus
tralia as early as 1982, but the final lib
eralization took place in 1990. Import 
licenses were sold on the open market, 
increasing quotas at the same time, the 
restrictions became unchaining. Tariffs 
were noticeablyalso diminished.
The most famous result is however, the 
Reserve Bank Act which gave to the 
bank only one ultimate goal (low infla
tion) and freed the measures for its 
achievement. Compared to the Estonian 
currency board system, where the Cen
tral Bank is restricted in its measures 
and the fulfilment of monetary policy 
is practically impossible, the New Zea
land Reserve Bank has every tool at 
hand to compete inflation. The finan
cial system of New Zealand is labeled 
as the most liberal one in the world. 
The obligatory reserve requirements 
and deposit insurance schemes are 
abolished, larger capital inflow means 
improved competitiveness and com
pelled efficiency. Estonian banking is 
comparatively more restricted. Re
serves are required and control over 
the financial structures is far more 
stricter.

Happy Happy Joy Joy 
- what does this 
mean?
According to some statistical surveys 
the transition has been quite painful. 
For example while the real incomes of 
the upper 20% have increased in the 
1981-91 period by 8 per cent, then other 
groups have suffered a loss with the 
lowest 20 per cent becoming 7% less. 
Unemployment rose to over 10% be
fore beginning to fall in 1993. In the 
meantime inflation is practically dead 
and the budget deficit is approximately 
1% of GDP. Although it took seven 
years for the economy to begin to grow, 
important gains have been achieved.



Firms have reorganized themselves to 
be more efficient and have been suc
cessful in this- exports are rising by 15% 
a year. In 1996 the unemployment rate 
fell to under 6% compared to the OECD 
8% average. A balanced current ac
count was achieved 1992 and has been 
positive thereafter. Foreign debt stays 
high, although The Reserve Bank Presi
dent Donald Brash considered the prob
lem to be exaggerated in the interview 
given in 1995. He proclaimed that the 
lion's share of it represent private sec
tor settlements that are expressed as 
debts due to taxation reasons. Today 
the radicalism has diminished. The 
Labor Party has lost its initial momen
tum to the National Party who is now 
seen as a moderate reformer and was 
victorious at the last general elections.

What can Estonia team 
from the New Zeiand 
experience?
First it should teach us patience, even 
the most radical reforms take time to 
succeed. Every reformist decision made 
in world history has been political. The 
initators are often bound to lose popu

larity due to excessive time-lags be
tween the harvest and suffering. There
fore the tremendous popularity loss of 
The Isamaa party in the last elections 
is by no means extraordinary. Govern
ment should show more courage in free
ing the factor markets. In the contem
porary situation this means wider lib
eralization of the Estonian labor sector 
and the faster implementation of land 
reform. New Zealand made its reform
ist decision by the majority-led parlia
ment, elected with a first-past-the -post 
system. The Estonian proportional sys
tem may not have the essential momen
tum for a consolidated parliament. 
Does this mean that proportional rep
resentation is inefficient p e r  -ye? 
Maybe. Nevertheless, radicalism has 
shown its claws.
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It is most likely that in five years a text
book will be published with the title 
"The Transition from a Centrally 
Planned to a Market Economy", or, in 
other words, "How to Build Capitalism 
on the Ruins of Socialism". So far, a 
reference book of this kind is not avail
able, since economic theory does not 
say very much about it, and there are 
differing experiences in each countries 
in transition which cover just couple 
of years.

It is also due to these reasons that Cen
tral and Eastern Europe, including The 
Baltic States, still reveals contradic
tions. On the one hand, the rapid de
velopment of the countries in this re
gion towards a market economy is ob
vious. On the other hand, a drastic and 
speedy transformation of their eco
nomic pattern, lacking well-examined 
schemes, inevitably leads to negative 
effects and problems, both due to ex
ternal conditions and as a result of in
ternal reasons and failures.

Buiit from scratch
During the five years since they re
gained their independence, the finan
cial markets in The Baltic states have



been created from scratch. Properly 
functioning financial markets are a sign 
of an advanced economy; in Soviet 
times, under a centrally planned 
economy such a system for allocation 
of resources did not exist. Since the cor
nerstone of the market economy is pri
vate property which can be fairly priced 
only through functioning markets, the 
development of capital markets should 
be considered as of utmost importance 
for The Baltic States, as it provides 
shareholders with a specific price for 
their holdings and enables the effec
tive allocation of resources.
International investment companies 
usually take an inclusive "regional" 
viewpoint in their relations with Baltic 
states. This is justified by many fea
tures they share - small size, a heritage 
of 50 years of Soviet hegemony, the 
trend towards integration with Euro
pean structures etc. But at the same 
time there are serious differences be
tween the three countries, too. Which 
in my opinion, almost exceed that which 
they share in common - first of all lin
guistic, then historical and perhaps 
most important - economical differ
ences. The development of capital mar
kets in Baltic countries has been differ
ent in principle and has brought out 
particularly well the differences in the 
economic level which these countries 
have managed to achieve during the 
ongoing transition period. The biggest 
similarity is probably central deposito
ries in all three countries where 
dematerialised securities are held in an 
electronic form.

Tatiinn Stock Exhange: 
trading based on 
market-makers
The Estonian government involvement 
in the development of the capital mar
ket has been minimal (this is connected 
with the lack of need to issue T-bills to 
cover budget deficit), the securities 
market has developed by itself, due to 
the interest of market participants and 
with limited regulations. Tallinn Stock 
Exchange (TSE) which only started its 
activities in June 1996 has outper

formed both of its older southern neigh
bours. Using the Anglo-American trad
ing model which is based on market- 
makers and continuos trading, TSE has 
lead Estonian securities market to a rela
tively good position among other tran
sition economies if we compare liquid
ity (turnover divided by market capi
talisation) and relative size (market capi
talisation divided by GDP) ratios. The 
market maker is always ready to quote 
the price of the security he is "making 
market" for and carry out deals. This 
gives the market continuity and liquid
ity, but there is always a gap between 
buying and selling quotations and

The average daily 
turnover in Tallinn Stock 
Exchange is currentty 
50-60 million kroons 
compared to 2-3 million 
kroons in Riga and 20- 
25 million kroons in 
Vilnius. In 1996 the total 
turnover of TALSE was 
191.2 million dollars, 
while the same figures 
were 12.4 million dollars 
and 142.4 dollars for 
RSE and NSEL, respec
tively.

therefore the price investor gets; for 
example while selling is normally not 
equal to the price this investor who 
wants to buy must pay, but lower. The 
Average daily turnover in Tallinn Stock 
Exchange is currently 50-60 million 
kroons compared to 2-3 million kroons 
in Riga and 20-25 million kroons in 
Vilnius. In 1996 the total turnover of 
TALSE was 191.2 million dollars, while 
the same figures were 12.4 million dol
lars and 142.4 dollars for RSE and NSEL, 
respectively.

Riga Stock Exchange 
and Nationai Stock 
Exchange of Lithuania: 
order - driven mode) 
in use
Latvia and Lithuania have chosen 
clearly different path to achieve func
tioning securities markets. The main 
characteristic of their way is bigger 
government involvement in markets. 
This is due to the need of governments 
to issue T-bills to cover budget deficit 
and secondly, to privatise state-owned 
companies by selling their shares pub
licly on the stock exchange. Both Latvia 
and Lithuania received for the estab
lishment of their stock exchange sup
port from The Paris Stock Exchange and 
Central Depository of France. Differ
ing from Estonia, most investments for 
developing the infrastructure (deposi
tories etc.) have been organised by the 
State, and are thus not so well economi
cally motivated. It seems to that the 
Continental European order-driven 
trading model is not the most appropri
ate model for post-socialist economies 
like Latvia or Lithuania to adopt. In such 
systems the price is not determined 
continually when the stock exchange 
is open but only one "right" price is 
determined for one trading session. The 
aim of the stock exchange is to gather 
as many orders as possible and then 
find a price which satisfies the maxi
mum amount of orders. All transactions 
with this security will be settled with 
this price. The maximum possibility of 
how much a price may change from pre
vious trading session is also limited (the 
NSEL 10-20%, on the RSE 15%). The 
advantage of this system is that the 
price the buyer pays is absolutely 
equal to the amount that the seller gets
- the right price. The big disadvantage 
of a fixed price system is low liquidity. 
Despite the big number of shares trade- 
able, activity remains very small and 
this scares especially small investors, 
thus makeing this system investor-un- 
fhendly.

