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This Policy Brief, meant for policy-
makers, concentrates on the conclu-
sions of the foresight project “Finan-
cial Services 2018" conducted by the
Estonian Development Fund: on Esto-
nia's opportunities for exports of fi-
nancial services and policy recommen-
dations. Particular attention is given
to a clarification of the concept of Fi-
nancekstonia — the proposed solution
for implementing the key activities. In
the context of Estonia's economic pol-
icy, it is a novel partnership model be-
tween private and public sectors that
will help to overcome failures related
to coordination and mobilisation of re-
sources and to develop a new growth
area for Estonia in a focused way.

| wish that the Government of
Estonia as well as the active financial
sector would envision a common
goal — to offer niche focused
financial services, the only market
for it being the international market.
Joakim Helenius, Trigon Capital, CEO

(Interview given to the Development Fund
on 29/03/2010)

Exports of financial services:

from opportunities to action

OPPORTUNITIES:
Estonia has three main
niche opportunities to
increase exports of the
financial services sector

- core functions in asset management,
using its knowledge of Central and Eastern
Europe (CEE)

- private banking targeted at clients from the
Commonwealth of Independent States (CIS)

« back office support services for
international financial institutions

Financial services as a new
growth area

KEY ACTIVITIES: - regulations and taxes

The liberalisation of markets, globali-
sation, and introduction of information
and communication technologies have
created favourable conditions for the
growth of knowledge-intensive busi-
ness services in the world, including
for the financial services sector. In
2009 - in the middle of economic
crisis — the question whether Esto-
nia might have opportunities to par-
ticipate in this globally growing and
changing business and, if so, how to
convert these opportunities into ex-
ports, prompted the Development
Fund to start a foresight project on
financial services.

It can be said, based on the results
of this project, that when designing
a portfolio of Estonia’'s new growth
areas, it is reasonable to include fi-
nancial services together with other
knowledge-intensive and high value
added business areas. The increase

in selected niches, the
development of the
most attractive business
environments in the
European Union

IMPLEMENTATION:
private and public
sector partnership —
FinanceEstonia

in exports of financial services and
related support services would mean
structural changes in Estonia’s econo-
my: higher value-added firms and for-
eign investments, more high-salaried
jobs and higher tax revenues because
labour-related costs constitute the
greatest part of the total costs in the
financial sector.

Internationalisation of Estonia's fi-
nancial services sector would be an

- qualified labour
- the image of Estonia,
awareness and foreign investments

- coordinated activities
and leadership

- mobilisation of resources

+ consistency

inevitable precondition for the devel-
opment of Estonia’'s economy in its
entirety. The operating of financial
institutions with international scope
in Estonia would raise the competi-
tiveness of the local business environ-
ment: it would support the develop-
ment of other fields of the economy;
and would secure better capitalisation
of the private sector, the availability of
leverage instruments, and links to a
global economy.
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Starting point

Estonia’s relatively well-developed fi-
nancial sector belongs predominantly
to Nordic banks and targets the domes-
tic market. There are merely a handful
of small businesses with export ambi-
tions. This picture is also illustrated
by the statistics according to which
financial services contribute around
4% of Estonia's gross value added
and 2% of total services exports.

Estonia has some half-sized and
imaginary strengths and a bunch
of tangible weaknesses at the
moment. But only because of
that, one cannot give up the
guest for new niches and
experiments.

Villu Zirnask, Opinion Editor
(Eesti Pdevaleht, 18/08/2009)

At the same time, the average salary
in the financial sector is 1,500 euros
(2010), double of Estonia’s average.

Considering the starting point, Estonia
could significantly increase exports of
financial services primarily through at-
tracting new foreign investments. For
this, it is important to understand the
factors that determine Estonia's suc-
cess or failure in this aspiration.

The following factors are important
for an international financial institu-
tion when choosing a location: costs,
the availability and quality of labour,
cultural and geographical proximity to
the relevant markets, the availability
and quality of infrastructure, taxation
and regulation; also, more general as-
pects like the image of Estonia, quality
of life, economic and political stability,
and transport links.

In terms of its favourable geographic
position, integration with Nordic coun-
tries, labour costs and IT infrastruc-
ture, Estonia is competitive; but the
availability of skilled labour with finan-
cial education and IT skills is limited,
the reqgulatory and tax regime is un-
favourable in specific issues, general
quality of life is relatively poor, and the
image of Estonia (and of the region as
well) is weak for internationally oper-
ating financial institutions.

Estonia’s pluses and minuses to increase
financial services export

Niche opportunities

Estonia’s opportunities were identi-
fied by analysing different functions
and areas of the value chain of the
financial services sector from the
point of view of exportability and by
comparing the results to Estonia’s cur-
rent situation. As a result, three niche
opportunities to increase the export
of financial services in Estonia were
identified:

+in asset management, by focusing on
core functions and implementing its
knowledge of CEE;

«in private banking, by providing ser-
vices across the value chain, focus-
ing on Russia and the CIS region;

- providing back office or support ser-
vices for international financial in-
stitutions (e.g., accounting, manage-
ment, data processing, IT support,
legal matters, etc.).

