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1.0Facts about the Véru County (Voru Maakond)

The area of the Voru County is 2 305 square km, that is 5,1 % of the territory of the
Republic of Estonia . With its untouched nature V6ru County is one of the most attractive
regions in Estonia. 47 % of the area is covered by the forests. There are many hills in the region
and the highest point, which is 318 meters above sea level, is the highest “mountain” in Baltics.
There are 191 lakes in Voru region and the deepest lake in Estonia (38 meters) is also situated

on its territory.
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Location of V&ru County in Estonia

1.1 Demographic Information

According to the Statistical Office of Estonia, the population of Estonia is 1, 345 million  and
population density 31 people per km 2.

The number of inhabitants in V&ru County is 38 677 (January the 1st, 2005), which is about
0,7 % less than in 2004. The population of V&ru County constitutes 3 % of the population of

Estonia.
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1.1.1 Structure of Population

There are 18 199 men and 20 478 women living in the county. Russian people form our most
important minority group with 1 586 persons (4,4% of the population).

56 % of inhabitants are active age people, 21 % belong to the age group under 16 and 23 % are
in the age group above 65 years. Only 6 % of citizens have higher education due to the fact that

few young people return here after obtaining university education somewhere else in Estonia.

Structure of the population by gender and age in 31 .12.2004 (Register of Population)

100+
95-99
90-94
85-89
80-84
75-79
70-74
65-69
60-64
55-59
50-54
45-49
40-44
35-39
30-34
25-29
20-24
15-19
10-14

5-9

0-4

L women
E Men

2000 1500 1000 500 0 500 1000 1500 2000



Baltic rural L_l

broadband project

BEroadband access and
iNtECABET USE in ru&l are
g5 ir‘trumentE of regiond

developme

1.1.2 Geography

VOru County is located in the South-Eastern part of Estonia and shares a common border with
Russian Federation in the East and Republic of Latvia in the South. From the 1% of May 2004,
the border of the Voru County is also the eastern border of the European Union.

Voru County is divided into 13 administrative units — V8ru town and 12 communes. There are

565 villages, 10 boroughs and 2 towns in the region

The 13 structural units of Véru County

Russic

Latvia

1.2 National Economy

Estonia is located at the heart of the Baltic Sea Region — the Europe’s fastest growing market of
more than 90 million people. This region is one of the most diverse and rewarding markets in
Europe as it spans over the well-developed economies of Scandinavia and Northern Germany,
the rapidly expanding economies of the Baltic States and Poland, and the vast potential markets
of Northwest Russia.

The combination of complementary strengths and advantages offers huge opportunities for

national and international companies.



The costs of energy, labor, communication and transport services, as well as land and property
acquisition, are all lower in Estonia than in the other states of the Baltic Sea Region.
Entrepreneurs, who invest in Estonia, can achieve the same level of productivity and quality as
in the Scandinavian countries, but their costs will be significantly lower. Estonian legislation has
been harmonized with the EU acquis; the four freedoms (free movement of persons, capital,
services and goods) are ensured. In terms of surface area and population, Estonia is one of the
smallest countries in Europe — a fact that has its advantages and disadvantages. The progress
of the Estonian economy in the last decade can, to a considerable extent, be attributed to the
dynamism of our society as well as the willingness of our people to apply forward looking
solutions.

One of the key factors behind the rapid economic growth in Estonia is the relatively simple tax-
system, which has earned much praise from numerous foreign investors as well as international
economic organizations.

The statistical profile of 2004 included 117 425 economic units — 24 615 non-profit
associations, foundations and institutions, 46 459 companies and branches of foreign
companies, 46 351 sole proprietors, of which 14 423 were registered in the Commercial
Register.

Private limited companies and public limited companies were much more active compared to
other registered legal forms of entrepreneurship.

As usual, the number of entrepreneurs dealing with trade, real estate and business activities
increasead most. Compared to 2003, the increase in these fields was 1 583 and 1 434 units
respectively.

By number of employees, the share of entreprises has not changed much. In 2004, micro
entreprises (with less than 10 employees) accounted for the largest share of enterprises (87%),
small enterprises (10-49 employees) accounted for 11%, medium enterprises (50-250)

employees for 2 % and large enterprises (more than 250 employees) — less than 1%.

1.2.1 Industry/Workforce

Since 1995 every year the total industrial production exceeded the level of the previous year by
2-4%. The growth stabilized in 2001 and 2002 and was in range 8%. In 2003 the growth of
industrial production was 11% which based on the competitiveness of own production in foreign

markets and on the growth in domestic demand. The largest increase was in the manufacture of



machinery and equipment, rubber and plastic products, manufacture of fabricated metal
products, and in production of medical, precision and optical instruments.