As it was already pointed out above, 
the role that the capital markets has to



perform is to enable the flow of funds 
to projects which could generate profit 
and thereby contribute to the econo
my's overall growth. Among Baltic 
countries Estonia seems to be closest 
to having this resource allocation 
mechanism functioning, properly as 
since the beginning of 1997 over 30 
large and middle-size private compa
nies from various sectors have an
nounced their plans to become public 
and list their shares on the Tallinn Stock 
Exchange. Latvia and Lithuania are not 
hopelessly far behind, but they obvi
ously have to make some 
rearrangements in their trading systems 
and legislation. One factor that makes 
rapid development of the capital mar
kets in Lithuania and Latvia question
able is the lower macroeconomical sta
bility than in Estonia. Banking crises 
have heavily influenced investors' 
confidence into the financial markets 
and this is hard to rebuild.

Money fiows in
In all transition economies including the 
Baltic states, where the investment 
needs exceed domestic long-term 
money supply, the gap is covered by 
taking foreign loans and encouraging 
foreign investments. The experience of 
other countries in transition shows that 
direct foreign investments are followed 
by portfolio investments. The Baltics 
countries have received relatively large 
amounts of foreign direct investments 
in recent years. They are now in the 
middle of a sustained economic recov
ery, the speedy developments in secu
rities markets' infrastructure and regu
lations are expected to increase the in
flow of foreign capital in the form of 
portfolio investments as well. The Bal
tic states are relatively small among the 
emerging economies, with a total popu
lation of only 8 million, and therefore 
even on a world's scale, small amounts 
of additional capital may have consid
erable positive impact on the develop
ment of their economies. However this 
is only true if it is wisely invested and 
not consumed wastefully.
If the year 1995 can be characterised as 
the year of economic consolidation for

Central and Eastern Europe countries,
1996 should be called the year of in
vestor acceptance. Spurred on by the 

'increased credibility, investors other 
than regional specialists were about to 
act. The Baltic States have a certain 
advantage in comparison to other 
countries in CEE. This advantage is 
based on their strict monetary policy 
and low level of foreign debt. Surpris
ingly most of the foreign investors have 
not used the benefits of diversification 
and portfolio optimisation, as they do 
in other emerging markets, while invest
ing in The Baltic States. Instead they 
have looked for a large single deal in a

If the year 1995 can be 
characterised as the 
year of economic con
solidation for Central and 
Eastern Europe coun
tries, 1996 should be 
called the year of inves
tor acceptance. Spurred 
on by the increased 
credibility, investors 
other than regional spe
cialists were about to 
act.

country in order to obtain the exposure 
to the whole country 's economic 
growth.
This policy can be explained by the 
shortage of attractive and big enough 
projects, and the relatively high re
search costs per one investment. The 
differences which exist between the 
Baltic States make investment process 
even more complicated. For these rea
sons foreign portfolio investments to 
the Baltics have been made so far 
mainly through regional funds, but as 
influential financial institutions are be
coming more interested in The Baltic 
investment markets, and analysts in 
research institutes check out underval
ued shares of large enough companies

with strong potential, this strategy 
should change.
The Estonian, Latvian and Lithuanian 
securities markets are not significantly 
correlated with each other and the in
ternational markets, despite clear trend 
towards closer integration. Although 
the amount of securities available in the 
Baltic markets has greatly increased 
and trading volumes are on the rise as 
well, markets are still small in absolute 
terms, and prices will remain sensitive 
to any sustained buying or selling by 
institutional investors. While on The 
Tallinn Stock Exchange local interest is 
clearly prevailing, in Riga and Vilnius 
foreign investors are dominating and 
influence or sometimes even determine 
the prices. Political or macroeconomical 
news has not had so far any consider
able direct influence on share prices on 
the TSE, unless these have very im
portant impact on shaping the general 
investment climate.

Closer integration com- 
piicated
Due to the small size in relation to the 
world an obvious need for closer inte
gration exists between theBaltic if they 
are countries to remain attractive com
petitively with other emerging markets. 
Estonian securities market officials, 
understanding the need, have been 
pioneers and promoters of this proc
ess, but our southern neighbours do 
not seem to be too excited about this 
idea at the moment. The main reason 
behind such behaviour is probably that 
Latvian and Lithuanian securities mar
ket participants are afraid of the in
creasing competition when it becomes 
possible to make direct transactions 
with all Baltic securities using only one 
broker company and the need for sev
eral mediator is thus removed. There
fore the signing of co-operation agree
ments and the opening of correspond
ence accounts between central deposi
tories has not gone smoothly and at a 
much slower pace than would have 
been expected although adjusting leg
islation to make trading rules similar 
naturally takes some time. Latvian and 
Lithuanian brokers are very likely to



lose a significant portion of their mar
ket share to Estonian brokers, as the 
Estonian financial sector including in
vestment banking is very strong and 
has working relationship with many 
Western institutional investors.
The leading Estonian financial groups, 
such as Hansabank, achieved virtually 
all their objectives in the Estonian mar
ket, and have now rapidly expanding 
their activities to neighbouring coun
tries. Using their past experience and 
know-how Estonian financial structures 
hope to benefit from the anticipated 
growth of the Latvian and Lithuanian 
economies by entering the commercial 
banking, insurance, leasing and secu
rities markets of these countries. One 
of the best examples is a member of an
other strong Estonian financial group 
investm ent banking company, 
Talinvest, who became a member of The 
Riga Stock Exchange and also took over 
one of the leading Lithuanian broker 
companies, Suprema, thereby becom
ing a truly pan-Baltic investment group 
covering simultaneously all three re
publics. Estonian financial groups are 
getting more and more influential in 
Latvia and Lithuania.

Banks increasingiy 
active in securities 
markets
The banking sector, which almost did 
not exist in a planned economy, has 
played a crucial role in the process of 
shaping capital markets. First of all, simi
larly to other emerging markets, the 
shares of top leading banks 
(Hansapank in Estonia, Unibanka in 
Latvia, Vilnius Bankas in Lithuania) 
have become highly sought after and 
reliable instruments due to their large 
market capitalisation and excellent fi
nancial performance. The rapid growth 
of banks profits has lead to an impres
sive increase in share prices which is 
very likely to continue since the ratio 
of banking assets to GDP is still much 
lower than in industrialised countries. 
Latvia and especially Lithuania are re
markably "underbanked" compared to 
Estonia. Secondly, commercial banks,

whether directly, or via subsidiaries, are 
becoming increasingly active in the 
securities markets and are paying more 
and more attention to so-called off-bal
ance sheet banking activities, which 
include securities trading, corporate fi
nance, and asset management. To
gether with the development of infor
mation technology, the importance of 
traditional commercial banking has 
started to diminish worldwide, because 
clients can make transactions via the 
Internet and companies can issue 
bonds or shares instead of taking a loan 
from a bank. All in all, strong commer
cial banks in Baltic states, especially in

Although the amount of 
securities available in 
the Baltic markets has 
greatly increased and 
trading volumes are on 
the rise as well, markets 
are still small in absolute 
terms, and prices will re
main sensitive to any 
sustained buying or sell
ing by institutional inves
tors. (While on The 
Tallinn Stock Exchange 
local interest is clearly 
prevailing, in Riga and 
Vilnius foreign investors 
are dominating and in
fluence or sometimes 
even determine the 
prices.)

