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Introduction

“Estonian Enterprise Policy 2007-2013”, approved by the Government of the Republic, is an entrepreneurship development plan that sets out strategic goals and the respective fields of activities for enterprise
 development in Estonia in the years 2007-2013. The policy document is supplemented by an annual implementation plan that describes in more detail the planned activities, implementing bodies, and the desired outputs for the corresponding period.

The Ministry of Economic Affairs and Communications has mapped out the problems and identified priority fields of activity in close cooperation with business representative organisations, consulted with the general public and taken into account the results of a number of analyses and surveys
 on entrepreneurship. Experience from implementing the enterprise policy for the previous period, “Enterprising Estonia 2002-2006” has also played an important role in strategic planning.

Enterprise policy is important for guiding and promoting economic growth, and “Estonian Enterprise Policy 2007-2013”, the development plan of the field is related to many government strategies, such as “Knowledge-based Estonia 2007-2013”, “Estonian National Budget Strategy 2011-2014”, “National Strategic Reference Framework 2007-2013”, “Estonian Action Plan for Economic Growth and Jobs”, “Estonian Foreign Investment and Export Action Plan 2009-2011, Made in Estonia” and “Strategy of the Ministry of Economic Affairs and Communications for the years 2010-2013”. The fields of activity of the Enterprise Policy are reflected in the objectives of the Strategy of the Ministry of Economic Affairs and Communications under measures that support entrepreneurship.

The fields of activity described in the Policy have been influenced greatly by challenges and bottlenecks of entrepreneurship development and measures planned to eliminate them, both of which have been jointly identified and highlighted in the European Union (EU), and described in the initiative “Think Small First, A Small Business Act for Europe”, the Lisbon Strategy, Europe 2020 Strategy and the related Estonian objectives, the European Charter for Small Enterprises, European Enterprise Policy and other documents.

“Estonian Enterprise Policy 2007-2013” and the Estonian Research and Development Strategy “Knowledge-based Estonia II”, compiled for the same period under the coordination of the Ministry of Education and Research, are documents that complement each other. Close cooperation between the implementing bodies will avoid duplication and create synergies in the implementation of the development plans and finalisation of the programmes.

The innovation policy section of the Estonian Research and Development Strategy “Knowledge-based Estonia II” guides the development of entrepreneurship through purposeful activities to achieve the following objectives:

· Foundation and growth of new innovative enterprises;

· Cooperation of companies and research and development institutions, transfer of know-how and technology;

· Technological renewal of enterprises, growth of their development capacity and productivity.

Enterprise Policy is also related to the development plans of other fields, such as the Estonian Rural Development Plan and the Estonian National Development Plan for Tourism; several activities are planned to be implemented in cooperation with other ministries. There are significant areas where cooperation and links to other ministries are vital for entrepreneurship development – development of the legal environment, reduction of disparities in regional development and creation of conditions necessary for competitive entrepreneurship in regions, development of human resources that match the needs of entrepreneurship, and promotion of the internationalisation of Estonian businesses.



Figure: Links between the Enterprise Policy and other national strategies and development plans
1. OVERVIEW OF ENTREPRENEURSHIP DEVELOPMENT
1.1 Current Situation in Entrepreneurship

The history of private business in Estonia after the re-establishment of independence is not long. The country has nevertheless come a long way in a fairly short time, which is evident from the faster emergence and despite recession, improved competitiveness of Estonian companies. Only ten years ago there were 20 active companies per 1,000 residents; in 2010 the number was close to 44. In 2005 there were 44,112 active companies and 50,260 active self-employed persons in Estonia; by the end of 2009 the numbers were 58,760
 and 35,070
 respectively. 
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Graph 1.1.1 Number of companies in size categories 1995-2005 (Source: Estonian Tax and Customs Board)
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Graph 1.1.2 Number of companies in size categories 2005-2009 (Source: Estonian Tax and Customs Board)

With respect to the distribution of companies by size it is important to note that there are many companies whose size is not identified, e.g. in 2009 there were 14,833 such companies. Numerous new micro-companies are the main reason for the rise in the number of companies, although the number of companies from other size categories has started to grow faster over the last few years as well. Proportions between the numbers of companies in the size categories have not changed notably over the years, however, the trend is towards a faster growth in the number of micro-enterprises in comparison with other categories. Most Estonian companies (i.e. nine-tenths of all companies) are still micro-enterprises with up to nine employees. 
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Graph 1.1.3 Number of companies in size categories 1995, 2005 and 2009 (Source: Estonian Tax and Customs Board)

Operations in both domestic and foreign markets were growing steadily prior to 2008. In 2009 the business volumes started to shrink, though. The net turnover of Estonian businesses exceeded 45 billion Estonian kroons in 2008. The export turnover of Estonian businesses was 6.5 billion Estonian kroons in 2009, which was slightly higher than in 2005. 
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Graph 1.1.4 Increase in turnover of Estonian businesses in the domestic market and foreign markets, 2000-2008 (thousand Estonian kroons) (Source: Statistics Estonia)

In 2004 large enterprises accounted for about one-fifth of exports, although they made up less than 0.5% of all the companies in Estonia. Moreover, in 2005, the 50 largest exporters generated 43% of Estonia’s export turnover. Approximately 13% of all businesses were engaged in export 2009. Between 1999 and 2005 the number of exporters increased by 8%.

In 2008 large enterprises still accounted for about one-fifth of exports and they continue to make up less than 0.5% of all the companies also today. The role of Estonian SMEs in exports is considerably greater than the EU average, which shows that the economy as a whole relies more on SMEs. The biggest number of exporters come from Tallinn (40%) and the smallest from North-East Estonia (15%). 
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Graph 1.1.5 Distribution of sales revenue by company size in 2008 (thousand Estonian kroons) (Source: Statistics Estonia)

From 1999 to 2008 productivity and the value added by Estonian companies increased, with value added per company growing by 28% since 2005. Still, the productivity of Estonian companies continues to lag significantly behind the EU average and in 2009 made up only 63.8% of the average productivity per employee of the 27 EU member states. The past four years have seen a considerable increase, though, as the same indicator for 2005 was but 50.6%
. 
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Graph 1.1.6 Dynamics of the value added in Estonian companies, 1999-2004 (mln EEK) (Statistics Estonia)
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Graph 1.1.7 Dynamics of the value added in Estonian companies, 2005-2008 (mln EEK) (Statistics Estonia)

Foreign-owned enterprises and enterprises with foreign capital participation play an important role in Estonian economy. In 2008 enterprises with foreign capital participation, without financial institutions, accounted for 39% of the value added and 34% of employment
. As regards these indicators Estonia is at the top in the EU. Given Estonia's open economy and the huge benefits to be gained from foreign investment the Enterprise Policy includes a number of measures to further promote foreign investment. 

2009 saw a decrease in the value added in most fields of activity, but especially in the construction, financial intermediation (-8.2%) and manufacturing sectors. The value added continued to increase in forestry, fishing, public administration and defence. However, the share of the latter three is negligible in the total value added. 
Until 2008 companies improved their competitiveness and, consequently, business results through the increase in value added and productivity. In 2004, approximately three-quarters of Estonian companies earned a profit and 16% operated at a loss, while in 2001 one-fifth suffered a loss and only 67% were profitable. 27% of the companies made a profit in the first quarter of 2009 but the figure had risen to 58% by the fourth quarter. 56% of the companies were profitable in the first quarter of 2010
.
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Graph 1.1.8 Number of persons engaged in entrepreneurship in the different size categories of companies 1995-2008 (Source: Estonian Tax and Customs Board)

Until 2008 the development of entrepreneurship and emergence of new enterprises had created many new jobs. From 2001 to 2006 the number of people engaged in entrepreneurship increased by 8%, to 455,617 employees. According to recent data the number has shrunk in 2009 by 13.1% or by 73,000 persons. 

The years 2002-2007 saw a steady increase in the number of people employed by SMEs, in 2008 this trend was reversed and there was a 3% decrease. At the same time employment grew by 4% in large enterprises. A comparison between 2009 and 2007 shows an 18% and 11% drop in employment by small enterprises and medium-sized enterprises respectively, but a 17% increase in employment by large companies. Even so, small and medium-sized enterprises employ more people than large enterprises: in 2009 SMEs had a total of 242,799 employees, while large enterprises employed 135,902 persons. SMEs therefore have a significant role in creating new jobs, thus contributing to achieving a socially balanced economic development.

The majority of new jobs are created in Tallinn, the city that is home to more than half the Estonian companies and where the largest number of new companies is established. Due to well-developed infrastructure Tallinn has become a rapidly developing pull centre for entrepreneurship, and business opportunities in the capital are considered to be better than in other regions. However, it is vital that the business environment outside the capital be equally favourable and attractive for companies, so that the full business potential of all Estonia’s regions is realized and regionally balanced development becomes possible. For that it is important to develop the regions’ development engines - large-scale infrastructure projects of which Saaremaa deep harbour and Sillamäe harbour are today’s examples.