In 2000-2003 the production increased mainly owing to the growth in domestic demand, which
resulted first of all from the improved quality and wider assortment of production.

The year 2003 was also successful for most branches of food industry.

After a standstill in 1998-1999, the production of textile industry increased significantly in 2000-
2003 thanks to competitiveness of production in foreign markets.

In 1995-2001, the production of wood, paper and the manufacture of furniture grew every year.

There was a considerable increase in the production of prefabricated buildings of wood.

According to the Estonian Register of Commerce there are 2005 enterprises and 581 NGO-s in
Voru County (1st of February 2006).

Enterprises in Voru County in 01.02.2006

Joint-stock companies 86
Limited liability companies 082
Unlimited partnerships 8
Joint ventures 2
One man companies 924
International branch offices 3
NGO-s 569
Foundation 12

The main economic sectors of the Voru County are sales, food processing, wood processing
and manufacturing of furniture. In food processing the main products are dairy, meat, flour
products and sweets that are produced not only for the local market but for export as well.
The wood processing and furniture industries are currently among the most important and

fastest growing branches of the local economy.

Companies in V&ru County according to the sectors i n 2005

Sector Companies One man comp-s Total

Retail sales, repair of cars and 355 64 419
household machines

Industry 190 29 219
Real estate 115 9 124
Construction 59 9 68
Agriculture 70 661 731
Transport and communication 69 23 92
Forestry 52 51 103
Hotels and restaurants 47 33 80




Health and social work 24 2 26
Services 18 9 27
Energetics, gaz and water 13 0 13
supply

Financial sector 6 3 9
Education 4 1 5
Mining 4 0 4
Fishing 2 17 19
Other 5 2 7
Total sector s 1033 913 1946

Source : Register of Commerce, Voru County Governme  nt

Accordingly, the biggest employers are in sales and industrial companies (42% and 16%),
also in transport and communication (8%). In total, there are 11 919 people working in private
sector, 4 733 in public sector and 507 in different NGO-s and foundations. Gross wages at
the end of 2005 were between 823 € (financial sector) and 248 € (fishing) which remain

among the lowest in Estonia.

1.2.2 Economic strengths of Voru County

Our natural environment is very favourable to develop tourism , as Voru County is
characterized by the variety of nature- and surface-forms;

Natural resources (forest, clay, sand) allow to develop in Voru County different
industries;

Geographical situation is very favourable as Voru region is situated in the corner
between Estonia, Latvia and Russia with direct access to main motorway and rail
connections between Russia and the two Baltic states. Being the the Eastern border of the
EU the region has the opportunity to act as a gate between the EU and Russia ;

Recently established Regional Vocational Education Centre that offers study
opportunities in the fields especially needed in our region (IT, business administration,
tourism, wood and metal processing technology);

Creation of Voru Development Agency in 2003 as a support structure for enterprises
(counseling of enterprises, business plans, business training, investment projects) as a part

of a national network.



1.2.3 Employment/ Unemployment in Estonia and Voru County

The employment has increased and the unemployment decreased since 2001. In 2001-2003,
the employment has increased by 1-1,5 % every year. The growth continued also in 2004 but
it was smaller. The number of employed persons grew by 1 200 persons (0,2%) compared to
2003.

In 2004 compared to 2003, the employment increased by 18% in the secondary sector
(mining, manufacturing, electricity, gas and water supply, construction). The number of
persons working in the primary sector (agriculture, hunting, forestry, fishing) and tertiary
sector (trade, services etc) decreased (by 5% and 3% respectively). By economic activity, the
employment increased most in manufacturing, construction and public administration and
defence. The employment continued to decrease in agriculture, hunting and forestry — by 9%
in 2004 compared to 2003. There was also a significant decrease in the number of persons
working in real estate, renting and business activities and transport, storage and
communication activities.

The unemployment rate which reached the highest level of the observed period (13,6%) in
2000, decreased the following years. In 2004 the unemployment rate fell to 9,7% and was
the lowest of the last seven years. The unemployment rate for men was 10,4% and for
women 8,9%. The unemployment has been higher among men than among women since
1995. At the end of 2005 the unemployment rate was 7,9% o  f the population.

The difference in the unemployment rate by counties has grown during last years. In 2004
there was more than a fourfold difference in the unemployment rate of counties ranging from

4,1% in Saare county (West of Estonia) to 17,9% in Ida-Viru county (Eastern region).