Estonia have played an important role, 
not only in promoting securities mar
ket, but also in restructuring process 
which includes privatisation and at
tracting foreign investments.
In Soviet times overexpanded industry 
sector is still subject to some shrink
age and restructuring in all Baltic coun

tries and therefore it is generally not so 
attractive to many investors. On the 
other hand there lays big unrealised 
potential and many private-owned 
companies with modem technologies 
and know-how are seeking ways to 
become a public companies. When 
these companies will be listed on stock 
exchanges this may in some extent de
crease investors' interest in banking 
sector, but demand in blue chips will 
remain always strong.
In the process of creating conditions 
conducive to evolution of financial 
markets there are problems in all Baltic 
countries that are difficult to solve 
short-term. For the availability of exter
nal financing depends generally on 
both track records and collateral, as 
things stand now there are difficulties 
on either count. Since most enterprises 
have existed for a few years - at least 
under their present owners -, track 
records are necessarily short. As far as 
collateral is concerned, it requires clear 
definition of status and enforcement 
mechanisms of the property rights. In 
the presence of contradictory claims 
and uncertain obligations this will also 
take time. The same applies to the de
velopment of effective securities mar
ket supervision and regulation. The 
sophisticated legal and regulatory sys
tems for proper and efficient function
ing of modem capital markets have yet 
to be developed in Baltic states, al
though there has been significant 
progress in developing these in recent 
years.
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Kersti Renzer

Aune Aru Viljar Nurme Katrin Saaret
Meelis Aru Neeme Nõmme Mati Sarevet
Ilona Eskelinen Kaidi Pajula Albert Sibrik
Enn Jaama Peep Pihotalo Karin Sonntak
Jaanus Kasema PnitPiile Teet Soorm
Lea Kroonmann Jüri Piiper Tiina Soorm
Ilona Lott Tõnu Pobul Raivo Spatar
Georg Luzkov Toomas Põld Tarmo Tamm
Lee Murrand Margus Päm Eva Truuverk
Olev Nilisk Ardi Püssa Margus ÜürikeUrmas Rahnel



Baüs are not just for Dancing
On December 7 a ball celebrating the 
eighth anniversary of the Estonian 
Business School was held in the 
Chandelier Hall of the Sakala Centre. 
The hostess of the ball was Maie Jõgar, 
a student of the Estonian Business 
School and Miss Estonia 1996, and the 
host was Karel Loide. Horre Zeiger's 
big band played the music. Apart from 
the students and the staff of the 
school, Dr. Halina Kobeckaite, the Am

bassador for Lithuania and Fredrik 
Wetterqvist, the Second Secretary for 
the Swedish Embassy were present at 
the ball, representing the diplomatic 
corps in Estonia. Business sphere was 
represented by Hannes Tamjärv who 
was elected the Best Businessman of 
Estonia 1995 by the Estonian Business 
School. The alumni present included 
Peep Aaviksoo, the General Director of 
Norma Ltd, Arle Mölder, the Director

ERS Mate Jõgar onJ

of the H üvitusfond and Urmas 
Arumäe, an attorney, who is also the 
Head of the Business Law Chair at our 
school, and many others.
Educational institutions were repre
sented by Rein Loik, the Minister of 
Education and Mati Kask, Head of 
Departm ent. Professor M arshall 
Fitzgerald, one of the owners of the 
school, came from the USA.
Madis Habakuk, President of the Es
tonian Business School, recollected in 
his opening speech to the ball how he 
had listened to the empirical truth ex
pressed by a Russian academician- 
astrophysicist that seven out of nine 
fundamental physics laws had been 
annulled. M.Habakuk predicted that a 
similar process will also take place in 
management: the total pursuit of ration
ality is becoming questionable, a bal
anced man is more effective. Sports, 
parties and other similar events balance 
work.
M .HabakukBalls are a quite new phe
nomenon in Estonian society. Formerly 
only artists had bigger parties, but these 
were not true balls. Ball culture is de
veloping a year after year. A ball is not 
only about dancing, it' s something 
more - it's a great occasion. People need 
to be 'at full stretch', not making con
cessions in appearance or behaviour. 
The professional presentation of the 
opening waltz by Miss Estonia and 
her companion to the music of the big 
band in the representative ballrooms 
of the Sakala Centre made such a huge 
impression upon
the guests. Personally I never miss 
balls, at the end of every year I go to 
four or five balls."
Professor MarshaH Fitzgerald: " The
party was an excellent opportunity for 
students, EBS's staff, public figures 
and statesmen. The band and the 
rooms suited the purpose well. We are 
not used to holding such grand parties 
in America."
I asked Estelle Arnaud-Battandier, a
French lady teaching in the Estonian 
Business School, about the impres-
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sions of the ball. She amazed the ball 
guests with her professional dancing 
skills coloured by her genuine French 
temperament.
" It was the first time for me to be at a 
ball in Estonia. I didn't know what to 
wear and what the music would be. I 
was pleasantly surprised when I saw a 
real band!", she said with particular 
stress and delight.The atmosphere of 
the ball was a little quiet for her Latin 
temperament but it was pleasant to see 
that the guests' attitudes to the party 
were serious and respectful.
Estelle Amaud-Battandier: " I liked the 
music because it was possible to 
tango, waltz and dance in many other 
styles. I had been told that Estonian 
men couldn't dance but I saw that this 
was simply not true. It was pleasant to 
see the students' gorgeous clothes.The 
party was well organised, the intervals 
between the dances were filled with 
performances. The rooms for holding 
the party were fantastic: a lot of space 
and cosy atmosphere. In a relaxed 
friendly atmosphere I could talk to a lot 
of people: both the students, school 
staff and the people from outside. They 
didn't think about their work so much 
and were in an excellent mood, open 
and relaxed. I really enjoyed the 
evening ."
One of the students - Arvo EHer, the 
Service Manager of ESS Security 
Equipment Ltd., shared his impressions

of the ball with us: "Our study group 
is very active and often organises ex
tra-curricular activities. We have more 
or less similar interests , all of us are 
ambitious. There were about twenty of 
us at the ball. We have a tradition that 
we usually have a festive dinner be
fore the ball. This time we had it at the 
Merineitsi (Mermaid) restaurant in the 
"Hotel Viru ". The ladies had been made 
up at beauty saloons and were well 
suited to the festive atmosphere of the 
ball. Last year we had rehearsed ball 
room dancing on the eve of the ball. 
Our group member's wife who has also 
been elected Miss Estonia taught us 
dancing last year. This year we didn't

have a rehearsal and consequently 
were not so good on the dance floor. 
At the same time we had a chance to 
get acquainted with our school-fellows 
and our casual conversation with our 
lecturers extended into real disputes. It 
was a very pleasant change as we usu
ally go out to bars and restaurants. 
"There should be more opportunities 
of this kind to relax because there's 
little time left for ourselves as we go to 
work daily and then study in the 
evening."
Ruth Alas 
EBS lecturer

EBS lota! Quaiity Management Seminar in Pärnu
During two beautiful cold winter days 
from January 15-17 a group of Esto
nian Business School staff and faculty 
members attended a seminar in Pärnu, 
a town in South-Estonia. The winter 
seminar has become one of traditional 
activities of EBS's management, and 
the innovation process during which a 
set of topical problems is usually dis
cussed bears the important purpose to 
share information between the univer
sity's rapidly growing departments in 
addition to having a broader view on 
several specific problems and achiev
ing consensus in the solutions. The 
wider objective of these kind of activi

ties has always been the integration of 
the numerous staff in larger institu
tions, and making them more aware of 
each others problems, and brainstorm
ing of the more important complex prob
lems.
There was a lot of preparatory work 
done by two of our study departments
- The Evening and Distance studies 
department, and the Full-time study 
department. A set of documents on the 
organization of the study process, ad
vice for writing a good case lecturing 
plan for all the departments etc. were 
compiled and handed to seminar par

ticipants beforehand. All the faculty 
members had made their contribution 
several weeks before the seminar by 
participating in discussion meetings 
and the preparation of the initial view
points.
Now a little about our seminar. The 
seminar was planned to be held in seven 
discussion sessions each lasting for 
one and half hours. The actual situa
tion turned out to be different from this 
and, in speaking of the evaluation, 
much more positive that was predicted. 
The BBA and MBA problems, study 
process organization, personnel moti



vation and qualifications were dis
cussed and brainstormed. Some of the 
work was done in teams during the 
short breaks between the sessions. The 
active methods of finding solutions 
were used during meals at the table, 
relaxation time in the swimming pool 
and night club, and finished with the 
conversation between room-mates late 
at night. This is one of the primary ad
vantages of this form of work when 
everyone can feel to put forward their 
ideas in an informal atmosphere.
I would rather not deal with all the prob
lems one by one but try to summarize 
the most burning points that were 
brought up and the possible solutions 
to them.
One of the major key words on the semi
nar was standardization. This is the 
essential point caused by the rapid 
growth of the Estonian Business 
School during last few years. The 
number of students has grown from 
500 to 1200, the number of employees 
from 15 to approximately 60. We have 
several new study programs which 
means that the number of faculty mem
bers coming to our university has 
grown dramatically since 1994. All this 
means that the problems of students, 
and faculty members, as well as staff 
members cannot be dealt with one by 
one, case by case. Serious moves have 
to be made for preparing clear rules and 
instructions for all of EBS s members.
Another key issue that was emphasized 
on these two days was the problem of 
writing, publishing, buying and distrib
uting textbooks. EBS faculty members