In light of the above it is important to enhance knowledge and skills in enterprises that in turn would lead to an increase in overall capabilities and would serve as a basis for success. It is equally vital to develop the enterprises' abilities to engage in international markets, increase their exports and encourage investments, as these are key to promoting entrepreneurship in general and employment in particular. Achieving a favourable business environment is one of the most important goals to ensure that enterprises succeed in their activities. 
1.2 Enterprise Policy in Estonia, Past Activities and Performance
The previous source document for the enterprise policy “Enterprising Estonia 2002-2006” highlighted five priority areas of action:

1. Development of human resources, which was targeted both at the reduction of regional and structural unemployment and at raising the quality of labour. There were two courses of action: encouraging entrepreneurship and developing the skills and knowledge required in specific fields of activity. The programmes and activities carried out under this section were the following: a training and counselling programme, support for mentoring, organisation of training courses in tourism, on quality of management, on how to start a business etc.

2. Improvement of access to funding, giving SMEs better access to the existing financial instruments and developing new financial instruments, to meet the needs of newly established companies and companies with high growth potential. The activities carried out involved start-up support for new entrepreneurs, guarantees for business loans and leases, and support for the development of the infrastructure for entrepreneurship.

3. Development of a support structure for businesses, so that existing state support schemes are available to all SMEs throughout Estonia. Another aim in developing the structures was to support the establishment of incubation centres and industrial parks, and thereby the development of services offered in incubators.

4. Promotion of information on entrepreneurship. The aim is to guarantee that government agencies distribute the information to economic operators as quickly and effectively as possible and that there is better communication between government bodies and business representative organisations. The main activities of this field included developing www.aktiva.ee, the information gateway for entrepreneurs, providing counselling and information services at the entrepreneurship development centres in counties, and launching the entrepreneurship and innovation awareness programme.

5. Reduction of the administrative burden to ensure simplicity and transparency of the administrative and regulative framework of entrepreneurship, which will help to shape a favourable business environment.

Since 2001 there have been support schemes for training courses, further training and retraining for company CEOs and employees, and for the use of external consultants - all in order to develop the knowledge and skills of entrepreneurs. Since 43% of economic operators see cost as the greatest obstacle to employee training, a growing number of them use the respective government subsidy: while in 2002 only 1% of entrepreneurs used the training support there were already 6% in 2005. The number of enterprises which regard it cheaper to hire persons with the required knowledge rather than train staff has dropped considerably; consequently more businesses are now ready to contribute to the training of their employees. The respective figures were 12% in 2005 and 2% in 2008. Also, the further a company is from Tallinn, the more concerned they are about the cost of training
. 
Although Estonian businesses are at present prepared to use consultation services, the actual use is still infrequent because entrepreneurs are not used to consultants and have had no previous experience with them
. Due to the low awareness of entrepreneurs it is difficult for them to identify the areas necessary for strategic development and to choose appropriate advisers. The training and consultancy support schemes are designed to eliminate the above problem and surveys
 have shown that the acquired knowledge and skills do get implemented in practice, although it is difficult to establish the direct economic impact thereof. 
Since 2001 the government has supported business investments by providing start-up support for starting entrepreneurs, and guarantees on business loans and leases to operating and rapidly growing companies. The state guarantees on business loans and leases through the Credit and Export Guarantee Fund (hereinafter referred to as: KredEx) so far amount to 339 million euros. The start-up grants from Enterprise Estonia (hereinafter referred to as: EAS) have helped create 1,172 new companies (2010). The EAS start-up grants of 2005-2007 were monitored in 2009 and it emerged that each Estonian kroon given in support had generated 17 Estonian kroons in sales, of which 1.56 Estonian kroons was export sales. The sectors to receive the most support were the construction and manufacturing sectors. 86.4% of the supported companies were still in business at the time of monitoring. By 2008 the start-up grant had helped create 2,198 jobs, of which almost 12% were engaged in export. 
Modernisation of the entrepreneurship infrastructure has been supported both through companies’ projects and through municipal investments into industrial areas developed by local governments. The share of companies seeking external sources of funding had grown by 2008. Although the ranking of the financing sources has remained the same, the proportions have changed considerably. For instance, the share of bank loans grew by 45%. Expectations of making a quick and large profit have resulted in a significant increase in leasing and loans from family or friends (small enterprises). Among the sources of financing the share of bank loans, foreign capital participation and government funding has grown the most. Bank loans account for the smallest part of the investment, thus businesses will also have to look elsewhere for investments. 

The national support system of entrepreneurship includes EAS and KredEx. Both institutions were founded when the reform of previous foundations began in 2000. The reform merged previously fragmented activities and several foundations to improve the administrative capacity necessary for implementing the support schemes. In 2003 the Cabinet of the Government of Estonia approved the concept of a county-level network of development centres who are contractual partners to EAS. From 1 July 2010 state export guarantees have been issued by KredEx Credit Insurance Ltd, which can also grant export guarantees for EU and OECD countries, a facility which is not available through the KredEx Fund. 
In order to overcome the economic recession additional business support measures were put in place. The main problem was access to funding and thus the state support package focused on measures aimed at facilitating access to capital. Promotion of exports is crucial for Estonia's economic survival, therefore the measures were targeted at exporters. The limits for export guarantees and business loan guarantees in the support package were increased by approximately 128 million euros and 45 million euros respectively. Three new measures were introduced: subordinated loan with interest depending on the success of the enterprise, credit line and project based loan facility for banks. As of 30 September 2010 the timber and metal sectors were the most active in the uptake of the support measures; lately the export volumes of these sectors have been growing at a great pace as well. The above measures have helped maintain approximately 17,000 existing jobs and created 900 new jobs. All in all 565 enterprises have received support, the total cost of their projects amounted to 268 million euros. 
Until now, great emphasis has been placed on improving the foundations’ organisational capacity and the quality of their services. In 2005, Enterprise Estonia was awarded the ISO

9001:2000 Quality Management certificate which proves that all the activities and processes of Enterprise Estonia comply with the international standard. Enterprise Estonia has attempted to make the procedure of applying for support as user-friendly as possible: the time spent on processing applications has been minimized and applications can be submitted electronically. E-applications for entrepreneurs’ start-up grants were introduced in 2005 as part of a pilot project within the framework of the respective start-ups’ programme, and during the very same year approximately one-third of the applications were submitted electronically. Later it became possible to apply electronically for the grant supporting the development of knowledge and skills. In the future Enterprise Estonia plans to introduce e-applications for other support programmes as well.

In order to raise awareness of entrepreneurship the information gateway for entrepreneurs, www.aktiva.ee was opened in 2001, and county development centres offer information, consultations and business advice in every county. Awareness of the Aktiva information gateway has increased continuously – while in 2002 a quarter of Estonian entrepreneurs had heard of it and 31% were using it, by 2005 almost half of the entrepreneurs were aware of it and 44% of them were actively using it
. In 2005 the Estonian version of the aktiva.ee website was visited approximately 56,000 times a month and the Russian version about 16,000 times a month. By 2008 the Aktiva information gateway had gained even more in popularity and 23% of the entrepreneurs were users and 61% were aware of the possibility
. In 2009 125,268 unique visits were paid to the web site; the number of repeat visits was considerably higher, since on the average every unique user visited the gateway three times. Business incubators play an important part in starting a business, for example more than one hundred companies were supported via four business incubators in 2009. On the average, every tenth entrepreneur contacts the county development centre for a consultation once a year; in counties with less entrepreneurial activity approximately one-third of economic operators use the services of the centres. In 2005 the county development centres consulted entrepreneurs on 6,800 occasions, in 2009 the relevant number was already 8,340. In addition the county development centres organise training events. 
Awareness of various national enterprise support schemes has been growing constantly over the years. In 2002 as many as 71% of entrepreneurs did not know where to get the necessary information; in 2008 there was no indication of businesses not knowing where to turn for information. 81% of them do not consider this a problem at all and 5% claim that they manage without the necessary information. 
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Graph 1.2.1 Access to entrepreneurship information, 2008 (Source: Saar Poll)
Information most difficult to find concerns the entrepreneur's profession and state regulation (30%). Potential clients and new markets also give reason for concern (25%)
.
Activities carried out under export policy have also contributed to achieving the enterprise policy goals. Until now the main emphasis has been on developing export activities and serving foreign investors. These activities and programmes have been carried out since the 1990ies already, and support for participation in international trade fairs, consultation services, services of the foreign branch offices of Enterprise Estonia, and services to foreign investors are still ongoing. Since 2001 companies need to have an elaborate export plan to apply for export marketing support which is granted under the export plan programme. By 2009, more than 650 companies had received support to enter new markets. 
In 2001, the government export guarantee was launched, and it has been enjoying fast-growing popularity. Export guarantees that amounted to 2 million euros in 2001, had by 2005 grown to 47 million euros, an estimated 0.8% of the total exports of Estonia. The volume of exports with guarantees was 21.4 million euros in 2009, with KredEx receiving 312 applications for export guarantees. 