In the past Voru county was a traditional rural region, where the agricultural sector dominated
the industrial sector. The change from a command economy to a market economy has
reduced the role of the agricultural sector. This change increased first the unemployment rate
for years in the county (being at the highest in 1999, 13%). At the moment the number of
registered unemployment people has decreased significiantly. In the 1% of June 2006 there
were 577 persons unemployed (2,6% of the labour force). The unemployment has decreased
due to the fact that lot of people leave the county to find a better work elsewhere in Estonia
or in European Union. Now the county has nearly reached the situation where there is a lack
of labour force. The better salaries and more stable work have made the people leave the

county by entire families.



1.2.4 Important Enterprises in Voru County

87,8 % of the enterprises in Voru County work with fewer than 10 employees. 9,6% of
enterprises has 10-49 employees, 2,4% 50-249 employees and only 0,2% of enterprises have
more than 250 employees. Thus according to Eurostat classification 97,4% of the enterprises

in Voru County are the small enterprises , 87,8% microenterprises and only 2,6% medium

sized or big enterprises.

In 2004 there were 22 fastly growing enterprises  in Voru County, 17 of them in Voru town. In
2004 our most important business journal ,Aripaev* made an enquiry about the most succesful

enterprises in Estonia. The list of the 20 most succesful enterprises in Voru County was as

follows :
Place Name of the company Sector Place in
2003
1. |KPG joint-stock company Llc Wholesale trade 22.
2. |Plangi Trans Ltd Transport 16.
3. |GM Panels Ltd Industry
4. |Voru EMPAK Llc Furniture producing 29.
5. |SKS Vbéru Ltd Wholesale trade 7.
6. |VOru Seeder Ltd Furniture producing 6.
7. |Kern-Liebers Eesti Ltd Industry
8. |Selista Ehitus Ltd Construction 2.
9. |Charlot Ltd Retailing
10. |Ritico Ltd Industry 33.
11. |V6ru Galvaanika Lic Metalprocessing
12. |OptiPRO Ltd Trade, medecine 24.
13. |LBunapiim Ltd Agriculture
14. |Semuehitus Llc Construction 31.
15. |Vv8handu Péllumajanduse Ltd Agriculture 48.
16. |Mehka Ltd Trade 21.
17. |F6rmann NT Llc Forestry, transport 14.
18. |Voru Trans Ltd Transport 18.
19. |Voru Tarbijate Uhistu Retailing 27.
20. |Rauameister Llc Metalprocessing 5.

The combination of the availability of local raw materials, high level of education in that field
and relatively effective labour cost have attracted a number of Western, primarily

Scandinavian firms to establish joint ventures with the Estonian companies. A good example



is a joint stock company TOFTAN  which is situated in our county. It is the biggest sawmill
in Estonia, owned by the two Swedish companies dealing with wood processing. The
company employs almost 100 people and its products are exported to Finland, Sweden,
Netherlands, United Kingdom, Belgium, Denmark, Germany, Ireland, Egypt and other
countries. Wood and products made of wood form the biggest share (48 %) of the export of
the companies of Voru County. The total export of our county makes only 1,4 % of the total
export of the whole country. The reason of such a low percentage is lack of knowledge of
languages among local entrepreneurs and therefore lack of contacts outside the country

without of what export is impossible.

1.2.5 Financial Strenghts

In the 1st quarter of 2006, there were about 38,000 enterprises in Estonia, which employed
about 427,000 persons. The net sales of enterprises totalled 118.3 billion kroons, which is 21.3
billion kroons more than in the 1st quarter of 2005 (in the 1st quarter of 2005 compared to the
1st quarter 2004 the net sales increased 12.4 billion kroons or 15%). The net sales of trade
enterprises contributed 40% to the total net sales, the net sales of manufacturing enterprises
formed 21% and that of transport, storage and communication enterprises accounted for 13%.

Compared to the 1st quarter of the previous year, the net sales increased in all activities. The
growth of the net sales was the largest in enterprises engaged in fishing, real estate, renting and
business activities, construction and mining. The contribution of micro enterprises with 1-9
persons employed (30,000 enterprises) and large enterprises with over 249 persons employed

(160 enterprises) amounted to 22% equally.



Net sales of enterprises, 1st quarter 2001 — 1st qu  arter 2006
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* Trend is the long-term general development of time series. The net sales of agricultural and
hunting enterprises have not been taken into account, the presentation of statistics on these

enterprises started in 2001.

