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INTRODUCTION

Essence of State Budget Strategy

The objective of the State Budget Strategy is to ensure fiscal sustainability and to enhance the
effectiveness of the government in steering national and sectoral policieShe State Budget Strategy

AT OO60AO AT i Pl EAT AA AAOxAAI OEA OOAOGABO 1 Aiked O E
resulting from forecasts

The first document to serve as a budget strategy was drawn up in 2000. The State Budget fint2002
and 2014) clarified the requirements for the annually prepared budget strategy to be approved by the
Government of the Rpublic, at the proposal of the Ministerof Finance, no later than eight months
before the beginning of the next fiscal year

The current State Budget Strategy is updated each spring by specifying the plans for the next three
years and supplementing the pla for the fourth year. This will ensure that mediumterm plans are
constantly adjusted to changes in the economy, fiscal environment and sectoral operating
environment.

4EA AOACAO OOOAOAcCU ETAI OAAOG OEA | AET alyss@AtAeOET 1
economic environment and a forecast of economic development, includingvenue forecasts and

other information necessary for financial management; priorities of the Government of the Republic,
situation analysis ofpolicy areas, indicators with targets, main policy changes, and a funding plan for
areas of government.

Implementation and Updating of State Budg&trategy

The State BudgetStrategy is implemented via development, implementation and action plans.
According to the directive of the Minister of Finance on drafting the state budget, constitutional
institutions, the Government Office and ministries shall submit draft budgets to the Ministry of
Finance for the following year, i.e. action plans and financial plans for the first year ¢t development
plans. Drawing on the summer economic forecast, the Ministry of Finance first analyses the drafts and
resolves possible disputes and then submits a draft budget along with an explanatory memorandum to
the Government of the Republic for appreal. TheRiigikogubegins a proceeding of the draft budget no
later than three months before the start of the budgetary year. Upon entry into force of the State
Budget Act, the Government of the Republic approves tlmomplete State Budget Action Plan acras
areas of government and a supplementary budgetary nomenclature

Each year, ministries add another year to their evelopment documents directed aachievement of the

T OAOT 1 AT 660 1 AEAAOE O Aéhoutddk A cthaikdit plAnniayOThddpplemdnts £l O C
are based on the current State Budget Strategy. As a rule, development plans are submitted to the
Ministry of Finance no later than bythe 1st of March.

Monitoring State Budget Strategy

At the end of each budget year, each governmentaktitution will prepare annual accounts and submit
report on the implementation of state budjet to the Ministry of Finance The Ministry of Finance will
prepare a report on the implementation of state budget; the Government of the Republic will approve
the report as a part of the state financial statements included in the state annual accounts

Overviews of the implementation of state budget revenue, the use of budgetary instruments and the
situation in the economy and general government sector are reguligrprepared and published during
the current budget year.

The implementation ofpolicy areaobjectivesset out in the previous State Budget Strategg described
in the chapter onpolicy areas, and the levels of indicators in theState Budget Strategyn recent years
are detailed in Appendix 5. A overview of the implementation of the goals set out in this document is
provided in the State Budget Strategy fo2016-2019.

1 State Budget Act of Estonia, Estonian version hattps://www.riigiteataja.ee/akt/1130320140027?leiaKehtiv .
2 Monthly economic reviews by the Ministry of Financehttp://www.fin.ee/?id=81725 .


https://www.riigiteataja.ee/akt/113032014002?leiaKehtiv
http://www.fin.ee/?id=81725

Preparation of State Budget Strategy 203018

Onthe 2nd of January 2014, the Ministry of Finance and the Government Office sent a joint letter to
ministries and constitutional institutions, for updating strategic documents in 2014. The joint letter
included, inter alia, the rationale for preparing the State BudgeStrategy 20152018.

The State Budget Strategy015z2018 was prepared simultaneously and inaccordance with the
updating of the Government of the Republic Action Plan, theational competitiveness planO %O O1 T E /
¢mgmnd AStadility ®iegkamme The analgis of the current situation regardingpolicy areas was

also updated incooperation with the ministries. The ministries prepared the area of government
development plans for the years 20132018 and submitted these along with financial plans to the
Ministry of Finance bythe 1st of March. The data received from the ministries was used as a&wput for
preparing the economic forecast the Stability Programmeand the State Budget Strategy

In January and February, prior to discussions in the Government, the Ministry of Finance and the
Government Office arranged joint meetings to discuss the Government of the Republic Action Plan, the
AEAT T AT CAO OAI AGAA O1 O%OOdyl Al ministries; wede indoivell inGe A "
discussions. The results of the discussions are reflected in the Budget Strategy, the Action Plan of the
Government and the competitiveness plan. One objective of the meetings was to achieve greater
consistency between the development plans and the State Budget Strategy.

Negotiations on the Budget Strategy were held at the level of officials in March; in April, cabinet

i AAOET ¢O xAOA EAIT A O AEOGAOOO AATTT11 EA Al AtateeE OA /
Budget Strategy 2013¢ mp 6 xAO OOAI EOOAA O1 Othdi16t oEApE.OBOEA O
State Budget Strategy was submitted to the Government of the Republic for approval thre 29t of

April 2014. The document will be introduced to the comrissions of theRiigikogu.

Based on the new State Budget Act which entered into force in March 2014, an independent Fiscal
Council will be established, having the task of providing assessments to economic forecasts which

£l O OEA AAOGEO b4l CEAWMNOTATEAM GG TARGAET ¢ OEA OAODPAL
rules. In the course of preparing the State Budget Strategy 2042018 and the Stability Programme

2014, Eesti Pank was asked for an opinion concerning the economic forecast and the figadicy. At a
discussion of the economic forecast in the Government Office, a representative of Eesti Pankdothat

OEA - ET EOOOeconbnie feEdsthéinty Ahé Basis for fiscal policy plans is largely realistic,
considering the currentknowledge. At the same time, the representative of Eesti Pank drew attention

Oi AAAEOQOEIT T Al OEOEO DPOAOGAT O ET OEA AgOAOT Al AT ¢
could have been more conservative. The Government must be ready to change theldet and
expenditure plans in case of weaker than expected developments of the economic situation. On the
OOAEAAO 1T &£ AOGACAOAOU bl OEOEIT 1TAEAAOEOAOh %AOOE
objective to be structural surplus and stressedhat real-time assessment of structural positions is
difficult and that nominal balance must also be achieved in the next few yearat the usual forecast
seminar preceding the publiE ET ¢ T £ OEA - E bcBroriicxatecdstecdadiricexpditd & O
other general government and private sector institutions also drew attention to various risks, but

conOEAAOAA OEA - EedorOodioirechsteallstic] AT AAGS O
Inclusion of partners in preparation of the State Budget Strategy 262%18

The State Budd O 3 OOAOACU EO AAOAA 11 OEA AAOGAI T PI AT O ¢
i.e. organisationbased and sectoral development plans prepared in accordance with the regulation of
OEA "' T OAOCI T AT O T £ OEA 2ADOAI EA &nd th®pkddeddrefor D&OA O A

DPOAPAOAOGEI T h OOPDPI Ai AT OAGET T h EIi Pl AI AT OAOCETT h £
guidelines of the Ministry of Finance. The participation of partners in the preparation of the
development plans is organised by the gponsible ministries. The inclusion of relevant interested
persons and authorities and effectivecooperation between sectors is unavoidable, in order to achieve
an integral perspective andcoordination of development documents. The Government has also
provided the persons preparing the development plans with guidelines on good practice of inclusion.

3 http://lwww.fin.ee/?id=263 .
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Structure of State Budget Strateg3015z72018

This State Budget Strategy comprises three chapters. The first part of the document describes the
priorities of the Government of the Republic. The second part describes the current situation,
objectives and indicators ofpolicy areas (the 18 policy areasof the State Budget Strategy 2012017

are replaced by23 policy areas), as well as the most importanpolicy changesand reforms. The third
part describes the economic and fiscal policy objectives and priorities of the Government of the
Republic as well as the fiscal framework of the public sector for the following four years

Appendices to the document includehe main indicators of the economic forecast prepared by the
Ministry of Finance in spring 2014, the implementation of the strategy for using EU Structural Funds
200772013, a description ofthe use of EU funds in 2014020, the plan for the use of revenuefrom
the EU scheme for greenhouse gas emission allowance trading in 262320 and the changes in the
levels of indicators over recent years, as well as an overview of the comparison of the previdsisite
Budget Strategyand the performance areasbeing the basis for this documentz a change resulting
from the action plan of the coalition between the Estonian Reform Party and the Social Democratic
Party, prepared in spring2014.



PRIORITIES OF THE GOVERNMENT OF THE REPUBLIC

In order to focus its decisions and assess its activities, the Government of the Republic has set itself
goals in 23performance areasas well as performance indicators to measure the achievement of these
goals and target levels for the indicators, four afvhich are government priorities4. The State Budget
Strategyp defines their target levels until the year 2018, similarly to other indicators

The priorities of the Government of the Republic ¥15are:

1 Reducing the poverty of children
Reducing the abstute poverty rate of children to 8.4%
1 Reducing the tax burden of labour
Reducing the implicit tax rate on labour to 33.2 percent
T 3AAOOET ¢ %OOT T EAGO 1T AOETT Al OAAOOEOU
%l OOOET ¢ OEA OOAOA8O OAAAET AOGO O1 Ai PA xEOE
Defenceexpenditure remaining at the level of 2% of GDP
I Sustainable public finance

AT AOAT Cci OAOT T AT 660 AOACAOAOU bi OEOETT AAET (

4 The most important priorities of the Government for 2015 weredisclosed by the Prime Minister in his address
to the Riigikogu concerning the formation of the government, delivered on 24 April 2014.
sS# EADOAO O0T1 EAU ! OAA "1 Al 008



POLICYAREAGOALS

This chapter provides an overview of the current situation irpolicy areas all the policy areastogether
cover the entire activities of the state andll funds reflected in theState Budget StrategyThe overall
objectives of the Government of the Republic as well as their target levels and indicators describing
their achievement are presented under policy areas This chapter also outlines the most significant
changes contributing to the achievement of the objectives. An overview of the levels of the indicators
in previous years is provided in Appendix 5.

The overview of the current sitwation in policy areas presents only the most general trends in the

policy areas as well as their central indicators andan international comparison A more detailed
overview of the situation in policy areascan be found in therespective sectoral developmaent plans and

OEA AAOGAT T PI AT O PI AT O 1T £ OE A mdrefbtaled Ov@iidnOod theAatedt A O
achievements inperformance areasA AT AA £ 01 A ET 1 AT ACAT AT O OADPT
annual reports andin the overview of actionB1 AT DA OA&I Oi AT AA OAPT 00O ETA
report. A narrower overview of the priorities of the Government of the Republic is provided by the

action programme performance report andan overview of the more specific planned actions is

provided by the Government of the Republic Action Plan

1. Family Policy

Pursuant to the initial data, 13,831 children were born and 15,474 people died in Estonia2013; thus
the natural population change in 2013 was negative byL,643 people. The last time so fev children
were born was in 2005. Only 2010 wasan exception among recent years, with @ositive natural
population change(+35 people). 4,085 peopleimmigrated and 10,746 peopldeft the country in 2013
(this makes the foreign migration balance6,661)8.

Pursuant to the population forecast of Statistics Estonia, if the current trends continue, the negative

T AOOOAI DI DOl ACGEIT AEATGCA AT A OEA TACAOEOA A& OAE
by 125,000 people in the next30 years and the number of people living in Estonia in2040 will be
~1,195,000 people.

AEA DI POl ACET T80 CAT AAO AT A 204Q Ahe AiffeteBck Gdin@dnitie x E
proporton® 1T &£ xi1 1 AT AT A T AT ET OEA DI bpOI AGETT xEII
expectancy increasing, and on the other hand due to continually more active emigration of women.
The main result is the population aging markedlyThe proportion of pensionaged people(aged 65

years and morg in the population will increase from the current level (18.0%) to 27.6% by 2040.The
proportion of children (aged below15 years) will decrease from 15.5% to 13.6%. In total, the rate of
dependants (children and old-age pensionery compared to labouraged people will increase from
50.9% to 70.2%, meaning that while there are currently four labouraged people per every two
dependants, there will be three labouraged people per every two dependants i2040. A continuation

of the trends will also bring about changes in absolute numbers because theicat of age groups will
change the smaller generations born in the second half of the 1990s and during the turn of the
century are going to reach their20s in terms of ageAs a result, emigration will decrease in absolute
numbers, but so will the birth rate. Additionally, the processes mainly affecting the Estonian
population z the birth rate and the foreign migration z are in strong correlation: foreign migration
reduces the number of womerat fertile ageg.

A4EA DI POl AOET T80 OAPOT ACAOCETT AAAOT AEQB ij 202 O C
(1.52 in 2011; the replacement rateis 2.1)10. The number of minoraged populationi.e. children aged

0z17 years in the population continues to decreasewhile the total number of children aged @17

6 The following abbreviations are used for the ministries responsible for the indicators that describe the
achievement of the goals: MoER Ministry of Education and Research, MagMinistry of Justice, MoDz Ministry
of Defence, MoE Ministry of Environment, MoCz Ministry of Culture, MOEACZ Ministry of Economic Affairs and
Communications, MoAz Ministry of Agriculture, MoF z Ministry of Finance, MolAz Ministry of Internal Affairs,
MoSAz Ministry of Social Affairs and MoFA Ministry of Foreign Affairs.

7

8 Statistics Estonia, http://www.stat.ee/72428
9 Statistics Estonia, http://www.stat.ee/76319
10 Statistics Estonia, RV033: Birth rate indicators


http://valitsus.ee/et/valitsus/tegevusprogramm

years in the population was nearly 4168)00 at the beginning of 1990, it was only about 24300 in |
2013, Long-term demographic forecasts stlET AEAAOA OEAO OEA OAAI T COADE
decline of birth rate in Estonia in the 1990s cannot be compensated with birthing behaviour in the

next 20-30 years.

Considering all of the foregoingijt is important to ensure the well-being of families and a safe and
developmentsupporting environment for children. This is also confirmed by the indicators describing
opportunities for unifying work life and family life as well as the indicators of poverty of families and
children (seesocial security).

Due to limited supply and availability (incl. high cos)) of childcare facilities, it is mostly womenwho
have a highchildcare burden andfewer opportunities for equal participation in the labour market The
employment gap between mothers with small children(aged 0-6 years) and women without small
children is increasing being as high as26.3 percentage points in 2013(24.7 percentage points in
2012) and indicating thatthe reason for women not participating in employment is first and foremost
the childcare of a small child There is also a largeemployment gapbetween men and women with
small children, reaching 38.9 percentage points between women ananen aged 2049 years in 2013
(37.6 percentage points in 2012}% According to the data for2010, 24.1% of women with a child aged
below 8 years abandoned work for at leasbne month (except parental leave) in order to care for the
child/children. Only 1.7% of men with a child/children aged below 8 yearslecided to abandonwork
for the same reasorv.

#EE] AOAT &0On Di2018 OOd children aged belowd years were living in relative poverty

and 9.5% were living in absolute poverty14 (the relevant figures were17% and 9.4% in 2011). The

relative poverty rate of children before social transfers, incl. pensions wa3l4% ET ¢mpp8 4 E/
average relative pwerty rate of children in 2011 was 20.8% (after social transfers.

A total of about 5,900 children were waiting for a kindergarten placén Estonia in January2012 (most

of them aged below3 years), including 2,000 in cities and 3,800 in counties. The queue was longer

than 20 children in 25 local governments For example in 2009the number ofsuch local governments
was29.4 EA POT Al ATl 6 xEOE NOAOAO AOA OEA i(neadcrieddahdA OA
in large cities of South Estoni&.

As of the end of 2012, 2,618 children (1.1% of all children agedzD7 years in Estonia) were in
substitute care (fostering, guardian families and substitute home servicg; 1,048 of those children

were in substitute homes under statecare. Throughout the year, 157 children were directed into
substitute homes and365 children were directed into substitute carein a family (222 into fostering,

85 into guardian families, 58into adoption outside their family)™®.

13 OAOEOOEAO %OOTTEARh 26m¢gpgd 01 DOI AOEIT AO OEA AAGEI]
gender and age

12 Statistics Estonia, TKL29: 2019-year-l 1| A T AT 80 AT A xI 1 AT 80 AibBITUI AT O OAC«
with and without children

13 Statistics Estonia, TTP12: Parents of children aged under 8 years, by those abandoning work (to care for the
child)

14 Statistics Estonia, LESO01: Poverty and material deprivation rate by age group and gender

15 Ainsaar, M., Soo. K. (2012). Local governmenand families with children 2011. Tartu University, Institute of
Sociology and Social Policy. Ministry of Social Affairs.

16 Development plan of the area of government of the Ministry of Social Affairs 202918.



3 A A (vbjeativé@and indicators:

Estonians are a growing nation and the welbeing and quality of life of children and families has

increased.
Indicator Base level Target level  Targetlevel  Targetlevel Target level
[Target level 2015 2016 2017 2018
Natural population growth
. - ) Negative -
Source:Statistics Estonia 1643 (2013) oo oo oot oo
Responsible authorities: MOSA  [pgsitive ostive ostive ostive ostive
(MoER, MoEAC, MolA, Mo (2013)]
MoA)
Total fertility rate
Source:Statistics Estonia 1,59 (2012)
Responsible authorities: MOSA 1 67 (2012)] L7l L.r2 L.r4 L.75
(MoER MoEAC, MolA, Mo.
MoA)
Percentage of children 19 (0-2 yrs)
attending formal childcare in
the 0z2 and %6 age groups, % 92 (3-6yrs)
Source:Statistics Estonia (2011) 33 (0-2yrs) 33 (0-2yrs) 34 (0-2yrs) 34 (0-2yrs)
Responsible authorities: MoSA [28 (0-2 yrs) 92 (3-6yrs) 92 (3-6yrs) 92 (3-6yrs) 92 (3-6yrs)
(MOER) 92 (3-6yrs)
(2011)]
Number of children removed )
from  their  families / 410children
percentage in the Q17 age /0.17
0,
group, % (2012) Decreasing Decreasing Decreasing Decreasing
Source: Ministry of Social [pecreasing
Affairs, Statistics Estonia
. : (2012)]
Responsible authority: MoSA
Rate of absolute poverty
among children aged @17, % o5
Source:Statistics Estonia ' 84 83 8.1 8.0
) N (2012)
Responsible authorities: MoSA
(MoJ MolA, MoER MoQ
Rate of relative poverty among
children aged @17, % 18.1
Source:Statistics Estonia (2012) 17 17 16.8 16.7
Responsible authorities: MoSA [18.8 (2012)]

(MoJ, MolA, MoER

Most significant policy changes améforms

Launching the state child protection programme

Implementing the parenting programme

Increasing the quality of substitutecare and extending the range of available forms of

substitute care by developing support services and followup care

7O0$ AOAT T Pi AT O

ol Al
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Improving the availability of childcare services and support services for children with
disabilities

Creating additional kindergarten places

Increasing the child allowance to 45 euros per month for the first and the second child and to
100 eurosfor the third child

Doubling the needbased family allowance for lowincome families

) T AOA A OE ip@poriond infolrtahde @ the criteria for assigning a subsistence
allowancefrom 0.8to 1.0

Implementing the policy changes following the completion of the Green Paper on family
allowances and services

2. Public Finance

AEA OPAAA 1T &£ %OOI 11dhdsdoéen fask And wel drd @Bk Gfptodching the EU
average In 2012, %O O IgrEsé doMestic product(GDP per capitawas 71% (64% in 2010)29 of the
EU28 average (EU28 = 100%).In 2012, the comparative price level offinal consumption of private
households, characterising the nominal convergené& was 769% (74.8% in 2010)21of the ELR8
averagez.

%OOT T EA8O AATTT 1 EA CObroa®tiased ThOchahdelhi realydth éf GDPANash
2.6% in 2010, 96% in 2011, 39% in 2012 and 0.8% in 2013 (making up 18434.5 million eurosin
current prices, compared to 143709 million euros in 2010)23. Due to deterioration of external
environment, the growth rate decelerated in 2012 and continued to slow down in 2013, being
supported mainly by strong private consumption(increase by4.7% compared to 2012)24. Economic
development has been worsd¢han forecasted due to more modest economic growth of trade partners
xEEAE 1T EI EOO OEA ZA TS écandmicSehtiméni idudx@xp@s3ihgxti@ Eonfidence of
Estonian companiesand householdsremains abovethe long-term average (=100), making up 102.6
points in March 2014 Consumers service sector and trade sector continue to have higher confidence,
whereas the confidence is lower in industry and construction sectoAlthough economic confidencen
the EU as a whole has improved sinc013, making up105.3 points in March, different countries have
different situations and for example Finland, one of %O OT T EA8 O E | partaesAla®a AP
confidence levelbelow the long-term averagez 93.3 points2s.

The tax burdenin 2013 was 32.3% of GDP(32.5% in 2012)?7. In the period of 20142018, a reduction
of income tax rate and the unemployment insurance rate, and an increase of the basix-free
allowance and the additional tax-free allowancefor pensioners will have an alleviating effect on th
tax burden. Technically, the increased state contributions into thecompulsory funded pension for
those who continued their own contributions will also have an effect alleviating the tax burdenThe
tax burden will increase primarily due to the increase of excise duties but tax receipts will also
increase due to the planned changes iWAT taxation of companyowned passenger cars andhe

18 Convergence is deemed to be a process where certain indicators of different economic subjects become
similar, i.e. converge. Real convergence describes convergjiof revenue levels and it is usually measured as real
gross domestic product per capita.

19 Eurostat.

20Nominal convergence reflects the conwging of price levels and it is measured by indeces expressing price
levels.

21 Eurostat.

22|f the comparable price level index published for aountry is higher/lower than 100, then the prices in that
country are relatively higher/lower compared to the EU average.

23 Statistics Estonia, Eesti Pank.

24 Ministry of Finance, Fast increase of salary income and consumption growth continued on the background of
modest real growth of economy

25Eesti Pank (2013), Monetary policy and economy 2/2013

26 Estonian Institute of Economic Research.

27 Ministry of Finance.

11


http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tec00114
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tec00120
http://www.fin.ee/majanduse-tagasihoidliku-reaalkasvu-taustal-jatkus-kiire-palgatulu-ja-tarbimise-kasv/
http://www.fin.ee/majanduse-tagasihoidliku-reaalkasvu-taustal-jatkus-kiire-palgatulu-ja-tarbimise-kasv/
http://www.eestipank.ee/publikatsioon/rahapoliitika-ja-majandus/2013/rahapoliitika-ja-majandus-22013

amendment of VAT return form concerning transactions between companiesin summary, the tax
burden of 2018 will remain at the level 0f32.3% of GDP

Estonia standsout clearly among other Central and Eastern Europe countries with its sustainable
budget policy and its balancing effect on the macr@conony. In 2010, Estonia and Sweden were the
only EU countries to have gositive budgetary position (Estonia had a surplus of 0.2% and Sweden
0.3% of GDP). Three countries had a surplus in 2011: Hungary 4.3%, Estonia 1.1% and Sweden 0.4%
of GDP(the EU average was4.4% of GDR. %O O1 bdzekninént deficitin 2013 was 0.6% of GDPand

the structural budgetary position was0.4% of GDF(the average budgetary deficit of ERPB in 2012 was
39%). %001 CEAABROAT CcI OAOT T AT 660 AAAOG, makbh@upAdv offaDPad E A
the end of 2013 or 7,5% of GDPwithout the effect of the European Financial Stability Fund (EFSEhe
AOOT AOAA3212nNa8800% anltheEb ¢ Y& O A O AXUMCHEY the éndof the forecast
period, the debt burden will decrease t@B.5% of GDP.

3AAOT 060 I AEAAOEOA AT A ET AEAAOI 00(q

The budgetpolicy is sustainable and balances the macro economy.

Indicator Base level Target level  Targetlevel  Targetlevel  Target level
[Target level 2015 2016 2017 2018
General governmend C’)_ _ 04
Os/zrg;;gg\;)budgetary position, (2013)
Source:Ministry of Finance 1 g By o 2
(2013)]

Responsible authority:MoF

Most significant policy changes and reforms

Increasing the basianonthly tax-free allowance from 144 euros by 10 euros every year until
2018

Reducing theunemployment insurance rate by 0.6%0 2.4%

Increasing the excise duties on alcohol and tobacco products, in order to ensure better health
protection and lower availability of products harmful to health

Establishing an obligation to declare transaction data in an appendix to théAT return if a
companyhas more than 1,000 euros of transactions with a single partner in a month, in order
to reduce tax fraud

Disengaging the fuel excise duty from road maintemce expenses, in order to increase
budgetary flexibility

Replacing thespecific purpose fuelexciseexemption (exceptfor agriculture and small fishing
vessels) with more precisely targeted benefits, in order to reduce taexemptions

Limiting the VAT deductions on companyowned passenger cargind related expensesised for
personal purposes

Increasing the tax rate on natural gas

28 Set in the State Budet Strategy 20132016
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3. National Security

3.1.Defence

%OOT T EABO [ EI EOCAOU AAEAT AA -déiénceAadAmlldctive Gefercd indehA 1
NATO. The development of military defence is directed towards the pmption of military threats

and, if applicable, the combating thereof. One example of aing responsibility between NATO
members is the financial contribution to defence expenditure. 12013, Estoniatogether with the USA,

the UK and Greee was one of the fourNATOmember states having its defence expenditure at least

2% of GDPor more.