There have been a number of studies of impact assessments of the administrative burden and its reduction. A “best practice on inclusion” has been drafted to involve social partners in the decision-making process, and an involvement gateway Osalusveeb.ee has been set up for involving the various parties and stakeholders. The concept of a system for regulatory impact assessment has been developed.
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Graph 1.2.2 Support by county, 2008 (Source: EAS)

Regional restrictions have been applied only to a few programmes so far (the restriction concerning start-up grants was abolished in 2009), and as a rule they have proved not to be useful. The amount of support per active company shows that in counties with low entrepreneurial activity, such as Ida-Viru, Jõgeva, Järva and Põlva, the supports have a greater impact on the business sector as a whole. There is therefore no need for regional preferences or quotas in support programmes because experience has shown that subsidies are distributed evenly and have a greater impact in regions with higher unemployment and less entrepreneurship anyway. County development centres play a vital role in activating local economic operators and distributing information about national support schemes. They work proactively to increase the awareness of entrepreneurs, and provide comprehensive help in preparing projects and submitting applications. In 2008 the programme for supporting the development of knowledge and skills was launched. Enterprises participate actively in the programme, using the grant for purchasing training and consultancy services. 
In 2007 the measure for the development of entrepreneurship infrastructure was replaced by technology investment support for industrial enterprises, aiming at increasing international competitiveness and promoting innovation through the introduction of new technology. Businesses are also actively taking up the support for training exporters, as well as start-up and development grants. 

Approximately 10% of all operating entrepreneurs received support from national support schemes in 2009 (7% in 2005 and 2% in 2002). 
Table 1.2.1 Number of projects funded in 2002-2005 by support schemes

	Programme
	Number of funded

projects

	Start-up grants
	673

	Training grants
	1 742

	Consultancy grants
	1 184

	Development of entrepreneurship infrastructure
	166

	Export planning
	372

	Business loan guarantees

	754

	Export guarantees

	951

	Total number of projects funded
	5 842


Source: EAS and KredEx reports
Table 1.2.2. Number of projects funded in 2007-2009 by support schemes
	Programme
	Number of funded

projects

	Start-up grants
	499

	Training and consultancy grants
	1197

	Export marketing grant
	277

	Foreign trade fair grant
	305

	Export guarantees
	135

	Subordinated loans
	28

	Business loan guarantees
	1084

	Start-up loan guarantees
	57

	Technology investment support
	161

	Cluster development 
	46

	Total number of projects funded
	3807


Source: EAS and KredEx reports

1.3 Primary Obstacles to Entrepreneurship Development

Although entrepreneurship in Estonia has developed relatively fast and its competitiveness has improved significantly, it continues to be dominated by companies that operate in the traditional sectors and whose productivity and profitability per employee lag seriously behind businesses in the developed industrial countries. The current international competitiveness position has been achieved largely due to inexpensive inputs, and is therefore vulnerable. The possibilities of manufacturers relying on the price-based competitive advantage are diminishing. The economic recession, meanwhile, affected several entrepreneurship indicators, such as the productivity and survival rate of enterprises, even if the earlier price-based competitive advantage was partly restored. Despite the above the number of enterprises has increased and the state has considerably simplified the business environment during the implementation of the strategy. 
Survival in international competition depends increasingly on the ability to convert new know-how and approaches into successful business. Since production costs in Estonia are already close to those in developed countries, greater productivity is the only way to maintain or improve the companies’ international competitiveness. There is room for development since, as stated above, the productivity of Estonian companies in 2009 constitutes only 63.8% of the EU average. 
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Graph 1.3.1 Productivity of workforce per employee (EU27=100%) (Source: Eurostat)

When moving towards a knowledge-based economy it is important to invest in broadening the knowledge and skills of managers and employees, to focus more on the processes creating value. Investments are also needed in the development and implementation of new technologies, as well as research and development. However, in order to finance investments companies must have access to external finance or be open to external investors who bring new know-how and entrepreneurial experience, in addition to capital.

Successful internationalisation is equally vital to companies because it ensures the market for increased production and lowers production costs by introducing less expensive inputs. Obstacles in many of the above-mentioned areas are the main reason why companies today fail to increase their productivity. One of the most serious barriers is the lack of qualified labour that companies need. The following graph illustrates the availability of employees with different qualifications.

[image: image14.png]Lihttdolised 2005.a.

Lihttoolised 2008.a.

Oskus- ja kasitoolised 2005.a.

Oskus- ja kasitoolised 2008.a.

Seadme- ja masinaoperaatorid 2008.a.
Seadme- ja masinaoperaatorid 2008.a.
Teenindus ja mutgitootajad 2005.a.
Teenindus ja mitgitootajad 2008.a.
Keskastme spetsialistid ja tehnikud 2005.a.
Keskastme spetsialistid ja tehnikud 2008.a.
Tippspetsialiste 2005.a.

Tippspetsialiste 2008.a.

Juhte 2005.a.

Juhte 2008.a.

H Lihtne
mNiijanaa
i Raske

M Ei oska 6elda

0%

20% 40%  60% 80% 100%





	Blue-collar employees 2005

	Blue-collar employees 2008

	Skilled workers and craftsmen 2005

	Skilled workers and craftsmen 2008

	Operators of equipment and machinery 2005

	Operators of equipment and machinery 2008

	Service and sales workers 2005

	Service and sales workers 2008

	Mid-level specialists and technicians 2005

	Mid-level specialists and technicians 2008

	Senior specialists 2005

	Senior specialists 2008

	Managers 2005

	Managers 2008

	Easy 

	So and so

	Difficult

	I cannot say


Graph 1.3.2 Difficulties with finding employees, 2005 and 2008 (Source: Development Trends of

Estonian Small and Medium-sized Enterprises, Saar Poll 2008)

Since companies consider training courses expensive they train their employees less than needed. Many companies have not seen training as one of the ways to reduce the shortage of qualified labour. The shortage of labour with the necessary knowledge and skills is further aggravated by the “brain drain”, i.e. top specialists and skilled workers leaving Estonia, and the aging of the population. 

Most Estonian companies operate only in the domestic market. The small volumes of Estonia restrict the growth of companies oriented towards the domestic market alone, especially given that domestic consumption is not expected to grow considerably in the near term. According to the enterprise survey, one-third of companies say that finding a market for their products and services is a serious problem hindering their development. The European Central Bank pointed to low demand in an analysis, where 27% of the SMEs stated that finding clients was their biggest problem. An Estonian National Audit Office study revealed that shrinking demand was the biggest problem and limited capabilities were the main obstacle to development for all enterprises. The Small Business Act
 also points to problems that companies strongly oriented towards the domestic market may face in the future because of low demand. Product development and design play an important role in increasing exports and therefore require constant attention. With ongoing globalisation and liberalisation of foreign trade, embarking on internationalisation makes it possible to use the consumption potential of international markets and achieve economies of scale.

Effective cooperation between companies is critical in the case of smaller production capacities. Unfortunately Estonian small enterprises still have a fairly low degree of cooperation with partners, and of other elements of strategic management. In many small enterprises strategic management is not carried out consciously, and managerial knowledge and skills do not meet the requirements of today’s increasingly knowledge-based economy.

Companies must have access to capital in order to finance various investments targeted at increasing productivity. Despite Estonia’s relatively well-developed financial sector and well-functioning capital markets there are areas where private markets do not function and government intervention becomes necessary. The percentage of companies for whom access to capital is the biggest obstacle to development dropped from 34% (2002) to 21% (2005), but increased again to 25% by 2008 and skyrocketed during the economic recession. Potential entrepreneurs are also not to be disregarded. According to the survey of entrepreneurial mindsets among the Estonian population, potential entrepreneurs see lack of financial resources as the greatest obstacle to setting up their own business. In addition to insufficient possibilities to raise capital, potential entrepreneurs often lack the skills, i.e. know-how how to raise capital.
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Graph 1.3.3 Companies for whom raising capital is the key problem (% of representatives of the corresponding group) (Source: Development Trends of Estonian Small and Medium-sized Enterprises 2005, Saar Poll)

Potential entrepreneurs and new businesses find obtaining financial resources more problematic than the average SME. Rapidly growing and innovative companies and micro-enterprises also have difficulties raising investment capital in the capital markets. Most often small companies use own financing and micro-enterprises borrow the least from banks. 

Due to these and other reasons (e.g. complexity of administrative procedures, lack of business idea, scarce knowledge and insufficient skills etc.) the entrepreneurial mindset among the Estonian population is relatively inactive. Still there has been some development for the better in recent years. According to the Estonian Tax and Customs Board there were 33 active companies per 1,000 residents in 2006 and 43.6 in 2009. 