In the 1st quarter of 2006, enterprises’ investments in tangible fixed assets totalled 7.7 billion
kroons, which was 2.2 billion kroons more than in the 1st quarter of 2005. Investments were
made mainly for the construction, alteration of buildings and structures and for the acquisition of
machinery, equipment and inventory. The biggest investors were real estate, renting and
business enterprises with 28%, manufacturing enterprises with 20%, trade enterprises with 15%
and transport, storage and communication enterprises with 12% of the total investments of
enterprises. 34% of investments were made by micro enterprises w  ith 1-9 persons

employed and 18% of investments by large enterprise s with over 249 persons employed.

1.2.6 Costs of Living

According to the Statistical Office of Estonia, in 2004, the average monthly expenditure per
household member was 2 799 kroons (180€) and the average monthly disposable income was
3 029 kroons (195€). The faster growth of expenditure is partly explained by higher loans taken,
there were by one third more loans compared to 2003. The expenditure on food increased by
5% as a result of 4,2% higher consumer prices. The expenditure on transport increased the

most — 40% - mainly due to the tripling of the expenditure on the purchase of a car and the



increase by one fifth in the expenditure on motor fuel. In 2004, 41% of households owned a car
and 33% a computer.

At the end of 2005, the average monthly expenditure per household member was 3 189 kroons
(204€) and the average monthly disposable income was 3 475 (224€). At the same time in V8ru
County the expenditure per household member was 2 836 kroons (182€) and the income 2 808
(181¢€).

The percentage change of the producer price index in May 2006 compared to April 2006 was
0.2% and compared to May 2005 it was 4.3%.

Change in producer price index by economic activity , May 2006

April 2006 — May 2005 —

Economic activity May 2006, % May 2006, %

TOTAL 0.2 4.3
Energy supply 0.0 1.9
Mining -0.2 6.5
Manufacturing 0.2 4.4

In May compared to April, the producer price index was mainly influenced by the increase in
prices in the manufacture of wood and wood products and in the manufacture of food and
beverages. On average, the prices of goods and services in May 2006 were 4.7% higher than in

May 2005. Administered prices changed 7.7% and non-administered prices 3.7%.

Change of the consumer price index by commodity gro ups, May 2006

May 2005 — | April 2006 —

Commodity group May 2006, % May 2006, %
TOTAL 4.7 0.5
Food and non-alcoholic beverages 4.1 0.6
Alcoholic beverages and tobacco 3.5 0.4
Clothing and footwear 3.4 0.5
Housing 7.9 0.6
Household goods 2.3 0.5
Health 1.8 0.4
Transport 9.9 1.8
Communications -6.6 -1.7
Recreation and culture 4.2 -0.1
Education 3.3 0.0
Hotels, cafés and restaurants 3.9 0.9

Miscellaneous goods and services 4.6 0.0



1.3 Infrastructure
1.3.1 Educational Institution

Since 1992, Estonia has made constant progress in the gradual establishment and
improvement of the education system and the related legislation of an independent state. The
legal framework was built up concurrently with changes in the subject matter of study, the
system of educational institutions and the organisation of education. The developments of the
first decade following the restoration of independence have received considerable support from

international cooperation: Estonia has joined the Bologna and Sorbonne conventions
establishing a European Higher Education Area, joined the Lisbon Convention on the
Recognition of Qualifications Concerning Higher Education in the European Region and
adopted the Recognition of Foreign Professional Qualifications Act, which ensure equal
participation opportunities for studies and employment in Europe.

As of the end of the 90's, the Estonian education system is characterised by the efforts of
various education authorities and experts to improve curricula, make management of
educational institutions more professional and effective and use means allocated for the
education system more efficiently. The current priorities upon development of the education
system are related to ensuring the quality and availability of education at all levels of education.
Introduction of the principles of lifelong learning among all people of Estonia becomes
increasingly important in order to preserve self-respect, citizen awareness and competitiveness

on the labour market.

In the academic year 2005/2006, the number of general education schools  of the daytime
study form is 613, of which 65 are nurseries-primary schools, 52 are primary schools, 279 are
basic schools and 240 are secondary and upper secondary schools.

525 of them are Estonian-speaking, 89 are Russian-speaking, 21 are both Estonian- and
Russian-speaking and 1 is Estonian- and Finnish-speaking. 572 of the schools are municipal,
32 are state and 32 are private.

The number of schools for children with special nees is 45.