The usability target?? shows the mobility of the Defence Forces of Estonia and their capacity to
contribute to military operations. In 2009-2013, about 200 troops were patrticipating in military
operations at all times. Considering the size of the army, about #of the total land forces have been
AAPI TUAATA 11 A OOOOAET AA AAOGEOG8 )1 AIT1TTAAOQETI
participation in foreign missions and its coefficient of deployment capacity dropped to 9.1% of the

total land forces. In oder to ensure fair contribution to NATO collective defence, the member states
must ensure that 10% of the national land forces are deployable on a sustainable basis. In 2013, the
average deployment capacity of the land forces was 33%. The objective isnorease the deployment

capacity of the land forces to 47% by 2020.

The training and staffing of reserve units with rapid and sustainable deployment capability and their
participation in foreign operations will continue in the coming years. Estonia has ensed early
warning and control of the national air space as well as readiness for launching and implementing a
collective defence operation and hoshation support to allied forces. Air and sea surveillance
capability is being developed. The existing weapoy (e.g. antitank weapons) and weapon systems
(e.g. mine hunting systems) are being modernised and new weapons are being acquired (e.g. combat
machinery for infantry). The management structure of the Defence Forces is being reorganised

The Estonian Deface Forces are being staffed by professional military personnel and reservists.
Maintaining and recruiting personnel is a challenge. In 2013, the balance of active servicemen was
positive. The Estonian Defence League is a voluntary, militarily organisedcharmed national defence
organisation that carries out military training and operates in the area of government of the Ministry
of Defence. The number of its members has increased ydar-year. The increasing number of
members demonstrates the increasing @pularity of the National Defence and its special
organisations; this is important from the perspective of voluntary national defence

In 2013, the Estonian defence sector started to implement a wide approach and prepared a wide
basedNational Defence Deviepment Planinvolving non-military parts supporting defence: the civil
OAADT 060 OODPDBI 0O Qenddiing iht&ralEs€r i@, torei§ripatiy] eAsliring the continued
functioning of critically important services, and psychological defence

3AAOT 060 I AEAAOEOA AT A ET AEAAOI 0O0(q

The development of primary selfdefence, participation in collective security and supportrbm civil
authorities.

Indicator Base level Target level Target level Target level Target level
2015 2016 2017 2018
[Target level
Mobility of defence 33/~10
forces: proportion of (2013)
deployable units in the 37/10 39/10 41/10 43/10
army, % / proportion of [34/10
sustainably deployable (2013)]

units in the army, %

29 The usability target for forces shows the readiness of forces to participate in foreign operations and be
involved in NATO operations. The number of units deployable and units deployable on a sustainable basis is
calculated according to nationally approved principles agreed with NATO.
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Source:Ministry of
Defence

Responsible authority:

MoD
Proportion of defence 2
I i 0,
expenditure in GDP, % (2013)
Source:Ministry of
Defence [2 2 2 2 2
(2013)]

Responsible authority:
MoD

Total number of
members of the Defence 22,625
League and its special

organisations ey
9 24,750 25,500 26,250 27,000
o [23,300
Source:Ministry of
Defence (2013)]
Responsible authority:
MoD

Most significant policy changes and reforms

Implementing the military defence part of the National Defence Development Plan 2022922

Implementing the non-military defence part of the National Defence Development Pld2013-
2022 according to the possibilities of State Budget Strategy

Achieving the primary operative capacity concerning uninterrupted communications

Increasing the involvement of allies in training exercises conducted in Estonia and increasing
OEA OOA T &£ 21 AOE AEO AAOA
Implementing the new National Defence Act (unifying the peacetime and wdime command

OO0OOOAOOOAOKh ET AOAAOGET ¢ OEA AT O1 OOUBO OAAAET A

Implementing the Veteran Policy 20132017

3.2.Foreign policy

One of the prevailing goals in ensuring the international status of Estonia is to integrate into various
international organisations and promote the interests of Estonia through theserganisations. As of
now, Estonia has become a member of nearly all the international organisations that it has targeted. In
order to increase the influence and to improve the reputation of Estonia, we have to increase the
visibility of Estonia in international organisations and to create the possibilities to have a say in these
organisations by achieving the appointment of our representatives to important positions.

Estonia was elected a member of the UN Human Rights Council for the period 2€ACBL5. Estona is a
candidate for a nonpermanent seat in the UN Security Council in 2020. Estonia is cooperating both
within the UN and bilaterally with many countries to enhance its chances to become a member of the

UN Security Council. Estonia is the coordinator dhe Nordic-Baltic Cooperation (NB8) in 2014 and

will hold the presidency of the Council of the Baltic Sea States in 202015. The presidency of the
Council of the Baltic Sea States in 2012015 will complete the scAAT 1 AA " Al OEA 3AA
Edonia gains more visibility from the NB8 and the cooperation between the Baltic States and the rest

of the Baltic Sea regionan®@ OOE OAO Oi ET AOAAOA OEA OACEIEBt@i@ AT E
is also upholding the strategic activeness of the Bt Sea region on both the political and the
substantive level

14



3AAOOET C natichaddeduitylididernational relations takes place mainly through participation

in NATOactivities andAAOAT 1 DI AT O T £ OEA %508 O E lpdidy.Parti@patioh E C1
ET ET OAOT AGETT AT 1T PAOAOGETT O OAI AET O OHdkeignbadd A OE .
internal security policy.

In the area of national security policy, the most important activities of the coming years are
strengthening the defence and deterrence capability of NATO, promoting the security and
development of Afghanistanensuring civil crisis management and developing the crisis management
capability, NATQEU cooperation to ensure stability and security expansion of the EU ath NATO,
comprehensive cooperation with theUSA.The top-level NATO meeting irR014 will provide important
AEOAAOCEI T O &£ O OEA 11 EAT Askd e meltind; OdekOnl Addtinkelin O E A
terms of topics important for Estonia, i.e. NAD visibility and further operative readiness, incl. through
exercise policy Also, work will continue to achieve permanent placement of the Baltic aipolicing
missions in? | A drbase

Estoniawill continue to participate in NATOand EU military andcivil operations. The possibilities of
continuing military but also civil crisis management in Afghanistan are uncleat an agreement cannot

AA OAAAEAA xEOE OEA ! £CEAT EOOAT ' 1 OAOT i AT O AEOA
participation in Afghanistan mayalso decrease Estoniaexpands its activities in Africa, being ready for
OOAAEI EOU 1T PAOAOGEI T O EI OEA OACEI T80 AT O1 OOEAO ¢
Estonia has 33 embassies in foreign countries 7 permanent representations in international
organisations, 4 consulatesgeneral, 1 chancery, 2 special missions andl77 honorary consuls in80
countries (as compared to158 honorary consuls in 71 countries at the end of 2012) Estonia is
represented in all capitals of the permanent membersfahe UN Security Council and in most of the
NATO and EU member states. A significant foreign policy objective is to facilitate the global movement

of Estonian citizens; therefore, the Government continues to expand vifaee travel opportunities. At

the beginning of 2013, Estonian citizens were able to travel without a visa to 85 countries or
territories, besides the EU and EEA member states

At the same time, it is also important to ensure that foreigners who need a visa to travel to Estonia can
obtain it with minimum hassle and time. The size of Estonia and its limited resources limit the number

of foreign representations; therefore, visa representation agreements have been and continue to be
signed with other EU member states. Estonia has also enteredadrrepresentation agreementswith 18
Schengen countries for issuing visas; there are no visa representati@greementswith 7 Schengen
countries 7 Iceland, Greece, Liechtenstein, Luxembourg, Malta, Portugald Slovakia. Other Schengen
countries represent Estonia in issuing shorterm visas in 96 countries, administrative territories and
1TAAQCET T 08 4EAOAE OAh %OOI 1 E k& Ghor&ré&® Schedghmd isd @A T O A
travelling to Estonia can be applied for in 119 diffeent places. In 2013, 8 new locations were added
where a Schengen country issues visas on behalf of Estonia. A steady increase of visa applications can
be forecasted for the entire budget strategy period. A reduction in the number of applications
processed stemming from the abolishing of visa requirements, is not forecasted.

In 2013, foreign representations received 202304 visa applications which is13.7% more than in 2012
177,899). The most visa applications werereceived in St. Petersburg (52,621), Mosow (49,343) and

Pskov (38284). The highest increase occurred in Minsk(40.5%), Pskov (33.5%) and Kiev (17.7%).
%OO0T 1 EA8O £ OAECT adamgpicalidnt i®20@ifdreht @ouriridd, iA A ©t@l of 23
consular offices On 01.10.2013, the Emassy of the Republic of Estonia in New Delhi was added as
another representation processing visa applications

%OO0T 1 EA8O 4& ORAECT OADOAOGAT OGAGET 160 AOA DpOT OAAOQET
activities and in representing the interests ofundertakings. More and more consular cases require
long-term attention (for example, the ship defenders apprehended in Indigyersons suspected of
committing crimes abroad children separated from their mothers, etc, and more attention hasbeen
commandedby consequences of natural disasterffor example, the typhoon at Philippine$. A total of

65,271 consular acs were performed in%OOT 1 EA6 O & OAECT OADPOAOGAT OAOQE
Affairs in 2013, which marks a 3.2% decline when compared t02012 when the total volume of
consular ack was 67460. The mod consular acs were performed in Helsinki(16,206), in the main
building of the Ministry of Foreign Affairs (11671) andin London (6,774).
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Cooperation with enterprises and business organisations has strengthened in terms of promoting
foreign investments and finding new markets for Estonian companies. Currently, Estonia is
represented in all its important economic partners, and Enterprise Estonia (EAS) has ten
representations in nine countries.

A more systematic approach has been taken to development cooperation and humanitarian aid as a
means of foreign and security policy; Estonia has not yet reached the EU target level for 2010 (0.17%

of GNP) in that regardIn development cooperation, Estonia has attained a good image as a donor

AT 01 6ou AT A EO A OAI OAA Aindinbphrdréd @Qdtintries o deGelopmbed E 1
cooperation (Afghanistan Georgig Ukraine, Moldova),in international organisations and also amog

other donors and partners Understanding of the importance of development cooperation has
increased and the involvement of%O O 1pHbAcS add the contribution of volunteers in the
development cooperationhave alsoincreased.The preparation of Moldova land strategy (until 2015)

ET %O @dvédloEmedt Gooperation was completedhelping direct more focussed means in a longer
period of time with the purpose of increasing the efficiency of project activities and achieving results

In addition to the prioritised countries set with the Development Cooperation Development Plan,
opportunities for development cooperationare also sought in Central Asialn the coming budget
strategy period, it will not be possible to increase th&cOOT T EAS8 O 1 /EAEddpgeration add O A 1
humanitarian aid volume to at least the level of 0.17% of GNP agreed at the European Union level
because the country lacks the resources to do that

Ca. 2.5 m euros were allocated to humanitarian aid 2013. Estoniajoined the donor support group of
the UN Office for the Coordination of Humanitarian AffairfOCHA) this is an influential forum in the
UN humanitarian aid systemThe main acute crises 02013 were the ongoing Syrian conflict and the
November typhoon onthe Philippines. Longterm crises included those in the Central African Republic
andin South Sudan

3AAOT 060 T AEAAOEOA AT A ET AEAAOQI 004
Increasing the international influence of Estonia and promoting democracy and security in the world.

Indicator Base level Target level Target level Target level Target level

2015 2016 2017 2018
[Target level

The capacity to
respond to and
process the
requests from
Estonian
enterprises
concerning 884
business and

economy/ No (2013)
of requests per
years0

Sustained level  Sustained level Sustained level  Sustained level
[increasing the
level (2013)]
Source:
Ministry of
Foreign Affairs

Responsible
authority:
MoFA

No of experts

participating in 18

international (2013)

civil missions No more than 30 No more than 30 No more than 30 No more than 30
[Increasing

souree: (2013)]
Ministry of

30 The indicator should be changed in the new Government of the Republic Action Plan from 2015, in order to
describe better the essence of business diplomacy and its benefits to businesses.
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Foreign Affairs

Responsible
authority:
MoFA

Estonia
represented in
foreign
countries

Source:
Ministry of
Foreign Affairs

Responsible
authority:
MoFA

Readiness to
provide
consular
services and
assistance

Source:
Ministry of
Foreign Affairs

Responsible
authority:
MoFA

The proportion
of GNP
allocated to
development
cooperation
and
humanitarian
aid (% of GDP

Source:
Ministry of
Foreign Affairs
Responsible

authority:
MoFA

33 embassies

7 permanent
representations
at international

organisations,

4 consulates
general, 1
chancery;,

2 special
missions and

177 honorary
consuls(1.2014)

[Expanded
(2013)]

202,303 visa
applications;

65,268 consular
acts

(2013)

[readiness to
process

150,000 visa
applciations and
perform 51,000

consular acts

(2013)]

0.13%
(2013)
[0.14%
(2013)]

Expanded

Retaining the
capacity to
process visa

applications and

perform
consular acts
according to

their forecasted

numbers:
230,000 visa
applications;

95,000 consular

acts

Sustained level

Expanded

Retaining the
capacity to
process via
applications and
perform
consular acts
according to
their forecasted
numbers:
~260,000 visa
applications;
100,000
consular acts

Sustained level

Expanded

Retaining the
capacity to
process via
applications and
perform
consular acts
according to
their forecasted
numbers:
~300,000 visa
applications,
120,000
consular acts

Sustained level

Expanded

Retaining the
capacity to
process visa
applications and
perform
consular acts
according to
their forecasted
numbers:
~300,000 visa
applications,
120,000
consular acts

Sustained level

Most significant policy changes and reforms

Launching Estonian Embassy in Brazil

Enhancing foreign trade policy cooperation andupporting Estonianundertakings in foreign

markets

30bbi OOET ¢ OEA

%001 PAAT 51

Ei 1

6 O

%A OO0AOI

Implementing the action plan for applying for a membership in the UN Security Council
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4. SocialSecurity, Labour Market, Healthcare

4.1.Social security

According to the data ofStatistics Estonia, 18.7% | £ %O Q@dplldiich §.€0 247700 people were
living in relative poverty and 7.3% of the population i.e. 97,500 people were living in absolute poverty
in 2012.

In 2012, a relative poverty was consideredA OEOOAQOEI T xEAOA A DPAOOII
income was below 329 eurog299 euros in 2011) and absolute poverty was considered a situation
xEAOA A DPAOOIT 180 111 O0OEI U ANSOHOsALIS6Aeuras inl2d10). Canpdrddi A x
to2011,thA DI DOl AOET 180 ETATI A ET AOCAAOGAA AOO.IvBIR, ET A
the income levels of the poorest fifth and the richest fifth of the population differed b§.5 times31.

Qu

People not employed(students, stay-at-home people the unemployed, etc) and people with low
salary are more at risk of povertyln 2012, every second unemployed person lived in relative poverty
and every third unemployed person lived in absolute povertyRegardless of the facthat a permanent
job is the most effective factor reducing the risk of poverty, many salaried employeatso have to live
in poverty. In 2012, 6% of salaried employees in Estonia lived in relative poverty and 1% even in
absolute poverty, although they had @ermanent job.

In 2012, the relative poverty rate was17.2% in men and 19.9% in women; the respective absolute
poverty rates were 7.9% and 6.9%. Thus, women are more frequent to have income levels below the
relative poverty limit and men are more frequentto have income levels below the absolute poverty
limit . Also, the relative median atrisk-of-poverty gap, meaning the gap between the median income of
persons in relative poverty and the poverty limit, in percentaggis 27.4% for men but 16.9% for
women. This is due to the higher unemployment rate of men

In 2012, the relative poverty rate was the highest among households with one parent and a
child/children, being 40.8% there (33% in 2011, it was 45.8 % before social transfer¥ (incl. pensions
and family allowanceg) and in households with three and more children, beind.8.6% there (19.8% in
2011, it was 37.6% before social transfers (incl. pensions and family allowancel)’.

The composition of a household has a significant role in risk of poverty.hus, the poverty rate of
people living alone or raising children alone is higher than that of otherg 48% of singlemember
households of an elderly person lived in relative povertyyet their poverty was not so deep as to reach
into absolute poverty. But the situation is worse for households with a single parentas 41% of them
were living in relative poverty and as much a23% in absolute poverty. At the same time, pursuant to
the data of the population census 02011, there areminor children living with a single parent in every
17th household in Estonia 24% of all households with children below 18 years of age were single
parent households;in 2000, that figure was25%. The risk of poverty is also increased by existence of
more than two children in a family. While 13% of pairs with one or two children were living in relative
poverty and 6% in absolute poverty, the respective figures for families with three or more children
were 19% and 10%*.

In relation to increase of employment, theproportion of children living in households without
employment decreased t09.5% in 2012. Even with maximum employment intensity of parents,
households with children are three times more often living in poverty than households without
children. Among households with children whee none of the employmentage members was working
or where work load was very low, 711% were living in poverty.

Significant measures for alleviating poverty and inequality are payment of monetary benefits and
ensuring the availability oflabour market services and social services.

31 http://statistikaamet.wordpress.com/2013/12/17/suhtelises -vaesuseselas-2012-aastal187-ja-absoluutses
vaesuses7 3-elanikest/

32 Social transfers are benefits paid to households under collective social security plans, by the state or local
governmentin order to mitigate various risks.

33 Statistics Estonia, LES03: Poverty and material deprivation rate by household type

s4Statistics Estonia, https://statistikaamet.wordpress.com/2013/12/17/suhtelises -vaesuseselas-2012-aastat
187-ja-absoluutsesvaesuses73-elanikest/
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It is important to ensure an increase in incomes and an improvement in the quality of life and social
security, by offering needsbasedallowancesand services as well as opportunities to age actively and
with dignity. In 2013, the average monthly pension was 288.6 euros (276.6 in 2012) and the average
monthly old-age pension was 327.4 euro§312.9 in 2012)*. The number of people receiving pension
is growing continuously: as of 1 Januar®013, theproportion of pensioners in tie total population was
31.8% z this is 1.2% more than the year before The number of people receiving pension has increased
by 8% in the past five years (20092013)%*.

In summary, it can be said thaR012 was a yearof increasing incomes bringing about anincrease of
the income inequality and the relative poverty rate But absolute i.e. extreme poverty decreased
somewhat when compared to the previous yearA permanent job and a good education provide a
better guarantee against poverty as they ensure highéncomes”.

3AAOT 060 T AEAAOEOA AT A ET AEAAOIT 0O
The stateensuresthe socialprotection of its citizens, providing confidence regarding the future and a
possibility to live with human dignity the entire life.

Indicator Base level  Targetlevel Targetlevel Targetlevel Targetlevel

[Target level 2015 2016 2017 2018

Rate of relative poverty (before

and after social transfers), % 396/18.7
Source:Statistics Estonia (2012)
L . 40.1/16.5 401/165 398/16.2 395/159
Estonian Social Survey [417/17.0
Responsible authorities:M0oSA (2012)]

(MOEAC, MoER, MolA, MoA)
Absolute poverty rate %
Source:;Statistics Estonia 73

Responsible authorities: MoSA  (2012)
(MoJ MolA, MoER

6.8 6.6 6.5 6.3

Most significant policy changes and reforms

Improving the quality and availability of welfare services and compulsory psychiatric
treatment of persons with psychiatric special needs

Restoring the payments of state funerahllowancefor low-income families starting from2015

Modernising the public services of socigbrotection and their business processes in the
Est~or]ia}n thionql Sopial Insurance B~oarg andbv\elppi’ng innovgtive high—quality anq eﬁigiqnt o
DOATI EA OAOOGEAAO AT 1T &I Of BKEASYHT OEA OAOOGEAA 0O/

Develogng welfare and support services supporting the elderlypeople with special needs and
people with coping difficulties and their family members in attaining employment, and
improving the availability of those services

Physically adapting the residential pemises of people with special needs, for the purpose of
ensuring better living., studying and working conditions

35 Statistics Estonial

36 Statistics Estonia)

37 Statistics Estonia, http://statistikaamet.wordpress.com/2013/12/1 7/suhtelises-vaesuseselas-2012-aastat
187-ja-absoluutsesvaesuses73-elanikest/
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4.2.Labour market

Estoniahas set itself the goal to increase the employment rate of people aged-64 years to 76% by
2020. A quick recovery following the crisis occurred already in2011 (with a growth of 6.2% when
compared t02010). In 2013 the total employment increased byl%, reaching the level 0of73% in the
age group of20-64 years (the EU average i$68.3%). The employmentincrease was the faster in
production units of Estonian residents(1.9%) which leads to a conclusion that theproportion of
people working abroad decreased last yeatA 0.220.3% increase of income can be expected yet to
occur in 2014-2015, but then the inaease of the number of employed people should stop due to
demographic reasons and employment should startdecreasing again from 2016, therefore the
economic growth in its entirety can comeprimarily from work productivity and from investments
supporting that. The averageemployment rate of the age group ofl5-74 years was62.1% in 2013
(surpassing the 60.8% indicator 0f2012 by 1.3 percentage poins). Employment increased in2013
both on account of unemployed people and people being economically inactive 2013, the number of
economically inactive people(students, pensioners, stay-at-home people the discouraged, etd.among
people aged 1574 years was 32% (320000), being less by7,000 than in 2012. The number of people
aged 15774 years and not being ative in the labour market was reduced mostly due to decrease of
students and pensionerscaused by small generations of peopleho are in the age of studyingand a
COAAOAT ET AOAAOA 1T &£ OEA PAT OEILT ACA TEIEO AT A OE
Although unemployment increased at the end d?013, the average unemployment rate c2013 (8.6%)
was still 1.4 percentage poins lower than that of 2012 (10.0%). There were 59000 unemployed
people i.e. 10000 fewer than in 2012. At the same time, the de@ase ofunemployment has gradually
decelerated since2011. Last year, the dominant part of the unemployed was shotterm unemployed
(having sought employment for less than a yew4d EA UAAO08 0 AOAOACA 1 00 AAC
people was 33000, which is nearly 2,000 more than in 2012 The number of longterm unemployed
decreased significantly(by 11,000); there were 26,000 of such unemployed people i8013. The long
term unemployment rate was 3.8%. Long-term unemployment was higheramong men older people
and non-Estonians The proportion of those having sought employment for very long i.e. for two years
or longer decreased from one third to onequarter when compared to 2012. The number of job
seekers having become discouraged i.e. thinking it hopeless tad employment was 6,000 in 2013
(1,000 less than a year beforg Although unemployment of men is higher than that of women, it
decreased faster than unemployment of women last yeafhe unemployment rate of men was9.1%
and that of women was8.2% in 2013.38. Theunemployment rate of the youths (aged 1524 years) in
2013 was two and a half times higher than that of the rest of the employmestge population, i.e.
18.7% (20.9% in 2012, the EU average ir2013 was 23.4%). Estonia has set itself a goal to reduce the
unemployment rate of the youths(aged 1524 years) to 10% by 2020. The estimated number of
unemployed youths was11,000. The unemployment rate is calculated asproportion in the youths
being active in employmentbut many are still studying at that age andhave not started their work life
yet, therefore 7.3% of all youths were unemployed®.

The old-age dependency rate i.e. the ratio of people aged 65 years or more to the employrmagé
population (aged 1564 years) was 25.5% in2010, i.e. there were 25.5 people aged 65 years or more
per every one hundred people aged5z64 years andthat figure has grown steadily.Even if the
optimistic forecast were to come true the relevant figure in Estonia would be32.6 in 2030 and36.9 in
2050, i.e.1.4 times higher than presently.4 The age groups forecasted to be the most numerous in the
population by 2050 are people age®0z64 years, 65769 years and55z59 years?.

According to the latest comparable dat#, the rate of relative poverty among the unemployed (aged
16-64 years) inEstoniain 2011 exceeded the EU averagbeing as high a$5.5% (the EU averagevas
47.2%)43.

38 Statistics Estonia, http://www.stat.ee/72314
%9 Statistics Estonia, http://www.stat.ee/72314 ) o S o
00000h !''8h 0eél Al Ah 18 jc¢mpmg8 OO0 $naAdl theads b. [Estddian/SGtsiicE; E |

Tallinn, pp 6229.