In addition to the relatively small number of potential entrepreneurs, the survival rate of Estonian companies is also low. 63.2% of companies are still viable three years after registration, which indicates that more than one-third of companies are liquidated within three years of their foundation; with this respect Estonia is slightly above the EL average
. Not every undertaking can always be successful and many start-ups wind up their activities in the first three years in other countries as well. Still, the survival rate has slightly improved in comparison with former years - the survival rate was only 57% four years ago. There are probably several reasons but the business environment (capital markets, legal environment, entrepreneurial culture, and support structures for businesses) has a large role to play in the survival rate, while the improvement in the knowledge and skills of entrepreneurs obviously has had an impact as well. 
Estonian companies have considered and continue to consider the excessive tax burden, inappropriate legislation and bureaucracy as the biggest obstacles to development. The biggest barriers to company development include the regulations of the respective economic sectors well as extensive reporting obligations and time-consuming official procedures. The graph below describes all the obstacles to the development of entrepreneurship.
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	Problems with certification and compliance with other requirements

	Language and culture related barriers

	Difficulties in complying with product/service quality requirements

	Problems with development of new products/technologies

	Working premises do not meet the requirements or are lacking altogether

	High crime rate

	Unsatisfactory infrastructure

	Problems with supply/delivery procedures

	Difficulties in access to funding

	Insufficient skills of employees

	Problems with marketing products/services

	Low productivity against the background of rapidly growing wages

	Labour shortage

	Non-payment or late payment of bills

	Legislative burden and excessive bureaucracy

	High tax burden


Chart 1.3.4 Obstacles to entrepreneurship development (%) (Source: Development Trends of Estonian Small and Medium-sized Enterprises, 2008, Saar Poll)

Based on the above, Enterprise Policy focuses on four main fields of activity: 

1)developing know-how and skills; 

2) supporting investments and securing access to capital;

3) supporting internationalisation;
4) developing the legal and business environment.

2. ENTERPRISE POLICY 2007-2013

2.1 Vision

The residents of Estonia are creative, innovative and enterprising. People have the skills and the desire to convert their ideas into a business plan, and are able to get the necessary resources from the markets. The society supports enterprising people with a favourable attitude and acknowledges the role of entrepreneurship as the promoter of the country’s economic development and welfare.

Estonian companies are successful in international markets and produce high added value with their activities. High productivity, new or improved products and services, and in-depth knowledge of target markets and the possibilities of internationalisation enable enterprises to expand into new markets, thereby increasing production volume. Constant learning, innovation and development, and familiarity with the companies’ development opportunities enable Estonian businesses to increase their productivity and thereby results and revenue. Estonian businesses practice corporate social responsibility towards the environment and the society, and there is sustainable development of entrepreneurship.

Favourable business environment in all of Estonia supports potential entrepreneurs, starting and practising entrepreneurs, and among other things, attracts both domestic and foreign investments that go to sectors producing high added value. Elements of an enabling business climate include strong entrepreneurial culture, a legal environment conducive to enterprise and entrepreneurship, the infrastructure necessary for business, educated entrepreneurs and employees and well-functioning capital markets.

2.2 General Objectives

The long-term goal of Estonia’s economic policy is to increase the prosperity and quality of life of the Estonian people. Since entrepreneurship is economy’s growth engine, guiding the former’s development is very important in the process. Enterprise policy shapes the business environment whose inseparable parts today include, among others, national entrepreneurship support programmes and development activities.

As a result of the successful implementation of the enterprise policy Estonia is moving closer to the following general objectives:

· Estonian entrepreneurs and employees are competent, professional and creative and the people are enterprising and innovative;

· Estonian companies have the means to make investments that are future-oriented and increase productivity;

· The export capacity of Estonian companies has improved, exports with high added value have increased and the companies' growth results from taking advantage of the opportunities of international operations;

· Estonian legal environment favours entrepreneurship and the entrepreneurial mindset and does not unnecessarily burden the businesses;

· The export capacity of Estonian companies has improved, as shown by an increase in the number of exporting companies and the growing share of Estonian exports in world trade. 

Entrepreneurship activity is an indicator which is calculated on the basis of the data from the Estonian Tax and Customs Board. The indicator is based on the number of companies reporting sales and the population figures from Statistics Estonia. Enterprise survival rate is determined by taking the number of enterprises founded three years ago and using the Estonian Tax and Customs Board data, establishing the percentage of those who still are active after three years. The Eurostat data on productivity per worker as compared to the average of the 27 member states are used for the productivity indicator. The World Bank determines the position of countries in the annual Doing Business list. The Estonian Tax and Customs Board data concerning companies that have reported exports during the current year are used for establishing the number of exporters. The World Trade Organisation (WTO) data concerning export volumes of goods and services serve as a basis for calculating Estonia's share in global exports. 

Following from the objectives, the measures and activities to be used in carrying out the enterprise policy have been divided into four areas and the policy into four respective chapters based on the areas.

The following indicators are used for evaluating how the objectives have been met:

	Indicator
	Explanation
	Source
	Base level

(year)
	2009
	Target level

(2013))

	Entrepreneurship

activity
	Number of

businesses per

1000 residents
	Estonian

Tax and Customs Board
	36.6 
	43.6
	47

	Enterprise survival

rate
	Number of

businesses active three years after registration
	Estonian

Tax and Customs Board
	64% 
	63.2%
	67%

	Enterprise

productivity (of EU-

27 average)
	Productivity per

worker as compared to EU-27
	Eurostat
	61.4% 
	63.8%
	72%

	Position of Estonia in

the World Bank study of business-related legal environment, titled Doing Business
	Comparison of

183 countries on regulations that favour or hinder entrepreneurship environment
	World

Bank
	16


	24
	Estonia is

among the top

15 countries

	The number of exporting companies has increased
	Number of exporting companies 
	Estonian

Tax and Customs Board
	7,240


	8,555
	10 000



	The share of Estonian exports in world trade has increased
	The share of Estonian exports (%) in world trade
	World Trade Organisation 
	0.088%
	0.085%
	0.095%


2.3 Enduring Core Values

Development of entrepreneurship and the business environment are strongly interdependent. Changes in the environment can promote or hinder the development of entrepreneurship and vice versa. Enterprise policy therefore affects directly or indirectly developments in several other fields, such as the environment, regional and local development, employment rate and social inclusion, culture, public health etc. Some of the developments are desirable and improve the welfare of people. However, thoughtless steps could affect the environment with an irreversible negative impact that would dominate over the positive results achieved.

The planning and implementation of the Enterprise Policy is based, in addition to the general objectives outlined above, on four enduring core values that are meant to stimulate positive developments in the Estonian society and to prevent negative developments. During programme developing and political decision-making the following arguments help to choose between alternatives that have a similar influence on the main objectives:

· sustainable development – clean environment, healthy people, sustainable use of resources, incl. energy;

· regional and local development;

· high employment rate and alleviation of social problems;

· development of the information society;

· internationalisation and increase of export capacity of enterprises;

· development of creativity and initiative. 

It is important that the growth and profitability of entrepreneurship are not achieved at the expense of other members of society or the environment. Enterprise policy supports responsible development of entrepreneurship.

2.4 Fields of Activity
2.4.1 Developing Know-how and Skills
When moving towards a knowledge-based economy it is first and foremost important that economic operators have access to information and new know-how, to educated and skilled workforce and innovations generated by research and development. Besides know-how and skills, creativity, innovation and an enterprising attitude are equally important for generating new approaches and utilising them profitably. Investments in know-how and skills require considerable resources from companies. At the same time they are risky investments because the know-how and skills acquired are not liquid assets that can be sold at any given time. It is difficult to forecast the effect that the development of know-how and of skills could have on the growth of productivity, and the effect may not manifest itself in the short term. As the share of knowledge-intensive fields of activity grows, thereby increasing the importance of know-how as the prerequisite for company development, the government intervenes by partially covering training costs. This is done to promote training which would make the know-how and skills of human resources meet the actual needs of companies. It is unlikely that the education system will ever become sufficiently flexible to provide businesses with appropriately trained employees in a rapidly changing economy.

According to a study conducted among economic operators in 2005, 70% of them had difficulties finding skilled workers and craftsmen. By today, the situation has slightly improved. 50% of economic operators noted in 2005 that it was difficult to find mid-level specialists and technicians. At the same time, only 61% of entrepreneurs had provided training for their employees. In 2008 one-fifth of entrepreneurs had trained all of their employees and 41% had trained at least half of their staff. The specific training depended most on the field of activity of the enterprise. As a result of the economic situation the training of employees has been reduced in several training fields by now. At the same time cost is another obstacle to training. Entrepreneurs feel that legal, accounting and tax related training is the most effective. 

By 2008 the enterprises' awareness of the various support programmes had improved considerably. Also the share of enterprises that had used support programmes was growing. Most often support is sought from EAS (34% of the enterprises), with banks serving as the next alternative for funding. 

It is not only employees who must continuously develop their skills, but managers as well, because effective management is vitally important for a growing company. Although companies consider finding appropriately qualified managers the least problematic, finding managers is still difficult for 41% of medium-sized enterprises. In more than half of Estonian companies, none of the managers have a university degree in their profession. A little more than 40% of managers have attended long-term management courses. 