15 schools provide the evening/distance learning form of study, of which 8 are Estonian-
speaking, 6 Estonian/Russian-speaking and 1 Russian-speaking. In addition, there are 20
evening/distance learning departments in schools of general education of the daytime study

form (9 are Estonian-speaking, 5 Russian-speaking, 6 Estonian/Russian-speaking).



The number of universities in Estonia in 2006 is 11 , 5 of them are private universities
There are 21 professional higher education schools (of which 13 private) and 7 vocational
training schools (1 of them is private).

More than a half of the inhabitants of Estonia are involved in one way or other in the education

system as pupils, students, teachers, tutors, lectors, researchers or parents.

In Voru County there are 33 general education daytime schools and 2 schools for the
children with special needs.

In 1999 Vo6ru County Vocational Training Centre  was established with following specialities :
tourism, business administration, information technology, metal processing and mechatronics,
wood processing. It is possible to obtain the professional higher education or secondary
vocational education. The training centre has developed its study programs and has become

one of the most important ICT centres in the County.

1.3.2 Traffic & Transport sector

Estonia’s open economy, excellent transportation links and central location in the Baltic Sea
Region make it an ideal base for production and distribution. Estonia has captured a
considerable share of the rapidly growing trade through the Baltic Sea. The Estonian railways
use the same gauge as Latvia, Lithuania, Russia and the CIS, making Estonia an attractive
European hub for bulk shipment of goods from the Far East.

The dense ferry traffic that Estonia has developed with its seaside neighboring countries has
given a great boost to transport and traveling. For instance, getting from Tallinn to Helsinki by
fast ferry takes only one and a half hour and in the ice-free seasons the density of the ferry
traffic between the two capitals equals to that of the city’s public transport.

Direct flights from the Tallinn Airport allow the travelers to reach many European capitals in just
a few hours. Regional airports offer pilots of small planes new and interesting travel destinations
all over Estonia.

Estonia participates in several EU development projects related to the Trans-European
transport network TEN-T, such as the creation of the modern railway connection “Rail Baltica”
passing through the Baltic states.

The transport of goods of Estonian transport enterprises has been increasing since 1996. In

2004, 95 millions of tones of goods were carried. Railways carry the majority of goods.



International traffic through ports boomed in 2004, when 10% more vessels visited Estonian
ports than in 2000-2003 as an average. In 2004, Estonian ports served 31 880 vessels. 38 % of
them were Estonian and 62% foreign.

In Estonia there is one international airport in Tallinn and 4 national airports. The biggest
harbors are in Tallinn (Muuga and Paldiski) but there are lots of harbors of different size on the

Northern and Western Coast of Estonia and in Tartu on the river Emajdgi.

At the end of 2004, the length of Estonian roads was 33 604 km and the length of streets 4 533
km. The length of railways was 1 483 km, of which 971 were public railways and 512 km
belonged to various enterprises and municipalities. The length of Estonian airways was 3 523

km. The total length of Estonian inland waterways was 520 km, of which 320 km were navigable.

For the V&ru County the most important transport connections are roads. The following chart
and a table illustrate our national and regional road network:
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National roads Other roads Urban streets Sum total

County Total Including Local Forestry  Private  Undefined Total Including Total Including Total Including
paved roads roads roads roads paved paved paved

Harju
Hiiu

Ida-Viru
Jogeva

Jarva

Laane

Pdlva
Parnu
Rapla
Saare
Tartu

Valga

Viljandi

1543 1096 2309 799 672 280 4060 463 1122 1021 6725 2580

473 269 334 215 213 104 866 29 35 29 1374 328
917 580 629 915 123 57 1723 105 444 418 3084 1103
1110 550 603 321 922 251 2097 103 98 63 3304 715
973 500 1449 235 155 406 2245 127 79 61 3297 688
747 384 1109 184 487 130 1910 101 54 43 2711 527
L&&ne-Viru 1161 1147 1241 524 1208 290 3264 308 201 129 4625 1584
1155 402 1031 379 288 148 1846 144 29 23 3029 569
1429 660 1324 1241 739 173 3477 110 251 195 5157 965
1014 477 1131 375 933 490 2929 133 3943 610
1088 535 1562 160 381 215 2318 71 77 63 3483 669
1254 604 1871 239 439 40 2589 81 341 245 4185 930
1115 406 735 145 503 325 1707 43 109 69 2931 517
1223 491 1392 275 844 297 2809 59 163 104 4196 654
1250 496 1358 175 382 685 2600 70 58 35 3907 601

Voru

TOTAL

16452 8597 18078 6182 8289 3892 36440 1946 3060 2496 55953 13040

Note: National roads as of January 1, 2004; other roads and urban streets as of January 1, 2003.