The Wednesday
The purpose of open seminars of a spe
cialised university is to enable students 
and also the so-called 'citizens' to be
come familiar with other subject fields 
and international prospectives. The 
seminars of the autumn term could be 
classified under the common term 
'policy'. The question whether policy 
is educational has to be answered by 
the participants Siim Kallas (Ex-Minis

have written many lecture notes, and 
textbooks are now being written with 
the support of the Open Estonian 
Foundation. The process of editing and 
publishing them has become very im
portant for the university. The pressure 
of competition here in Estonia as well 
as in the whole world forces us to main
tain and distribute better textbooks to 
the students, this requires additional 
financial planning and contributions 
from all faculty members in finding the 
most suitable textbook from the numer
ous lists of publishers. We also plan to 
start with a reading course for our fu
ture EMBA students as the level of 
applicants differs dramatically and is 
thus it is quite problematic to find a 
common starting point for them.
A very important key problem in struc
turing the BB A program curriculum was 
discussed for a longer time and partici
pants drew several schemes of build
ing up the curriculum on the basis of 
specialization areas. The second issue 
in structuring the curriculum was how 
to reorganize summer internships or 
whether to continue with them at all. 
The discussion lead to the formation 
of three working groups dealing with 
curriculum, textbooks and internship 
programs.
The next two discussion panels were 
dedicated to our personnel - qualifica
tion and motivation issues. One can 
imagine that everyone had his or her 
own ideas and concepts. The material 
gathered as a result of these discus
sions is now the basis of renewing our 
personnel strategy. I shall stop at only 
the most important points. It is ex-

Guests in 1996
ter of Foreign Relations); Charles de 
Chasseron (the British Ambassador); 
Basil Zavoico (IMF representative in 
Estonia); Toomas Vilosius (Ex-Minis
ter of Social Affairs); Ardo Hansson 
(Economic Adviser to the Government) 
and Heiki Kranich (the General Secre
tary of the Reformation Party) on their 
own.
In the spring term "97 the topics were

tremely difficult to find qualified fac
ulty to teach economic and business 
subjects in Estonia. Young people are 
only now beginning to obtain their de
grees in modem economic sciences in 
several Western universities, and they 
subsequently find employment in suc
cessful financial organizations and 
multinational organizations where re
muneration is even more attractive than 
private universities can possibly afford. 
Therefore an intensive faculty search
ing program has to be launched.
To conclude the work done during the 
seminar I would like to cite the basic 
idea of an MBA program. One can learn 
through out life and participate in many 
courses and seminars, even receive 
several bachelor degrees; general 
knowledge consists of many discrete 
particles. The main objective of an 
MBA program is to help the person in 
integrating the knowledge gained, and 
to arrange all the obtained information 
within one general framework. This is 
the main requirement for managers. We 
can draw a parallel from here with the 
results of the Pärnu winter seminar: 
until then many have known much 
within their narrow area of specializa
tion in the organization. The seminar 
helped people to come away with a 
much improved overview of the prob
lems and arrange the information about 
EBS very much like the MBA program 
does. So the final conclusion reflects 
this statement: EBS faculty and staff 
members received their MBA in know
ing themselves.
Kairi Kallaste 
Secretary of President of EBS

entirely different - "Science, religion 
and culture". So far there have been 
two speakers: Enn Kasak, 
Astrophysicist and lecturer at the 
Tallinn Pedagogical University and 
Toomas Paul, pastor of Jaani congre
gation. In the near future we are expect
ing the culture guru Linnart Priimägi to 
come and link the triangle - science, 
religion and arts.



First of all, I would like to thank all those 
attending our Wednesday seminars 
who have continuously realised the 
principle according to which it is nec
essary to have continuous discus
sions/debates in the society.
Siim Kallas's speech at EBS hap
pened to take place at a very interest
ing time. Two days before Kallas came 
here (i.e.September 16) Anvar Samost's 
article "Ungrounded worry about the 
national capital" was published in 
"Eesti Päevaleht" in which the author 
revealed a prevalent feeling among 
Estonia's entrepreneurs: "The state 
reinforces our positions against our 
(foreign H.P.) competitors, because we 
want to rest on our laurels or haven't 
achieved anything at all." On the same 
day as Siim Kallas's speech, an ex
tremely angry response by Rein Lang, 
who is considered the main ideologist 
of the Reformist Party, was published, 
the tone of which was almost identi
cally similar to the ideas of the Maaliit 
representatives.
As just before that the president of the 
Estonian Bank had demanded export 
subsidies and a member of the Board 
of Hansapank had demanded import 
tariffs, it gave the impression to the 
author that there are no longer any 
supporters of the liberal m arket 
economy left in Estonia except Samost. 
The impression was not especially 
pleasing.

It was a great personal relief to me that 
Kallas withdrew from Lang's statement 

*most clearly that evening.
Secondly, I undoubtedly remember his 
memorable fireplace story.
Compared to other guests I know Basil 
Zavoico the best. I acquainted with him 
as we first started during our work on 
the IMF economic policy As he is a 
thorough 'economist' it is easy to reach 
an agreement with him. I think the Eng
lish word 'sharp' characterizes him best. 
He is smart and his good sense of hu
mour makes him a good and interest
ing companion to talk to.
Toomas Vilosius is undoubtedly one 
of the most charismatic ministers of the 
former government, and surely all those 
who have met him are convinced in this. 
In my opinion, his field of activities is 
the largest time bomb in the Estonian 
society after our educational system. 
The point is that long-term economic 
growth can possibly continue only if 
1) domestic savings will expand; 2) the 
general level of education will improve. 
The situation is relatively catastrophic 
in both fields ( for the reason that an 
average Estonian doesn't want to hear 
that he should start to settling his bills 
himself). As pension reform is a princi
pal measure to encourage saving, I 
hope that the participants in the semi
nar left with the general idea of the ba
sic problems which underlie it.

Ardo Hansson is indisputably the best 
and most famous economist of Esto
nian origin and, with the exception of 
Basil it is him that I've had the closest 
contacts.
Hansson is one of the first who led me 
to the idea that the Estonian 'economic 
miracle' is only a great myth at which 
the most regrettable thing is that we 
have started to believe in ourselves and 
for some reason think that an up-to- 
date economic environment is the only 
possible option . I think that up to now
I have surpassed Ardo in terms of pes
simism about the future prospects of 
the Estonian economy.
Charles de Chassiron and I were 
school-fellows and joint founders of 
the Estonian-Cambridge Association. 
He's a most pleasant and intelligent 
man.
Heiki Kranich: The idea from Wednes
day seminars to be remembered "No 
one from our generation lives until the 
age of retirement."
Hardo Pajuta 
EBS lecturer 

Open seminars directed by Hardo Pajula 
and the Oil Club* have taken place at EBS 
since the autumn semester of 96.

* non-profit EBS student organization with emphasis on student off-school activities

EBS A!umni Association Started its Activities
On November 1,1996 the first meeting 
of the initiative group of the EBS Alumni 
Association took place. All the partici
pants in the meeting supported Madis 
Habakuk's (the President of EBS) view
point that as the business school al
ready has several hundreds of gradu
ates it's time to start initiate alumni ac
tivities which could be useful to both 
the alumni and the school.
As a result of the meeting the Alumni 
Association of the Estonian Business 
School was established. All the alumni

of EBS who recognise the Statute of 
the Alumni Association and wish to 
take an active part in its activities may 
apply for membership.
The main objectives of the Alumni As
sociation of the Estonian Business 
School are as follows:
1. To promote the mutual co-operation 
of EBS, the Alumni Association and, 
all students in the field of education, 
research and practice.