CEOs need many-sided information to make competent decisions. Diagnostics, consulting and mentoring help companies to direct more efficiently their efforts and investments targeted at developing productivity, enabling them to make calculated decisions based on thorough analysis. In order to add value to the services and products provided by enterprises they require knowledge of design management techniques and skills on how to formulate a design task. Quality information, consultation and other services need development of the corresponding support structures and networks of consultants offering the services. Small producers and lifestyle companies are another important target group for consultation and diagnostic services; they are employers both for themselves and their family and friends.

Entrepreneurs’ lifelong learning is as important as the lifelong acquisition and upgrading of knowledge and skills of any other specialist. Among other things, it is important to improve entrepreneurs’ knowledge of the challenges that an aging population and a decreasing working-age workforce represent. Entrepreneurs must be aware of the hidden opportunities of flexible working methods, occupational safety and the ergonomic working environment. 

In order to inspire entrepreneurs to study it is necessary to help them realise what they do not know and to find the appropriate training and trainers. In addition to traditional ways of learning they need role models and examples; interested parties can get this from true stories that teach a lesson – success stories and best practices.

Prior knowledge of entrepreneurship is a significant factor that influences how enterprising people are. According to the survey of entrepreneurial attitudes among the Estonian population, 49% of the working-age population see insufficient knowledge and skills as the main hindrance to starting a business. People’s knowledge about entrepreneurship and being an entrepreneur is therefore a substantial factor in realising the entrepreneurship potential. The better the knowledge of how processes work, the less groundless fears and ignorant opinions there are about hindrances to starting a business. Today only 10% of secondary school graduates have had a course in entrepreneurship.

One of the problems is that entrepreneurship is often not seen as an opportunity. The Small Business Act country fact sheet for Estonia notes that on the average 57.48% of EU citizens consider entrepreneurship as an opportunity; in Estonia the corresponding percentage is barely 38. Taking into account to which extent people believe that education has an impact on their attitudes towards entrepreneurship, the rate in Estonia is 45.9% as opposed to the EU average of 52.8%. These figures have a direct bearing on the Enterprise Policy's objective of increasing awareness. 

Entrepreneurship education is seldom on the curricula of vocational schools or institutions of higher education. The knowledge of young people about entrepreneurship and innovation therefore depends on what is available at their school, i.e. teaching staff and their knowledge and initiative. Lack of teaching resources, teaching methodologies and teachers are the main problems. Yet it is important that each graduate has sufficient knowledge of entrepreneurship to be able to spot opportunities and realise them through business. Equally, employees in a market economy also have to be aware of how businesses operate and develop, and what the employees’ role is in the value-creating process.

In one way or another entrepreneurship depends on all areas of life that surround us. Formation of a competitive business environment starts from thorough knowledge of and understanding of the needs of the business sector in the society. The society at large also needs to learn; attitudes and values must evolve to make the cultural environment supportive of entrepreneurship and the entrepreneurial mindset. The media, public figures, drafters of policies, public servants, teachers and lecturers, and of course entrepreneurs themselves have an important role in making the society’s values more favourable for entrepreneurship and the entrepreneurial mindset. That is why the target group for the enterprise policy in the field of developing the entrepreneurial culture is so much wider than just entrepreneurs and potential entrepreneurs.
A strong cultural environment supports and emphasises the opportunities and needs of inter- company cooperation and acknowledges the benefit of joint efforts for entrepreneurs. Cooperation is critical for micro-enterprises who wish to expand to foreign markets and overcome obstacles resulting from small production volumes.

Objectives in developing know-how and skills:
•
entrepreneurs’ decisions are competent and professional;

•

employees’ know-how and skills meet the company’s needs and the company is accustomed to improving the know-how and skills of its employees;

•

people are enterprising, they want to and can be entrepreneurs because they have the necessary know-how and skills to be in business;

•

the society has a favourable attitude towards entrepreneurs and entrepreneurship and supports new and innovative initiatives.

Measures for developing know-how and skills:
1. Development of the know-how and skills of entrepreneurs, managers and employees through promoting training and lifelong learning
•

partial co-financing of the training courses and consultations purchased, to stimulate the development and updating of the employees’ know-how and skills;

•

training of CEOs, distribution of new management ideas and guiding SMEs towards more conscious management;

•

developing the tools necessary for a systematic development of the quality of management (recognition schemes at different levels, database of comparative analysis etc.)

•

providing training services that are not yet available or not available at a required standard on the market due to low demand, but which have a positive effect on the development of the competitiveness of the company (including training provided by county development centres);

•

promoting the cooperation between companies and educational institutions, also for curriculum development.

2. Consulting companies that are starting, that have growth potential and that are going international, in areas that promote productivity, growth potential and competitiveness
· identifying the bottlenecks of corporate development, and consulting on the elimination of them and realisation of development potential;
· extending the fields of competence of entrepreneurship consultants working in the entrepreneurship support structure and in the private market; developing an accreditation system for entrepreneurship consultants and developing networks of consultants to raise the quality and availability of comprehensive consultations;
· consulting starting entrepreneurs (including at county development centres) and mentoring by experienced entrepreneurs or specialists of a given area;
· developing the incubator services that entrepreneurs need and supporting the supply of services in business incubators;
· increasing product, service and sectoral competences by supporting the engagement of support officers. 
3. Increasing familiarity with entrepreneurship and innovation through distribution of information and awareness raising in different groups of society
•

distributing current and new information about entrepreneurship and improving access to it through information environments designed for entrepreneurs, broadcasts, publications and surveys;

•

increasing awareness of entrepreneurship and innovation in different groups of society through supporting various initiatives and promoting understanding and general knowledge about entrepreneurship among decision-makers of different levels;

•

drawing up and developing curricula and teaching resources to improve the entrepreneurial mindset and knowledge of entrepreneurship among pupils and students;

•

improving the entrepreneurship-related and innovation-related knowledge and attitudes of teachers, lecturers, researchers and other people working in education through training and additional information.

2.4.2 Supporting Investments and Securing Access to Capital

In addition to other resources entrepreneurs need money to carry out their business plans. There are a number of ways to raise capital – using personal savings, taking a loan with personal or company property as security, involving investors and venture capital or using the help of friends and family. Even though Estonia’s capital market is relatively well-developed by comparison to other European countries, there are three problem areas where the market does not function today.

Based on the required additional investment forecast, companies can be divided into two main groups: businesses needing less than 12,800 euros and businesses whose rapid growth or growing needs require 64,000 to 320,000 euros of additional investment
. A third group includes projects with very high risk where relatively large investments are needed. Since traditional financial instruments do not function in the three areas, economic operators are unable to raise the necessary capital in private markets, and the implementation of innovative ideas directed at increasing productivity suffers as a result.

Difficulties in finding additional funding are particularly acute for starting entrepreneurs who have no security, no well-formulated business plan or company’s financial history to confirm their creditworthiness. The riskier the idea the larger the investor’s or creditor’s risk, which reduces the possibilities of raising additional capital and increases the cost of loans. The smaller the desired loan the less profitable it is for credit institutions. By comparison with the business sector in general, finding additional funding ranks first among the problems of small companies and starting companies – 67% of entrepreneurs found the lack of financing possibilities the largest obstacle that they needed to overcome when starting their business
.
A large proportion of the population see the lack of financial resources, fear of failure and fear of debt as the greatest obstacles to starting a company. The best start-up scheme for a starting entrepreneur is therefore comprehensive and contains access to other support services and entrepreneurship-related information and knowledge, in addition to investment support and distribution of financial risk. In addition, a good start-up scheme is easily accessible for the economic operator and is based on public-private partnership where the public sector only contributes in areas where private markets do not function.

A rapidly growing company that needs more investments is often not credible for banks due to insufficient equity capital, risky field of activity or poor security. Companies with bigger turnover (over 192,000 euros a year) and growth potential also complain about the lack of financing opportunities; one-forth consider it to be a substantial hindrance to development
. The problem has been further aggravated by economic recession. The solution lies in intermediate financing in the form of an equity loan (mezzanine funding) and additional state guarantees that make the project more attractive to both banks and investors. The uncertainties in economy and conservative attitudes of banks make long-term funding difficult to find as well. Therefore sustainable investment projects with significant impact for the Estonian economy may never be implemented. With the reduction of factoring and credit limits and less favourable terms of payment companies are also in need of additional working capital. Long-term loans granted in cooperation with banks would be a solution here. 
Productivity growth in companies stems from the introduction of modern technology. Government support for investments in technology is above all needed in small companies whose productivity is significantly lower than the industry’s average and whose access to bank loans and leases is limited.
Involving external investors presents an opportunity for a simultaneous introduction of capital and know-how necessary for the company’s development. However, Estonian entrepreneurs do not have a favourable attitude towards external investors – only 26% see them as an opportunity of raising additional funds. One of the reasons is the short and still developing tradition of investor relations in Estonia. One-third of the companies admit that they are afraid of losing control over their business. Rather than involve an external investor, entrepreneurs would take a bank loan. Companies with turnover below 16,000 euros or over 1.9 million euros are the least inclined to seek external investors
. Work should therefore not be limited to improving the possibilities of additional financing for companies with different profiles, but should also include expanding the companies’ know-how and skills on how to raise capital in an appropriate form and extent. Here, attention must also be paid to Estonian investors to improve their possibilities of investing their available capital into Estonian business. Mediating contacts between potential investors and companies in need of investment is one way of making the wishes meet the needs of the parties in the capital market.