1.4 Cultural Analysis : national overview

This short overview presents statistics on libraries, museums, theatres, film production and
publishing activity in 2003 and 2004.

In 2004 compared to 2003, the number of registered users of specialized and scientific libraries
increased 4,2%, the number of registered users of public libraries decreased 2,1% and of
school libraries 2,9%.

Museums (with branches) numbered 209 in Estonia, 9 more than in 2003. 1 392 exhibitions
were organized by museums. The museum attendance grew 5,5% compared to 2003.

180 long feature films were imported in 2004. Foreign feature films shown in cinemas numbered
179 and Estonian films 2. Cinema attendance fell by 7,7%.

The number of titles of published books and pamphlets has been constantly increasing, in 2004
compared to 2003, the number of titles increased by 7,2%.

In 2004 there were four TV-broadcasters (3 of them are national) and 19 radio-broadcasters.

1.4.1 Traditions

Estonia has stood on the cultural dividing line between Eastern and Western Europe for

centuries, one could even say for millennia. The impact that such a position has had on



the characteristic features of the culture is tremendous. The Estonian cultural scene can
be characterised by a multitude of peculiarities, the origins of which date back to the very
distant past. In order to understand Estonian culture, it has to be recognised that this is a
highly complicated and multilayered way of existence of a small nation who used to
belong to the lower social status in its own country.

An Estonian’s spiritual world was contradictory as well. It contained Christian and pagan

characters, and it was necessary to get on well with both.

The most noticeable differences exist between Western, Northern and Southern Estonia;
the emergence and development of those differences have been influenced by the natural
conditions. Estonia is predominantly a low country but, as far as economic activities are
concerned, it can clearly be divided in two: Highlands and Lowlands . Higher regions in
Central and Eastern Estonia are a part of the Highlands, where the soil is rather fertile
and where the population has for a long time been much denser than in the Lowlands. In
the Highlands people were farmers in the proper sense of the word, and only on the coast
of Lake Peipsi in the East were there some fishermen and people of other occupations.
For the purposes of folk culture, we can divide The Highlands and their surroundings into
two sub-regions: Northern Estonia and Southern Estonia. The area of the Southern

Estonian dialect formed the nucleus of Southern Est onia suggesting that the

cultural differences date back to prehistoric times

Besides large and culturally fairly homogeneous areas there are a number of small regions with
a very specific character of their own. The most distinctive region is Setumaa which is
located in southeastern Estonia in V&ru County and was separated from the rest of Estonia for
long periods of time, thus developing a culture of their own with strong Russian influenc es;
this culture has to a certain extent survived up to today. They have preserved their unique
singing tradition and they wear their national costumes with pride. Once a year the Setos get
together to hold their song festival and to elect the secular proxy of their King to run the
Setos’'mundane affairs. Although church holidays are held in respect, pagan features are
curiously enough preserved in the customs of this truly Orthodoxe tribe.

In Voru County also the tradition of instrument playing and dancing is still very much alive.

Accordion and harp players as well as village bands entertain people on village days and parties.



There is much rustic about the mentality of the people of Voru County. Celebrating of the
traditions of Estonian folk calendar is very natural.

Estonians skills and traditions were, and still are, family and home-based.

For two thousand years, agriculture has been the main source of subsistence for Estonians.
Bread and cereals were the main food for peasants until the 19th century, when potato growing
started to spread. Meat, milk, fish and other foodstuffs were eaten with bread. Flax — an
important material for making clothes — also came from the field. The heart of the Estonian
farmstead was the barn dwelling and the other outbuildings in the farmyard. Everyday life
revolved around preparations for the winter and efforts made to survive it.

The main branches of activities besides livestock farming were : apiculture, hunting, sealing,
fishing, handicraft, woodwork and smithery. In general people living in the country made
themselves whatever possible, from houses and fences to candles, soaps and wickerwork
(basket weaving). Luckily enough, lot of these traditional skills and techniques have survived

and come back to our traditional festivals and fairs.

1.4.2 Educational Levels

The educational level of the labour force has grown during 2000-2005 . The share of the
labour force with tertiary education rose from 30% in 2000 to 32% in 2005. At the same time the
share of the labour force with below upper secondary education fell from 12% to 11%.

The growth of the number of students continued also in 2003 and 2004.

As a result of the vocational education reform, starting from the academic year 1999/2000 it was
possible to begin studies at professional higher education and vocational secondary education
courses ; in the last case, after either finishing basic or secondary education.