2. To assist in the development of EBS, 
to promote, evaluate and advise EBS.
3. To draw together EBS's alumni.
4. To pass on the practical experience 
of EBS's alumni to EBS's students.
5. To participate in the formation proc
esses of economic and business man
agement education and research in Es
tonia.



6. To develop co-operation between 
corresponding associations in Estonia 
and abroad.
The implementation of these main ob
jectives is envisaged as follows:
For the students - EBS's alumni are to 
assist its students in finding work, 
planning their careers through "speci
ality days", as well as advising diploma 
theses and arranging traineeship, op
tional and single lectures by alumni and 
grants offered by the alumi.
For the alumni - to promote connec
tions within EBS's alumni via the EBS 
alumni day, the general meeting, a ball 
on the first Saturday of December and 
the EBS Summer Days together with 
the students, periodical courses and 
training programs for the graduates.
For the Estonian Business School - 
lobby work carried out by the alumni 
advising EBS and assisting in arrang
ing lecturers and consultants to give 
lectures.
The highest body of the Alumni Asso
ciation is its members' General Meet
ing which elects a 15-member Board. 
The Board arranges the practical work 
of the Alumni Association fulfilling its 
statutory tasks. The Board meetings of 
the EBS Alumni Association are held 
from 4 p.m.until 5.p.m. on the second 
Wednesday of each month.

The main tasks of the Board of the EBS 
Alumni Association in the short-term 
perspective are - the creation of a data 
base for the alumni, the establishment 
of the alumni column on the EBS home 
page on the Internet, universal assist
ance in making the EBS Alumni and 
Summer Days a tradition., and initiat
ing different foundations to support 
the students of EBS.
Kriste) Tõtdsepp 
graduated from EBS in 1996

THE M EM BERS OF THE EBS 
ALUMNI ASSOCIATION;
ARLE MÖLDER Director of the 
Hüvitusfond (Compensation Fund)
TOIVO KÜLAYIIR Liiva Keskus 
P&K Ltd., Managing Director, the rep
resentative of the Master's Club
MERLE RIHMA The EBS's study 
consultant, the representative of the 
Students' Body
REET SÕNAJALG The assistant to 
the EBS's Vice President, the secretary 
of the Alumni Association
AYO MEERITS The Vice Presi
dent of EBS, the representative of EBS
PIIA SANDLA The M anaging 
Director of Artmiks Ltd.

URVE MARGUS Dow Jones 
Telerate, Baltics , Customer attendant
KRISTEL TÕLDSEPPA Film Eesti Ltd 
Managing Director
MARGUS TINITS EMI-EWT Ltd. 
Finance Director
GEORG LUZKOV Ekelin Ehitus Ltd 
consultant (Ekelin Construction)
OLLE TISCHLER Eesti Kindlustus, 
PR manager (Estonian Insurance)
MART EINPALU H a n s a p a n g a  
Kindlustusaktsisaselts, the chairman of 
the board (Hansa Bank Insurance Ltd.)
JOHANN HULLING ESTIP
MART MEERITS H a n s a p a n k ,  
Stock Market Manger
AYE VOLMER Hotel "Olympia" 
Ltd., Sales Manager
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The Export of Education
EBS Paricipates in internationai Fairs
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Participation in international educa
tional fairs to introduce educational 
possibilities of Estonia has become 
more widespread over the last couple 
of years.
Apart from the export of goods it is also 
possible for Estonia to export services, 
among tourist, communication and 
transport services. Estonia can offer 
educational services, i.e. students from 
abroad are offered the possibility to 
study one term of their studies or the 
full program in Estonia.
In opinion of EBS, education is one of 
the most promising export articles of 
Estonia. Firstly, every student brings 
along into Estonia ca 100,000 kroons a 
year and spends it on tuition and ac
commodation. The amount of export 
services of the Estonian Business 
School with the students' accommoda
tion expenses in Estonia may reach 
about twenty million kroons a year in a 
couple of years from now on. This 
would be a specific contribution of our 
university to balance the Estonian bal
ance of payments.
The second important fact brought 
along with the export educational serv
ices is internationalisation. This means 
to use lecturers from abroad to a sig
nificantly greater extent and the study 
organisation corresponding to organ
ise the international level, and to wider 
co-operation with foreign universities. 
All this should contribute to a situa
tion where interest in going to study 
abroad would decrease at diploma and 
bachelor level. Estonia could cope with 
that level of tuition successfully and at 
a high level enough. This in turn should 
create more resources and offer addi
tional opportunities for people to study 
abroad at a Master and Doctor level. 
Eventually it would mean the optimum 
use of our national resources. The in
ternationalisation of universities would 
cause wider interest among foreigners 
to study at Estonian universities at a 
Master and Doctor degree level.
The third factor accompanying the ex
port of education is the rise of the pres
tige of Estonia among the international

public. If Estonia is capable of offering 
competitive educational services on 
the educational market of developed 
neighbouring countries it will mean rec
ognition of Estonian's potential of 
mental power. Educational services 
which are competitive on the interna
tional market are like high-technology 
goods which can only be produced by 
highly developed countries. This 
should assist in the growth in respect 
for Estonia in the eyes of potential in
vestors.
The Estonian Business School has set 
the target for the active export of edu
cational services.
Last year an international English- 
based study group in a four-year pro
gram started studying in our univer
sity, with a sizeable group of Finnish 
students. Next year we are planning to 
form a larger study group. According 
to our prediction, about a couple of 
hundred students from other countries 
will study at our university in the next 
four years.
The experience of taking part in the 
educational fair in Finland last year 
shows that it is necessary for Estonian 
universities to introduce local study 
possibilities and fields of study in the 
neighbouring countries as for example 
the Finnish youth goes to a larger ex
tent to study abroad for one term or for 
the whole study period.

Several educational fairs for different 
target groups are held in Finland. There 
were three educational fairs in Finland 
at the end of the last year. On Nov. 15- 
16 the educational fair CREO '96 was 
held where mainly teachers and lectur
ers were expected to participate in or
der to introduce the newest study aids 
and textbooks to attendees.
There were special seminars where ex
perts presented educational methods 
from Finland and abroad.
On Dec. 18-19 there was an international 
educational fair NEXT STEP '96 which 
has gained popularity among Finnish 
students of all levels and where possi
bilities to study in vocational schools, 
high schools and universities in Fin
land and abroad are introduced. In 
addition to the possibilities for stud
ies, different occupational associations 
offer jobs to students, advise the un
employed, offer training facilities etc. 
This time the fair took place in Helsinki 
in a huge convention centre. The Esto
nian Business School took part in the 
fair for the second time already sharing 
the exhibition stand with Tartu Univer
sity and Tallinn Technical University. 
The Finnish Students' Association and 
the Fair centre IXPO Ltd arranged an 
international educational fair, STUDIA 
'96 on Nov.22-24 which was first and



foremost meant for high school gradu- 
ates who want to continue their 
studies at universities. Universities from 
Finland and several foreign countries 
were represented at this exhibition. We 
only received an invitation to partici
pate in that fair at the beginning of Sep
tember. As taking part in fairs is expen
sive, several of Tallinn's universities 
decided to go to STUDIA '96 fair to
gether with a joint stand.
The Estonian Business School has 
signed co-operation agreements on the 
exchange of students and lecturers with 
Tallinn Pedagogical University and the 
Institute of Law and joint study pro
grams will be worked out together. Also 
we are involved in close co-operation 
with the Tallinn Technical University.

Therefore we decided to use the com
mon exhibition space together with the 
above - mentioned Tallinn universities 
to introduce the study programs and 
study possibilities at the different 
schools of Tallinn.
All the above-mentioned universities 
of Tallinn introduced their study pro
grams where foreign students are ex
pected to apply, and information was 
given concerning student life in Tallinn 
in general. In the lecture room the rep
resentatives of the universities made 
their presentations.
This common display of four Tallinn 
universities is one of the first educa
tional co-operation projects of its kind, 
allowing Finns to become familiar with 
the possibilities to obtain different

higher educational programs in Tallinn. 
Participation in an international educa
tional fair is an important step in the 
internationalisation of Estonian educa
tion and the development of the ex
port of higher education and hopefully 
also the increasing number of foreign 
students in Estonian schools.
It is wonderful that the Estonian Ex
port Aid Commission has evaluated the 
introduction of the new export article 
of Estonia and supported it from its re
sources within the bounds of its finan
cial means.