“a AAOI AAh 28h 6e¢OER '!8h +Al1AOOARh %8 jc¢mmtqs8 O/1AAC
00Al EAAGETTO .18 pwl ¢mmt8 02! 8)3 #Al OOAdedgireCedifgifronE AU 3
OEA 1 AAT OO 1 AOEAO8B8O %OOT 1T EAT z210AOEOOEAO 10AO0O0AOI U .18

42EU-SILC survey in 2010, data from 2009.
20



While there were 71,000 people in Estonia receiving pensiofor incapacity for work in 2008, that
figure already exceeded 9800 at the beginning of 20144. Pursuant to the Labour Force Survey
conducted byStatistics Estonia in2011, approximaely 2/3 of people receiving pension forincapacity

for work are not employed The number of employmentage population decreasesbut the current
OAEAT A6 O AT 1 OET OA GdtdcdstednimBdr & pebple receivityipengda for incapacity

for work being as high aga. 116000 in 2020. 4325 new recipients of pension for incapacity for work
were added during 2012z their total number as of 1 January 2013 was 9418 people i.e.7.3% of the
total population and 9.7% of the employment-age population (aged 15774 years). The number of
people receiving pension for incapacity for work in Estonia has increased every yedhe number of
people with permanent loss of capacity for work has doubled in the past twenty year$he highest
addition of people receiving pension for incapacity for work occurred during the crisis yeargs.
Incapacity for work is assessed oOEA AAOEO | £ | AAEAAT AT 1T AEOQOEITh 1
actual ability to work. As a result of paying pensionfor incapacity for work without an activity
requirement, the number of people receivingpension for incapacity for workis quickly increasing and

at the same time the rate of people leaving the system is extremely lowhe target group is not
motivated to participate in employment, the scheme of thepension for incapacity for work does not
support it, and people receiving pension for incapacity for workhave low activity of participation in
active labour market measures.According to the data ofEstonian Labour Force Survey for2009, the
proportion of musculoskeletal diseases in all workelated health problems is 10%. According to the
Health Board® O 44 Am@duloskeletal diseases made up 79% of occupational disease cases registered
in 2013 and 75% of work-caused disease cases registered that yeddditi onal information about the
AEsEAAO T £ x1 OE ATTAEOEITO 11 OEA AipPITUAAOG EAAI
2011, which assessed that workrelated health problems occurred in6.3% of all employed people
within the previous 12 months, whereas the proportion of musculoskeletal diseasesn all long-term
diseases wa$3%.

One significant problem in Estonian economy is structuralinemployment, meaning that the labour
market experiences shortage of labour and labour force simultaneoushfhe structural unemployment
rate (NAIRU) has a growing trend according tdOECDdata and has increased from the prerisis level
of 9% to 11% by 2011.While unemploymentwas 100% in 201247, Estonia has ashortage of midlevel
specialists with good professional skillsskilled workers, engineers and managersThere are problems
of people working below their level of learned knowledge and skill8 and an insufficient connection
between studies and thelabour market. According to the data of Estonian Labour Force Survey, ca.
12% of employed people were working in positions requiring lower level of education(being
overeducated and 2.6% of employed people were working in positions requiring higher level of
education (being undereducated in 20134. In the IMD competitiveness ranking, Estonidas the 58th
place i.e. thenext to lastposition according tothe indicator of shortage of qualified labour forcéo.

The increase of median salaftin Estonia has beenfaster than the increase of average salary
According to the data of the Tax and Customs Board, the median payment w&% of the average
salary in 2005 and79% in 2013. The average salary ir2013 was 948 euros (real growth being 4.9%>?)
and the median salay was 747 euros. According to the forecast, this ratio will reaci81% by 2018. The
trend indicates an equalisation of incomedor exampledue to increase of the minimum salary

The minimum salary establishedin Estonia is one of the lowest in the EUbut after a fouryear
standstill at 278.02 euros (20082011), it has now been increasing for three consetive yearsz to

43 Eurostat.

44 Estonian National Social Insurance Board

45 Statistics Estonia, https://statistikaamet.wordpress.com/2013/07/ 15/alkoholitarbimine -ja-toovoime/
46 Health Board, http://terviseamet.ee/tervishoid/tootervishoid/aruanded.html

47 Statistics Estonia.

48 Flash Eurobarometer 2012.

49 Statistics Estonia, Estonian Labour Force Survey.

50|MD competitiveness ranking. weF (2012)Global Competitiveness Report.
http://www.weforum.org/reports/global -competitivenessreport-2012z2013.

51 Median value is the middle member of a ranked list of numbersialf the salaried employees receive less than
the median salary and half of them receive more.

52 Ministry of Finance, spring economic forecast 2014
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290 euros in2012, to 320 euros ig 2013 andreaching 355 euros by 2014 Thus, for the third year,
%OOT T EA8O | ET Ei Odst aiohd tHeBaltic 6t81eSOEA EECE

3AAOT 080 1T AEAAOEOA AT A ET AEAAOI 00O

Increase theemployment ratein the age group 0f0-64 years t076% by 2020.

Indicator Base level Target level Targetlevel Targetlevel Target level

[Target level 2015 2016 2017 2018

Employment rate in the 264

age group*, % 73.0
-Statisti i (2013)
Sourc_e.Statlstlcs Estonia 734 73.7 74 743
Estonian Labour Force Survey [71
Responsible authorities:MoSA (2013)]
(MOEAC, MoER, MolA, MoA)
Average gross monthly salary, in
eures 887 (2012)
Source:Statistics Estonia 1,071 1,139 1,213 1,293
. _ [-55(2012)]
Responsible authority: MoSA
MoEAC
Youth unemployment rate in the
15724 age group% 18.7
Source:Statistics Estonia (2013) 15 14 13 1
Estonian Labour Force Survey [20
Responsible authorities:MoSA (2013)]
(MoEAC, MoERMOIA, MoA)
Percentage of unemployed
people in the 1524 age group, 7.3
Source:Statistics Estonia (2013) 62 - - 48
Estonian Labour Force Survey (78 ’
Responsible authorities:MoSA (2013)]
(MoEAC, MoER, MolA, MoA)
Long-term unemployment rate,
56, 0% 38
Source:Statistics Estonia (2013) 36 35 33 31
Estonian Labour Force Survey 5 ’ ' ' '
Responsible authorities:MoSA (2013)]

(MOEAC, MOER, MolA, MoA)

Most significant policy changes and reforms

Developing new and existindabour market measures across various target groups of thabour
market (the youths, the older people people at the age of olehge pensionthe long-term
unemployed, people with reduced capacity for work)

)i 1 Ai AT OET ¢ OEA AAOEIT bi Al &£ O OAAI EOEI ¢ OEA

53 Eurostat,

54 |nitial unchanged target levels 72 in 2015; 72.8 in 2016; 73.5in 2017; 74.3 in 2018.
*® Added for the first time.
%8 |nitial unchanged target levels: 4.0 in 2015; 3.7 in 2016; 3.4 in 2017; 3.1 in 2018.
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Implementation of the reform supporting capacity for work, for the purpose of helping people with
reduced capacity for work to enter thelabour market, as well as® help people stay in the labour
market

4.3.Healthcare

Noteworthy is the large difference of life expectancy at birth between women and meit;is 10 yearsin
favour of women. The average life expectancy in 2012 was1.09 years for men and 81.12 years for
women. As a comparisonthe EU average life expectancy i2012 was 76.8 years for men (6.2 years
between the Estonianand the EU averageand 82.4 yearsfor women (1.5 years between the Estonian
and the EU average The gap betweerthe Estonianindicators and the EU indicators has decreased
recent years, whereas the increase of life expectancy of both men and women in Estdnithe past 10
years (2002-2012) has been the fastest in the Elincrease by6 years for men and for4.2 years for
women)s7.

The life expectancyof men decreased 2012 by 0.07 years when compared t®?011. It was affected
by the increased number of deaths among those agé® years and more 206 people more died in
2012 than in 2011, incl. 164 men aged70 years or more But the initial data provide a conclusion that
the number of deaths in2013 decreased by40 deaths when compared to 2012.

After a fast increase in the previous period, the healthy life expectancy in Estonia has been decreasing
since 2010. The average healthy (wihout limitations) life expectancy of children born in2012 is 55.0
years (63.0 years for men and57.0 years for women). The healthylife expectancyat birth decreased

by 0.9 for men and 0.7 for women in 2012. Estonia is more behind the EU average by healtHife
expectancythan by life expectancy, being among the last in the Eln 2012, it was61.3 years for men
(8.2 years between the Estonian and the EU averagand 61.9 years for women (4.7 years between
the Estonian and the EU average The EUaveragehealthy life expectancyhas also decreased sie
2011 (by 0.6 years for men and0.8 years for women)®. In order to achieve the target set in the
Government Action Plan for2015, the healthy life expectancy should increase b1 yearsfor men and

5 years for women in the next few years

According to the population and housing census d2011 (PHC 2011), 388)77 people i.e. 30%of
%O O1 re&ider@sQuere suffering from some longterm disease orhealth problem. People with higher
education have on average two times fewer lonterm diseases than people with basic or lower level of
educatioreo.

The main reasons for loss of health in Estonia aardiovascular diseases and tumours. Regardless of
the increase of life expectancy of Estonian people in the recent decades, the number of avoidable early
deaths and the loss of health due to risk behaviour are higAccidents, poisoning and traumasnake

up the third largest group of causes for early mortalitg:.

The biggest challenges in the health sector are trevailability and quality of health services and the
sustainability of funding. According to the population census ad2011,90% I £ %O CebideisAliGeO
at the distance of up to 30 minutes of car drive from hospitatd. Not everywhere in Estonia can a
hospital be reached in 30 minutesThe areas left out are mainly those being located farther from
county centres in places with sparser road ®twork and lower settlement density.But there are also
areas with higher population density left out.Relatively more younger people live in areas within a 30
minute car drive to hospitals and relatively more older people are living in areas outside thaB0-
minute radius. This is also expected, considering the concentration of younger people into cities and
their surroundingsss.

57 Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/

58 Statistics EstoniaRV04: Initial registration data of deaths.

59 Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/

60 Statistics Estonia, http://www.stat.ee/65355

61 Statistics Estonia, RV56: Deaths by cause of death, gender and age group

62 Assuming the average driving speed is 35 kph in sé&ments and 90 kph on highways.

63 Statistics Estonia, http://statistikaamet.wordpress.com/2014/02/04/enamikust -eesti-paikadest-jouab-
haiglasse30-minutiga/
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In 2012, the healthcare expenditureper capitawas on average773.7 euros (681 euros in 2010 and
7104 euros in 2011). Every resident of Estonia spent on average 148.euros as own contribution to
the healthcare(126.5 euros in 2010 and 124.7 euros in 2011)%*. Of this, 54 euros were spent as own
contribution on prescription medicines, 30 euros on dental care and19 euros on over-the-counter
medicines’”.

The unhealthy lifestyles of people are also a worrying problem affecting their participation in
employment and their activity in the society The main behavioural risks to health are excessive
consumption of alcohol, smokingjnsufficient physical activity and lack of attention to healthy diet.
Reduction in excessive consumption of alcohol and smoking has a significant potential in increasing
the average life expectancy and the average healthy life expectancy of Estonian peddertality due

to diseases related to alcohol consumption and smoking in Estonia exceeds more than twice the same
indicator in the so-called oldmember states of the EU

Excessive consumption of alcohol in Estonig a significanthealth risk causingan economic and health
burden in Estonia. Alcohol causes~10% I £ OEA AEOAAOA AOOAAT 1 E
approximately 40,000 years of life lost per yearThe main part of the load is made up by losses due to
premature deaths 99% of the loss due toalcohol is borne by men27% of employmentage people
consume alcohol in amounts causing health risk&ccording to theWHOreport of 2012, alcohol causes
12% of mortality in women and 28% of mortality in men aged15-64 years in Estonia Estonia has the
highest mortality due to alcohol among EU countrieg there were 6.2 alcohol-caused deaths per
100,000 residents in 2010 Damage from both regular consumption and from intoxication is high in
Estonia Frequent (excessive) consumption of alcohol unavoidablyeads to changes il T Asta® of
heath andto the resulting decrease ofcapacity for worksé. Residents of Estonia consume0.4 litres of
absolute alcoholper capitain 2012; when counting only adult residents, that figure wad.2.3 litres of
absolute alcohol consumedoer capitef’. The frequency of alcohol addiction inEstoniais high when
compared to the EU average 11% among men and2.1% among women of employmentage (the EU
average is 54% and 1.5%, respectively)é8. 42% of family physicians and occupational health
physicians considered their consultation skillsconcerning alcohol consumptionto be poor or very
poor. 62% of respondents considered training for alcohckelated consultation skills as the most
important among different trainings for advice regarding health behaviour The availability of
treatment for alcohol addiction is insufficient in Estonia;the substanceand volume of the service do
not comply with the practice of addiction treatment in developed countries.The costof psychiatric
help for psychiatric problems caused by alcohol consumption is largely covered by the patients
themselves®.

According to the health behaviour survey® of the population smoked in 201Q whereas 37% of men
and 19% of women are daily smokers This exceeds the EU averag@3% in 2010)7°. The foregoing
provides a conclusion that Estonianeeds more efficient activity against consumption of alcohol and
tobacco products.

Similarly to the rest of Europe, demographic and technological developmeniscrease pressure on
social expenditures. Due to the working age population moving to bigger towns or their suburbs, the
availability of health services, including the availability of first contact care in smaller towns and rural
areas, is becoming increangly problematic. Another important risk factor in ensuring the availability
and quality of health services is a decrease in the number of health workers, observed in recent years.
A4EA AOOAQGOI AT O 1T £ %O«dildbityAd MediCah réaddetériorated loverQrie A

64 National Institute for Health Development, health statistics and health surveys databad€<21: Per capita
indicators of total expenses of health care

65 National Institute for Health Development, health statistics and health surveys database KKIIbtal expenses
of health careby functions and funding sources

66 Statistics Estonia, http://statistikaamet.wordpress.com/tag/alkoholitarbimine/

67 Ol 1 AT ET I i AOEAON Al 100i POET I Al A AAT ACA

68 Rehm et al. 2012, Alcohol consumption, alcohol dependence and attributable burden of disease in Europe:
Potential gains from effective interventions for alcohol dependere

69 Green Paper on alcohol policy 2012

70 OECD, Health at a Glance: Europe 2012.
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years’t. Due to limited resources, specialised medical care is gathering more and more into larger
competence centres(more than 80% of specialised medical care is provided in central and regional

hospitals).

No significant changesave occurred in the number of health workers in recent yeard'he number of

physicians per 100000 residents was329 and the number of nursing workers per 100,000 residents

was 645 in 201272, The Estonianratio of nurses to physicians isL.9, which is significantly below the EU
average (2.5) and especially that of the Nordic countries(2.9 in Sweden 35 in Norway, 44 in
Denmark and4.3 in Finland).”® Therefore we have a potential for further optimisation of the work

organisation of nurses andphysicians, by expanding the independent working possibilities of nursing
personnel. The filling ratio of beds in smaller county hospitals is low, the average filling ratio of
general and local hospitals i$2% and the filling ratio for hospitalisation in the five general hospitals is

below 55%. Reforms of the healthcare system are needed to improve cooperation between healthcare
institutions and unavoidable to ensure the sustainability of resourceshuman, equipment and

financial resources.

3 A A objéstvéand indicators

The healthy life expectancy of Estonian people has increased.

Indicator Base level Target level Target level Target level Target level
[Target level 2015 2016 2017 2018

Life expectancy (separately for  nven71.10
men and women) years Women
Source:Statistics Estonia 81.10 (2012) Men725 Men73.0 Men735 Men74.0
Responsible authoriiesMoSA ~ [Men71.2 Women822 Women825 Women829 Womeng83.2
(MoG, MOEAGMOER MolA, Womena81.1
MoA, MoJ MoE) (2012)]
Healthy (without limitations)
life expectancy at birth Men53.0
(separately for men and Women57.0
WO, Y () Men57.1 Men57.5 Men 58.1 Men58.6
Source:Statistics Estonia [Men56.0 Women62.0 Women625 Women63.1 Women63.7
Responsible authorities:MoSA  Women60.5
(MoC MoEACMOER MolA, (2012)]
MoA, MoJ MoE)

Most significant policy changes and reforms

Ensuring theavailability, quality and crisis capability of ambulance as a critical service

Strengthening the first contact care and the competence centres to support further optimum
development of the network of health institutionsand to improve the availability of services

Developing and piloting the consultation services for quitting tobacco and the treatment of

alcohol addiction

Developing the ehealthcare systems

12 AOEAAT 0086 AOOAOGOI AT OO 11 EAAI OE AT A
Affairs, 2014,

http://www.sm.ee/fileadmin/meedia/Dokumendid/ Tervisevaldkond/Uuringud_ja_analuusid/Elanike_hinnang_

2013/Elanike_hinnangud_tervisele_ja_arstiabile 2013 ARUANNE.pdf

i AREAAI

AEA

72 National Institute for Health Development, health statistics and health surveys databa3&iT101: Total
number of filled positions and helth care employees by actual profession and learned profession

73 Health at a Glance: Europe 2012. OECD
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Increasing the patientshoices in healthcareAnalysing the provision of possibilities for
physicians to acept patients outside the treatment queue, in order to increase thevailability
of medical care

5. Education andResearch

5.1.Education

Different sizes of different generations have an impact on educational institutions, which, in turn,
affects the accessibility of high quality education. Over the past 15 years, the number of school age
children has diminished by about 40% and urbanisationhas reduced the number of pupils in many
rural schools’. Therefore, many municipalities face the reorganisation of school networks, which
means discontinuing the provision of education at certain levels, rather than closing schoolBhe
demographic forecat indicates aging of the Estonian population and a continued decrease of the
proportion of the youths As a result of an increase of births that occurreth recent years the total
number of students will stabilise in the coming years The number of studeits obtaining basic
education is increasing but the number of students at the upper secondary level declining. The
current school network at the upper secondary level does not account for a large decrease in the
number of students; small upper secondaryschools are unable to provide varied and higlguality
learning opportunities.

The quality indicators of the Estonian education system are rather good in generaharacterised by
excellent results of Estoniarstudents in the PISA Survey conducted by thH@ECD?®, but the education
system still has its challenges4 | A Asddiety and economy requirepeople to have higher initiative

and innovation awarenessOEAOA &£ OA EO EO Ei bl OOAT O O1 AAOGAII

skills. Teachers should bethd T AO AAOAIT 1 PET ¢ OET OA NOAI EOEAO EI
individual and social development.At the same time,x A AOA EAAET ¢ DBOIT Al Ai O
profession enjoys little popularity among upper secondary school graduatgdgspeciallyboys), and the
circle of teachers is feminising and agingThe proportion of young teachers in schools of general
education has continuously decreased since the 2068006 academic year and this affects the quality
and sustainability of education in Estonia In the 20082009 and 2011-2012 academic years, the
proportion of young teachers in the total number of teaching staff fell from 11.4% to 10.3%. This
academic year, the level of the previous year was maintained; therefore, improving the position of
teachas in society continues to be an important challenge.

The quality and availability ofpreschool education and retainment thereof are important for reducing
early dropout from school as well as reducing povertyThe EU has set a target that 95% of all children
aged 4 yearsto the age of starting school are participating irpreschool education by 2020. The EU
averagein 2011 was 93.2%. In Estonia, 90.8%6 or 94.7%7 of children aged 46 years participated in
preschod educationin 2012, depending on the methoalogy used

While no significant changes in theproportion of students abandoning educatior? have occurred in
the past ten yearg(the indicator has remained aroundl3-14%), a decline occurred for thefirst time in
2010 z the proportion dropped to 11.6%. The data of 2013 provides clear indication that the
proportion of students abandoning education hastarted to decline persistently. According to the
Eurostat data, therelevant level was 9.7% in 2013, i.e.we have already achieved the 10% target of
European2020 strategy. Still, attention must be paid to gender differenceg while there were 6.1% of
women with low education level in the observed age group in 2013, theroportion of men wasabout
twice as high 7 135%"°. Youth work has a big role in reducing dropouts fromeducation z through

74 Estonian HumanAssetsReport 2010

75P|ISA 2012 survey reports: https://www.innove.ee/pisa2012.

76 New methods of Statistics Estonia.

770ld methods ofStatistics Estonia.

78 Measured by the indicator of the share of youths (aged 134 years) with low education level (basic education
or lower) not in further education or training.

79 Statistics Estonia.
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participation in informal activities which provide an opportunity to acquire social skills valuable for
the rest of the life, through reduction of the social exclusion riskand through development of

AEE]I AOAT 8 0 OAI Tk fihs mlsthave & godsioilkyOgtosding up in a secure family
and community, obtaining good education and seeing jobs in future that provide seadkpression

opportunities and good quality of life.

The proportion of those having obtained higher education among the youth age80z34 years
exceeded thetarget level (40%) in 2010, 2011 and alsoin 2013, while the EU averagewas 36.8%
(2013). Over the last decade, the number of people withigher education (aged 2564 years) has
increased by 8% and in year 20129.5% of the Estonian population had higher educaticf. On the
other hand, Estonia has had a problem for a long time the proportion of labour force without
professional education is high. The category of people without professional education includes
everyone not having a vocational or a higheeducation z this is 29.6% of those aged25-64 years in
2013, meaning an estimated number exceeding 20000 people. It is important to observe separately
the proportion of people with general upper secondary education and thproportion of people with
basic orlower level of education. The proportion of people with general upper secondary education
has declinedin recent years It has dropped 1020.1% in the age group of 254 years and to17.7%in a
younger age group (2534 years). The proportion of people with basic orlower level of education in
the age group of25-64 years has beerl0-11% in recent years dropping to 9.5% in 2013. A decrease
also occurred in the age group oR5-34 years in 2013 (to 12.2%), but when reaching the best
employment age, as much as 12% still have significantly lower competitiveness due to low education
level.

It is positive that the participation of adults in lifelong education has improved yedy and is currently
above the EU27 averag® The best result of all times was achieved 2012 (12.9%) and the
proportion of participation in 2013 (12.6%) is only slightly below that 0f2012.

3 A A Gbjeativéand indicators
The education provided in Estonia is of high qualityavailable and accounts for the needs of the learner
and the society.

Indicators2 Base level Target Target level Targetlevel Target level

level 2015 2016 2017 2018
[Target level

Participation in preschool
education (from 4 years old to 00883
school age), % '
Source:Eurostat (2012) % % % 9%
Responsible authorities: MoER [95 (2012)]
(MoSAMolA)
Proportion 1 A&  p yddroids
with low education level and not 9.7
in further education or training, % (2013)
: 11 11 105 <10
Source:Eurostat [115
Responsible  authorities: MoER (2013)]
(MoJ MoSA MolA)
Proportion of 30-year-old and 10.3
younger teachers, % (2013) 11 115 12 125
Source:EHIS

[125

80 25-64-aastastest

81 Of those aged 25%4-years.

82 Wording of indicators was clarified, to make them comply with the Lifelong Learning Strategy 2020.

83 The calculation methods changed starting with the data of 2010. according to the old methods, the level of
2012 is 94.7%.
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Responsible authorities: MoER
(MolA)

Proportion of people with tertiary
education in the age group of
o T Mgears, %

Source:Eurostat

Responsible authorities: MoER
(MoEAQ

Participation of adults (25264
years)in lifelong learning, %

Source:Eurostat

Responsible authorities: MoER
(MoSA MoEAQ

(2013)]

437
(2013)
[40
(2013)]

125
(2013)
[135
(2013)]

40 40 40 40

15 16 17 18

Most significant policy changes and reforms

Ensuring the availability of high-quality basic educationnear home andrearranging the
general education school networkprimarily the upper secondary school network on the basis
of unified principles, in order to ensure a highquality, well-available general upper secondary

education providing sufficient choices

Clear definition of duties and working time of the teacherscreating a salary systenthat
motivatesteachers and accourgfor results of theirwork,i T AAOT EOET ¢ OEA OAAA
and aligning it with requirements of study programmes for basic and upper secondary
educationlevel, organising of in-service training for teachers andensuring methodical
guidanceandteaching equipment in order to ensure ongoing professional development of the

OAAAEAOBO DbOI AAOOEIT I

Implementing the principles of inclusiveeducationin common schls andimplementing the
concept of learning organisation forstudents with educational special needs

Launchingsupport service centres in all countiesin order to ensure the availability of career
advice and learning consultations and the services of pport specialists

Implementing the reform of organisation and study programmes of vocational education

Implementing the principles of the higher education reform together withextending the
accessincreasing support measures to higher education students

Extending the payment of school lunclallowanceto upper secondary school students in
addition to basic school students

Creating a system for monitoring and forecasting labour force demand

Bringing adults with low education level back to formal educatiorand supporting their

participation in learning

Providing adults with high-quality and relevant in-service training andre-education, in order
to increase their vocational and professional qualification antb improve their key
competencies of lifelong learning
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5.2.Research

The quality and volume of academic research activities in Estonia have increasédfunctioning and
developing research, development and innovation (RDI) system based on quality competition has been
established, as well as a supporstructure for the enterprise sector. Estonia has become a country
where the increase of total expenditure on research and development (RD) in the recent decade has
AAAT OEA EAOGOAOO ET %0OOT PAh xEAOAAO OEA HieAOAA
exceeds that of the public sector by nearly two time€T AEAAOET ¢ OEAO OEA OOAO
has stimulated a structural change in the enterprise sector

The volume of RD has grown faster than the gross domestic produgsDB. Primarily th anks to the

AT OATET ¢ T £/ OEA DOEOAOA OAAOI2014 @ewd.374 of GDRAtfthe O E A
OAi A OEIi Ah OEA bDOAI EA OAARDIE). OliisCexceedis tHe IEQD Avérége Arid BO ¢
characteristic of developed industrial countries The dominant part of the extraordinary growth of the
DOEOAOA OAAOQI 060 2% Obffi RDiiNkesthehts hadeED Eommigliankg thel oA A

ET AOOOOUBO 1T Ax DI AT O )AAGAW pihl GERAx PAEAFAIGA TGAUABOT O
level of 1.52% of GDRmaking up 63% of total RD expendituré4 and being near the 67% target set for

RD expendituress.

Although an adjustment was expected to ocecuafter the growth of total RD expenditure caused by
once-off investments, the total RD volume was practically retained irR012, regardless of a significant
AAAOAAOGA 1T £ OEA 1 E.Mhiskvhskduse®layd 84% inEréaefhoiar® RB éx@eaditure in
non-profit institutional sectors (higher education, government and nonprofit private sector) and an
increase of RD in several fields of thenterprise sector. For example, an increase by nearly 4.times
was observed in RD expenditure for information and communications technology, vocational, and

research and technology related activities.