Estonia has traditionally been an attractive destination for foreign investment; Estonia's per capita foreign direct investments are among the highest in Central and Eastern Europe. In 2008 the share of foreign investment of the country's GDP was 71.4% and the annual inflow of foreign investments at current prices was 8.2% of GDP. As of March 2009 Estonia had received 11.3 billion euros worth of foreign investments, of which 35% was used in financial intermediation, followed by the real estate sector with 25%. The manufacturing sector came third with 15% of foreign investments. The contribution of foreign investments to economic development is not limited to capital inflows and importing new skills and technologies; there is also twice as high probability that enterprises with foreign owners or participation are stronger exporters
. 
Investments into infrastructure must also be supported, so that entrepreneurship could develop equally quickly throughout the country. Estonia has many regions where the infrastructure necessary for business has not yet been developed and where companies with growth potential would not settle.

Objectives of investment support:
•
Seed
capital
is
accessible
to
new
entrepreneurs
(including
the


socially disadvantaged);

•
Enterprises of different nature and characteristics have the skills and the opportunities to raise capital and to make productive and future-oriented investments;

•
Estonian investors use their available capital and know-how in Estonian SMEs.

Support schemes for investments:
1. Improving enterprises' access to capital
•
State guarantees for start-up and micro-loans;

•
Improving knowledge about the various funding possibilities;

•
Provision of loan instruments, to allow companies access to capital in the case of 
market failure;

•
State guarantees for loans, leases and bank guarantees.
2. Supporting investments
•
Start-up and development support to new companies;

•
Support for companies’ investments in modernisation of technology;

•
Public sector activities to support the business environment, incl. development of infrastructure and the necessary work force.

2.4.3 Supporting Internationalisation
The Estonian market is small, and for local companies to fully realise their growth potential they will sooner or later have to start operating in foreign markets. Entering new markets requires a product that is suitable and adapted to the target market, knowledge of target markets and foreign operations, and a flexible and strong organisation. Non-compliance with these requirements is one of the reasons why only 13% of Estonian companies are engaged in export today.

Growing exports help balance the current account of Estonia's balance of payments, increase budget revenues and create employment. Exports made up 76% of GDP in 2008; in the last eight years the share has remained between 70-80%, which is relatively high in comparison with other countries. The structure of exports leaves more to be desired, though. A large part of Estonia's export sales comes from low added value subcontracting and even this activity has lost its competitive edge as a result of rising labour costs in recent years. 
Acquiring the relevant knowledge, consultations and information, finding partners and adapting the product to meet the clients’ requirements and standards in the target market are connected with very high sunk costs that a small company often cannot afford due to its limited production volume and resources. Furthermore, the company and its product must be competitive enough already before entering a foreign market, to take advantage of the growth potential of the larger market.

Surveys indicate that entrepreneurs see their main export barriers in fierce competition in foreign markets, lack of resources (lack of qualified labour, lack of financial resources for development and marketing), production-related problems (low production volumes and outdated equipment) and in problems associated with products and services (product development, compliance with quality requirements).

Lack of export-related knowledge and skills is also a problem for potential and new exporters. The fact that one-half of exporters are fulfilling random export orders is a source of considerable concern. Only every sixth company has an export strategy or export plan and export budget. Nearly a quarter of exporters claim that exports constitute a part of their general business strategy. Random export orders are mostly taken on by smaller companies. 
According to the Estonian Foreign Investment and Export Action Plan 2009-2011, Made in Estonia, the main problems are the following: 

· Launching export activities;
· Limited experience with export markets;

· Low share of high added value exports.

The Study of Estonian Exporters
 highlights the key contradiction among Estonian exporters: they consider quality and inexpensive inputs their strength but they are unable to guarantee efficiency, profitability and sufficient production volume at the required quality level. They lack both the financial and human resources necessary to increase their competitiveness. Above all, exporters expect the government to support the introduction of innovative and knowledge-intensive products, export support and stronger education and regional policy.

The government can support entrepreneurs in the different phases of internationalisation mainly by the reduction of one-off sunk costs and distribution of risks of foreign operations. Supporting internationalisation cannot be limited to supporting only entrance to foreign markets by export or investments in the country of destination, since foreign investments and inexpensive inputs from outside Estonia can have a significant influence on competitiveness.

Various measures and activities directed towards meeting the needs of specific entrepreneurs and the general objectives are therefore envisaged to support the internationalisation of companies. 
Know-how and consultations on internationalisation are the first thing that new exporters and entrepreneurs who have not yet engaged in export need. A range of marketing support schemes are targeted at enabling more experienced exporters to launch their product in a foreign market. Since a competitive product is essential to succeeding in foreign markets, supporting product development and ensuring production resources are considered very important. More than half the exporters engage in product development at present.

Cooperation between companies in product development and marketing is important both in the production chain and horizontally. It is therefore important to develop measures to promote the formation of clusters and their successful operation.

Serving foreign investors promotes the inflow of foreign investments which in turn means inflow of capital, technology, know-how, marketing channels and contacts to Estonia. Business and investment climate must be improved continuously to reach the level of developed countries in foreign direct investments per capita and to make Estonia a more attractive destination for investments than our competitors.

Furthermore, promoting Estonia as a country of origin and Estonia as a business and living environment supports both the export of products and services and the inflow of investments. Enterprise Estonia follows the same objectives in developing a network of its foreign representations in key export destinations and in countries of origin of investments and tourism. Government export guarantees are directed towards compensating payments not received from foreign buyers and preserving the investments of Estonian companies in other countries.

Objectives of internationalisation support:
· More prominence and a growing reputation of Estonia’s products and its business and investment environment;
· Improving access to information and skills concerning exports;

· Facilitating entry to foreign markets;

· Ensuring services to help entrepreneurs in target markets;

· Creating a closer connection between foreign policy and export opportunities.

Means of internationalisation support and export capacity growth:
1. Development of the export capacity of Estonian companies
· Supporting the expansion of companies into new markets;

· Marketing support to companies with export potential;

· Training and consultation support to starting and existing exporters;

· Supporting the formation of clusters and joint marketing, preferably in cooperation with business representative organisations;

· Granting state export guarantees to exporters.

2. Support to companies with services supporting internationalisation
· Establishing support units for internationalisation and a counselling network to provide advice in the target markets;

· Internationalisation-related information services (databases on export and investment, mediation of enquiries and business contacts).

3. Activities in the public sector, which promote internationalisation
· Shaping Estonia's reputation (articles, information and brokerage events supporting the development of exports, investments and tourism);

· Work with investors (organisation of brokerage events, dissemination of information, processing enquiries, advice and other services to investors);

· Mediating offset transactions in case of defence related procurements (advice to entities under the offset obligation concerning the Estonian partners, auditing, monitoring and preparing reports concerning offset transactions);

· Strategic coordination of the process of internationalisation through regular communication with exporters and key investors;

· Creating a closer connection between exports and foreign policy.
2.4.4 Developing the Legal and Business Environment
The legal environment of a country has a significant influence on the freedom of operation and the possibilities of entrepreneurs, their operating costs and thus the long-term international competitiveness of businesses. Furthermore, legal environment influences the entrepreneurial mindset of the people: if it is simple to establish a company and to run the business and if the costs related are low, it motivates potential entrepreneurs to realise their business idea.

In a legal environment favourable to entrepreneurship and the entrepreneurial mindset, any regulatory impact on entrepreneurship has been well weighed and justified, and administration is simple and fast. Although in 2009 Estonia ranked 24th among 183 countries in the World Bank rating on the ease of doing business
, 39% of entrepreneurs see legislation and bureaucracy as a significant obstacle to development
. More than a quarter of them (27%), mainly smaller entrepreneurs, feel the direct restrictive impact of specific laws or regulations on their business. The complex administrative procedures related to establishing a company are seen as an obstacle to establishing their own business by 44% of the working-age population
.

Several legal acts and bureaucracy therefore have a negative impact on both entrepreneurship and the entrepreneurial mindset. Furthermore, there is no common practice in involving interest groups in policy formulation and the legislative process. On the one hand, half the ministry officials have never or seldom involved representative bodies of entrepreneurs. On the other hand, several studies and communication with business representative organisations indicate that the representative bodies would like to be more involved in the processes, in particular in the early legislative drafting process. 