The most significiant tendency of the late ninties - partly as a result of the development of
private universities and higher schools — was the continous growth in the number of
students studying in higher education establishment s. In 2004 they numbered 14 000, as
against less than 5 000 in 1995. However, in 2004 over 21 000 students more studied in public
universities than eight years earlier. As compared to the previous year, the total number of

students increased by 2 100.

The stratification of population by educational level rose : the number of young people, who had

not obtained general secondary education (or even basic education) despite reaching the



corresponding age, grew ; at the same time a substantially larger number of young people tried

to obtain higher education.

In 1995 the number of expected years of schooling was 12 for 6-23 years old. However, due to
the growth in the number of students, the school life expectancy surpassed 14 years by 2004.
Females continue to study longer than males in Estonia, in 2004 the difference in school life

expectancy for females and males in the above mentioned age groupe was 0.85 year.

1.5Political Climate
1.5.1 Political Mainstream
The Government lead by Prime Minister Andrus Ansip assumed office on 13 April 2005.
The Government coalition consists of three politica | parties : Estonian Reform Party (Eesti
Reformierakond), Estonian Centre Party (Eesti Keskerakond), and Estonian People's Union
(Eestimaa Rahvaliit ). The Reform Party has 5, the Centre Party 5 and the People’s Union 4
ministers in the Government.The work of the governing coalition is based on the Coalition
Agreement. One of the key issues in the development of Estonia is strengthening local
authorities, increasing their independence and revenue base and improving cooperation at the

county level.

The main developer of Estonian information policy is the Ministry of Economic Affairs and
Communication and the Estonian Informatics Centre, which is under the ministry’s
management.

In August 2000, the Government of Estonia, as a world pioneer, changed its Cabinet meetings
to paperless sessions using a web-based document system.

The objective of the new web-based system is to automate the preparation process and the
proceedings of Cabinet meetings, which includes preparing as many materials as possible

digitally, which reduces copying costs and delivery time.

Already before the Government started e-sessions, an Internet portal called the Estonian State

Web Centre was created in 1998 . It contains links to all governmental institutions’ websites
and everybody has access to almost all the official documents. Together with the development
of Internet services, the domain riik.ee has become an inseparable part of the Estonian e-

government and the symbol of Estonia in the Interne t.



The Estonian government consideres the spread of Broadband connection as the
presupposition for the construction of the information society. The government approved in

april 2005 , The Estonian Broadband Strategy for 200  5-2007“. The bases of the strategy is
the action plan of the eEurope. The general objective of the strategy is the accessibility of
digital services for citizens, business sector and public administration thus increasing the
competitivity of Estonia, creating new work places and decreasing the cost of communication

and transport.

2.0Baseline Situation ICT & Broadband

Estonia has nearly 1,3 million inhabitants. In Estonia ICT solutions developed within the
consruction of e-State constitute a part of our state administration. We use information
technology as an instrument for increasing administrative capacity and ensuring an innovative
and convenient living environment for citizens. That is a lifestyle that values simplicity, speed,
comfort and economic savings. Therefore the keywords behind the development of e-State in
Estonia are sustainable development and high-quality environment.

In building e-State, Estonia has benefited from its small and adaptable population as well as
favorable starting point in terms of economic policy a decade ago. We do small yet good things
with help of public-private partnership.

By February 2006, ID cards had been issued to 61% of the population (over 900 000 ID cards).
In 2002 the estonian Parliament approved Internet voting for local elections in October 2005 and
national Parliamentary elections in 2007.

By January 2006, over 355 agencies and 50 state databases had been joined with the secure

data exchange layer X-Road.

Estonia is one of the TOP 10 Who Are Changing the World of Internet and Politics - Estonia has
the most advanced information infrastructure of any formerly communist earsten European state.
90% of the young people aged 12—-24 are most active Internet users, however, also two thirds of
the children aged 6-9 use the web, whereas 58% of the working population aged 25-49 are
using the Internet.

In all central government agencies 100% of the needs for computer workplaces have been
covered.

Mobile phone penetration is approximately 90%. 95% of banking operations are carried out



electronically with the number of Internet bank clients amounting to nearly 800,000.
In 2004 about 80% of the performers of state examinations received their results via SMS.
Usage of mobile parking constitutes approximately 50% of total income gathered from parking

fees.