In summary, the ratio of RD expenditure tdGDPdropped from 2.37% to 2.19% in 2012, but it did so
on account d GDP growth which the TA expenditure could not keep pace with The nominal
expenditure on research and development activity in Estonia i2012 was 380.7 million euros, which
was 3.7 million eurosi.e. only1% less thanin 2011.86

The EU includes countrieswith a very different RD intensity. The countries with the highest RD
intensity are our neighbouring Finland (3.55%) and Sweden(3.41%), whereas the EU averages
markedly lower than that (2.06%)8".

Although Estonia has been relatively successful in improng the quality and increasing the volume of
academic researchseveral of our indicators are still below the EU average: for example, the summary
indicator of top research level (54% of the EU average in 201)) success in the RD framework
programme (the number of contracts awardedper capitain Estonia, 87% of the EU average in 201p

the proportion of high-level articles among the topl0% cited research articles of the world% O OT T EA &
indicator in 2008 was 7.5%; the EU averagewas 10.9%), the number of paents, the proportion of
Al OAECT OOOAAT OO 11831 AOT 060 AACOAA 1 AOGAIT A AOA

84 Statistics Estonia.

85 Eurostat.

86 Statistics Estonia.

87 Eurostat.

88 See Innovation Union Scoreboard
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Creating favourable conditions for an increase of productivity and quality of liffor good education

andculture, AT A

Al O susifnbilityfard@eyelopments?

Indicator Base level

[Target level

Target level
2015

Target level

2016

Target level
2017

Target level
2018

The level of investments
into research and
development activities,
asproportion of GDP
(%), incl. the private
sectord O 2% A GD 31911 26 (2012)
asproportion of GDP
(%).

Source:Eurostat,
Statistics Estonia

[1.8/0 .8 (2012)]

Responsible authorities:
MoER

2/1

22/1.2

24/1 4 26/1 .6

Ranking in the results
list of the European
Association for
Creativity and
Innovation

14 (2013)
[-°° (2013)]

Source:the results list of
the European
Association for
Creativity and
Innovation.

Responsible authorities:
MoER

13

12

12 11

Most significantpolicy changes and reforms
$AOAT T PET ¢ OEA DOET AEDI AO

I £# A OAOCAAOAEAOBO /

Ensuring social guarantees foemploying specialists in full studyload Doctoral studies as

research staff

Developing thegrowth areas of smartspecialisation

Implementing the reform of highereducation and research organisation

Developing cooperation betweerenterprises and research institutions,opening the research
infrastructure for the enterprise sector

89 Estonian Research and Development Activity and Innovation Strategy 202020, overall objective Riigikogu

Decision dated 22.01.2014).

% Estonian Research and Development and Innovation Strategy 20t4mt ¢ 1t h

added to the State Budget Strategy in 2014.

I OAOCAT 1T 1 AfisAAOEO
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6. Enterprise, Innovation, Transport

6.1.Enterprise andinnovation

In 2012, thelabour productivity per employed person wass9.9% of the EU27 averag€69.4% in 2010
and 69.8% in 2011) .1 The slow growth of labour productivity was affected by the fast increase of
employment. The causes for labour productivity being below the EU27 average amadsothe factors in
need of intervention are the unfavourable structure of the economy and the low capitalisation ratio
the depletion of growth sourcesthe low innovation capability andlow local influence of research and
development activity, the small proportion of exporting enterprises, the narrow export basefocussed
on cost benefits, and the large energy consumption of the econof®yThe structure of Estonian
economy is still largelyfocussed on laboufintensive manufacturing on lower levels of the production
chain (sub-contracting) which creates lessvalue added than thefinal product. Still, more productive
enterprises have takenthe market share from less productive ones after the economic crisis and its
contribution to the growth of Estonian productivity has increased3

In a country with small and open economy, assurance of economic growth requirdse increase of
export in a longer time horizon Estonian exports hae grown significantly in recent years, partly
owing to belonging to the same supply chain as the Scandinavian countries, in which Estonian
companies act as subcontractors to our Nordic neighbours. According to the WTO, Estonian exports
constituted 0.096% of total world exports in 2012 (0.085% in 2010 and 0.099% in 2011). The export

of Estonian goods constituted0.09% and the export of Estonian services constitute0.12% of total
world trade. %O O1 TlaEydst fOreign trade partners are SwedenFinland, Latvia and Russia(the
proportion of EU28 being72%) and%O 0T 1 EAGO | AET A@bl OO ¢ hdridultralA OA
products and foodstuffs wood and wooden products, and mineral product.

The regulatory environment in Estonia is generallybusinessfriendly, while also having a marked
improvement potential to become excellent for allenterprises active here According to the World

" AT Edmparative analysis of the business environments of different AT &1 OOEAOh O$1 Ei
2014%6 | O Bridexa®ihe® businessenvironment and regulatory environment in a given country by

ten different aspects having a role in simplicity of doing business therelstonia ranks 22nd among

1899 countries, having dropped by one position compared to the previougear. As regards regional
competition, Estoniacontinuesto hold a high position amongthe EUmember states, ranking 7th.

SAAOT 060 1T AEAAOEOA AT A ET AEAAOI 0O0(q

Productivity per employee when compared to the European Union average has increased to 89%

Indicetor Base level  Targetlevel Target level Target level Target level

[Targetlevel] 2015 2016 2017 2018

Labour productivity per
employed person, % of EU
average

Source:Eurostat 69.9 (2012)
(Government of the Republic  [70 (2012)]
Action Plan Government of

the Republicpriority )

Responsible authorities:

°1Eurostat.

92 Ministry of Finance 2014, Partnership Agreement for Use of European Structural and Investment Funds 2014
2020.

93 Eesti Pank (2014), Estaian CompetitivenessReport.

94 Statistics Estonia.

95 World Bank, Doing Business 2014

% | ibya, Myanmar, San Marino and South Sudan were added.

97 Growth Strategy of Estonian Enterprie 2014-2020, overall objective (Government Order No. 460 dated
31.10.2013).
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http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec00116&plugin=0
http://www.eestipank.ee/publikatsioon/eesti-konkurentsivoime-ulevaade/2014/kvr2014
http://www.doingbusiness.org/reports/global-reports/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB14-Chapters/DB14-Country-tables.pdf
https://valitsus.ee/UserFiles/valitsus/et/valitsus/arengukavad/majandus-ja-kommunikatsiooniministeerium/Eesti_ettevotluse_kasvustrateegia_2020.pdf

MoEAC(MoER MoSA MolA,
MoA)

Shareof Estonian export in
world trade, %

Source:World Trade 0.095
Organization (Government of (2012) 0.100 0.102 0.104 0.106
the Republic Action Plan [0.095
Responsible authorities: (2012)]
MoEAC(MoER MolA, MoA)
%001 T EAGO OATE
71 O A " AT E OAE
"O0ET AOOo
22.place
Source:The World Bank (2014) 17.place 16. place <15. place <15 place
Group [18.place
Responsible authorities: (2014)]

MoEAC(MoF, MoJ

Most significant policy changes and reforms

Reducing the administrative burden ofenterprises
Preparing the Green Paper on ownership policy of state enterprises
Developing the growth areas of smart specialisation

Implementing an integral approach to facilitate the development and export activities of
enterprises and to increase their managementapability

Improving the competitiveness of the investor environment

and development activities(incl. supporting cooperation betweenenterprises and research
institutions )

Supporting smart immigration
Curbing the fast loaning

Developing a secalled custom solution measure to determine the development needs of
individual enterprises, in order to in crease the international competitiveness ahe enterprise
sector

6.2. Transport

Good transport connections are essential to the conapitiveness of the Estonian economy the
movement of persons and goods in Estonia and between Estonia and the rest of the world should be
accessible fast and safe.

The strengths and achievements of the Estonian transportation system are mainly related tbe
infrastructure investments made in the recent decade which significantly focussed on improving the

xEEAE ET AOAAOAAR Al A sOBd prosnts Gand GialeGyAsOd Gha IEstord | A
transportation system mainly stem from the chronic shortage of funding that was dominant in the
pwwnOh OEA Al 01 60OUB8O0 11 x DI DOI AGEIT AAT OEOU ATl A
Europe, and irsufficient directing of spatial planning. Work continues to create a convenient and smart
mobility system, by way of reducing and substituting compulsory movementsfavouring more
sustainable movement modes and developing intelligent transportation systems
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Significant contributions have been made to repairs and reconstruction of main roads, resulting in

Ei DPOT OAT AT O T &£ OEA DPAOGAI A1 6060 OOAOA 11 1 AET OTF ¢/
around 13 yearsin the recent period. At the same time, the a&gof pavements has increased above 21
years on secondaryroads and to 25years on support tertiary OT AAO8 4EA COl xOE 1 £
mileage in years 20162012 was multiple times less than the growth of GDP, but exceeded it in 2013. A
target is set to retain the mileage growth below one half of the GDP growth. TH#stonian road
network is fully developed and its density conforms to the current needs. Thechallenge lies in

Ei DOT OAT AT O 1T &£# OEA A@QEOOEI ¢ 1T AOxT OE6O OOAOAIT A
T AOxT OE6 O OAZAOU ET OEA A@OAT O 1T £ OEA infedAccWiOAOU
AA AEOAT CACAA mEOI i OEA EOAI AGAEOA AOOUGO OARAAAE
OOAOA AOA C ARetkare pdnd\for tldtifyigy the ownership distribution of roads maintaining

the technical state of roads andmproving traffic safety.

Most of the small harbours belonging to the state have been reconstructed, but additional investments

are planned under theTransportation Development Plan.Access to harbours is ensureéhter alia by

the new icebreaker acquired ly the Port of Tallinn.

Several investments into the railway infrastructure were completed in 2013, but they may not be
sufficient to maintain the intended top speeds of 120 kph. Large investments into the railway
OOAT OPT OOAOQET 1 80 ocariddd withhtheARaiD Bakicioject. Bhd number of train
passengers has been in decline, dropping from 4.803 million passengers in 2010 to 4.215 million in
2013, although the number of trips made with diesel trains was record high for the past ten years.

Allocations into public transport have grown significantly faster than the GDP, but it has not ensure

an increase of the sharef people using public transport. The proportionshare of people using public
transport for commuting to work and back has declinedsince 20068 and dropped to 22.9% in 2013.

In the near future, contributions into improving the usage intensity of public transport will be made by

taking new buses into use (in Harju and Idd/iru counties), by the freeof-charge public transport
service pi OEAAA ET 4A1 1 ET T MA W thuified sntad thdl@opdio EalichT OOh
and Harju County which is anmportant step towards an integratedticket system. The fultscale use of

new trains (the latest new trains will arrive in summer 2014 and the ongoing development of
passenger train service will have a positive effect. National, regional and local transport connections
xEl1 AA AAOGAI T PAA AT A DPOAI EA OOAT OPT 0060 AOAEI A/
be improved, in order to achieve a convenient and modern public transport system.

The proportion of people commuting to work and back with bicycles and on foot has a declining trend.
While this indicator was 22.2% in 2010, it dropped to 20.2% in 201%; over the period of 2M0-2013,

the number of people commuting to work and back on foot has decreased by as much as 40%. A target

is set to achieve an increasing trend since 2014, incl. by continuing to construct cycle and pedestrian
tracks.

As an important achievement, the numeér of traffic fatalities has been reduced. In 2013, the thregear
average of traffic fatalities was 90 (143 in 2009); this is within the target initially set for 2015 in the
OOAEEFEA OAEAOU DPOI COAiI T A8 $OA O OEdoscdtor@MAzOE T T 6 (
more than 75 fatalities. Comparing fatalities per million resident¥°, Estonia was ranked 18 in the EU

in 2012, although the number of fatalities per million residents was 65. Continued efforts are needed

for increasing the traffic safay, incl. reducing the number of fatalities and injuries in a situation where

OEA [ AET DOIT Al Al EO OOAZLZZEA DPAOOEAEDAT 0086 AOOE(
behaviour.

Throughout the period of 200:¢ tpch OOAT OBI1 OO0 A (tioi reldti@ to/cDECgsbeeA T T O
AAAOAAOGET ¢ AT 1 OET O1T 601 U ET %w5c¢yh xEOE OEA AGAAD(
has been similar to that of EU28, but increasing by 4.2 percentage points in 2009 and by 2.7
percentage points in 2010 and A AOAAOET ¢ AU y8uvu DAOAAT OACA PITET OO
decreased by 26.2 percentage points throughout the period of 2064012 7 the second place among

%5¢yP8 3EIEIAOIU OF OOAT OPT OOAQGETT1 60 AT AOegy ATl

98 (Table TT230)

% (Table TT230)
100

101
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http://pub.stat.ee/px-web.2001/Dialog/Saveshow.asp
http://pub.stat.ee/px-web.2001/Dialog/Saveshow.asp
http://mnt.ee/index.php?id=23439
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr100

consumption of transportation in EU28 has also continually decreasé# - by nearly 7% throughout
the period of 2008-2012. This indicator has also decreased in Estonia and its neighbouring countries.

Throughout the period of 20082011, the greenhousegas emissions of transportation have been
decreasing across the EU28. In Estonia, since the economy started to recover in 2010, the
greenhouse gas emissions have been increasing: from 2.246 m tonnes in 2010 to 2.276 m tonnes in
2012. The experience thusdr provides forecasts that the growing trend will continue.

Estonia has also room for improvement concerning the environmertiendliness of passenger cars.
While the average C@lkm indicator of new passenger cars registered in EU27 was 132.2 in 2012,

the relevant indicator in Estonia was 150.1. At the same time, this figure has been decreasing year by
year in Estonia, like in the entire Europe. The Latvian average for 2012 was 151.9, the Lithuanian
average 144.2 and the Finnish average 139.1. The ELMO gnamme has a positive effect on reduction

I £ %0 01, IndicAtdr,(s ittstipports the acquisition of electric cars. As of 28.02.2014, 808 electric
vehicles are registered inEstonial®, most of them passenger cars. Taking into use environment
friendly technologies and alternative fuels in road transport is facilitated and stimulated, in order to
OAAOAA OOA1T OPT OOAOET 160 TACAOEOA AT OEOTTI1 AT OAl E
Estonia has relatively welldeveloped transport infrastructure for serving transit flows; fiercely
competing logistics and transportcompanies have raised the service quality to a level competing with
that of Finland, thereby forming a powerful transport potential.But the index of transport volume
(tonne-kilometre) per GDROs, taking the indicator of 2000 as a &se level (100), is much lower here
than in both of our southern neighbours.

Development of the infrastructure needed fortransport and the legal environment favouring
international transport will be continued, in order to develop internationaltransport. %O OT T EA8 O |
of transport volume (tonne-kilometre) per GDRY7, taking the indicator of 2000 as a base level (100),

was 83.7 in 2011; the EU27 average was 93.4.

4EA OAAADPOEIT AAPAAEOU AT A &£ ECEO OAZAOUCcurest AEO
number of flight connections cannot be considered sufficient. This is one of the biggest factors
decreasing the relative satisfaction with transportation in Estonia. Connections between larger roads

and railways as well as between international hdvours and the airport are still an area of concern.

Due to the foregoing, the assessment of company managers to Estonian transportation system (World
Economic Forum) remained at the level of 4.5 points in 2022012 and dropped to 4.4 in 2013. It is
plannedto increase that indicator againfrom 2015 on.

In order to develop international transport connections supporting tourism and enterprise, the flight,
ship, road and railway passenger connections will be developed further.

3AAOT 060 T AEAAOCGEOA AT A ET AEAAOQI 0O
%OOI 1T EA8O OOAT OPT OO OUOOAI AT AAI AOG AAAARAOOEAIT An
people and goodg08

Indicator Base level Target level Target level Target level Target level

[Target level 2015 2016 2017 2018

Number of traffic

fatalities, three-year 90

o998 (2011-2013)

Sgur_cg:Rogd <75 <70 <65 <60

Administration [85 (2011-

Responsible authorities: 2013)]

MoEAGC (MolA)

102
103
104
105
106
107

108 Updated objectivez Transport Development Plan 20142020, overall objective
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http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr250
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr410
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr450
http://www.mnt.ee/?id=10797
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr230
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdtr240

-AT ACAOOGE A«
the Estonian transport
system (road, railway,

air and water transport;
average on a 7point
scale). Source:World
Economic Forum

Responsible authority:
MoEAC

Percentage of public
transport users among
employed persons, %
Source:Estonian Labour
Force Survey

Responsible authorities:
MoEAC

Increase in road traffic,
three-year average
Source:Road
Administration;
Statistics Estonia

Responsible authorities:
MOEAG (MolA)

44
(2013) 45109
[4.4 (2013)]

22.9(2013)

236110
[25 (2013)]

The three-year
average increase
in road traffic
was0.7% and
the three-year

46 46 4.7

23.8 24.0 24.3

average below half the below half the below half the below half the
economic economic economic

economic economic
growth was growth 1t

4.8% (2013)
[below
economic
growth (2013)]

growth growth growth

Most significant policychanges and reforms

Disengaging the road maintenance expenditure from the receipt of excise duties

Modernising the streetcar system in Tallinn

Implementing an integrated ticket system in Tallinn and HarjuCounty

Launching the joint venture Rail Balticfor integral management of important railway
infrastructure on the European level

Analysing the funding model for providing the service of ferry connection wittislands, in order
to possibly change it stating from2016

Implementing the restructuring plan of Estonian Air

109 Due to the Transport Development Plan adopted by thRiigikogu, the target levels have been reduced by 0.1

point until 2017.

110 Due to the Tansport Development Plan adopted by theRiigikogu, the target level for all years has been

reduced. The previous target level was 30. 3
111 Dye to the Transport Development Plan adopted by thRiigikoguh OEA OAOCAO 1 AOAI

previousx | OAET C

xAO Ol AGO OEAI

AATTTIEA CcOl xOE®8

60
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/. Energy

It is important to ensure energy security for Estonia with the lowest possible energy price for

consumers and the smallest possible impact on the Estonian environment. The shaping of Estonian

energy economy needs to take account of the ever sharpening topics of European energy seciitity
volatility of fuel prices in global markets the gradual liberalisation of energy markets, and the EU
emissions trading system based on new princips launched in2013.

The proportion of domestic energy continues to be big in Estonig ET ¢mnpg¢h %OOITE
dependency rate was 12%?!12, and thus Estoniastill ranked the second after Denmark among the EU
countries by energy independencts3. At the same time,the energy intensity of the Estonian GDP and

the efficiency of using primary energy show big potential for more efficient energy use, as the energy
intensity of the Estonian economy still places us among the countries with high energy intensity,
ranking second among the EU member states after Bulgaria (data from 2012) This is partly due to
production structure, involving largely energy-intensive sectors and industries (incl. resource-
intensive subcontracting). In 2011, end consumption of energywas divided mainly between
residential households (42.7%), industry (20%) and transport (19.4%). There is large potential for
energy savings in residential and heating sector and in street lighting

As a positive aspect, theroportion of renewable energyin the final energy consumption has been
growing, reaching 25.2% in 2012115, OE A O A &I O AtarggtCwOI5% BEYAXDZD has already been
achieved Also, the proportion of electricity produced from renewable energy in total electricity
consumption had grown to 15.2% by 2012 (1.5% in 2007). Yet, biofuels have not attained their
expected marketshare and their use in Estonia continues to be near zerfca.0.2% of total energy

used in transportation in 2012), although transportation uses ca20% of all energy consumedThe
summary greenhouse gas emissionsm 2012 were 19.2 m tonnes of CQ equivalent, being below the
target level (20 m t of CQ equivalent).

4EA 1 AOEAOSO AT 1T AAT OOAOQET T EAO AAAOARAIGAN biggegeOA O
Al AAOCOEA&Q¢ETOAIB AR OBIGAAOOEAEOU @othdQdnliady@01ATheé aidd D OE
indicator was on average71.9% in 2013. The EstLink 2 taken into use by now should increase the
preconditions for price competition even more, by providing better opportunities for Nordic electricity
sellers to enter the Estonian marketts,

3AAOT 060 1T AEAAOCGEOA AT A ET AEAAOQOI 004
Energy security for Estonia is ensuredby the lowest possible energy price for consumers and the least
possible impact on the Estonian environment.

Indicator Base level Targetlevel Targetlevel Targetlevel Target level

2015 2016 2017 2018
[Target level]

Total greenhouse gas emissions

(without land use, land-use

change and forestry sector

(LULUCEF)) (in m tonnes of CO 19.2

equivalent) (2012) 20 20 20 20

Source:Ministry of the [20 (2012)]

Environment

Responsible authorities:MoE
(MoOEACMoA)

112 Eurostat. Energy dependency rate shows the proportion of energy that an economy must import to meet its
energy requirement. It is calculated as net energy imports divided by gross inland energy consumption.
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdcc310

113 |bid.

114 Eurostat.
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tsdec360&plugin=1

15 Eyrostat.

116 AS Elering.
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http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdcc310
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tsdec360&plugin=1

Proportion of renewable energy

L . 25.2/0 2
in final energy consumption,
. . 0
including transport fuels, % (2012) 25/0 2 26/5 27/7 27/7
Source:Eurostat [195/25
Responsible authority:MoEAC (2017)
Final energy consumption PJ
o . 115 (2013)
Source:Statistics Estonia 119 119 119 119
. ) [ 119 (2013)]
Responsible authority:MoEAC
Power cuts in Estonia under
normal conditions that would
affect more than 10,000 0
ﬁonsumers over more than 2 (2013) 0 0 0 0
ours
[0 (2013)]

Source:MoEAC
Responsible authorities:MoEAC

Most significant policy changes and reforms

Supporting small residences in taking into use renewable energy angbdating their heating
systems

Supporting the reconstruction of apartment buildings

Supporting theenergy efficiency of heating sector

Supporting the transportation sector in taking into use bianethane

Supporting the energy efficiency of street lighting

Increasingthe energysavings in the public sector

Promoting the balance energy systenfacilitating the establishing of energy associations
Separating the base network of gas supply

Exemption from excise duty for small and micro producers on energy produced for own
consumption

Facilitating the development of smart grid

Excise duty exemptbn on biogas
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8. Citizenship, Language and National Policy

8.1 Estonian language

In order to preserve the Estonian nation, it is important to ensure the continuity and development of
the Estonian language. During the period 199010, the number of people speaking Estonian as their
native language decreased by 5%. During the same petlidhe percentage of Estoniatspeaking people

of the whole population has increased from 61% t&@0% by 2013 (61% in 1990) z this means that
there are morell? people of ethnicities who can speak Estonian and their average level of language
skills has improved Since the number of people with Estonian as their native language has decreased
and the number of people speaking Estonian as a foreign language is increasing, it is important to
ensure high-quality Estonian language teaching for both groups. It is alsinportant that the self-
assessed level of skill in Estonian language has been improving continuously, whereas the number of
non-Estonians with active language skills has not increased significantiy recent years The Estonian
language skills of norEstonians aged up to 30 years have improved he proportion of people with
native language different from Estonia is the highest imda-Viru and Harju counties!!8, whereas the
Estonian language skills of people with native language different from Estonia are th@west there.
Among age groups, the highest seffssessment of Estonian language skills occurs in the youth aged
15-30 years andthe lowest selfassessment occurs in the elderly and among people agkg-14 years.

The quality of teaching Estonian in general education schools can be measured by the results of the
final examinations of upper secondary schools; these results have gradually improved over recent
years. The results of final examinations dbasicschools lave shown improvement over the last couple

of years. ThePISAresults for 2012 in comparison with the PISAresults of 2009 show that although the
level of functional reading skills has improved in generaltthere are still relatively many students at
medium level in Estonia(82.6% at level 24; OECDaveragez 73.7%) and few top-class resultsz 8.4%

of students at level5-6 (this is also the average o©OECDcountries; as a comparisory e.g.Finland has
13.5% at top levels).

Estonian education systemranks among the top in EU by the number of foreign languages taugfihe
proportion of people having command of more than two languages differing from their home language
has enjoyed stable growthin Estonia, whereas the number of people speaking only their home
language has been decreasing all the tim&

In the context of globalisation and Europearntegration, the importance of introducing own language

AT A AOI OOOA 1 OOOEAA 11 A3 O ShppdrtAs bairigGioedito Eadhind O A O
Estonian langua@ and culture in higher education institutions of more thar30 different countries; a

lecturer with Estonian origin has been sent to nine foreign universitiesin addition to academic
studying OOBHPT OO EO Al O DBOT OEAAA Al Oommuhilies & Agendral OA A
AAOAAOGETT AT A 301 AAU OAETTI1 Oh OFI AEAOEAOh EET AAOC
foreign countries.

3AAOT 060 T AEAAOCGEOA AT A ET AEAAOQI 0O

To ensure the preservation and development of Estonian language in all aspectdife.

Indicator Base level Target Target Target Target

level 2015 level 2016 level 2017 level 2018
[Target level

621
Native language skill (since 2014: skill in
. (2013)
Estonian) of young people who have >58 >58 >58 >58
completed upper secondary education [>58
(average result of the final examination), (2013)]

points (maximum 100).