The legislation on entrepreneurship is being currently revised and simplified to reduce the unjustified negative impacts that the legal acts in force have on entrepreneurship and the entrepreneurial mindset. New drafts will include an impact analysis that assesses, among other things, the companies’ administrative burden resulting from complying with the proposed law. The objective of measuring the administrative burden is to eliminate excessive bureaucracy and unjustified reporting obligations, which will reduce the time and money spent by entrepreneurs and allow them to concentrate on fulfilling the main objectives more than before.

Business representative organisations and the general public are more and more involved in legislative drafting, and the organisations’ capacity to have a say and to represent their members is developed, to ensure that new legislation on entrepreneurship and possible amendments are carefully considered, purposeful and implementable. Experience in high-quality legislation on entrepreneurship enables Estonia to participate more effectively in the drafting of EU legislation and to better represent Estonian businesses in the drafting process. Various forms of including partners are used: the Small Enterprise Advisory Board (Väikeettevõtluse Nõukoda) brings together representatives of business organisations and other stakeholders; entrepreneurs can have a say about the EU legislation via the European Business Test Panel. Through inclusion the legislative result will be more considered and legitimate. 
The action plan drawn up by the Ministry of Justice, Entrepreneur’s Law (Ettevõtja Õigus), has highlighted several areas that are insufficiently, inefficiently or excessively regulated from the perspective of economic operators. The objectives highlighted in the action plan have been taken into account in the Enterprise Policy when discussing the key areas where the legal environment concerning entrepreneurs requires extensive reforms or faster amendments. The Better Lawmaking Programme will lead to simplified legislation, also for entrepreneurs. 

Attempts at shaping the legal environment must bear in mind that any restrictions on entrepreneurship violate one of the fundamental rights – the freedom to conduct business. Violation of a fundamental right is permissible only when it has a legitimate purpose and is proportional with regard to the intended purpose.

Objectives of developing the legal environment:
•
Existing and new legislation is carefully weighed, purposeful, comprehensive, can be easily complied with and involves minimal compliance costs for entrepreneurs;

•
Communication with government institutions is efficient, simple and fast for the economic operator;

•
Entrepreneurship legislation, the involvement of entrepreneurs and communications with government institutions are based on the principles of the information society and promotion of fair competition;

•
All government restrictions on entrepreneurship have a legitimate purpose and are proportional to the intended purpose, promoting free and fair competition.

Measures of the development of the legal environment:
1. Introduction of impact assessments for new and existing legislation on entrepreneurship
· Developing a system for impact assessment of legislation: implementation of the action plan developed for impact assessment of legislation in ministries and improving coordination of the impact assessment system; 
· Training of officials carrying out impact assessments, and distribution of impact assessment methods of entrepreneurship among other ministries. 
2. Improvement of the international competitiveness of the legal environment for businesses

•
Development of responsible business practices: a best practice for responsible business practices should be developed and widely introduced;

•
Company law: simplifying the setting up of a business and communication with government institutions (by creating a one-stop-shop) and internal administration of the company by introducing modern information and communication technology. Revising the taxation of self-employed persons to discourage entrepreneurs from opting for companies instead of the self-employed for taxation purposes alone;

•
Economic administrative law: continuing the simplification and harmonisation of the regulation of the fields of activity with special requirements, and making the regulation transparent on the national and local level. Creating the framework where applications for operating licences can be submitted and information about the requirements on operating licences can be given at a one-stop-shop, including electronically. Revising areas that require contracts (including national supervisory bodies);

•
Improving access to high-quality legal aid (including the availability of the services of the notary public);

•
Reform of the labour law: revising the labour law and harmonising it with other laws, primarily the Constitution of the Republic of Estonia;

•
Making state fees cost-based: revising state fees and establishing whether the rates are justified;

•
Making the economic penal law clearer: decriminalising the areas where public interests are not violated. Revising preventive measures (prohibition of business and prohibition of operations), including recognition of cross-border preventive measures;

•
Reorganisation procedure: creating a reorganisation procedure as a separate type of procedure;

•
Organising the regulation of state and local government property: harmonising public law regulations concerning transactions with private companies;

•
Conciliation procedure: supplementing the regulations of the conciliation procedure that reduces legal disputes, as a result of which the number of court cases will decrease;

•
Revising legislation concerning intellectual property: analysing and organising 
the regulations concerning intellectual property;

•
Updating the construction and planning law: simplifying and increasing the transparency of procedures to guarantee sufficient protection of the interests for entrepreneurs and consumers, as well as the public;
•
Activities aimed at increasing the capacity of business representative organisations, including training, so that they can have a say in the legislative process; 
•
Updating environmental law in order to increase legal clarity and simplify actions between the various parties;
•
Simplifying the transfer of state-owned land for high impact investment projects. 
3. IMPLEMENTATION OF ENTERPRISE POLICY 2007-2013

3.1 Management Structure
Enterprise Policy is implemented according to the annual implementation plan that describes in more detail the activities to be carried out in the respective period, and the corresponding implementing bodies. In addition to the annual implementation plan the enterprise policy document is also revised on an as needed basis. The Estonian Foreign Investment and Export Action Plan for 2009-2011, Made in Estonia serves as an additional operational programme for implementing the Enterprise Policy. 

The preparation and implementation of the Enterprise Policy is co-ordinated by the Ministry of Economic Affairs and Communications, except in the development of the legal environment which is under the Ministry of Justice.

All the fields of activity of the Enterprise Policy are more or less related to other ministries whose contribution will also help to achieve the policy’s objectives. The following table gives an overview of the more important points of cooperation in the implementation of the Enterprise Policy (the highlighted activities are not reflected in the cost estimate).

Table 3.1.1 Important areas related to the implementation of the Enterprise Policy 2007-2013:
	Area of
Activity
	Ministry
responsible
	Ministries
related
	Important points of cooperation

	Development

of knowledge and skills
	Ministry of

Economic Affairs and Communications
	Ministry of

Education and

Research
	Entrepreneurship education,

guaranteeing the availability of workers with relevant qualifications

	Support for

Investments
	Ministry of

Economic Affairs and Communications
	Ministry of

Internal Affairs
	Development of the physical

infrastructure of entrepreneurship in the less-developed regions

Foreign labour as a possible source alleviating the companies’ need for labour in a situation where the market lacks workers with the necessary qualifications

	Development

of the legal environment
	Ministry of

Justice
	Ministry of

Economic Affairs and Communications
	Development of the whole legal

environment

	Support for

Investments
	Ministry of

Economic Affairs and Communications
	Ministry of

Social Affairs
	Start-up support for financially

disadvantaged new entrepreneurs, active labour market policy


The implementing bodies for the activities carried out by the Ministry of Economic Affairs and Communications are Enterprise Estonia, the Estonian Credit and Export Guarantee Fund KredEx, Kredex Credit Insurance Ltd and county development centres. The planned activities are implemented by the respective implementing body or the beneficiary of aid within the framework of the programme. The foreign representations of Enterprise Estonia support entrepreneurs in the latter’s internationalisation projects.

In order to improve the efficiency and effectiveness of the entrepreneurship support system it is important that both programmes and the implementing bodies are developed. The main objective of Enterprise Estonia is to transform itself from an institution processing applications and issuing subsidies into a service-oriented customer service organisation, to offer high-quality support services and reduce processing costs. As a result of the development Enterprise Estonia can identify bottlenecks of corporate development and offer the most suitable solutions for them.

The objective of the network of county development centres is to bring consultants who operate in different fields in the county together into a common network, so that every county would have a professional centre of excellence for consultants and implementation of development ideas that would offer comprehensive advice to entrepreneurs.
Consultations with entrepreneurs and business representative organisations during the implementation of Enterprise Policy will be arranged through an advisory body, the Small Enterprise Advisory Board (Väikeettevõtluse Nõukoda) set up at the Ministry of Economic Affairs and Communications.

3.2 Cost Estimate

The cost of the Enterprise Policy for 2007-3013 is estimated at nearly 464 million euros, the sum includes the loan guarantees, loans and export guarantees issued by Kredex, stated separately in the table. In prior years almost 440 million euros have been allocated for entrepreneurship (without taking into account the volumes of loans guaranteed and export guarantees issued by Kredex). Most activities will be financed in cooperation with the European Union’s Structural Funds; the amounts have increased yearly. The budget is broken down by fields of activity and measures. As noted in the development plan, programmes funded by Structural Funds will receive additional state funding of 15% of the cost of each measure, should the government so decide. 
Table 3.2.1 Enterprise Policy 2007-2013 budget by years

	
	2007-2013 BUDGET
	2007-2009 

Plan 
	2007-2009

Commitments
	Planned amount

2010
	Planned amount

2011
	Planned amount

2012
	Planned amount

2013
	Planned amount

2011-2013
	Source*

	 
	TOTAL FUNDING
	77 485 217
	269 233 999
	170 591 922
	175 228 943
	135 231 734
	154 140 886
	464 601 563
	 

	1.
	Developing know-how and skills
	23 178 329
	41 101 532
	11 953 743
	13 471 631
	9 709 884
	6 286 596
	29 468 111
	

	1.1.
	Development of know-how and skills of entrepreneurs, managers and employees through promotion of training and life-long learning
	8 191 468
	34 917 449
	4 547 407
	6 816 030
	2 924 283
	2 124 283
	11 864 596
	EU Structural Funds: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.1.

