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The year 1999 leaves a multi-faceted impact on history. The European inte-
gration took a step forward — the euro was introduced as account money. Securities have
been issued in euros in most of the European countries but also in Argentina, Brazil,
Philippines, Canada and in the Republic of South Africa. The euro achieved a significant
position in international transactions regardless its depreciation against the US dollar.
The exchange rate of the Estonian kroon against the euro was fixed on 31 December
1998 (1 EUR = 15.6466 EEK), which meant pursuing our monetary policy — to apply the
fixed exchange rate within the currency board system — until joining the European Eco-
nomic and Monetary Union.

Eesti Pank has drafted the monetary policy principles, and the specification of
the strategy underlying the accession negotiations continues. The position of the European
Central Bank on the plurality of monetary systems allowed until joining EMU reassures
that the fixed exchange rate and currency board arrangement are the right and firm
foundation for Estonia’s accession to the European Union.

Estonian real economy continued functioning in the economic downfall in 1999,
returning to the growth path by the end of the year. The new Credit Institutions Act had a
major impact on the financial intermediation. The banks pursued conservative loan policy
in order to avoid exposure to new risks arising from high liquidity and low borrowing
demand. Eesti Pank started to remunerate all reserves held by commercial banks with
the central bank to bring our monetary policy framework closer to that of the European
Central Bank and reduce the necessity for banks to increase their profitability by regu-
larly depositing large sums abroad for short time.

Due to negative yield of the world bond markets, the central bank ended the year
1999 at a loss although it could avoid decreasing of the reserves. The latter was achieved
through a new and more precise system for measuring the reserve investment risks and
efficiency and through an agreement concluded with a foreign asset manager at the begin-
ning of the year on a part of the reserve to increase risk diversification. Thus we gained
access to top know-how and could compare the performance in reserve management.

Bearing in mind better future outlooks we drafted the principles of the Eesti
Pank profit distribution. The principles, based on the ratio of the central bank reserves to
the gross domestic product and the broad money supply, shall ensure the continued
stability of not only the banking but also the Estonian monetary system.

The legislative framework for credit institutions reached a new level in 1999
and is mostly in compliance with the directives of the European Central Bank. We also
specified the rights and obligations of the Banking Supervision Department pursuant to
the new Credit Institutions Act. What is more important, Eesti Pank formulated its posi-
tion in unified financial supervision. The implementation of the position — the adoption of
the timetable and activities of a new independent public institution based on current
supervision institutions — will hopefully take place in 2000.



Estonian banking in 1999 is characterised, apart from high capitalisation and
liquidity and more conservative handling of loan projects, also by wider use of telebanking.
By the end of the year every second resident of Estonia had a bank card. The central
bank continued selling its holdings in commercial banks — we sold our shares in Hansapank
and discovered a foreign investor significant in enhancing competition and are negotiating
selling the investor Eesti Pank’s holding in Optiva Pank.

The credibility of the banking increased also due to steady Swedish financial
institutions growing their share in two major Estonian banks. The openness and
transparency of the banks was enhanced by the regulations entering into force in 1999
on bank owners and executive management and their financial interests as well as the
public disclosure report accessible to all the customers of commercial banks, providing a
complete overview of the bank’s financial status. The openness of Eesti Pank was
enhanced through restructuring of information accessible over the Internet and reforming
of periodicals. Organisational changes were introduced as well. The number of employees
did not increase whereas tasks became more complicated. The education qualifications
improved — about 14% of the specialists in Eesti Pank hold an academic degree.

Due to the detailed and early preparations, the year 2000 did not bring along
any computer failures related problems in the Estonian banking system in general or in
the central bank specifically. We were reassured that the operational performance would
function in the more complicated environment as well.

The society expects Eesti Pank to continue being targeted in its activities in
2000 as well. | wish success to everybody considering reading of the Annual Report
necessary.

Last but not least — this Annual Report is different from previous issues. It is a
logical continuation in enhancing the transparency of the central bank and manifesting
how one of the significant public institutions meets its constitutional functions.

Vahur Kraft
Governor

26 April 2000
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