117 Estonian Labour Force Survey.
118 Data from Estonian population and housing census 2011.
119 Statistics Estonia.
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Source: Ministry of Education and
Research

Responsible authorities: MoER (MoG

MolA)
Proportion of people who have passec
Estonian language examinations (levels 53.9
A2to C1), %
- . (2013)
Source: Ministry of Education and 55 55 55 55
Research [55
Responsible authorities: MoER (MoGC (2013)]
MolA)

Most significant policy changes and reforms

Transitioning to internationally recognised state examinations for foreign language (in
Russian, German and French)

Continuing and extending the language immersion programme

Implementing activities in the framework of a national programme to support improvement of
the level of teaching Estonian language iRussianspeakingbasic schools in order to ensure
the graduates of Russiarspeaking basic schoolsavethe opportunities to acquire Estonian
language skills at the level of independent language user

Making Estonian language courses more available and efficient for people applying for
citizenship

8.2 Integration

Increasing the coherence of society and thimclusion of people from different language and cultural
backgrounds in the society is becoming increasingly important from the perspective of stability,
economic growth and weltbeing. Estonian society is diverse both culturally and in terms of legal
status: Estonia is home to nearly 180 ethnic groups other than Estonians; according to the population
census of 2011, they constitute about 31% of the total population15.6% of the population have
citizenships other than Estonian The number of new immigrans is growing'**and these people need
support to adjust to society ando integrate, to enter the labour market and to be active in the society
on a wider scale It is also important for ensuring their adaptation and integration that Estonian
society and citizens show tolerance to those groups, which requires systematic shaping of open
attitudes in the society.

4EA AAT OOAT EOOOA AT 1T AARAOTET C %OOITEAGO0 OOAAAOO A
OOA AARAOOAO OEA bl OAT Oesilénts in maricuidltisIoElife Eonidahdliatkia A 1
stand out among other EU member states by the large percentage of residents whose citizenship is
either Russian or undefined and who use Russian as their main communication langugeThe
Populaton 2 ACEOOAOG6 O AAOA ET AEAAOA OEAO OEA bDOI DI O
citizenship has gradually decreasedn recent years having dropped from 9% to 6.6% by 20133 At

the same time,as the average age of Estonian residents with undefined ciéimship increase, their
ability to pass the Estonian language examination required to obtain the citizenshig reduced In
recent years the decrease of persons with undefined citizenship hadeceleratad to approximately
1,100 people per year According tothe data of the Police and Border Guard Board, there were 91,288
persons with undefined citizenship living in Estonia with a valid residence permit or right of residence

120 According to the data of the population census 2011, immigrant population (people aged -I3 years, living
in Estonia, their parents being born in a foreign country) makes up 22.6% of&éd 1 EA6 O bi Ol AOGEI 1 8
1211ncl. the number of people potentially under international protection due to regional crises.
122 Eurostat.
123" AOGAA 11 OEA 01 DOl AOEIT 2ACEOOAOGO0 AAOA AO 1T £ mp8mp
is 88,365.
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as of 01.01.2014The language skills of lestntegrated permanent residentshavea central importance
not only in obtaining citizenship but alsoin helping to ensure higher socioeconomic welbeing***and
social mobility through active participation in labour market'®® social contacts and sufficient
availability of needed information.

Froi OEA OEAxDPIET O 1T &£ OEA OI AEAOUGO AT EAOAT AA A
information space in Estonia About one third of the residents of Estonia using Russian as their
primary communication language are actively consuming Estonian langga media and their trust
towards Estonian language media and the Estonian state has increagdAt the same time, they
continue to monitor the Russian TV channels for a large extéat. Therefore there is a needto
continually support the emergence of a comiwn information space and to offer the population with a
non-Estonian communication language a wider extent of trustworthy information in multiple
languageswhile also continuing tosupport the acquisition of Estonian language skills.

3AAOT 08 GndindicathrA OE O A
The Estonian society is integrated and socially coherengeople from different language and cultural
backgrounds patrticipate actively in the society andhare democratic valuest?s

Indicator Base level Target Target Target Target

level 2015 level 2016 level 2017 level 2018
[Target level]

Number of residents with undefined 88,365

citizenship (2014)
: i i 9
Source: Population Register Decreasing Decreasing Decreasing Decreasing
Responsible authorities: MoC (MolA) [90,000
(2014)]
The proportion of members of the society
who consider themselves part of
Estonian people according to the 59
Integration monitoring = (2011) Increasing Increasing Increasing Increasing
Source: EIM

Responsible authorities: MoC (MolA,
MoOER, MoSA)

Mostsignificant policy changes and reforms

Developing services supporting integration, directed towards flexible and practical activities,
incl. cultural immersion

Developing support services for new immigrants, facilitating their adaptation, incl.an
adaptation programme, an information portal

Simplifying the attainment of Estonian citizenship for applicants ove65 years of age

124 EIM 2011.

125 According to the data of Statistics Estonia, the unemployment rate of Estonians was 7.8% and that of-non

Estonians was 15.3% in 2012.

126 EIM 2011

127 EIM 2011

1284 EA AAOI EAO 1T AEAAGEOA EAO AAAT OAPI AAAA AU OEA 0)10

129 A new Integration Plan period will start from the second hatUAAO T £ ¢nmpt AT A OEA ET /

monitored on the basis of the Police and Border Guard Board data. According to the data of the Police and Border

Guard Board, the number of residentsvith undefined citizenship as of 1.01.2014 was 91,288.

130 This indicator is measured regularly in the framework of an Integration Monitoring Survey conducted after

AOAOU OEOAA UAAOOh AT AT UOGET C OAODI T OAO Oitth®fedple Aldl 1 1 x

OEA DPi xAO ET %OOi1TEA8 $i1 Ui O Ai1OEAAO Ui OOOAI £ PAOO 1

ET AEAAOT 060 AAOA 1T AOGAT xAO 1 AAOOOAA xEOE OEA %OOI 1T EAI
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Implementing amendments to the Citizenship Act, in order to reduce the number of persons
with undefined citizenship among the minors

9. Environment

One of the most important measures for preserving a naturally diverse living environment is
increasing resource efficiency Besides the environmental infrastructure (primarily clean water
supply, wastewater treatment and common and industrial waste handling), more and more attention
is paid to renewable energygreen transport and green economyTotal green house gas emissions as
an indicator characterising achievements in those fields wa$9.2 m tonnesof CQ equivalentin 2012,
being below the target se{20 mt of CQ equivalent), AOO OEA AATT1T 1 UBO stihidvdT OOA
and further economic development will clearly continue to increase the use of natural resourcégmcl.
oil shale andearth depositsused as a basis for construction materia)sthe waste generation andthe
negative environmental impacts In 2011, Estonia ranked the third from the bottom in EU by its
resource productivity z 280 euros were produced from one tonne of material of domestic origifAs! As

a positive aspect, reus®f wastesincreased t059% in 2012; yet, the proportion of oil shale wastes has
not decreased significantly for a long time, as new possibilities for increasing iteuse rate are still
searched for, andthis has a negative impact on theotal reuse rate!32 The short-term high level of
reuse of oil shale was related to use of both sembke and mining waste for closing large landfills of
industrial waste.

Emissions trade investments have saved an estimated 23WO0 tonnes of CQ. 540 buildings of the
state and local governments will be renovatedresulting in savings of over 30000 tonnes of CQ.
Starting from 2013, the state also sellthe EU Emissions Trading @ O O Auhit§ @h auctions andhas to
direct at least50% of the yielded revenue into green investmentsin 2013 the revenue was directed
into the KredEx energy savings project for apartment building. The calculated energy savings of the
buildings which were granted support as of the end of 2013 will b@pproximately 1,500 MWh.

Pursuant to the restriction which entered into force starting with2012, combustion units combusting
oil shale must not emit more than 25,000 tonnes of sulphur dioxide into atmospheraVith this

compared to previous levels.

In water industry, the important activities are to ensure that residents andenterprises have a supply
of potable water complying with requirements andthat wastewater is collected and treatedIn 2013,
91% of consumers were supplied by thegublic water supply network with potable water complying
with requirements. The rest of thepopulation received their potable water from individual bore wells
and collection wells!33 In 2012, the proportion of wastewater treatment systemsoperating pursuant
to requirements in wastewater agglomerations with a population equivalent of more than 2,000
human equvalents was88%. Amortised wastewater systemsleak wastevater into surface water and
ground water, causing eutrophy of the Baltic Sea and inland water bodie#lso, residual pollution
sources posing potential risk to ground water must be made safén addition to point sources and
dispersed sources of pollution from inland, the Baltic Sea is also endangered diyip traffic which is
one of the most intensive here in comparison with the rest of the worlénd will continue to increase
due to developmenti £ 2 OOOEAB8 O 1 AMbpashive £PaktEcanE® seénl irDad herease of
%O 01 pdiudidn Glimination capability to the level of 2.4 km2 per 24 h in 2012 (1.8 in 2011). As of
2013, approximately 34% of surface water was not in a good statecaused by pollution originating
from point sources and dispersed sourceas well as hydromorphological deviations in flow affecting
flowing water bodies. Among ground water bodies, the Ordovician ground water body dfla-Viru olil
shale basin was not in @jood state The overall condition of ground waterz %O 0T T EAT 06 1| AET
potable water z can be considered good

Wholesome protection of ecocsystems is given more and more importance mature conservation A
significant part of Estonian territory belonging to the state is included in protected areas and

131 Eurostat.
132 Statistics Estonia.
133 Ministry of the Environment.
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conservation areas, amounting t018.1% (in 2013) of dry land and 27.4% of marine areag34, but
fragmentation and destruction of populations and habitats of important species are a probler®nly
52% of habitat types and54% of species in Estonia are in favourable conditiai#® Species are most
endangered by reduction in the area of habitats suitable for thepby deterioration of their living
conditions, and by fragmentation Effective protection of habtats requires that the protected areas
make up a unified ecological network where species have an opportunity to freely move in all habitats
suitable for them. Up-to-date protection procedures have consistently been established for all
protected natural vaues. By now, regulations complying with the Nature Conservation Act are
adopted for 205 protected areas As of the beginning 0f2014, the protection procedures of cal50
protected areas are still in need of updatingAdditionally, management plans of préected objects and
action plans concerning species and habitats are being prepared for the purpose of effective
organisation of protection thereofand for achievement of their protection targetsworks necessary for
improving the state of habitats and speies are being plannedwith those. 27,000 ha of seminatural
biotic communities are under constant maintenance

The area of Estonian forests has increased by 2 times atinir reserve has increased by 2.5 timewith

the past halfcentury. The age of Estonian forests is not uniform and there is an abcewerage
proportion of mature and postmature woods and woods attaining their maturity age in20 years.
00000OAT O OiF OEA &l OAOGOOU $AOGAIT DI Al Gterrd budtdinabeT OE I
target is to achieve the volume of thinning fellings 012z15 million m3 per year. In 2012, the volume of
regeneration fellings and thinning fellings was8.4 million m3i.e.56-70% of the target and ca70% of

the increment (12.2 m n®). Thus there is constant accumulation of mature forest, meaning that the
existing and incrementing wood as a renewable resource is not used optimallyhe current forests

bind ca. 60% | £ %O QI emidsiois, but as forests mature, their ability to bind carbon is
permanently reduced?3s,

Starting from 2012, support has been provided for demolishing agricultural, industrial and military
constructions which have fallen into disuse and are considered by local governments to be damaging
to the landscape view, and for hadling the resulting wastes including facilitating its reuse and
recycling andthe cleaning of the relevant land areasBy now, the Environmental Investment Centre
has funded a total of 72 projects all over Estonia, providing more thah3 million euros sypplemented

by over 1 million euros in selfcontribution of the eligible beneficiaries.

SAAOT 060 1T AEAAOEOA AT A ET AEAAOI 0O0(q

Shaping a responsible attitude towards nature and preserving a clean and biodiverse environment for
the people of Estonia.

Indicator Base level  Targetlevel Targetlevel Targetlevel Targetlevel
2015 2016 2017 2018

[Target level

Response capacity to a marine

pollution incident within 24

hours,E| & 2.4 (2012)

Source:Ministry of the Interior [1.2 (2012)] 4 24 24 24

Responsible authorities:MolA

(MoEAG MoE)

Total greenhouse gas

emissions (without land use,

land-use change and forestry 192

sector (LULUCF)) (in m tonnes (2012) 20 20 20 20

of CQ equivalent).
[20 (2012)]

Source: Ministry of the
Environment
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Responsible authorities:MoE
(MoEAC MoA)

Proportion of consumers who
receive potable water
complying with requirements

from the public water supply 91
network, % (2013) 95 100 100 100
Source:Ministry of the [90 (2013)]
Environment
Responsible authorities:MoE
(MoSA
Proportion of waste recycling
in total waste, %
o 59 (2012)
Source:Ministry of the 37 39 40 45
Environment [35 (2012)]
Responsible authorities:MoE
Protection of biodiversity and
natural resources (proportion
of protected areas compared to
total land area), % 18.1 (2012) 6REAI, 6BREAI A 6REAI £ 6RBREAI £
Source:Ministry of the [18 (2012)] 181 181 181 18.1
Environment
Responsible authorities:MoE
Percentage of functioning
wastewater collection and
treatment systems in
agglomerations with a
population equivalent of more 88 (2012) - B B -
than 2,000, % [78 (2012)]

Source:Ministry of the
Environment

Responsible authorities:MoE

Most significant policy changes and reforms

Starting to support the resource efficiency oénterprises andincreasing their awareness in the
area of resource management and energy management

Supporting the preparation of wastes for recycling and reuse
Ensuring better water supply and wastewater treatment for a biggeshare of the population

Launching emissions trading with emissions of sectors currently left out of the greenhouse gas
emissions trading system

Enforcing the new framework plan ofenvironmental fees by 2016-2020 z increasing the
efficiency of purposeful implementation of environmental fees andthe effect expressed on
decisions made byenterprises for the purpose of solving problems inthe relevant fields
(outdoor air, wastes earth deposits water). Amending the procedure for implementing the fee

for mining earth deposits used & a basis for construction materialsin order to reduce the
booking of deposits giving consideration to increasing the level of detail of the grouping of
outdoor air polluting substances in order to better account for them in compliance with the

EuOl PAAT 5T ET T80 DPOEIT OE O mhidafionsfuBderfaded soithatGuturel A ¢
decisions concerning shaping of production would be made for less pollution and greener
technologies
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Reforming the management of waste transport
Supporting water undertakings in reduction of odour pollution

Additional compensation of environmental disturbances causetb nature as negative impact
upon establishing large parEstonianinfrastructure objects

Tidying old CategoryA mining waste deposts, polluted areas andwater bodies as well as peat
areas

Increasing the disaster rsponsecapability

10. Rural Life, Agriculture, Regional Development

10.1.Regional development and rural life

#1 1 OEAAOET ¢ OEA Al O1 Odbavattérised byAdthier] sikep Odyionab OcddloprieAt E O
differences, compared to the rest of Europand other developed countrieg3?. A dominant majority
(approximately 60%) | £ OE A drdsdoredtit gradluctis produced in HarjuCounty, about 10%

in Tartu County and only 30% as a total of all other counties 13 in all). GDPper capita in 2012
exceededDEA AT O1 OOUS8 O AOAOACA 1 1(160% dhd14146Arkspektively). SAll, A (
regional differences inGDPper capitabetween Harju and Tartu Counties andhe rest of regions have
smoothed outwhen compared to 2005 The fastest growth of thatindicator has occurred in* R OOAh ) .
6 EOOh ande/iaAdddounties2 ACET T A1 AEEZEAOAT AAG AAOGxAAT OEA
average in Tallinn and Tartu and in other regions have also decreased, although to a lesser extent
Unfortunately, the economic development offartu as the development driver of SoutkEast Estonia

has apparently not been the most active in recent timeGDPper capitahas dropped to below90% of

OEA AT 01 0QUIO A OABIAGAOT ACET T Al Al 1 DPAOEOT GDRareO 01
OAOEAO EECEh AT TAAOTET C OEA Al O1 OOUBO Oi A1 OEUR

The speed of newenterprises being registered is still the highest inHarju County. There is also a fast
growth of the number of enterprises in other counties where business activity already exceeded the
AOGAOACA AAOI EAON EO 1 AAT O OEAO OEA CADPO EAMRsoOEA
2012, the number of companies per 1,000 residents was ove&f in Harju County and below20 in Ida-

Viru County:33.4 EA AT OAODPOEOA OAAOI 06 0 AAOE OV Coulty\whichA A A1
has been the county with the most moderate activity of the aarprise sector for a long time, primarily

due to its largeindustry background.

There are large differences in inclusion oemployment-age population in employment. While the
employment rate of Harju Countyits neighbouring counties and Tartu County wass high as 60%
only approximately 50% of the employmentage population in southeast counties andlda-Viru
County were employed, as indicated by the data oStatistics Estonia. Although the relative regional
differences of average incomes have smoothed bun recent years the summary differences in
incomes are still high39. Throughout times, the proportion of people living in relative poverty has
been the lowest inHarju County (10.6% population in 2011); it is also smaller aroundTartu and
orRQlI O

Although the proportion of enterprises active in rural regionsis stable beingapproximately 1/3 of the
total number of enterprises, the population and economic activity is gathering into larger urban

B/ %#ts cmpp8 O2ACEIT O AO A '1 AT AA6N wo02# ¢mpm O4EA |
AT TTTEA 0ol1 EAEAO T &£ -Ail AAO 30A0A068

138 Statistics Estonia.

139 According to the data of Statistics Estonia, the incomes of salaried employees in Harju County, which is the
county with the highest average income, have decreased, compared with the Estonian average, from 116% in the
period 2005-2010 to 112%. The relatively highest increase of income has occurred in Kéru county and in
South-East Estonia.
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regions, primarily in immediate vicinity of larger cities'40. In the period between two population
censussurveys i.e. between 2002011, the population of as many ad2 counties has decreased by
more than 10%. It meansinter alia that less new labour force is going to enter the labour market in
many counties.The index oflabour market pressure is the lowest in Hiiu andda-Viru Countieswhere
only 6 people will enter the labour market per 10 people leaving it due to old age in the next decatle
4EA DI DBOI AOET 180 AEAOO repb@mdicates tigat afidr hd narfodiy@Atte OO A
DOEI AOU OAAOQOI ®,50allek tobnty icdntred ha@ not been able to function as attraction
centres driving the development of their functional area anastablishing preconditions for creation of
new jobs. The rate d using the labour force, natural as well as historical and cultural resources
drive new entrepreneurship has not been sufficientin regions farther from large urban regiong43. As
stated in the regional pendulum migration survey conducted in Tartu Univesity in 2010144, while the
area of effect of Tallinn andTartu has expanded, several smallefunctional areas have weakened or
essentially ceased to functionbeing encompassed by the area of effect of theban regions of Tallinn
and Tartu. In addition to shortage of wellpaying jobs in smaller county centres, the services and
recreational opportunities provided there are also limitedwhen compared tolarger cities. Transport
connections betweena centre andits back area are alsainevenand this hashindered the employing
of local labour force and human resources within the functional areaRegions farther away from
centres are facing the challenge of adapting to a changed situation in relationdeclining population
density, primarily expressed inlimited availability of local jobs and services

171 OEAO Ai T OARNOAT AA | £Einbiggkr cibes i® Sgnificéntlyi highielen@AdGdE A OE |
services in larger urban regions, first and foremost in new settlementslt is especially sharply
apparent concerning childcare servicesWhile 5,900 children all over Estonia were waiting for a
kindergarten placement in 2012, 4430 children among them were in queues in urban regions of
Tallinn, Tartuand0 R 045.0

Although Tartu and especially Tallinn are compagatively higher-developed regions within Estonia
their competitiveness is not sufficient to act as a comparable economic and innovation driver on the
EU scaleAs 0f2010, the GDPper capitacreated in Tallinn was74% and that in Tartu was only 45% of
the EU average

The problems in lda-Viru cities are caused bythe waning of former large industries and a sharp
decrease of populationt4s. Those cities are characterised by low entrepreneurship high
unemployment, high proportion of underused urban areas and hildings and less attractive physical
environment unable to attract residents and entrepreneursThe potential of those cities as regional
development drivers is underused, compared to their size

AEA 1TTAAT CT OAOT I AT 6006 1 b b hro<ddide BeOdtisk the I6chl arfedichad OE /
1 ACOAkréi®@CAT AOAT  C1t@a&l public idvegindeds in Estonia is one of the lowest when
compared to other countries with developed economy anthe total revenue of local governmentsas

COl xT AT AAOT U 11T OA OI 1T xih tdcerd feard+. Alsg Ane QuMiAILrdtiGeCandO A O A
development capabilty of local governments isuneven. There are problems with insufficient co
operation between local governmens and with low involvement of the private sector AT A AE OE U,
associations in promotion of locadevelopment

This has been addressed through theEADERapproach by bringing the decisiormaking level closer
to the local residents enabling better consideration of regional specifics.26 local activity groups are
operating in Estonia to implement that bottomto-top approach.By the end of2012h %O OT1 T EAG C

140 Statistics Estoniapopulation and housing censug011.

141 Statistics Estonia.

142 According to the data of Statistics Estonia, the share of gaéle employed in the agriculture, forestry and

fishing sectors in rural settlements has dropped to 12% as of 2010, whereas that indicator was 54% at the

beginning of the 1990s.

143 Estonian Human Assets Report 2011.

Wl EAO 28 AO Al h ¢npECORBEEN 1 AODOOADADI O I

us) ET OAAOh 311 ¢mpg8 O, 1 AAT Cil OAOT T AT OO AT A EAIT EI EAO >

146 For example, the population of Narva has decreased by ca. 15% between the population census of 2011 and

that of 2000. Compared to the population census of 1989, thedection is as large as 30%.

147 %#$ cnmpp8 O62ACEITO AO A "1 AT AAON %wos$# c¢npm8 O4EA

AT TT T EA 011 EAEAO 1T £ -AI AAO 30A0AOON -ETEOOOU 1 £ &ET A
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regions areessentially covered by local activity groupsi.e.over 99% of the rural regions are coveed
in terms of territory . As of the end 02012, the total number of members in local activity groups was
1,718. 49% of the members represent the norprofit sector, 39% represent enterprises and 12%
represent local governmentsIn addition to Leaderactivity groups, 8 action groupsfor fishing regions
are active in Estoniahaving focussed their activities todevelopment of fishing regions andthe fishing
sector. Fishing regions cover the entire coast& region and the lake regions of Peipsi, Pihkva,
, BITEEROO AT A 6e000EROO

The financial result of theprincipal activities of local governments increased b$% in 2013. More own
funds were directed into investments than the amount of amortisation expenditure incurred. At the
same time, theirnet debt burden has increased from 36%0 40%1 £ OEAEO DOET AEPAI
and the volume of their liquid assets hadecreasedby 13 m euros tothe level 0f99 meuros.

The National Plan adoptedn 2012 set tasks for county plans andhis provides a special input into the
state levelsectoral development plars. Preparation of new county plans was initiated in all counties, in
order to implement the National Plan

As examples of thematic plans adopted in 2013, wind energy related thematic plans were adopted in

0 R OT Ohand Ra&dCAuntiesOEA OEAI AGEA Dl Al O4ABMEHEERAAMI Q110D
adopted in Ida-Viru County; preparation continued for the wind energy related thematic plan inHiiu

County andfor the Rail Baltic related plans ir0 8 OT O hand RaplafC6unties.

The planning related to Estonian territorial sea also continued i2013. Preparation of county plans for
marine regions bordering with Hiiu and 0 3 OCoUnties was initiated

3AAOT 060 1T AEAAOCEOA AT A ET AEAAOI 004
Better use of the development preconditions infunctional areas to drive economic growth and
ensuring the availability of benefits necessary foincreasing theliving quality 148

Indicator Base level Targetlevel Targetlevel Targetlevel Target level
[Target level 2015 2016 2017 2018

Employment ratesin rural
areas(15z64 age group), %

Source:Statistics Estonia 64.6 2012 65 65 65 65

Responsible authorities: o
MolA, (MoA, MOEAG [-149 (2012)]

MoSA

Most significant policy changes and reforms

Completing the land and ownership reform by 2017transitioning from planned evaluation of
land to so-called reattime evaluation

Implementing the initiatives to develop regional employment andentrepreneurship-readiness

10.2.Agriculture

Agriculture has a leading role in supplyilg the population with foods, in the enterprise sector of rural
regions, and in shaping the cultured landscap&Vhile the structural survey of2007 indicated that the
number of agricultural households in Estonia had dropped to 2336 households the agricultural
census of 2010 bowed that there were 19613 agricultural households in Estonia andhe initial data
of the 2013 structural survey provides the figure of 19200.

148 Updated objectivez Estonian Regional Development Strategy 2012020, overall objective )
w4 EA OAOCAO | AOAI  miokestGriploynent td &nfoly cuntidsHAAPAUDIE ® UAA OOG
is >43%. Source: Statistics Estonia
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EstonmrEO 1T 1 A 1 £ -dgiipped %obirdri®s indtdkrs@f agricultural landz 0.70150 ha per capita
(compared to e.g0.20 hain Germany, 043 hain France 042 hain Finland, 110 hain Ireland, 091 ha
in Lithuania, 088 ha in Latvia). Based on the area support applications 02013, the total eligible
agricultural land in Estonia was920.3 thousand ha (area determined by single area paymenthaving
increased by cal0% compared to 2005 Although the competitive position of Estonian farmers has
improved somewhat inthe %5 @eW financial period 0f2014-2020, it still needs additional support.