	1.2.
	Consultations promoting productivity,
growth and competitiveness to companies that are new, have growth potential and are internationalizing
	12 444 681
	3 929 587
	1 277 183
	5 066 035
	5 196 035
	2 572 747
	12 834 817
	EU Structural Funds: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.1., also funded from state budget

	 1.3.
	Improvement of entrepreneurial and innovation-related knowledge through distribution of information and knowledge in different social groups
	2 542 180
	2 254 496
	6 129 153
	1 589 566
	1 589 566
	1 589 566
	4 768 698
	EU Structural Funds: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.1. and Knowledge-based Estonia

	2.
	Supporting investments and securing access to capital
	28 863 252
	150 523 769
	136 451 369
	83 006 847
	50 234 555
	49 984 021
	183 225 423
	

	2.1.
	Improving enterprises’ access to capital 
	11 889 446
	109 709 458
	120 473 457
	79 807 090
	50 234 555
	49 984 021
	180 025 666
	EU Structural Funds: Sub-axis-based Operational Programme for the Development of the Economic Environment 2007-2013, sub-axis 1.1., ERDF

	Incl. the volume of guarantees and loans issued (i.e. guarantees granted to enterprises, not the obligations that can be directly claimed from the state).
	
	
	
	78 848 415
	49 275 880
	49 723 261
	177 847 556
	

	2.2.
	Support of investments
	16 973 806
	40 814 311
	15 977 912
	3 199 757
	0
	0
	3 199 757
	EU Structural Funds: Sub-axis-based Operational Programme for the Development of the Economic Environment 2007-2013, sub-axis 1.1.; EU Structural Funds: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.1. and state budget

	3.
	Supporting internationalisation
	24 253 784
	77 142 791
	22 035 632
	78 308 091
	75 025 367
	97 850 091
	251 183 549
	

	3.1.
	Development of the export capacity of Estonian companies
	15 564 366
	71 452 486
	19 607 986
	75 206 584
	72 111 078
	94 735 802
	242 053 464
	EU Structural Funds: Sub-axis-based Operational Programme for the Development of the Economic Environment 2007-2013, sub-axis 1.2, ERDF

	Incl. the volume of guaranteed exports (i.e. export guarantees granted to enterprises, not the obligations that can be directly claimed from the state).
	
	
	
	65 400 392
	70 946 650
	93 648 374
	229 995 416
	

	3.2.
	Providing companies with services that support internationalisation
	793 783
	0
	383 470
	1 678 233
	1 678 233
	1 614 321
	4 970 787
	State Budget Strategy

	3.3.
	Activities of the public sector promoting internationalisation
	7 895 635
	5 690 305
	2 044 176
	1 423 274
	1 236 056
	1 499 968
	4 159 298
	EU Structural Funds: Sub-axis-based Operational Programme for the Development of the Economic Environment 2007-2013, sub-axis 1.2, also funded from state budget

	4.
	Developing the legal and business environment
	1 189 852
	465 907
	151 151
	442 374
	261 928
	201 778
	1 057 231
	

	4.1.
	Implementation of impact assessment of entrepreneurship-related new and existing legislation *
	605 334
	123 397
	63 912
	201 778
	201 778
	201 778
	669 246
	ESF: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.5: Enhancing administrative capacity.

	4.2.
	Efficient inclusion of enterprises, business representative organisations and the general public in drafting legislation and strategic documents*
	584 518
	342 510
	87 239
	The measure has ended 
	ESF: Sub-axis-based Operational Programme for Human Resources Development 2007-2013, sub-axis 4.5: Enhancing administrative capacity.

	4.3.
	Improvement of international competitiveness of business environment
	x
	x
	x
	240 596
	60 150
	x
	x
	Funded from the state budget by the Ministry of Justice, except the activities of the Ministry of Economic Affairs and Communications


*May be complemented by state budgetary resources.
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� The terms “enterprise”, “economic operator” and “company” in the policy are used in a generalized meaning to denote both companies and self-employed persons.


� “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2005)


 “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2008) 


 “Entrepreneurial Attitudes among the Estonian population” (Estonian Institute of Economic Research, 2004) 


 “Study of Estonian Exporters” (Ariko Marketing, 2004)


“Analysis of the Estonian SME Sector” (Ministry of Economic Affairs and Communications, 2005) “Support Measures for Business in the National Budget Strategy for 2007-2013” (Praxis, 2005)


“Evaluation of Business Support Measures” (Praxis 2007) 


“Export Problems of Estonian Enterprises” (Estonian Institute of Economic Research, 2010)


“Entrepreneurship Survey of the EU (25 Member States), United States, Iceland and Norway (European Commission 2007)


SBA Country Fact Sheet (European Commission 2010)


World Economic Forum, Global Competitiveness Report 2008-2009


Internationalisation of European SMEs (European Commission 2010)





� Source: Estonian Tax and Customs Board 


� Source: Commercial Register


� Source: Eurostat, 2009, 2005


� Source: Eurostat


� Source: Statistics Estonia


� “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2008)


� “Consultancy and Training Market in the Estonian Business Sector”, 2005, Ariko Marketing


� “Evaluation of the Impact of Training Grants”, “Evaluation of the Impact of Consultancy Grants” (Praxis 2007)


� “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2005)


� “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2005)


� “Development Trends of Estonian Small and Medium-sized Enterprises” (Saar Poll, 2005)





� Total of business loan guarantees issued by KredEx


� Total of export guarantees issued by KredEx








� A European small business initiative “Think Small First, A Small Business Act for Europe”


� SBA country fact sheets (European Commission 2010)


� Development Trends of Estonian Small and Medium-sized Enterprises, 2005, Saar Poll


� Entrepreneurial Attitudes among the Estonian population, 2004, Estonian Institute of Economic Research


� Development Trends of Estonian Small and Medium-sized Enterprises, 2008, Saar Poll


� Development Trends of Estonian Small and Medium-sized Enterprises, 2008, Saar Poll


� Made in Estonia. Estonian Foreign Investment and Export Action Plan 2009-2011


� Study of Estonian Exporters 2004, conducted by Ariko Marketing on the order of Enterprise Estonia








� Doing Business 2010, a World Bank publication, http://www.doingbusiness.org 


� Development Trends of Estonian Small and Medium-sized Enterprises, 2008, Saar Poll


� Entrpreneurial Attitudes among the Estonian population, 2004, Estonian Institute of Economic Research





_1374670782.xls
Chart1

		Micro-enterprises

		Small enterprises

		Medium-sized enterprises

		Large enterprises



Sales Revenue

Sales Revenue 2008

174348843

196246141

189677824

138326636



Leht1

				Sales Revenue

		Micro-enterprises		174,348,843

		Small enterprises		196246141

		Medium-sized enterprises		189677824

		Large enterprises		138,326,636

				Diagrammi andmevahemiku suuruse muutmiseks lohistage vahemiku alumist parempoolset nurka.






_1374670822.xls
Chart1

		2000		2000

		2001		2001

		2002		2002

		2003		2003

		2004		2004

		2005		2005

		2006		2006

		2007		2007

		2008		2008



Export

Internal Trade

55999111

198650070

67021772

224389011

74449090

253277776

81189620

273221684

104094898

313081389

128096899

364279942

158140278

430638532

184684639

524514729

194568189

504031255



Leht1

				Export		Internal Trade

		2000		55999111		198650070

		2001		67021772		224389011

		2002		74449090		253277776

		2003		81189620		273221684

		2004		104094898		313081389

		2005		128096899		364279942

		2006		158140278		430638532

		2007		184684639		524514729

		2008		194568189		504031255






_1355818884.xls
Chart1

		1999		1999		1999		1999

		2000		2000		2000		2000

		2001		2001		2001		2001

		2002		2002		2002		2002

		2003		2003		2003		2003

		2004		2004		2004		2004



mikroettevõtted

väikeettevõtted

keskmised ettevõtted

suurettevõtted

6031

11970

15712

15267

7492

12743

15349

13742

9260

14914

18121

14894

11928

17416

19120

17744

13347

18627

21886

19870

18033

20567

25513

21434



Sheet1

				1999		2000		2001		2002		2003		2004

		mikroettevõtted		6,031		7,492		9,260		11,928		13,347		18,033

		väikeettevõtted		11,970		12,743		14,914		17,416		18,627		20,567

		keskmised ettevõtted		15,712		15,349		18,121		19,120		21,886		25,513

		suurettevõtted		15,267		13,742		14,894		17,744		19,870		21,434





Sheet1

		0		0		0		0

		0		0		0		0

		0		0		0		0

		0		0		0		0

		0		0		0		0



mikroettevõtted

väikeettevõtted

keskmised ettevõtted

suurettevõtted

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0



Sheet2

		





Sheet3

		