Tiiä Karing 
Director of the Research and 
Devetopment Department, EBS

EBS Student Research -
Acknowledgement by the Academy of Sciences and the Ministry of 
Education

The main objective of EBS is to become 
a university in a sense of an educa
tional, development and research insti
tution where educational and develop
ment activities are tightly connected 
with research work. In connection with 
this we made the decision to try our 
hand in all of 1996's student research 
and creative work competition. The 
Academy of Sciences competition be
gan in the spring of 1996, whilst the 
competition organized by the Ministry 
of Education started in the autumn. The 
purpose of submitting the student re
search papers to the competition is to 
make our capable youth take more in
terest in research and creative activi
ties. The bachelor and diploma theses 
of all the universities and further edu
cational establishments could partici
pate in the competition and in addition 
the Master's theses in the competition 
organised by the Academy of Sciences.
A hundred research papers were sub
mitted to the competition organised by 
the Academy of Sciences and apart 
from the Commission of Student Re
search Fund they were assessed by:

Pavel Bogovski, Priit Järve, Georg 
Liidja, Udo Margna, Jaan Penjam and 
Anto Raukas; and also by experts such 
as Raimund Hagelberg, Juhan Kahk, 
Merike Kelve, Valdek Kulbach, Enn 
Kundla, Arno Köörna, Toomas Liiv, 
Tõnis Pehk, Heiki Pisuke, Loit Reintam, 
Kristiina Ross, Karl Siilivask, Inge Unt 
and Asta Õim.
The Commission for the competition 
organised by the Ministry of Educa
tion was the following: Hiie Hindrikus, 
Professor of Tallinn Technical Univer
sity, Jaan Ross, Professor of Tartu Uni
versity, Jüri Om - Tallinn Pedagogical 
University, Krista Kodres - the Vice 
Rector of the Estonian Academy of 
Arts, Kaie Kerem - Professor of Tallinn 
Technical University, Kalle Merusk- 
Professor of Tartu University, Maido 
Ajaots - Professor of Tallinn Technical 
University, Henn Elmet - Vice Rector of 
Research at the Estonian Agricultural 
Academy , and Anto Raukas - Acad
emician at the Academy of Sciences.

The foiiowing EBS 
Research papers 
participated in the 
competitions:
Leon Jankeievitš "Money Launder
ing as a Financial Crime"
Johann Sulling "Feasibility Study on 
a Venture Capital Fund"
Tõnis Kulm " The Development and 
Establishment Process of a Client Card 
in Lithuania"

Märko Tammsaar "Legal Aspects of 
Mergers and Takeovers"
Lauri-Maaring "Estonian Bankruptcy 
Laws, Collision Problems and the Com
parison of Some Aspects with the Bank
ruptcy Laws of Other Countries"
Marge Anijärv "Development of En
trepreneurship and Local Initiatives"
Ulla Ilisson "Marketing Insurance 
Products in Estonia"



Out of private universities which have 
not operated long we were the only 
participants and the result was most 
pleasing, we won two prizes from the _ 
competition of the Academy of Sci
ences : the 1" prize (2,500 kroons) - Leon 
Jankeievitš "Money Laundering as a 
Financial Crime" and the 2'^ prize 
(1,500 kroons) - Marge Anijärv "De
velopment of Entrepreneurship and 
Local Initiatives".
At the competition of the Ministry of 
Education we received the 2'^ prize with 
a diploma (750 kroons) among papers 
on economics - Leon Jankeievitš 
"Money Laundering as Financial 
Crime".

Success to a!) the 
participants!
Leon Jankeievitš who is remembered 
with a smile at least by the present BB A 
2"̂  course as an eager and competent 
lecturer, works now in Price 
Waterhouse as an expert. EBS students, 
lecturers and staff had the chance to 
watch the awarding the diploma of the 
Academy to him at the public ceremony 
celebrating the anniversary of the 
school on December 7,1996.
The other winners had to wait until 
December 18 when they were awarded 
at a public ceremony during the ses

sion of the General Meeting of the 
Academy of Sciences.The prize, along 
with the relevant diploma was also 
given to Marge Anijärv who is cur
rently employed by Balti Kindlustuse 
AS (the Baltic Insurance Ltd) as a Mar
keting Manager.
On behalf of all the students, lecturers 
and staff we wish them good luck. Now 
it is only to be hoped that there will be 
more and more amongst us who will 
be in the first ranks of Estonia's pre
mier researchers.

Terje Tiiman 
Program Manager, EBS

Accreditation Has Begun

/Mfgrnan'oHa/ on December 70-77, 96.

Accreditation is the principal method 
of ensuring the high quality of higher 
education in Estonia. After long and 
thorough preparations the assessment 
of the economic study curricula was 
started as they are the newest and an 
important field in the economy in Esto
nia.
Universities and their study pro
grammes are accredited by the Higher 
Education Quality Assessment Coun
cil of Estonia (HEQAC) which operates 
under the Ministry of Education. The 
basis for accreditation is the self-analy- 
sis report compiled by the university 
itself, the accordance to the standards 
of which is evaluated by the interna
tional accreditation commission in the 
course of two-days' expert visit to the 
school. The members of commission 
talk to students, lecturers and the ad
ministration at the school, and become 
acquainted with the admistration of 
studies, study facilities, library and 
reading-room. Thus the standard of 
higher education together with its tens 
of substandards is the criterion accord
ing to which the commission of experts 
gives its assessment and presents it to 
the HEQAC. The latter in turn submits 
the final report of the final decision to 
the corresponding school for it to 
study.
The school has the right to present its 
own viewpoints and specifications 
which are in turn examined by the work 
group formed by HEQAC where the

proposal is drawn up for the final deci
sion of accreditation. Different expert 
groups have already visited the eco
nomics departments of the University 
of Social Sciences Lex, the Tallinn Tech
nical University, the Estonian -Ameri
can Business College, Concordia Uni
versity, Tartu University and the Esto
nian Agricultural Academy before. 
The international commission of ex
perts ( Dr. Robertas Jucevicus (Lithua
nia), Dr. Charles Kroncke (USA), Pro
fessor Peter Manning (USA) and Pro
fessor Maksim Saat (Tallinn Technical 
University)visited EBS on Dec. 10-11. 
The Commission gave a positive as
sessment and suggested accrediting

the Bachelor and Master programs.
A decree of the Ministry of Education 
is given out on the final decision. The 
assessment process of economic study 
programs should finish in April 1997. 
According to the Law on Universities 
only those higher educational institu
tions which have already been accred
ited, can apply for goverment projects. 
The decision of accreditation is ex
pected to be made by the end of April.

Tiiä Karing 
Director of Research and Deveiopment 
Department, EBS



For the Second Time at the Youth information Fair
The third information fair "Teeviit '97" 
took place in the premises of the Esto
nian Exhibition Centre in Tallinn on 
March 6-8,1997. The popularity of the 
fair has increased year by year which 
is proved by the increasing number of 
visitors and the number of participat
ing exhibitors. All in ail there were 17,000 
visitors and 145 exhibitors of which 23 
were universities.
Specialised high schools, vocational 
schools, high schools and grammar 
schools, study centres, hobby centres, 
information centres and youth clubs, 
as well as different organisations and 
companies participated and for the first 
time students' companies were in
volved.
Herewith it is pleasant to admit that EBS 
had the chance to make a special intro
duction to more than a hundred young 
people taking part in the fair of Esto
nian students' companies. The guests 
were invited to the Estonian Business 
School at 8 p.m. on Friday evening, 
March 7 for the presentation of the 
university in the hall. Madis Habakuk, 
President of the EBS, and Avo Meerits, 
Vice-president of the EBS, took the floor 
and a video on our university was 
shown. Then the guests were taken 
around the university and for conclu
sion there was a FoMrcAeffe-table set 
in the Students' restaurant where the 
guests could meet EBS students.
Now, back to Teeviit '97.
Also book fair was organised which 
had already aroused great interest last 
year. To make the event more special, 
there was an entertainment program for 
the visitors of the fair. The stage was
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set up for that purpose where different 
schools, and youth organisations and 
centres made their performances. The 
whole event took part in the hall, the 
main part of which - the Blue Pavillion 
is two-storeyed.
In short, it was a great informative 
event for anyone eager to leam with 
the aim to introduce young people to 
the many possible ways at spending 
their study, work and leisure time.
The Estonian Business School was out 
with its stand for the second time . It is 
pleasant to admit that interest in our 
university was even greater than last 
year. In addition to the study consult
ants there were students present in ex
hibition stand who in contrast to the 
academic atmosphere were lively and 
warm.
The students organised different com
petition games and distributed gifts

with the logo of the university as re
wards. Questionnaires on our univer
sity were distributed and every full hour 
a prize was raffled between those who 
had given the right answers. Or for ex
ample playing darts where it was nec
essary to hit the 8 to get a reward (as 
our university is eight years old). Such 
capturing games caused excitement 
around the stand of our university and 
attracted a lot of publicity. The partici
pation of students in the fair contrib
uted much to the success of the en
deavour.
In conclusion, it could be said that we 
achieved our objectives at the fair and 
hope that the same level of interest in 
our university is present in the sum
mer, during entrance examinations, as 
well.
Espe Valdgraf 
BBA 3rd year student