Accordingto the data of Statistics Estonia for 2012, more than one third of the agricultural land in use

was used as grasslands and for growing animal feed crops and one third of the land was used for
growing cereals In 2013, Estonia had a total of 1,553 producersf organic agricultural products
(increased by5.1% compared to 2012 and 153.4 thousand ha of organic agricutural land (increased

by 6.4%), 76% of which was grassland Organic agricutural land together with land in transition

makes upl16.3% of the Estonianagricultural land being in use The EL27 averagein 2012 was 5.8%7151,
EstonnEO Al O1T 11 A 1 Moréstidh cenbnes. PAODT OCBHOI T OA OEdy EA
land is covered by forestsOE A Al O A O®dditiorOiA AOPIs Bréudd mere 1%. Estoniahas ca.

2.2 million haof forests.

Compared t02010, the averageemployment rate of counties has increased by.2 percentage poins
(PP)in 2012. In 2009 and 2012, the proportion of employed persons among the residents of rural
settlements was 28.9% and 29.1% of the total Estonian employment, respectively The relative
proportion of people employed in agriculture compared to total employment is decreasing in Estonia,
similarly to developed countries In 2012, the agricultural employment was20.3 thousand people and

its proportion was 3.2%. Still, a certain balance has been reached in this development by now and the
number of people employed inEstonian agriculture has been more or less stable in recent years
showing rather a small growth trend as the relevant indicator for 2013 wag1 thousand people.

The proportion of plant produce in2013 was 42% of the total value of agriculturalproduce, according
to initial estimates (48% in 2012). The cereal yield inEstoniais very low compared to othermember
states. Yet, with its 300 thousand ha of cerealgrowing fields, Estonia is able to cover its domestic
demand of ca.700 thousand tonnes. According to the initial data of Statistics Estonia, a total 0f970.8
thousand tonnes of cereal were harvested in 201®eing less than in 2012 by20.4 thousand tonnes i.e.
by 2%. In 2012, the proportion of organic cereal in total cereal harvest wa8.4%, the proportion of
organic produce in potato harvest wasl.7%, that of vegetables was0.8%, and5.1% for fruits and
berries %.

The vyield of several operand vegetables in2013 was the highest ofthe past five years4 EA UAA O
average yield was23,268 kg/ha, which is 27% more thanin 2012 and 7% more than the average for

the past five years The total yield of fruit trees and berry gardensn 2013 was 7,686 tonnes, i.e. 13%

higher than the average for the past five years

Estonian climate conditions are suitab A &I O COI xOE | £ COAOO bl AT 60N
of agricultural land provide good preconditions for stock farming.The proportion of stock farming
produce in total value of agricultural produce wa$4.5% in 2013 (48% in 2012).

The main buyer and valuer of domestic agricultural produce is the local food industryfihe food
industry (incl. the beverage industry provided approximately 2% of Estonian GDPand 4% of total
exportin 2011.#1 1 OO1 AOOGS A@PDAAOAOGEIT 1hf fdoll éxpobdriake itAnipbri@rE T O A /
to develop a food safety supervision system complying with both the EU internal market requirements

and the requirements of new markets anansuring unhindered movement of Estonian goods.

The export of agricultural products andfoods in 2012 increased by14.5% and import increased by
9.3% compared to the year beforeThe negative foreign trade balance o&gricultural products and
foods decreased by 14% in 2012 when compared t@011. As before, the important activities are
related to retaining existing export markets and finding new onesEuropean Innovation Partnership
(EIP) will be established in the EU, in order to develop both domestic and international cooperation;
through activities of its tasks groups, it will provide an opportunity to facilitate faster and wideiscale

150 The ratio between the total usable agricultural land as stated in the 2010 structural survey of agricultural

households and the population as of 1 January 2012 (Eurostat data).
151
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implementation of innovative solutions into practice and facilitates the emergence of innovation in
rural economy, having a positive effect on export capability ofural regions.

The most exportoriented Estonian food industry is the dairy sector The export of dairy products
made up14% of total export of agricultural products andfoodsin 2012 (17% in 2011).

The domestic market position of Estonian food industryn competition with the food industries of its
nearest neighbours is relatively goodalthough the development of Estoniariood industry is hindered
by the small domestic market ever higher influenceof retail chains and quite low purchase power of
CONSUMers.

Consumption of organic food in Estonia has increasdd recent years regardless of the fact that the
prices of organic food are usually more tha220% higher than those of ordinary products. In 2012, a
total of nearly 8.3 m euros of local organicfoods were sold in Estonia andthe proportion of Estoniarn+
produced organic foodsin total retail turnover of foods (incl. import products) was an estimated
0.77%?152,

In development of new products, great potential is available for using agricultural and fostry
produce for generating energyBiomass production is one way to diversify the rural enterprise sector
and thereby improve its production structure. Estoniais one of the regions in the EU that can use its
land and forest resources skilfully to signiftantly increase theproportion of renewable energy and to
sell bioenergy, biofuels andother kinds of valued biomass to the EU market where a stable increase of
the relevant demand and the offered pricés taking place

According to the data published byStatistics Estonia, the increase of value of the agricultural

DOl AGAAG O OAI A3 ardAd @l dd iktdrmellihte consumption increasedTherefore,

the gross added valugOEA ACOEAOI OO0OAI ET AOOOOUBGO DOT APAA >
also decreased t0308.1 m euros (by 14%). The net added value(gross added value without
depreciation of fixed asset} decreased by24% in 2013%.

In 2013, processing of fish and fishery products made uf2% of the total value of Estonian food
industry (11.7% in 2012) and the proportion of fish and fishery products in the value ofood export
was 25.9% (26% in 2012). The proportion of fish and fishely products in export of agricultural

products andfoodstuffsin 2012 was 15.2%.

The sprat and Baltic herring fished from the Baltic Sea have an economic importance to Estoiliae

sprat resources are managed at the level of maximum sustainable yield a26f.3. The state of salmon
resources is unsatisfactoryyet the situation of codhas improved, especially in the eastern part of the

Baltic Sea where the resources are maintained at the level of maximum sustainable yieldany
different fish species are havested through coastal fishingln 2013, professional fishers caught a total

of 54,808 tonnes of fish from the Baltic Seal8% of this from coastal regions The yield from the Baltic

Sea was supplemented by,850 tonnes of fish caught from inland waterbodies. Remote fishing is
performed in the Atlantic Ocean In 2013, the proportion T £ OAI | OA AEEOEEIT C E
professional fishing was17.2%.

Nevertheless, the competitiveness of the fishing sector is currently still lov©ne of the larger problens
is the low resources of valuable freshwater fish specieshich do not correspond to the existing fishing
capacities. On the other hand, there is a problem of relatively low price of pelagic speciethe
competitiveness of Estonian fishery sector is alsceduced by its amortised fleet andoutdated fishing
means.

Estonia has enough prerequisites to find environmenfriendly solutions and help satisfy the growing
demand, incl. with the help of industries, primarily the demand for food, animal feed, energy ad
fibre.[1] At the same timewe lack an integral, analysed state policy based on resoursepplies and
needsand pertaining to the aforementioned bioeconomyln order to fill that omission, the Ministry of
Agriculture is currently preparing a Bioeconomy 8ategy, involving other related ministries and
parties into its preparing as well. Estonia is one of the regions in the EU that can use its bioresources

152 TNS EMOR, survey of market share of epooducts, 2012
[11 Source: OECHFAO agricultural forecast 2012:
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skilfully to significantly increase the sales of valued biomass to the EU market where a stable ingea
of the relevant demand and the offered price is taking place

3AAOT 060 1T AEAAOEOA AT A ET AEAAOQOI 004
Estonia has viable and competitive rural regions with agricultural and fishing economgnsuring safe
food and consumer satisfaction

Indicator Base level Target level  Targetlevel Targetlevel Target level
[Target level 2015 2016 2017 2018

Annual increase of net added

value peraverageunit of

labour force (compared to

previous year) in agriculture, 139

% 2.8 30 30 30

(2012)
Source:FADN
; N [2.7 (2012)]
Responsible authorities:MoA

(MolA, MOEAQ

Most significant policy changes and reforms

Extending the food safety monitoring; creating and launching a sciendmsed system for risk
assessment concerning food safety

Preparing a programme to introduceand promote Estonianfood
Preparing Estonian Bioeconomy Strategy

Establishing task groups of Europeaimnovation Partnership

11. LegalOrder and Internal Security

The structure and dynamics of crime have remained relatively stablén recent years regional
differences andtheir causes have remained generally the samin Estonia, economic activities and the
economically active population are concentrated in larger towns, which also means the concentration
of crime in larger towns. The best examplesiNorth Estonia- a major part of capital is concentrated in
Tallinn and its surroundings and therefore, the majority of criminal offences are also committed in this
region. While the total number of criminal offences registered in 2011 was 42,567, half tdfese, or
20,558 offences, were registered in Harju County (including 16,933 offences committed in Tallinn). In
2012, a total of 40,816 criminal offences were reported in Estonia, 20,685 of them in Harju County
(including 17,022 in Tallinn). In 2013, a taal of 39,631 criminal offences were reported in Estonia,
20,235 of them in Harju County.The number of registered crimes has been decreasing continuously
since the new Penal Code was enforcéuh 2002).

The main increase comes from criminal offences agahpersons Yet it cannot be claimed as if the
number of criminal offences against person had a real increasing trendhstead, the residents of
Estoniahave become more aware of the need to report criminal offences against person to the police.
For examplein 2011, 5145 cases of domestic violence were reported anth 2013 the number was
already 8124 (an increase by42%). At the same time,the number of fatalities from killings and
murders decreased by35% in the same period(65 fatalities in 2011, 42 fatalities in 2013).

With the preparing of wide-scale sectoraldevelopment plars, the need for changes and variety in
internal security tasks assigned becomes higher every year. Although the population is decreasing, at
least the existingcapability neeAO O1 AA OAOAET AA ET ET OAOT Al OAA(
expectations In the comingyears,the main challenge in internal security will be retaining the existing
personneland hiring new people. Due to decreasef births, higher pressureexists for older people to

be employed, but due to thevork specifics of aspecialservices officer, a police officer may work as a
specialist up to the age of 55 yearst T AAU OEA 01T 1 EAA AT A "T OAAO ' OAC
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total of 1,215employeesaged50 years or more, making up22.7% of all personnel The same figure in
the Rescue Board i§62, making up 25.1% of all personnel

In 2013 the Minister of the Interior and the Minister of Justiceupdateds3sOE A CT OAOT 1 AT 06 C
against aime, i.e.criminal offences committed by minors domestic violence andorganised and severe
criminal offences (narcotics, corruption , economic crime, trafficking in human beings).

According to the initial data,598 people died from unnatural causes irR013. The number of people
who died from unnatural causes in2013 decreased as follows: fire fatalitieg-7), traffic fatalities (-6),
killings and murders (-22), drug-related fatalities (-50) and occupational fatalities (-4). The humber of
drownings (+8) andsuicides(+15) increased compared to 2012The majority of people who died from
unnatural causes in 2013 either committed suicide (214) or died from overdose (120)n order to
reduce the number of people dying from unnatural causes, the risk behavioprevention system and
its partnership network must be taken to a new level

The durations of legal proceedings are long and the reputation of the country was damaged by
corruption cases. According to the Corruption Perceptions Index of Transparency Inteational for

2013, Estonia ranks the 28th (with a score of 68) among 177 countries. %O 0T T EA8 O DI OF
improvedz OEA AT OT OU &aod2 wag3p (Sdére 62).15E The top of the list is still dominated by

the Nordic Countries: Denmark(sharing the 1st and the 2nd position with New Zealand score 91),

Finland and Sweden(sharing the 3rd and the 4th position, score 89), Norway (ranking 5th with a

score 0f86). Lithuania is ranked 43rd (score57) and Latvia is ranked 49th (score53).

According to the national rescue network;7% I £ %O @dplildfich dsdiving in locations far from
rescue stationgss; this indicates a need to extend the lifsaving capable rescue servicd he situation
requires better involvement of the community andareassessment of the communitybased police and
rescue work model A total of 211 voluntary searescuerswere trained in 2013. Inclusion of voluntary
sea rescuers in rescue events increased by more thé@rtimes compared to 2011(a total of 31 events).

The hiring of assistant police officers continued in 2013The Police and Border Guard Boartidied the
list of assistant police officers;as a result, there are a total of 805 assistant police officers as of
December 2013, 678 of them in active police service The level of involvement of assistantpolice
officers in police activities is now such that eachssistant police officerparticipates on averagefor 106
hours per year. The total contribution of assistant police offices in 2013 was 71870 hours; most of
the activities were related to protection of public order and2,297 hours were spent on preventive
activities.

The number of illegal border crossings has decreased I82% when compared to 2012 The total
number of illegal border crossings was208 (215 in 2012). 383 persons were apprehended while
illegally crossing the national border in 2013(326 in 2012). Similar to previous years, most of the
cases(137) happened on water bodies along the bordemainly by crossing the border illegally in the
course offishing, due to navigation error or lack of attentivenessContraband transport has increased
by 9.5%. A total of 220 cases of transporting contraband across the national bordéappened in 2013
(201 in 2012). The number of illegal border crossings for contraband purposes wa34 (41 in 2012).
The land part of the national border is covered bylectronic and technical surveillance in the extent of
ca.54%.

The total number of border crossings has increased by1.4%, compared to 2012 5,823,162 people
crossed the land borderin 2013 (5,210,725 people in 2012), making up 71% of all border crossings
The number of crossings of the sea border has also increased 822 The most border crossings took
place at the Narva border station for road transport 7 3,588 883 people crossing the national border
were authenticatedthere, making up 44.1% of all people crossing the national borderThe number of
border crossings increased the mostby 68.7%) on the Narva pedestrian bridge (by 331,100 people).
The sharp increase of the number of people crossing the border via the Narva pedestrian bridge comes
mainly from the fact that travel documents of people with Estonian residence permit are not stamped
anymore when crcssing the border.

153 Compared to those stated in theRiigikogu$ AAE OET |

dated 09.06.20D.

154 Transparency International, 2011 .

1553 AEAOU PT 1 EAU ¢mnpo OO0i T AOU T £ OEQAAFAGI ATATEORADEGTTOHI A
50

OETT O

b

O$AOAI T Pi AT O AEOA


http://cpi.transparency.org/cpi2011/results/#CountryResults

The number of people applying for asylum increased in 2013 whetompared to 2012 While a total of

77 initial applications were filed in 2012, 97 initial asylum applications were filed with Estoniain

2013. As the immigration pressure inb the EU has continually increased in recent decades, the
number of illegal border crossings intoEstonia has gradually increased as wellStill, OEA 1 AOO U
number decreasedz while 293 illegally immigrated aliens were apprehended in 2012, they numbexd

267 in 2013.

The rate of solving criminaloffences (the proportion of criminal offences solved throughout the year in
pre-trial proceedings, compared to totalcriminal offences registered in that yea) was 52.6% in 2013.
According to thepolice data, the figure was38% in 2003.

The number of prisoners and probationers decreasedwhile there were 321 prisoners and 587
probationers per 100000 residents in 2006, the number of prisoners was262 and that of
probationers was 526 per 100,000 residents by the end of 2012 Still, the number of prisoners
continues to be too large

The problem of Estoniancrime is the high rate of repeat offending 38% of persons released from
prison commit a new criminal offence within the first year after their rebase A significant part of all
criminal offences is committed by the same peoplariven by addiction problems.

3AAOT 060 T AEAAOCEOA AT A ET AEAAOQOT 004
To ensure greater safety of persons and property and to maintain constitutional order, internal peace
and stability in Estonia.

Indicator Base level Target level Target level Target level Target level
[Target level 2015 2016 2017 2018

Number of people
who died from
unnatural cause$56 598

Source:Ministry of

the Interior (2013) 480 453 428 405

Responsible [575 (2013)]
authorities: MolA
(MoSA MoEAQ

Corruption

Perceptions Index of
Transparency

International 157 68

Source:Ministry of (2013) 68 70 70 72

Justice
[64 (2013)]
Responsible
authorities: MoJ
(MolA)

Proportion of crime
victims among 10%
residentstss

o (2013)
?S:Jg:'Mm'Stry of [Less than12% Lessthanl0%  Lessthanl0%  Less than9% Less than9%
201
Responsible (2013)]
authorities: MoJ
(MolA)

156 Fire fatalities, traffic fatalities, drowning, killed in an attack, drugrelated deaths, sutides, occupational
fatalities.

157 Since 2012, the\a§sgssrr1er1t system Wgs\changed frorQ ap?ﬁn:t toa 10(}p9ir]t scAaIe. o o o
1s8Inthe’ T OAOT I AT O T &£/ OEA 2APOAIT EA ! AOEIT 01 AT h OEA ETAE/
in 2015. It was decided to adjust the target levels for 2014 and 2015 in the State Budget Strategy upon
suggestion from the Ministry of Justice, because theitial level of 2012 is 8% and safety has increased from year

to year.
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Average estimated
durations of criminal,
civil, misdemeanour
and administrative
proceedings5?

Source:Ministry of
Justice

Responsible
authority: MoJ

Civil matters:
168 days,
criminal matters
in general
proceedings 330
days,
misdemeanour
matters: 62 days,
administrative
matters: on
averagel57
days. Civil
matters in Harju
County Courtz
160 days,
criminal matters
in general
proceedings 178
days,
misdemeanour
matters: 48 days.

(2013)

[Civil matters
160 days,
administrative
matters: 120
days, criminal
matters in
general
proceedings 300
days,
misdemeanour
matters: 75 days

(2013)]

Harju County

Court z civil

matters: 135
days, procedural

expense matters:

100 days;
criminal matters
in general
proceedings 190
days, expedited,
summary and
settlement
proceedings:60
daysand
misdemeanour
proceedings:60
days;

Tartu County
Courtzcivil
matters: 165
days, procedural

expense matters:

100 days,
criminal matters
in general
proceedings 190
daysand
simplified
proceedings:60
daysand
misdemeanour
proceedings:60
days.

Proceedings in
Harju County
Court andTartu
County Court do
not exceed 365
days as arule

0 fu County

Court andViru

County Courtz
civil matters: 175
days, procedural

expense matters:

100 days,
criminal matters
in general
proceedings:280
days, criminal
matters in
expedited
proceedings:150
days,in
settlement
proceedings:25
days, in summary
proceedings:30
daysand
misdemeanour
proceedings 60
days,

In county courts
Z civil matters:
135 days,
procedural
expense matters
100 days;
criminal matters
in general
proceedings 190
days, expedited,
summary and
settlement
proceedings:60
daysand
misdemeanour
proceedings 60
days.
Proceedingsdo
not exceed365
days as aruleIn
administrative
courts, the
calculated
averageduration
of proceedings:
120 daysand no
proceedings

exceed 365 days

as arule

Civil matters:
135 days,
procedural
expense matters
100 days,
criminal matters
in general
proceedings:190
daysand
misdemearour
proceedings 60
days,
proceedings of
any type in any
county court do
not exceed 365
days as a rulein
administrative
matters: 120
daysand no
proceedings
exceed 365 days
as arule

Civil matters:
135 days,
procedural
expense matters
100 days,
criminal matters
in general
proceedings:190
daysand
misdemeanour
proceedings 60
days,
proceedings of
any type in any
county court do
not exceed365
days as a rulein
administrative
matters: 120
daysand no
proceedings
exceed 365 days
as arule

1) T OEA

I OAOT T AT O

i £ OEA

2ApOAI EA

! RQ1E lare unBhingddh

concerning the proceeding of misdemeanour cases (70 days). It was decided to atljiise target levels of

proceeding of misdemeanour cases in the State Budget Strategy upon suggestion from the Ministry of Justice,

because the final objective i.e. 58 days was already achieved by the end of 2012.
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Administrative
cases in Tallinn
Administrative
Court: 130 days
and in Tartu
Administrative
Court: 120 days
andno
proceedings
exceed 365 days
as arule

Mostsignificant policy changes and reforms

The reform of accelerating court proceedings

) TAOAAOET ¢ OEA #AT OOAI #OEI EIl AdimiralioffehcAsAutdthe A A D /

Constructingthe new Tallinn prison, detention house expulsion centre andinfrastructure

Undersigning and ratifying the Council of Europe Convention on preventing and combating
violence against women and domestic violence, anmerforming the obligations required to
follow the Convention

Constructing Tallinn court house

Implementing the non-military part of the National Defence Development PlaR013-2022
according to the opportunities provided by theState Budget Strategy

Achieving higher effectiveness in prevention of offences, through new prevention projects

12. Culture and Spors

12.1.Culture

In the field of culture, it is important to ensure a versatile cultural life and the preservation and
mediation of cultural heritage by supporting fine arts and promoting Estonian culture.

Estonia continues to have a strong theatre cultureThe number of productions increased by 56%
during the year and a total 0f5,769 performances were given in 2012In 2012, the number of theatre
visits reached a record high in recent years: a total of 1.14 million peoplesited the plays during the
year. Thenumber of viewers has increased by 4%, compared to the year before.

The number of visits to museums has been on a growing trend sin26810, reaching 3.04 million visits
in 2012, exceeding that 0f2010 by 24%. The number of foreign visitors to museums has increased
Museums have also become more actiyior example the total number of exhibitions increased by a
fifth during the year.

In 2013, 44 movies premiered in Estonia 7 of them full-length feature films. For several years, the
proportion of Estonian movies among cinema visits has been rather gogdaround 6%. At the same
time, rural cinemas have problems with capability to replae the film projecting equipment with
digital projectors and this will soon lead to a situation where regional availability of films, incl.
Estonian productions, is not guaranteed anymore; due to this, further development ofthe sector
requires attention to supplying Estonian rural cinemas with modern digital projectors in the next few
years. The number of people engaged in hobbies related to folk culture is important from the
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perspective of preserving folk cultureé. Compared to 2012, the number of such pethas increased
by 2,666; in 2013, the number of people in continually active hobby collectives related to folk culture
was 87476. The increase ofpeople engaged in hobbies related to folk culture is most facilitated by
heightened interest towards the Song and Dance Festival taking place in sumn2éx14.

As at the beginning of 2013, the number of protected cultural monuments was Z38. The proportion
of architectural monumentsin a deteriorated or bad state has improved b¥.8% compared to the year
before z while an estimated 27.8% of architectural monuments were in a very bad or deteriorated
statein 2012, the proportion has dropped t027% in 2013.

Decrease of population, mobile information technology ana&hangesin reading habits have led to
increased use of eservices ofpublic libraries (e.g.direct reading of full texts from the ecatalogue of
OEA . AOCET T Al , EAQNAGIS®tO adécin€ B Gobk lending A RELE) Ae number of
lendings from public libraries was 11.69 million which is less than in three recent yearsThe price
increase due to small print runs and the picking budget having remained at the same level for years
mean that libraries can buy only a single copy of published works, leading to long lending queues and

reduced number of lendings

The number of books and brochures published in Estonis somewhat smaller in2013 than it was in
2012 (3,971 in 2012), but the intended target level has been exceeded total of 3,887 new printed
works were published in 2013 most of them i.e. 3)30 being books in Estonian languagélhe number
of works translated from Estonian to other languages has noticeably grown, compared to theevious
year z 49 works were translated into other languages in 2013which is 14 works more that in 2012.

The music sector is the cultural sector with the most employees (5,800) in enterprises and institutions
(1,495) as well as themost concert visits (2 million visits per year), whereas the international
reputation and potential of Estonian music and musicians is especially notabfeaccording to the data
of Bachtrack Stats 2013, O O1 cénn@eSto be the most frequently performed composer aliveand
the ever widening use of streaming media services enables Estonianllectives to reach ever wider
international audience.

The visual artssector has gone through intensive development in recent years new generation of art
professionals has appearedwho position themselves on the international scaleand the export
capability of art market has improved4 EA OOAOA OODPDPI OO0 OEA Oddwi 06 0
of local competitiveness through the Art Galleries programme priority is also setOT AT OOOA %O
participation in international art life, both by increasing the visibility of events taking place in Estonia

and by participation of Estonian artists in foreign projects

Architecture and design make up an important part of the creativeAAT T 1T 1T Uh AEAET C O
economic growth in the construction sector by creating wider economic and social added value
through high-quality, creative solutions.

3AAOT 060 T AEAAOCGEOA AT A ET AEAAOQI 0O
To ensure the viability of Estonian cultural space inraer to preserve and develop Estonian nation and
culture throughout times.