Strong links with the Nordic financial
sector, as well as economic and cul-
tural proximity to CEE, provide Esto-
nia with a good starting point for de-
veloping exports of financial services
in asset management and private
banking in its region. Estonia’s rela-
tively strong features such as IT capa-
bility and favourable labour costs will
open a window of opportunity for back
office services.
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The most tangible growth oppor-
tunity for Estonia is hidden in
support services. In such foreign
investment solicitation, the
government could incur part of
the costs needed to bring units
into Estonia and support training.
Raul Allikivi, Head of Economic Policy
Division, Ministry of Economic Affairs

and Communications
(Financial Services Forum 31/03/2010)
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Key activities

A considerable increase in exports of
financial services requires a simulta-
neous, purposeful and consistent work
with factors that affect Estonia’s att-

ractiveness. A distinctiveness of the fi-
nancial sector is the great importance
of reqgulations; therefore, creating and
retaining a competitive regulatory en-
vironment is an important precondition
for increasing exports. But this alone is

not sufficient; in addition to legislation,
it is necessary to establish an interna-
tional image for Estonia in this field,
proactively work with potential inves-
tors, and guarantee the availability of
skilled labour needed for the growth.

The growth of exports requires action on three fronts

1. REGULATIONS

Implementation

The analysis of experience of other
countries indicates that starting from
scratch, it is impossible to substan-
tially increase exports of financial
services without long-term political
support and systemic engagement.
Therefore, the development of Esto-
nia as a niche-based financial centre
requires political support and long-
term commitment by involved parties
of the public and private sectors. At
the same time, there is no existing
cooperation practice of this kind be-
tween private and public sectors in
Estonian economic policy that would
combine top-down strategic coordina-
tion and bottom-up familiarity with
the field and market to develop new
growth areas.

Taking the latter into consideration,
officials and entrepreneurs partici-
pating in this foresight project worked
out a novel cooperation model for

2. LABOUR

Estonia — FinanceEstonia. Its goal is to
bring together financial and support
services firms who export or have
the ambition to export, and national
authorities and institutions of higher
education with the mission to promote
Estonia’s exports of financial services
and related support services.

Why is it that the necessary activi-
ties cannot be done without Finance-
Estonia?

As said above, to establish a favour-
able environment for financial ser-
vices exports, the government should
consistently deal with several different
problems; it is of no use to approach
problems only once and one by one.
A function-based administrative ap-
paratus where one ministry is dealing
with taxes, another with education
and yet another with economic devel-
opment, does not favour coordinated
development of a field. In addition, it
is important to keep the private sec-
tor motivated, and to ensure that deci-

3. FOREIGN INVESTMENTS

sions made in the public sector reflect
business experience and feedback.

There is no sense to expect us to
become a new London, but there
are several niches in the world's
financial sector that Estonia
could successfully fill in. And
today is the time to start, the one
who starts first in this region, has
the obvious advantage.

Kristjan Lepik, Head of Investment

Committee, EfTEN Capital
(Saldo, May 2010)

® @) Policy Brief



4 Financial Services 2018: Estonia’s export opportunities and policy options

The PPP platform FinanceEstonia to develop exports of financial
services in a coordinated and consistent way

PARTNERS

Service Industry

Association

Association of Managing

Companies

Estvca

Banking Association

Ministry of Finance

Financial Supervision
Authority
Ministry of Economic Affairs
and Communications
Enterprise Estonia
Universities

ACTIVITIES
Regulations
Taxes
Communication
Marketing ‘
Talents and
Education

RESOURCES

(macro)

Political will
Competent institutions
Infrastructure
FinanceEstonia
Resources

Project manager,
lawyer

COSTS (investments on the macro level)
Education, infrastructure, country's image

FinanceEstonia costs

Operating, analysis and international marketing
total costs c. 0.3 MEuros per year

PROVIDED
VALUE

Attractive
jurisdiction
Trustworthy
business
environment
Relatedness to
Nordic countries
Access to CEE,
CIS markets
First-class

IT infrastructure

CUSTOMER
RELATIONSHIP
Personal
assistance and
consultation
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DISTRIBUTIO
CHANNELS
Roadshows

Web environment
International
networks

REVENUE (macro level) \
Taxes, GDP growth, high-salaried jobs, business
tourism, spillover effect, support services growth
FinanceEstonia financiers
Private sector, Ministry of Finance, Ministry of
Economic Affairs and Communications, Enterprise

Estonia, Tallinn City Government

Journey of the foresight project

CLIENTS

Current exporters
Potential exporters
Focus:

Asset management
Private banking,
Support services
(IT, financial
counselling,
holding structures)
Baltic Region,

CIs

In 2009-2010, the Estonian Develop-
ment Fund in cooperation with the Min-
istry of Economic Affairs and Commu-
nications, the Ministry of Finance, and
involved parties of the financial sector
undertook a foresight project “Finan-
cial Services 2018". The objectives
were to analyse the export potential of

financial services and to consider the
options for its realization. The British
consultation firm Oxera Consulting
Ltd. was selected as a reseach partner
in this project. The project was co-
financed by the Government Office's.
As a result of the analysis and discus-
sions, the report “Financial services

2018: Estonia’'s export opportunities
and policy options" was prepared. The
brief summary presented in this issue
of Policy Brief is based on the report,
the financial services forum held on
31 March 2010 after the publication of
the report, and on the feedback from
meetings with key decision-makers.

Estonian Development Fund
Tornimde 5, 10145, Tallinn
Phone +372 6161100
www.arengufond.ee/eng

The Estonian Development Fund is established by the Parliament to identify new

sources of economic growth through foresight and to invest in knowledge-intensive
and ambitious Estonian start-ups.

See also:

Interview with Joakim Helenius, CEO of Trigon Capital
http://www.arengufond.ee/videocasts/videocast1621/

Brendan Kelly, the Director of the Financial Services Ireland sharing his ideas of developing Ireland'’s
financial centre.

http://www.arengufond.ee/eng/videocasts/videocast1641/

Read more:

Oxera Consulting “Financial services sector in Estonia: Growth opportunities and policy implications”
http://www.arengufond.ee/eng/publications/