The Estonian Business Schoo! in 1996
January
The discussion of the EBS development 
strategy until the year 2000
The traditional meeting at the begin
ning of the year and the teamwork train
ing of the EBS's staff and management 
took place from January 3-5 on the 
prem ises of the health resort 
"Tervis"("Health") in Pärnu.
Internet courses
for the staff and the lecturers since Janu
ary 8. All staff, lecturers and students 
have their own e-mail address. E-mail 
plays a substantial role in mutual com
munication , a part of lecture materials 
is transmitted by E-mail.
For the first time at the international 
education fair "Next Step"
in Kuopio and Turku on January 18-19, 
the presentation of a new program for 
foreign students starting in autumn.

February
The speech day of the management 
game
took place on February 16 after the staff 
of the school and the management had 
used the logic of the search game for 
the strategic planning of the SWOT 
analysis.
President Madis Habakuk in the USA
interviewing potential foreign lecturers 
and negotiating with partner schools 
from February 20 to March 9.
Training and consultancy department 
started training program for guides 
and tour guides, and also multi-stage 
courses for accountants and finance 
managers.

March
Our first time at the information fair 
"Teeviit 96" ( Road sign )
on March 1 - 5 at the Exhibitions Cen
tre of Eesti Näitused.
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The basketball championship between A p t l !  
the study groups of the EBS
in the sports hall of "Norma" in March.
Professors Jaan and Lehte Alver make 
reports
at the annual National Conference of 
the British Accounting Association, 
March 27-29, in Cardiff in Great Britain.
All-Estonian competition in business 
for high school students
was organised by EBS, supported by 
the Ministry of Education on March 
30-31. The best contestants were given 
the chance to start their studies in EBS 
with a grant and were awarded by trip 
to Sweden and some study materials.

The annual meeting of the Estonian 
Association of Private Education was
held on the premises of EBS on April 3.
The open door days' for new students 
took place on April 4. By that time EBS 
Journal no. 3 was published, a special 
issue on money and banking.
The 'businessman of the year'
was elected. Hannes Tamjärv, the Chair
man of the Board of Hansapank, was 
given a bronze bulldog , a challenge 
prize, by Hans H. Luik, the business
man of the year "95
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Formation of the chairs and election 
of professors.
On April 24 the EBS Senate formed six 
chairs: Business Accounting, Econom
ics, Management, Mathematics for 
Business and Informatics, Business 
Law, Social Sciences and the heads of 
the chairs, professors and associate 
professors were elected according to 
the results of the competition.
Aet Toots, head of the English lanuage 
chair, was in Switzerland within the 
frames of the teachers' exchange pro
gram to learn more about teaching 
methods of foreign languages applied 
in Europe.
Raimo Nurmi, an internationally rec
ognised and well-known professor 
from Turku School of Business Ad
ministration read a series of iectures 
to the doctor degree students. Doctor's 
degree students from Tallinn Techni
cal University and Tallinn Pedagogical 
University also attended the lectures.

May
Lehte and Jaan Alver , professors of 
the Business Accounting and Finance 
chair made reports at the Annual 
Congress of the European Accounting 
Association in Bergen on May 2.
A scientific conference organised by 
EBS "The integration problems of pri
vate and public higher education in 
Estonia " was on May 8 where among 
others Jaak Aaviksoo, the Minister of 
Education, Professors Olav Aarna, Mati 
Heidmets, Madis Habakuk, Hanno 
Sillamaa, Mart Susi, Väino Rajangu, Jüri 
Sepp, Tõnis Lukas delivered speeches.
The defending of Bachelor's theses 
started on May 13-15. 39 graduates 
were "under fire" and were awarded 
bachelor's degree in international busi
ness administration with different 
specializations in banking, marketing, 
service and business law.
The chamber choir of EBS gathered 
for the first time on May 16 to sur
prise the school staff with their songs 
at the public ceremony in spring.

The first scientific conference "An 
evaluation of research done upon 
EBS's students and their study pro
grammes." took place.
On May 22 the scientific-methodical 
conference on research and the meth
ods of our university was held where 
the lecturers and researchers gave the 
reports introducing the results of the

research work in 1995/96. Summaries of 
eight reports were published in the 
collection of reports.
The 20-member delegation of our part
ner school the Turku School of Eco
nomics visited our school on May 23- 
24.
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The principals of the two schools 
signed co-operation agreement.
The dosing ceremony of the BBA 2nd 
year of graduates
on May 25. 30 full-time BBA students 
from EBS graduated, after having de
fended their bachelor's theses and re
ceived the right to wear graduation 
gowns & caps at the public ceremony, 
and be photographed with them on.
The new roof
was constructed that provided for EBS 
facilities extra space and interior reno
vation began.

June
The open house days' of EBS
on May 20 the rooms of the school were 
full of secondary school graduates 
wanting to apply to the school.
A new tradition was born
the first 'summer days' of EBS were 
held at picturesque Kurtna lakes where 
almost 200 of the most active students, 
lecturers and representatives of the 
staff gathered.
In June partner agreement was signed 
between the EBS, the Institute of Law 
and Tallinn Pedagogical University,
provide modem university education 
in social, economic and legal sciences. 
According to the agreement the par
ties of the agreement will accept their 
lecturers working for another party as 
visiting lecturers and free movement 
between schools. The graduates are 
awarded a degree which is accepted by 
all the three schools.
EBS joined the PHARE project on the 
deveiopment of distant education to
gether with Tartu University, Tallinn 
Pedagogical University and Tallinn 
Technical University.

Ju!y and August
Entrance examinations and interviews 
with the candidates for the Bachelor's 
and Master's programs were held in 
July and August.

Madis Habakuk attended the Annual 
Conference of the European Council of 
Business Education (ECBE) in Nikosia, 
Cyprus, July 5-7.
Professors Lehte and Jaan Alver at
tended the Annual Conference of the 
American Accounting Association in 
Chicago on August 14-17.
An agreement was signed between the 
Ministry of Education and EBS.
Research paper "Foundations of for
mulating the national economic strat
egy for the years 1997-2007." 1st part, 
was compiled by P.Lõhmus and co
authors K.Põder, H.Pajula and U.Riiel.
On August 30 . J. Allik, Minister of Edu
cation opened a new larger reading- 
room , the lecturers' rooms on the fifth

floor and new lecture rooms, altogether 
1000 square meters of extra space for 
EBS facilities.
The meeting of the lecturers and man
agement before the beginning of the 
school year was held on August 30.

September
The opening ceremony took place on 
September 1.
The school now holds more than 1,200 
undergraduate and post-graduate stu
dents. This year there were 518 new 
students eager to begin their studies, a 
noticeable increase compared to 1995.
New programs were introduced - the 
International Bachelor's Program in 
Business Administration (Int.BBA)



all the studies are carried out in Eng
lish for 20 students from Finland, Rus
sia and Estonia; Diploma Studies in 
Entrepreneurship and Business Ad
ministration - 78 students; and a new 
study group for students coming to 
EBS from other universities - 37 stu
dents.
The elections of the new Students' 
Body were held, which in turn elected 
the Editorial Board of the Tudengileht 
(Student Paper) with a new image and 
a new name.
The VIP lectures in the Assembly Hall 
traditionally took place on Wednes
days. In the autumn term Siim Kallas, 
Basil Zavoico, Toomas Vilosius , Ardo 
Hanson, Charles de Chassiron and 
Heiki Kranich took the floor.
In September and October our lectur
ers made reports at scientific confer
ences.