Indicator Base level  Targetlevel Targetlevel Targetlevel Targetlevel

2015 2016 2017 2018
[Target level

Number of theatre visits and the 1.14 mvisits
number of productions that have

received support from the Ministry ([zt)oizn;]
of Culture 1 1 1 !
Source:Ministry of Culture 87 450 450 465 465

Responsible  authorities:  MoC productions

(MoEAQ [400
(2012)]

160 National culture is considered to be hetiage culture, including national music and dance and also theatre,
folklore and other activities important in the context of national identity.
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Number of visits to museums, in 3.04
millions

o ) (2012)
Source:Statistics Estonia 23 29 29 3 3
Responsible  authorities: MoC '
(MoER MolA, MOEAG MoA) (2012)]
Number of lendings from public 11.69
libraries, in millions 161

o . (2012)
Source:Statistics Estonia 122 123 123 115 11
Responsible  authorities: MoC '
(MoER MolA, MoEAQ (2012)]
Number of people practicing folk 87476
culture

» (2013)
Source:Ministry of Culture (84500 85,000 85,000 85,000 85,000
Responsible  authorities: MoC ’
(MoER MolA, MOEAQ (2013)]
The proportion of architectural
monuments that are deteriorated 27
or in a bad state, % 163 (2013)
Source:Ministry of Culture [30.2 27 27 25 25
Responsible  authorities:  MoC (2013)]
(MoER MolA, MoEAQ
Most significant policy changes and reforms
Establishing favourableAT T AEOET 1 O &£ O AOAAOEOA AATTTIi U

Coordinated mass digitisation of cultural heritage ananaking it available in digital form

Starting to establish a system for freef-charge participation of school students ireducational
programmes of museuns, andensuring free-of-charge access of children aged 8 years and
below to all state museums and museums of state foundations using a museum collection

belonging to the state

Preparing a new Compulsory Copies Acthe National Library will develop an enironment for
publishers to provide compulsory copies, andavill develop a free-of-chargeprovision of e-
ATTEO OEA OEA Didgarérthljthe Nationa Aitidaty@vill 810 develop a lending
compensation system for ebooks

Amending the PublicLibraries Act, by clarifying the roles of the state and local governments in
organising the activity of public libraries and also clarifying the relevant funding principles

Amending the Heritage Conservation Act andonducting the administrative reorganisation
resulting from its implementation, leading to an increased motivation of monument owners

andthe public to preserve and maintain cultural heritage

Continuing the reorganisation of the museum network in the area of government of the

Ministry of Culture

0

163 Starting from 2012, unified assessment methods have been adopted for inspection of architectural

monuments. The indicator data from before 2011 arenaccurate because not all architectural monuments were
inspected and not all data concerning their technical state were entered into the State Register of Architectural

Monuments.
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12.2. Spors

The promotion of public health requires an environment that promotes physical activity and a
supporting infrastructure. The availability of sports facilities has improved in recent years but the
current number of local activity and sports facilities does at fully meet the needs of society.

According to the data ofEstonian Sports Register (ESR) as 08.01.2014, there are 3448 trainers with

professional certificate and 2186 sports organisations in Estonia: 1989 sports clubs 114 sports
associations 63 sports federations, 19 county and city sports unions, andl national Olympic
Committee. EHISalso includes registrations for298 sports schools(hobby schoolswith an approved
sports-related study programme registered inEHIS) In recent years, thenumber of hobby athletes in
Estonia has grown As of 31.12.2012, the number of hobby athletes belonging to sports clubs
130,839 (ca. 10% of the population)incl. 76,066 youths aged up tol9 years. According to the data of
ESRthere are approximately 2400 sports objects and recreational sports areas in Estonia as at the
beginning of 2014

S

I AAT OAET ¢ O OEA AAOA 1T &£ OEA . AOGEITAI )1 OOEOOOA
population is active in sports(physical exercise2 x x A A E30 mifd) (30.4% in 2006, 347% in 2008,

36.3% in 2010). As indicated by the survey conducted by the Estonian Sport for All Association in the
autumn of 2013, the proportion of peopleregularly engaged in sportsamong the total population is

39%. The Movement Year ampaign organised in 2014 should also add a significant contribution to an
increase ofsports activities.

Estoniais a successful organiser of major international sports competitiond&European Championships
and World Championships of several sports have taken place in Estoniargcent years Estonia has
already been granted the right to organise the following competitions itthe coming years track and

field U23 EC2015, on-road cycling EC2015, figure skating Junior WC2015 and shooting EC 2016.

Estonianathletes win on averageover 120 medals in international championships every year

3AAOT 060 T AEAARAOCEOA AT A ET AEAAOQIT 00O
An environment that promotes physical activity and a supporting ifrastructure will have been
created.

Indicator Base level Targetlevel Targetlevel Targetlevel Target level

[ Target level 2015 2016 2017 2018

The proportion of people
regularly engaged in sports in

the 16264 age group, % 356
‘Nati i 2012
Source:National Institute for ( ) 45 45 45 16
Health Development (survey of [37
health behaviour among the
Estonian adult population) (2012)]
Responsible authorities:MoC
The proportion of young people
(up to 19 years of age) going to 284
sports clubs in the entireage (2012)
group, % 26.5 265 27 28
[255

Source:Estonian Sports Register
_ - (2012)]
Responsible authorities:MoC

Most significant policy changes and reforms

Regulatethe remuneration system of athletestrainers and referees A priority is set to solve
the question of remuneration in youth sports primarily for youth trainers of levels5-7

The support volume of the programme of basic swimming lessons need to be expanded
according to the opportunities provided by theState Budget Strategyin order to ensure that
all children of the second year of school stage | can complete the programme in full extent
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13. Governance

13.1.Democracy and inclusion

The role of charity both in increasing social capital and as a direct soes@onomic contribution to the
development of the state is growing and charity constitutes a significant part of GDP.

There is still room for development in the third sector; the most pressing problems are the

I OCAT EOAOET 1 06 AADPAAEOU Oi DOi OEAA OAOOEAAOh O
(T xAOGAOh AEOQEUAT 06 AOOT AEAOQET h nave ihdrddded thek Eapakiy toD 1 x
earn income, provide public and societal services, start up social enterprises, etc.

#EOEUAT 06 AOOTI AEAOGET 1O OEAO PAOOEAEDPAOA EIT OEAT
finding the best solutions to he challenges society is facing, and in improving the preparation
procedures and quality of legislation and policy documents. While 24% of local municipalities, 31% of

AT 01 OU CIl OAOT I AT 6O AT A pxpbp T &£ I ET EOOOW therEEEME Al C
criteria established for assessing the quality of inclusion.

3AAOT 060 | AEAAOEOA AT A ET AEAAOI 0O0(q

A4EA POITTOEIT T&£ AEOEA ETEOEAOEOA AT A PAOOEAEDA
and public authorities.
Indicator Base levé Target level  Targetlevel Targetlevel Target level
[Target level 2015 2016 2017 2018

Non-institutional socio-
political participation rate
of the population, % 155

Source:European Social (2012) 175
Survey, Institutionalisation '

of Civic Initiative in Estonia
: : [6¢%(2012)]
Responsible authority:

MolA

13.2.State reform

Cooperation between different levels and units is a prerequisite to coherent and efficient governance.
The changes in the economic situation and decreased budget resources have created a need to provide
services efficiently. The most dominant problems in g@vernance are the fragmented activities of
ministries and their lack of cooperation in pursuing common central goals. In additiompact analysis

is rarely used in decisionmaking and planning and the implementation of policies.

Local governments have vigying development and management capacities. Their current lack of
regional cooperation combined with the regional fragmentation of Estonia is an increasing hindrance
to developing several areas of life and providing public services.

3AAOI 06 O indidatdrda OE OA AT A
The improvement of uniformity in governance by providing public services based on customer needs
more efficiently; better and more efficient shaping and implementation of policies.

1642 AOAAOAE OADPI WA OE) 1T OO XFEIEAAT)El EOEAOEOA ET %0011 EA
Development, Tallinn University, 2010.

165 The target level has been set in the State Budget Strategy 202@15 but the methods have been updated in

this budget strategy, based on the agreements reached in meetings in January 2014, therefore the target level is

not comparable.

166 http://valitsus.ee/UserFiles/valitsus/et/riigikantselei/uldinfo/organisatsioon/arengukava/2015 -
2018%20arengukava%2028.02.2014.pdf
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Indicator Base level Target level Targetlevel Targetlevel Target level

[Target level 2015 2016 2017 2018

Government 35.23 points,
I 67
effectiveness 4th position ' ' ' '
Source:Institute for Retain Retain Retain Retain
Management Development (2013) position in position in position in position in
i i top five top five top five top five
Responsible authority: [Rgtam pqsmon
Government Office I EBDIRYE
(2013)]

Most significant policy changes and reforms

Developing and starting to implement the reform plan of local governments

Preparations to establish state service centres

14. Information Society

Information and communications technology (ICT) has become the main tool for increasing
competitiveness in every field of the economy and lifeBut a precondition for that is existence of
Internet connectivity.

In 2013,80% 1 /£ %O OI1 1T E A8 016-04yéxishddla®IBternet@dnAection68% in 2010), the
EU28averagebeing 70% in 2010 and 79% in 2013.2 The number of people aged 6-74 years who use
the Internet at least once per week has increased, bein@1% in 2010 and 77% in 2013, the EU28
averagebeing 65% in 2010 and 72% in 2013.16¢8 AImost 100% of the youth use the Internet and the
rate of using it has quickly grown among older people as welkor example, while32% of residents
aged55-64 years were using Internet in 2007, that figure has grown as high &3% in 2013. The most
active Internet use occurs in Scandinavian countriedceland (96%), the Netherlands (95%), Norway
(94%), Sweden (93%), Denmark (93%) and Finland (89%).169 The proportion of people ordering
goods or services via the Internet for personal use is increasintn 2013, the proportion of %O O1T T EA &
residents aged 1674 years who had ordered goods or services via the Internet for personal use within
the past three months was16% (13% in 2010). As a comparison, the relevanEU28 averagewas 31%

in 2010 and 38% in 2013. The most active use oB-commerce occurs in the United Kingdom (71%),
Denmark (65%) and Germany(60%).170

An important aspect ofaccessibility and use of Internet is broadband technologws it offers the users
an opportunity for fast transfer of large amounts of data ands necessary for development of
innovative services e-business egovernance ande-learning. In 2012, the propation of using Internet
connections with 100Mbit/s or faster speed was3.6%. The challenge is to increase the speed of
broadband connections and to ensure theiavailability in rural regions where residents institutions
and enterprises often lack equivalat opportunities for using electronic communication and
information society services when compared to regions with high population density

4EA AAOGAIT T Bi Al-dgovernafice %€périally Ehé de@lophnent of public sectorservices and
their usage bycitizens and entrepreneurs has been notabld=or examplein 2011, 98.2% of enterprises
submitted their annual reports to the state in electronic form, whereas only¥5% of all income tax
returns were submitted electronically in 2012171; also,90% of employment-age people perform their

17417 OAl BT ET OO AT A %OOITEAGO0 OATEETC AiiT1TC %5 1 Ai AAO
for Management Development (IMD) competitiveness survey: management of public financial resources, legal
barriers to business competitiveness, fleibility of government policies towards changes, implementation of
government decisions, transparency of government policies, bureaucracy as a hindrance to business.

168 Eurostat.

169 Eurostat.

170 Eurostat.

171 Tax and Customs Board, 95% of taxpayers submitted their income declaiats electronically
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http://www.emta.ee/index.php?id=34149&tpl=1026

banking transactions via online environment72 Both citizens and entrepreneurs find that public e
services help them save money and time, and they are generally satisfied with public services. In 2012,
76% of entrepreneurs and 67% of citizens said that they are satisfied with-services!?3 Both public
sector andprivate sector e-solutions have gathered international attention andestablished the basis
Al O %OO0iI T EA8O EIi Adiry AO A DPOT COAOOEOA A

%OOT T EAS6 O b QitiogallyAbded driveh @y plodioting the free and open internet at both
national and international levels. According toreports issued by Freedom HousgEstonia is at the
forefront of the freedom and openness of the internet: in 2012012 Estonia ranked fiist in terms of
internet freedom and in 2013 the country came second after (new entrant) Icelarid4

3AAOT 060 T AEAAOEOA AT A ET AEAAOQI 004

Estonia will have a wellfunctioning environment for the widespread use and deglopment of smart

ICT solutions,havingtherAAU ET AOAAOGAA OEA AA thé vell-heidgdof pedple Bl OE O
the effectiveness opublic administration .175

Indicator Base level Target level  Targetlevel Targetlevel Targetlevel

[Target levdl 2015 2016 2017 2018

Proportion of non-users of

ET OAOT AO Ai11¢
residents aged 1§74 years, 18 (2013)
% [Decreasing 14 12 10 8
Source:Statistics Estonia proportion
_ N (2013)]
Responsible authorities:
MoEAC
Proportion of using 100
Mbit/s or faster Internet
connection, % 3,7 (2013)
Source:Digital Agenda [Increasing 7 10 15 20
Scoreboard proportion
_ N (2012)]
Responsible authorities:
MoEAC
Satisfaction with the quality a) 67
) e O
of public services %: b) 76
a) among residents
aged16z74 years @z
[2)

b) among entrepreneurs Increasing a) 73 a) 76 a) 79 a) 83
Source: MOEACITAO survey proportion b) 80 b) 82 b) 84 b) 86
Responsible authorities: b) Increasing
MoEAC proportion

(2012)]
Proportion of ICT specialists
in total employment, %76 3 (2012)
Source:survey of Estonian [-] : 35 ; 41

Association of Information
Technology and

172 Statistics Estonia.

3. ET EOOOU T &£ %AT 111 EA | £EAEOO AT A #1011 01 EAAGEI T Oh O (
174 Freedom on Net 2012

175 Digital Agenda 2020 for Estoniaoverall objective(Government Order No. 509 dated 18.1.2013).

Y5 A3AGEE 1 ASYRE HawAa F2N 9 Qaildeyta theStae BRioet Strategfar & fidsitime S Q :

in 2014.
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http://www.freedomhouse.org/report/freedom-net/freedom-net-2012
https://valitsus.ee/UserFiles/valitsus/et/valitsus/arengukavad/majandus-ja-kommunikatsiooniministeerium/Eesti%20info%C3%BChiskonna%20arengukava%202020.pdf

Telecommunications

Responsible authority:
MoEACMoER

Most significant policy changes and reforms

Creating a common service space supporting the creation and implementation of new and
innovative e-services
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FISCAL FRAMEWORK

Budget strategy and its fiscal framework are based on the economic forecast of the Mirny of Finance
from spring 2014; this forecast is available on the web page of the Ministry of Finari¢é The main
indicators of the economic forecast are presented iAppendix 1.

The new State Budget Adibaselaw) entered into force in March 2014, withthe aim of establishing the

legal basO AT A AAOEA OANOEOAI AT OO &£ O COAOAT OARET ¢ %
in the long term. It also transposednto the national law the minimum requirements ofthe Council
Directive 2011/85/EU on budgetary frameworks of member states. The Act establishes budgetary
position rules, pursuant to which the state budget must be prepared so as to ensure thgéneral
government6 © OOOOAOOOAI AOACAOAOU bl OEOEI T E Operatiig 1 AA
OAOGOI 006 AT A TAO AAAO AOOAAT AOA AOOAAI EOEAA A O
Oi AEA E1 AAEEAOEIvestrugctdrdl Ba@dck PutsuattAoQhie$talel BOdp@ Strategy
conservative fiscal policy compliant with the provisions of the Base Act will be continued in the next

four years, and the budget expenditure will be planneds subject to availability

Fiscal policy objectives oflhe Government

AEA T AET 1T AEAAOQGEOA 1 £ OEdsupportGridoedonbni©OdabilityFRBA AT D
flexibility and efficiency of markets and to manage the risks that threaten the balanced
development of the economy. The medium -term budgetary objective (MTO) of the Government

is a general government structural surplus , which meets the requirements of the Maastricht Treaty

and the Stability and Growth Pact.

AEA 1T OAOT T AT 080 1 AE AusiGirabid fiscal @olicd that CoAlanes thd akro A
economy. The goal is to make fiscal policy decisions that support maximum macroeconomic stability,

i ATACA OEA OEOEO OEAO OEOAAOAT OEA AAI AT AAA AAOG!
growth potential and increase employment. Theexisten ce of adequate reserves and flexibility in

the budget for making changes in the structure of revenue and expenditure must be guaranteed in
order to cope with future economic downturns.

Fiscal policy decisions are made simultaneously (i.e. only in the budgé (strategy) process),
decisions aresustainable (the long-term impact of decisions is considered) and take account of sector
policies and the activities of other levels ofjeneral government and allfunding sources (European
Union grants, proceeds from ales of greenhouse gas emissioallocations, etc., in addition to tax
revenue) areuniformly regarded

Budgetary position of general government

The Government will continue with a strict fiscal policy and itamedium -term objective is at least a
structural balance of general government budget and in most years its surplus . This objective is
in line with the Treaty on Stability, Coordination and Governance in the Economic and Monetary Union
and with the new State Budget Acfbase law)entered into force in March 2014.Planning the budget
position with a surplus helps guarantee the longerm sustainability of the budget.

Estonia managed to achieve its structural surplus objective until the global economic crisis, but in
2008179 the budgetary position of general government fell into a structural deficit. Since 2009,
Estonian general government is in structural surplus again. The budgetary position of 2014 will be
slightly inferior, yet still in a structural surplus (0.1% of GDP)A decrease in structural surplus
compared with 2013 is caused bydeclining positions of both social security funds and central

177

178 The general governmentcovers public sector entities that are not considered market producers and are
financed mainly via payments made by entities belonging to other sectors. The general government in Estonia
consists of three sectors:

1) central governmentz institutions financed from state budget foundations founded by the statelegal entities
governed by public law and companies founded by the state;

2) local governmentsz institutions at the local municipality level,

3) social security fundsz the Health Insurance Fund ad the Unemployment Insurance Fund.

179 Due to later reassessments, structural deficit was also identified in 2006 and 2007.
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government. Thestructural surplus objective for coming years is seat 0.2% of GDR except in 2016
where the structural budgetary position is expected to be in balance.

If the objectives are achievedgeneral governmen6 O 111 ET ATl AOACAO O660bPI 60O

which will make it possible to restore the reserves that had decreased during the recessioNo
positive supple mentary budgets will be prepared during the year and any extra tax revenue
received in the budget will be placed into the reserves.

Tax-burden objective

4EA "1 OAOT i AT 060 T AEAAOCEOA EO Oi OAOAET OEA O
economic crisis (about 32% of GDP) by reducing labour -related taxes.

The tax burden of 2014 will be 32.4% of GDP. In the period 801472017, a reductionof income tax

rate and unemployment insurance rate, an increase of basiax-free allowance and also increased
state contributions into the compulsory funded pension for those who continued their own
contributions, will have an alleviating effect on the tax burdenPrimarily, the increase of excise duties
will have an increasing effect onhe tax burden. In summary, the tax burden will remain at a level

comparable to 2014, reaching 32.3% of GDI®/ 2018 . Future developments are discussed in detail in
the chapter on tax policy and tax burderffrom page 92).

Budgetary position ofgeneral governmert

A

In 2013, general governmend O AOACAOAOU AA £EAE OeurdsAd 0.8% & GRP. O

Central government and local governments ended the year with a deficit of 0.1% and 0.4% of GDP
respectively; social security funds had a surplus of 0.3% of GDFhe deficit was reduced thanks to
better than forecastedtax receipts, primarily in the part of corporae income tax. At the same time, the
volume of investments remained low ang e.g. payouts of parentalallowance and other social
allowances were modest. Local governments were in more than double the expected def|C|t caused

primarily by an increase of imestments, relatedinter aliaO1T 1 A O O lodal@Iécéoind.

According to the forecast, the budgetary deficit of 2014 will be 0.7% of GDP, mainly caused by central
government, becausestate pensioninsurance expenditure exceeddhe revenue by 2% of GDPThe
negative ratio of revenue from sales of emissioallocations and expenditure (investments) made from
OET OA EOT A0 xEIl A1 01 ET AOAAOA OEA OOAOA AOACA
but will still remain at a deficit of 0.5% of ®P because the growth of revenue will be less than the
growth of expenditure, inter alia due to reduction of tax burden on labour. General governmend O
budgetary position is expected to improve continuously in the coming years and will attain a surplus
of 0.5% of GDP by 2018.

4EA "1 OAOT I AT 0860 Ai AEOEI1T EO O 1 AET OAET OEA
2009 throughout the forecast period (except in 2016 which is planned to have the budget in balance).
In 2015, the Government is planningd achieve a structural surplus of 0.2% of GDP.

Tablel Budgetary position objective gfeneral governmenfior 2014;2018
2014 2015 2016 2017 2018

Structurally adjusted budgetary position of general 0.1 0.2 0.0 0.2 0.2
government (% of GDP)
Budgetary position of general government (% of -0.7 -0.5 -0.4 0.1 0.5
GDP)
State budget -04 -0.2 -0.1 04 0.7
incl. state pension insurance -20 -19 -18 -16 -13
Other central government -0.3 -0.3 -0.2 -0.2 -0.2
Social securityfunds 0.2 0.1 0.1 0.2 0.2
Local governments -0.2 -0.2 -0.2 -03 -0.1
Budgetary position of general government (m EUR) -135 -111 -78 13 136
State budget -82 -48 -30 95 169
incl. state pension insurance -380 -397 -391 -375 -322
Other central government -52 -56 -39 -38 -48
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Social security funds 35 28 27 37 51
Local governments -37 -35 -36 -81 -35
SourcMlinistry of Finance

Figurel Budgetary position oeneral government
m euro % of GDP
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Sourc8tatistics Estonia, Ministry of Finance.

Cyclically adjusted position of general government budget

The method used by the Ministry of Finance to estimate the maximum possible gross domestic
product (or the potential GDP#%) is the production function method8:. The use of this method
indicates that from 2005 to 2007 the GDP of Estonia increased considerably faster than it should have,
considering the resources existing in economy at the time, which created significant imbalances. The
economic growth that could be considered manageable for the econonoy Estonia before the crisis
was about 6%, but it actually reached 10% at times. The growth was based on the rapid inflow of
external funds as well as the overall optimism of local economic agents, which made domestic demand
considerably bigger than total production and income. This excessive demand resulted in a scale of the
economy that was up to 12% larger than usual (i.e. a GDP é&pin 2007, which was accompanied by
accelerating inflation, a strong deterioration of the trade balance and tension from the excessively
intense and inefficient use of resources in the economy, which brought along an increase in their
prices.

Demand for cansumer and investment goods decreased sharply as the uncertainty that started to
appear at the height of the boom continued to increase. The global financial crisis that started in
autumn 2008 magnified the economic downturn caused by the cyclical behavioaf the economy even
further. Global demand also decreased considerably as a result of the financial crisis and caused the
scale of foreign trade to decrease by up to one third. The negative GDP gap of Estonia increased to
almost 11% of GDP in 2009 as eesult of this. When the economic cycle went into reverse and after
rapid growth in 2011, the negative GDP gap has decreased quickly; according to the Ministry of
Finance, it was about 1.5% of the potential GDP in 2013. According to the present forecast, @GDP
gap will close completely in 2016.

As the recent financial crisis and its aftermaths have been considerably more serious than the usual
cyclical volatility of the economy, it is likely that countries lost some of their production potential in
the couse of the crisis. The growth potential of the Estonian economy in the next few years will also
be lower than before the crisis due to the same reasons.

180 potential GDPz maximum GDP using the existing production input (workforce, capital, productivitigkills)
without causing excess pressure for price increase.

Potential economic growthz change overtime of potential GDP. Dependsn changes in production inputs.
181 Further information on the GDP gap and cyclically adjusted budget position may be foumnd Appendix 3 to
the
Estonian Convergence Programme of May 2004.

182 GDP gap (output gapy the difference between actual and potential GDP.
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The estimatesss] £ OEA AUAI EAAI T U AAEOOOAA PI OEOQETT 1T £ «
the basis of the GDP gap indicate that the fiscal policy of Estonia became stricter in 2013 in the
conditions of a negative GDP gap (the GDP level being lower than the potential level) and was thus
DOl AUAT EAATI 8 %OOT 1 EA8O [E Odudtdrcychicdllekcdptin 2026 whdn th& T C
GDP gap will become positive (the GDP level being higher than the potential level), but the fiscal policy
will be more lenient i.e. procyclical. It should be kept in mind that the impact of a change in the use of
external funds must also be assessed in addition to the change in the budgetary position when a final
assessment is given to the fiscal policy. Since external funds are neutral with regard to the budgetary
position 7 revenue always equals expenditurez, an ircrease in the use of funds, for example, is not
reflected in the changes that occur in the budgetary position. It does, however, provide extra
stimulation to economic activities during the economic recess and is countercyclical in its nature.

Table2 Cyclically adjusted budgetary positi(¥of GDF

2002z 2013 2014~ 2015* 2016* 2017* 2018*

2012

1. Real GDP growth (%) 41 0.8 20 35 36 34 3.2
2. Budgetary position of general - -0.2 -0.7 -05 -04 0.1 05
government
3. Interest payments - 0.1 0.1 0.1 0.2 0.2 0.2
4. Potential real GDP growth (%) 3.8 23 25 2.7 29 3.0 3.2
4.a Contribution of capital to potential 27 15 14 14 14 15 16
growth (%)
4.b Contribution of labour to potential 0.2 0 01 01 01 01 01
growth (%)
4.c Qontnbutlon of productivity to 09 06 09 11 13 14 15
potential growth (%)
5. GDP gap (output gap) 09 -1.5 -1.7 -0.7 0.2 08 1.0
6. Cyclical budget component - -0.5 -0.5 -0.2 0.1 0.2 03
7. Cyclically adjusted budgetary -
position (7)=(2) -(6) 0.3 -0.2 -0.3 -04 -0.2 0.2
8. Cyclically adjusted primary position -

04 -0.1 -0.2 -0.2 00 05
(8)=(")+(3)
9. Fiscal policy position - Pro- Coun Coun Pro- Coun Coun

cyc. tercyc. tercyc. cyc. tercyc. tercyc.

SourcMlinistry dfinance, Statistics Estonia.

183 According to the methodology renewed by the European Commission, the seslasticity applied to compute
the cyclical conponent of the budget balance was 0.3 in the case of Estonithe same as the previously used
income elasticity (see also

).
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Figure2 Development of potential GDP and GDP (&)
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Source: Ministry of Finance, Statistics Estonia.

Structural position of general government budget

The structural budgetary position of general government is calculated by removing not only the
impact of the economic cycle but also oneff and temporary measures which may distort the
budgetary position, from the nominal position. Measures that have agmificant impact on the budget,
but whose significant impact on the cyclically adjusted budgetary position is temporary and nen
recurring (on the scale of at least 0.1% of GDP) are called eo# and temporary measures. Although
the general principles onthe basis of which the impact of a measure is classified as temporary have
been defined, the consideration of each specific case is decided separately.

The Government's objective is to achieve astructural surplus of 0.2% of GDP in 2015, structural
balancein 2016 and astructural surplus of 0.2% of GDP in 201-2018.

The oneoff measures that influence the budgetary position of general government are listed in Table
4. The total amount of oneoff measures in 2013 was0.2% of GDP. The investments associatedth
sales of AAUs will continue in 2014; added to this are the impact of the funded pension compensation
mechanism and the higher than usual dividends of statewned companies together with income tax.
The effect of the measures in this year will beD.3% of GDP. The investments associated with sales of
AAUs will also continue in 201%2016; the funded pension compensation will continue until 2017.
There will be no impact of oneoff measures starting with 2018.

Suspension of funded pension payments in 2009 z2011 and compensation of funded pension in
201472017

From 1 June 2009 to 31 December 2010, the state contributions to funded pension were suspended.
Those who wished could file a petition to continue with their own contributions in 2010. As an
exception,people born in 1954 and earlier retained the possibility to continue the contributions from
2010 pursuant to the 2%+4% system in force until then.

Starting with 1 January 2012, the contributions to funded pension were restored in full.

Those who continued with voluntary contributions in 2010 are automatically subject to the
contribution rates of 2%+6% in 201472017, where the person pays 2% and the state adds 6%. Such
persons are also entitled to file a petition to increase their own contribution from 2% t8% (in that
case the scheme used will be 3%+6%). Those witlid not continue with voluntary contributions in
2010 had also an opportunity to file a petition to make contributions according to the 3%+6% system
in 2014z2017.
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Table3 Percentages of funded pension paymer810;2018

1942-1954 1942-1954 1955-... 1955-...
continue do not continue continue do not
continue
2010 2+4 0 2+0 0
2011 2+4 1+2 242 1+2
2012-2013 2+4 2+4 2+4 2+4
2014-2017 2+4 2+4 2+6 2+4
2014-2017 if so wished - 3+6 3+6 3+6
2018 2+4 2+4 2+4 2+4

Sourcemww.pensionikeskus.ee
Revenue from sales of AAUs and investment expenditure related to the revenue

The AAUs are accounted only as those assigned under the Kyoto climate treaty, the trading period of
which lasted until the end of 2012. Revenue from sales of those AAUs was received in the period of
201072013 and investments will be in the period of 201%2016.

Dividends of state enterprises

Significantly larger than usual measures having a significant ipact on the budgetary position are
called oneoff measures. Dividends of state enterprises are reflected among eoff measures only if

the ratio of dividends to GDP exceeds the average level of previous 3 years and is at least 0.1% of GDP.
In that case, he dividend amount exceeding the average level together with the income tax is
considered to be a oneff measure.

Table4 Oneoff measures and their impact, 2043018 (m EUR)
2013 2014* 2015* 2016* 2017* 2018*

Revenuefrom sales of AAUs

18

Expenditure of AAUs 50 53 42 10
Dividends of state enterprises proportion of 58
GDP exceeding the average of previous 3 years
and being at least 0.1% of GDP, together with
income tax)
Il pension pillar contributions, 2+6 and 3+6 58 64 72 79 0
Total, m EUR 32 52 -106 81 79

0,
Total, % of GDP 02 03 05 04 03 0.0

SourcMlinistry of Finance
Table5 Structurally adjusted budgetary position, 2@2818 (% of GDP)
2013 2014* 2015 2016* 2017* 2018*

1. Cyclically adjusted budgetary position 0.3 -0.2 -0.3 -04 -0.2 0.2
2. Oneoff measures -0.2 -0.3 -05 -04 -0.3 0.0
3. Structurally adjusted budgetary position 04 01 0.2 0.0 0.2 0.2

(3)=(1)-(2)

SourcMlinistry of Finance, Statistics Estonia.
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Budgetary Position of Central Government

The biggest part of central government, which comprises about threfurths of general government,

is agencies financed from state budget (constitutional institutions and mistries with their areas of
government). Centralgovernment also includes foundations established by the state (hospitals and the
Environmental Investment Centre have the biggest impact), companies that mainly provide services to
the state (e.g. AS Riidfinnisvara) and institutions governed by public law (e.g. universities, Estonian
Public Broadcasting).

Figure3 Revenue, expenditure and budgetary position of central government
m euro % of GDP
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Sourc8tatistics Estonia.

The tax revenue of state budget, which isost sensitive to economic development, comprises the
biggest part of central government's revenue. This is why the biggest part of the budget deficit is
coming from state budget when the economic cycle is ia dedine phase Therefore, state budget
contributed the most to the budgetary surplus during the precrisis years. Nontax revenue, which

mainly consists of external support received from the European Union, also comprises a large part of
AAT OOAT Ci OAOT hdliiiodtd x revdn@A T OA EIT

4EA [ AET OEOU 1T &£ AAT OOAIT Ci OAOT I AT 060 A@gbAl AEOGOO
third 184 of which are social security expenses (incl. state pension insurance). These expenses are
followed by expenditure on economy (icl. agriculture and road construction) and health (allocation to

the Estonian Health Insurance Fund).

The remaining budgetary position of central government is the aggregatposition of foundations,
state companiesand agencies governed by public law. Lge investments, which exceed the revenue of
the current year, are one of the main factors that influence the budgetary position. The impact on the
budgetary position is negative irrespective of whether they are financed from the reserves collected in
previous years or with loans.

Table6 Position ofcentral government

2014* 2015* 2016* 2017* 2018*
Revenues otentral government(m euros) 5357 5769 5939 6,346 6.677
Expenditure of central government (m
euros) 5491 5,873 6,007 6,289 6,556
Position (m eur 0s) 134 -105 69 57 120
it 0,
PoEIIE (B €F ElE) -0.7% -0.5% -0.3% 0.2% 0.5%

SourcMinistry of Fingritatistics Estonia

184 Based on State Budget 2014.
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State budget position

State budget revenues

4 EA OOA O kveAues @ lbdnge annually in 20152018. By 2018, the revenues will increase
by about 1.9 billion euros i.e. 24.5% compared to 2014. The proportion of tax revenues in total
revenues will increase due to the improving economic environment and the deaase of the proportion

of non-tax revenue, caused by the shrinking volume of external funds (a temporary decrease due to
the launch of the new EU financidramework).

Figured4 Volume and growth of state budget revenu@seuros %)
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SourcMlinistry of Finargtistics Estonia.

During the budget strategy period (201%2018), the tax revenue (without trangmittable taxes) is
expected to show average annual growth of 6.5%. Social tax, VAT and excise duties will constitute the
largest part of tax revenues. During 20152018, social tax receipts will annually increase by 7.1% on
average; the forecasted receipt in 2018s about 2,920 million euros. Tax revenues are influenced
mainly by increasing averagesalariesbecause employment is expected to start declining.

The receipt of labour taxes in the budgestrategy period is reduced bya reduction of income tax rate
and theunemployment insurance rate and an increase of the basitax-free allowance

For the aforementioned period, receipt of VAT will increase on average by 7.7% a year and the
forecasted receipt in 2018 is about 250 million euros. The VAT forecast is based on a model,
according to which the receipt of VAT for the following periods depends on the growth of the main
components of the VAT base which make up more than 80% of the total VAT base (private
consumption, general government investments, general governmenintermediate consumption and
residential household investments) and on changes in the VAT gap.

The receipt of VAT in the budget strategy period will be increased by changes in taxation of turnover
of company-owned passenger cars andy an obligatory electronic addition to the tax declaration of
companies having more than 1,000 euros worth of transactions with a single partner in one month,
and also by increases in excise duties.

In 201572018, the receipt of ecise duties will annually increase by 5.1% on average; the forecasted
receipt in 2018 is about 1,010 million euros. The receipt of fuel excise constitutes the largest
proportion of excise duties, being increased by partial abolishment of excise benefitrfimel with fiscal
marking. The forecasted receipts are also increased by an increase of the excise duties on alcohol and
tobacco.
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Figure5 Comparison of revenues planned in State Budget Strategy-2018 and in the previous g&
budget strategy (million euros)
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For each coming budget year, the forecasted state budget revenue is expected to increase compared
with the previous State Budget Strategy. Tax receiptvill increase because of the improving economic
environment, and the predicted receipt of external funds in 2012016 has grown.

Changes in tax policies that influence tax receipt and tax incentives that have a negative impact on the
receipt of revenues nto state budget are described in the chapter on tax policy, tax burden and tax
expenditures (from page 92.

The volume of non -tax revenues depends most on external funds; theswiill constitute, on average

2/3 of all non-tax revenuesin 2015-2018. The voume of external fundswill be largest in 2015 (966 m
euros), will decrease in 2016 due to the end of the EU 2092013 programming period and its
replacement with the 2014-2020 programmlng perlod and will start to increase again in 2017.
Financial revenuesA ADAT A DPOEI AOEI U 11 bDHOI POEAOAOU ETATI A
final years. The sales of goods and servicegll enjoy stable growth throughout the period, thanks to
revenue fromemissions trading.
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State budget expenses

According to the2014 OPOET ¢ &£ OAAAOO DPOAPAOAA Au OEA - ET EOC¢
GDPgrowth will be 4.9% this year and should be between 6.1% and 6.9% in the period of 20:2018.
The forecasted overall economiprogress will also affecthe OO A OA &APehdtdndads that the
economic growth in the period 0f2014-2018 can be expected to bring about an increase of expenses
as well. Accordingto the forecast, the volume of state budget expenses 2014 and 2015 should grow

by 5-6% and somewhat lessi.e. by3-4% in 2016-2018. The developments described.e. theslower
growth of state budget expenses compared to thierecasted growth of GDPwill lead to a reduction of
the proportion of state budget expenses in the total volume of Estonian economihile the factual
state budget expenses 02013 were 43% of GDR that figure is forecasted to drop as low a88% by
2018. Starting from 2016, increasing theO O A O A  AxXpénged Wil 2hindered by a decrease of
external support because the last payouts of th€007-2013 programming period will be made in
2015.

According to the forecast, the total expenses of four years or in the period 202918 will be 36.0
billion euros. Compared with te previous strategy (20142017), total expenses will increase by 2.8
billion euros or 8.3%.

Figure6 State budget expenses, 20@618 (meurog
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A change ofexternal support financing periods will occur in 2014-2015, so pursuant to theN+2 rule,
the programming period 2007-2013 is about to end and the new financing period2014-2020) is
about to start. While the effect of the change oéxternal support financing periods on thefinancing
structure of the state budge® €xpenseswill not yet be expressed in2014 and 2015, the proportion of
external support in financing the state budgel €xpenses ca be forecasted to decrease starting from
2016. It means that payouts of the previous financing period are not made anymonghile the new
financing period has not been fully implemented yetAccording to forecasts, it will result in the
proportion of external support in financing the OO A OA A O A C Adéotedsinddf@d thé 16vAl Of
11% in 2013-2015 to 9% in 2016-2018. In the latter period, the proportion of external support in
financingtheOOA OA A O A C Addbedexpkated th incdedsé slowly

One of the' T OAOT I A1 080 PDOEI OEOEAG EO Of 00A20884 Ag
purposefully and early as possible in order to contribute to stimulating the economy and creating jobs
(an overview of implementation of the strategy for using structural fungd in 2007-2013 can be found
in Appendix 2). The same is valid for the use of the new period of EU 202820 funds and the
planning of the funds of the new period under the EU emissions trading scheme.
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Figure7 Proportion of extenal funds (without revenues from emissions trading) in financing total expenses
in 200#2017 (, euros)
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4EA OOAOA AOACAO80O AgbAl OA OOOOAOOOA EO 110 Awb,
Budget Strategy Considering the additional growth of socialallowances in subsequent years, the
proportion of fixed expenses will increase starting from2017, resulting in a decrease of theroportion

of availablefunds.

Figure8 Fixed and noflixed expenses in state budg@)142018
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Looking at the distribution of OOA OA A OA C Aa@dsOsedio@® dah iels€en that the highest
contribution is made into social protection, as expectedThe latter fluctuates in the range of 13.4-
14.1% of GDPin 2015-2018. The sectors of generapublic services, healthcare and economy also get
higher contributions than the rest. The contribution into economy will decrease by a large extentz
while it is 5.1% of GDPin 2014, the figure is expected to decrease td.0% of GDPby 2018. The
contribution to healthcare relative to GDPwill remain rather stable, decreasing by just 0.3 percentage
points from 2014 to 2018.
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Table7{ G I G S 0 dzR 3 Bylgvarnnert WiLOEESAFOG) (muros

2014 SBS2015 SBS2016 SBS2017 SBS2018
Undistributed 2014+ co-financing 0.0 13.9 43.1 55.9 56.8
Salary increase for target groups, 5% 0.0 21.3 21.8 22.5 23.2
Undistributed salary increase for all sectors, 0.0 250 51.6 78.9 107.1
xEOE EIT £l A@bdsi2a®Win A0SEA A
and 2.8% in 2016, 2017, 2018 )
Expenses entailed in the capacity for work 0.0 58 16.2 15.8 9.2
reform
Country -wide undistributed growth, RKAS 0.0 13.9 23.1 48.7 69.7
General public services 1,365.7 14355 1,495.1 1592.7 1,663.4
Defence 358.1 388.1 416 .4 443 .6 469.3
Public order and safety 404 .3 388.1 385.2 386.1 385.6
Economy 977.0 984.2 929.0 962.8 991.2
Environmental protection 320.0 2213 177.0 149.9 170.9
Healthcare 1,016.9 1,089.5 1,112.0 1,178.1 1,252.1
Recreation, culture and religion 189 4 202 .5 191.0 190.1 186.5
Education 759.8 785 .5 754 .8 762.2 781.5
Social protection 2,664.8 2,914.8 3,108.9 3,303.6 3,335.9

SourcMinistry of Finance

Operating expenses
Change in operating expensesgdneral governmentand central government in2006-2012
1 General government

In 2006-2012, the operating expenses afieneral governmentinstitutions increased by 41%, whereas
labour costs grew by 42% and managementcosts grew by 41%?185, The quickest growth in general
governmentfor the period of 2006-2012 occurred in managementcostsof central government(52%).

185 The operating expenses of Riigi Kinnisvara AS are left out of the summary, in order to avoid taking them into

account twice where general government institutonsuse RECE +ET T EOOAOA 1 386 OAT OAI
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Figure 9 Operating expenseslabour and management costs, amtumber of employees irgeneral
government 20062012
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I Central government

Comparing the data 0f2012 to the peak of economic growth in2008, it can be seen that the labour
costs of bothgeneral governmentand central government have reached the level 02008 and the
management costs already significantly exceetiose of2008.

FigurelO Operating expenses amimber of employees inentral government20062012
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State institutiong86

Due to the economic crisis, the operating expenses of state institutions decreased by 169%2099. As
the decrease of total expenditure in the same year was significantly less 40, the proportion of
operating expenses in total expenditure also decreade Operating expenses were also kept at the
same level in the following two years(2010 and 2011); as a result, theproportion of operating
expenses in total expenditure decreased td4.1% in 2011. Since 2012, the proportion of operating
expenses intotal expenditure has been recovering and this is forecasted to continue in the coming
years as well.For example, the plannedperating expensea of state institutions in 2014 arel16.3% of
total expenditure i.e.1.3 billion euros.

Figurell The growing speed of management costs has been similar to the economic growth
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It is important to note here that the increase is not caused by expenditure growth alone, but also by
structural changes and changes economic content For example, ambulance servicewhich used to
be reflected in allocations are reflected iroperating expense since 2013 The increase 02014 is also
affected by the methodology change in the Ministry of Social Affairs where activities were transferred
from social allowances and targeted supprt granted and investments madeto be reflected as
inventory and services(provision of healthcare services, acquisition of inventory, provision of social
services, prevention measures and services (57 m euros)) under management costsorder to unify
the budgeting and accounting standards

Figurel2 Comparison obperating expenseandtotal expenditurein institutions on state budget
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186 State institutions are state institutions and their subordinate institutions as well as constitutional institutions
and institutions in their area of administration.
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While the level ofmanagement coss was still below labour costs in 2013the former almost reaches
OEA |1 AO®ARXSadd beydr@d Ahe highest contributions among managementosts are made to
upkeep of buildings; the proportion of administration costs has decreased significantly when
compared t02008.

Figurel3 Comparison of managemenbsts, 20082013
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The expenditure structure will have no significant changes in the next four yearthe most important
and largest expenses are planned for the following:

defence special equipment]28 m- 175 meuros per year,

road maintenance and roadperating expenses,71.7-81.5 m euros per year;
provision of the ambulance service31 m euros per year;

provision of the healthcare andsocial services39 m euros per yeatr;

acquisition of medicines,14 m euros per year
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Change obperating expenses imstitutions with various legal forms

The greatest part ofcentral governmend © T PAOAOCET ¢ A@bAT OAO EO | AAA
state institutions and administrated institutions. Yet, theproportion of operating expenses of state
institutions and administrated institutions have decreased over the years, on account of the operating
expenses of companies, foundations and legal persons governed by the public law. central
government, that shift can be partly explained by the fact that functions v been transferred from

state institutions and administrated institutions to foundations and companies. Additionally,
numerous reorganisations of state institutions and administrated institutions have taken place in
central government in 2006-2012 (mainly integrations of main functions by way of merging
institutions).

Figure 14 Structure ofcentral governmer® aperating expensg across legal persons with various legal
forms
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Changes in the number of employees daldour costs otentral government

The analysis of employee numbers antabour costsis based on the initial data of the Ministry of
&ET AT A A8 data AnfdimatibnAsstem Exact data will ke available in AugustWhen comparing
OEEO UAAO8O AAOA xEOE OETOA 1T &£ POAOGETI OO UAAOOh I
general regulation of chart of accounts adopted as an appendix to the general regulation for state
accounting was changed in D13. As the new Public Service Act does nahclude an opportunity
anymore to hire employees outside thestaff personnel, the chart of accounts also does not include a
separate account anymore for employees outside thetaff personnel. Employees in limitedtime
employment relationships who previously were considered employees outside thstaff personnel are
now reflected as timelimited staff employees Only the number of staff employees is analysed,
therefore the analyses of previous yars do not include employees outside thestaff personnel,
xEAOAAO ©analSis ditdadydnGludes timelimited employees. For example, the number of
employees of the institutions on state budget in tharea of governmentof the Ministry of Social Aféirs
increased by 72 people due to thislthough the actual labour resource remained the same

The average number of fultime equivalent employees in 2013 has grown somewhat in central
government (by 235 employeeg and decreased in institutions on statebudget The number of fulk
time equivalent employees in state institutions did decrease, but partly due to changas the legal
form and administrator of institutions (changing theatres in thearea of governmentof the Ministry of
Culture to be foundationsinstead of administrated institutions and transferring museums to local
governments, changing administrated institutions in the area of governmentof the Ministry of
Education and Researcl2) into foundations; transferring substitute homes in thearea ofgovernment
of the Ministry of the Interior to local governments) Therefore it is important to consider the total
number of employees incentral government, which has remained on the same level throughout the
recent years
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Compared to the change in the naber of employed persons in Estoniafabour market as a whole, the
change incentral governmenthas been significantly more moderate due to the crisis, the number of
employees decreased by approximately 5% b2010 compared to2008. The employment rate inthe
labour market dropped by approximately16%.41 EAAD DAAA xEOE OEAhel AAT
number of employees in central government should decrease by &0 employees per year (cal%)
andthe number of employees in institutions orstate budgetshould decrease by ca. 300 employees per
year (ca. 1 %) over the next few years It must be considered here that theNational Defence
Development Planprescribes an increase of the staff in Defence Forces b§ active conscripts every
year. Asthe population is aging, an increase of the demand for labour force in social sector can also be
forecasted. It means that the reduction in thenumber of employeesmust come from other sectors
therefore setting priorities will become more and more important

Figurel5 Number of employees in centrgbvernmentin 2013has grown somewhat, yet the number of
employees in institutions ostate budgethas dropped

Central government labour expenses institutions on state budget
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Central governmen® @bour costsincreased by7% in 2013 when compared to 2012 exceeding also
the level 0f2008. At the same time central governmento l@bour costsrelative to GDPdid not increase
remaining at the level of6%. Labour costsof state institutions also grew by 7% compared t@012. The
highest increase of labour costs occurred ifoundations andinstitutions governed by the public law
(these costs also include other sources besides state budgiterefore the diagram shows the general
increase oflabour costs not the increase of costpaid from state budget).

The growth of average salary in centragovernment and institution s on state budgetin 2013 was
somewhat faster than the Estonianaverage, therefore the salary position relative to the Estonian
average improved by Ipercentage point The number of employees needs to be reduced due to budget
cuts stemming from demographictrends. The quality of public services must not deteriorate as a
result, therefore the current service standards must be critically reviewed and functions must be
reorganised on that basisThe pressure and need for structural reforms is growing.
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Figurel6 The labour costs of entireentral governmentincl. institutionson state budgethave grown by
7%in 2013.

Central government labour expenses institutions on state budget

1200 200% -

23%
1000 R piiad 818
150% - ot - PV 1 1 e N
15% 123% 2 a1 127
800
- 10% 100% 4 1 ! ! i |
% 2006 2007 2008 2009 2010 201% 2012 2013
400 + ] governed by_the public law
0% 200%
170%
159%
200 4 2 5% i
2 5% % 140% 142 - -
150% | e SR IR R ol -
118% =

“10% 100%
2006 2007 2008 2009 2010 2011 2012 2013 100% -

Total labour expenses (m Change compared to the previous yea 2006 2007 2008 2009 2010 2011 2012 2013
EUR) (%)

foundations

Number of full -time equivalent employees in 2013 20

o st fudget _ =

Institutions governed by the | ; ] 100% - ' ' ' ' ' ]
public law | 201 | 2006 2007 2008 2009 2010 2011 2012 2013
| i
Foundations | companies and NPOs
£60%
I - 700% §354 5054 s3%,
Companies and non-profit I 500%
organisations !
: ! 300% 1350w
200 400 600 100%:

2006 2007 2008 2009 2010 201 2012 2013
Labour expenses (m EUR)

SourcBalance data informatiemsyf the Ministry of Finance

AEARA AEEAAO 1 /£ génErdl gravih [ (5A1@)) andEAditidnal @rowth (1.5% z physicians
ambulance andwelfare services prisons, cultural sector employees teacherg in 2014 to the sectoral
salary positions can be assessed in the autumn 2014.

The average monthly salary relative to the Estoniarmverage monthly salary has improved in the
sectors of national defencesocial protection as well asrecreation and culture. The national defence
OAAOT O8O0 PI OEOEIT1T EiI DOl OAA AOA Ohrea®fgdveramehtohidd) E1
Ministry of Defence4 EA  OT AEAT DOT OAAOEIT T OAAOI 060 bhaget OET
which had previously operated as institutions administrated by countygovernments were now
transferred to local governments.Changes irthe recreation and culture sector were related to opening
Estonian- AOEOEI A - OOAOI 60 1 Ax dadBdrbOd Bdeihg to réofganiSdfich of, AT 1
labour force structure, incl. increasing thenumber of employees

The average monthly salary relative to the Estonian average monthly salary has deterioratéal the
healthcare sectot# EAT CAO OI T E BI AAA ET OEAO OAAOI O ET ¢m
tasks in organising general medical care to be transferred to thdealth Boardsince 1 January;Family
Medicine Department was established there as a new structural unit.
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Figure17 The average monthly salary of institutions on state budget relative to the Estonian average
monthly salary has increased somewhat
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International comparison

Among developed countries, Estonia is characterised by relatively high proportion ofeneral
government employees andrelatively high averageproportion of labour costs there. While the data of

2011 indicated an average general government labour force proption of 155% of the entire
employment-age population in OECD%O O relevad Ddicator was 19.4%. %0 0T 1 EA6 O b1 OE
not change significantly when adding the state enterprises into the calculation, eithealthough on
separate account 3.8% oftfte employmentage population were working in state companiesn 2011,
whereas the OECDaverage was 4.7% at that time. Estonia clearly differs from other Central and
Eastern Europe countries in that respect, as those countries have on average a significaritrger
proportion of labour force employed in state companiegfor example,18.8% in Czech Republic10.5%

in Poland, 51% in Slovakig).

General governmentlabour costsrelative to GDPare at the European Union average levélL0.8% in
Estonia, 10.7% in EU28 in 2012).
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Figurel8 General governmergmployees and labour force costs relativeGDP
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Figurel9 General governmem ital expenditureandlabour costgelative toGDP
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