Jaan and Lehte Alver at the Interna
tional Conferences in Portsmouth, Sep
tember 12-13 and Geneva, September 
20-21;
Ludmilla Podolski - at the 7 th Interna
tional Conference of Functional Gram
mar in Cordoba, Spain, September 23- 
27;
Peter Lõhmus - at the Conference or
ganised by Friedrich Naumann Fund 
"The Economy, Liberalism and the State
- A Reapprisal of an Old Liberal Ques
tion", in Lauenbur, Germany, Septem
ber 26-29;
Madis Habakuk at the CEEMAN An 
nual Conference in Prague, Czech Re
public, October 17-19.
The export of education - was expanded 
by the participation of our school in 
two international educational fairs in 
Helsinki. The first of them, STUDIA 96 
was a joint project between Tallinn uni
versities where the universities of 
Tallinn - Tallinn Technical University, 
Tallinn Pedagogical University, the In
stitute of Law and EBS all introduced 
their study facilities and programs. The 
fair took place in an old historic fair 
centre in the Old Port on September 19- 
21. In December EBS participated in

another fair "Next Step", in the Pasila 
Fair Centre together with Tartu Univer
sity, the Ministry of Education and 
Tallinn Technical University.

October
Alumni movement
was represented by the Master's Club 
for some years. As there are already 
two BBA courses graduated, Alumni 
Association was formed and its stat
ute was reviewed.
Student research
For the first time six of the bachelor's 
theses were sent to the all-Estonian 
competition of student research and 
creative work and to the competition 
of student research organised by the 
Ministry of Education. Out of all pri
vate schools we were the only partici
pants and the results were most pleas
ing - three prizes altogether, one 1st 
prize and two 2nd prizes.

December
The 8th anniversary of our school was 
celebrated on December 7 with a fes
tive annual ball in the Sakala Centre. 
The closing ceremony of the Master's 
program took place on the same day.
The international accreditation com
mission visited our school on Dec . 10
11, assessed the level of programs in

economics, study facilities and talked 
to the students. The commission gave 
a positive assessment and suggested 
accrediting the Bachelor and Master 
programs. The decision of accredita
tion is expected to be made by the end 
of April.
Christmas party with Santa Claus, 
gifts, food, drinks and dancing was 
held on December 21.

Foreign iecturers in 
EBS in 1996
Peter A.Manning - Strategic Manage
ment, BBA 4, MBA 2 
Michael Larsen - European Integra
tion, BBA 4 , (elective course)
Sousan Urroz-Korori - European Inte
gration - finance problems, (elective 
course)
Estelle Amaud-Battandier How to do
business in Germany and France (elec
tive course)
Karen Kilty - Entrepreneurship and 
business plan , BBA 3 
Raimo Nurmi - International Manage
ment, Ph.D 
Scott Levey - English 
Chris Lemke - German, English 
John Rodriguez English
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internationatisation of 
EBS
EBS signed several co-operation agree
ments with a number of educational 
institutions abroad. We signed partner 
agreement with the Turku School of 
Economics and Business Administra
tion (Turu Kauppakorkeakoulu), the 
Paris Business School (Ecole 
Superieure Libre des Sciences 
Commerciales Appliquees), Bentley 
College, the Economics Institute Boul
der Colorado, Oulu Polytechnic Insti
tute with its Business School (Oulu 
Kauppaopilaitos), Pohjos-Savo Poly
technic School of Business and Admin
istration, Kuban International Institute 
of Business and Management and 
Turku Commercial College ( Turun 
Kauppaopilaitos). While the first six 
agreements involve co-operation at the 
level of BBA and MBA programs, the 
last one at the co-operation at the level 
of diploma studies. The priorities of all 
agreements are the exchange programs 
of students, lecturers and research co
operation.
The Norwegian School of Management 
and Tampere Adult Training Centre are 
our partners aboard in the field of adult 
training and consultation.
The principals of the above mentioned 
educational institutions ( Professor 
Tapio Reponen, Rector of Turku School

of Economics and Business Adminis
tration , Professor Alain Joseph, Presi
dent of Paris ESLSCA, Professor Erkki 
Kangas, Rector of Oulu Business 
School) have visited EBS during 1996. 
We develop close links with Bentley 
College. Dr. Jerome B.Bookin-Weiner, 
Dean of International Education and the 
Associate Professors George 
H.Hachey and Peter A.Manning have 
visited and lectured in our school.
We have received as guests at EBS Mr. 
Hidero Kawahira, President of the 
Osaka Institute of Commerce, Associ
ate Professor Jaak Jürisson from 
Fordham University, US and the most 
distant guest has come here from Aus
tralia - Mr. Jim Jenkins from the Royal 
Melbourne Institute of Technology. 
Undoubtedly, the representatives of 
foreign countries and international or
ganisations with whom we have had 
regular meetings, have played a signifi
cant role in achieving the above - given 
results. Thus Mr. Lawrence T.Taylor, 
the US Am bassador to Estonia, 
Mr.C.R.L. de Chassiron, the British 
Ambassador to Estonia, Mrs.Catarina 
Brodin, the Swedish Ambassador to 
Estonia, Mr. Fredrik Wetterqvist the 
2nd Secretary at the Swedish Embassy, 
Mrs. Halina Kobetckaite, the Lithuanian 
Ambassador to Estonia, Mr. Jacques 
Faure, the French Ambassador to Es
tonia, Mrs. Catherine Suard, the Cul
ture Attache of the French Embassy and

Mr.Philippe Bravard the Economy At
tache of the French Embassy, Mr. 
Andris Piebalgs, the Latvian Ambas
sador to Estonia, Mr. Svend Roed 
Nielsen, the Danish Ambassador to 
Estonia, Dr. Kai Lie, the Norwegian 
Ambassador to Estonia, Mr. Seppo 
K uusisto, the Press Attache and 
Mrs.Heidi Haggblom, the Head of the 
Consular Department of the Finnish 
Embassy, and Mrs. Annette Priess, the 
Culture Attache of the German Em
bassy, have visited us. We have re
ceived as our guests here Mrs. Laura 
Leventis, from the American Chamber 
of Commerce in Estonia, Dr. Ralf-Georg 
Tischer, representative of German trade 
and commerce in Estonia and Mr. 
Xavier Marchelidou, one of the co
ordinators of the EU PHARE Pro
gramme in Estonia.
We should admit that EBS develops 
and expands through internationalisa
tion.

Tiiä Karing 
Director of Research and Deveiopment 
Department, EBS
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internationa! Bachetor of Business Administration

!n the fa!) semester of 1996 the Estonian Business Schoo! opened a new program - 
internationa! Bacheior of Business Administration.
This is a fully English language program. The objective of this program is to give students from other countries an 
opportunity to pursue a BBA degree at EBS, providing them with a broad understanding of the global business environment 
and an in-depth understanding of the economies of the Baltic States and north-western Russia.
The 160-credit-point program concentrates on a combination of basic and advanced courses in various business 
disciplines. The curriculum is designed to enable each student to acquire a foundation in all areas of business 
administration: accounting, business law, economics, finance and banking, marketing, management, quantitative methods, 
and statistics.
Besides the standard BBA curricutum, the program offers:

-courses on business policy in the Baltics and Russia
-field trips to other Baltic States
-field trips to Russia
-study visits to Estonian companies.

Surely international students at E BS  will profit from the very specific geopolitical situation of Estonia - a link between the East and 
the West. You re welcome at Estonian Business School!

E S T O N I A N  B U S I N E S S  S C H O O L ,  L A U T E R I  3 ,  E E - 0 0 0 1  T A L L I N N ,  E S T O N I A  
TEL .  + 372 6 466 336,  FAX + 372 6 31 3 959,  E-mai l :  m a d i s @ e b s . e e , In te rnet  hom e pa ge :  h t tp : / /www. ebs . ee/

mailto:madis@ebs.ee
http://www.ebs.ee/
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