2.11CT Access & Use
2.1.1 ICT-Sector. General introduction

When one introduces Estonia abroad as a highly developed info technological country, one gets
surprised reactions from pure wonderment to ironic and doubtful nods “Is that so ... really?”.
Asking what does Estonia, Hotmail, Kazaa and Skype have in commun, an unsavy person
would not know what to answer. The computer users obviously know what are Kazaa, Skype
and Hotmail, but most of them don’t know how they are linked to Estonia. Estonia is the country,

which could be called the homeland of the three technological super achievements.

The oldest, biggest and well known of those is obviously the Hotmail system, whose lineage
“father” is 37-year old Steve Jurvetson (one of the owners and also managing director of Draper
Fisher Jurvetson). At first he worked as a young risk investor and during these times bought the
risky project of Hotmail from a young Hindu for 300 000 dollars and began developing it. After
two years, Jurvetson sold the product for 400 million dollars to Microsoft.

The primary code writers of KaZaa and Skype are Ahti Heinla, Priit Kasesalu and Jaan Tallin —
all of them 32 years old and childhood friends. They programmed the original KaZaa code
together with an Estonian and Swedish team. After enormous success, the founders sold KaZaa
to Sharman Network. The well-known North-European portal Everyday.com was also created by
the same trio.

After selling KaZaa, the trio formed a new company and created Skype — highly popular
software which enables the user to make free telephone calls all over the world. The only
condition necessary to talk is that the persons need to install Skype into their computers. At the
beginning of 2006 it was sold to eBayt.

All the ICT projects show the great potential of Estonia but in order to be succesful in the
international market we need foreign investors and international marketing.

It is clear that in the international competition Estonia cannot develop the ICT sector with cheap
labour force or quantity production. Estonia could be succesful at the sector where more

professional solutions and fast accomplishments are needed.



According to the analyses made in 2005 by the Estonian Association of Information Technology
and Telecommunications (ITL), the consumers are expecting more cooperation and
comprehension from the Estonian ICT-sector. There is a constant demand in the Estonian
market for new IT solutions but most of the IT enterprises sell what they have used to sell,
instead of offerning what the client really wants. This mentality can be changed with the active

cooperation with the private and public sector.

21.1.1 Definition of the ICT-Sector

It is quite a complicated task to define clearly the ICT-sector. Generally, the ICT-sector enfolds
the companies operating in the areas of information technology, electronic communication,
production or development of electronic equipment, electronic media and content services,
robotics and/or in areas related to these. In this document we mean by the ICT-sector the
use of computer-based information systems and commu nications systems to process,

transmit and store data and information.

21.1.2 Number of ICT-Enterprises

According to the sectorial enquiry made in 2005 by the Estonian Association of Information
Technology and Telecommunications (ITL) there are about 2 500 enterprises in Estonia
registered in different computer and IT-catalogues, in the Register of Commerce and in
Estonian National Communications Board.

While looking at the sales and employment statistics of those enterprises — the bases being the
turnover of at least 1 million kroons and at least two employees — the number is totaly different -
about 400 enterprises . These enterprises give also about 95% financial results of the ICT-

sector. The following analyses is based on the results of these 400 enterprises.

The structure of Estonian ICT-sector in 2004

Activity Communication IT Dist. Total
Developing of software accordingly to the 0.0% 12.7% 0.0%
client’s demand

Integration of system 0.0% 5.3% 0.0%
Training 0.0% 1.4% 0.0%

IT-support 0.5% 6.9% 0.0%

2.7%

1.1%
0.3%
1.8%



Techical maintenance of the facilities
Analyses of data

Call-Centre and system monitoring
Datacommunication services
Communication services

TV transfer

TOTAL SERVICES

Sales of hardware

Sales of ready to use software
TOTAL DISTRIBUTION

Production of computers and equipment
Production of electronic equipment
Production of software for sales
TOTAL PRODUCTION

Other

TOTAL

21.13 Employment

0.1%
0.0%
0.0%
13.9%
78.2%
1.3%
94,0%
2.4%
0.0%
2,4%
0,0%
0,0%
0,0%
0,0%
3,6%
100.0%

3.1%
1.3%
0.2%
0.1%
0.0%
0.0%
31.0%
38.1%
7.4%
45.5%
18.3%
1.3%
3.9%
23.5%
0.0%
100.0%

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
90.0%
10.0%
100.0%
0.0%
0.0%
0.0%
0.0%
0.0%
100.0%

0.7%
0.3%
0.0%
9.4%
52.4%
0.8%
69.6%
20.2%
2.7%
22.9%
3.9%
0.3%
0.8%
5.1%
2.4%
100.0%

The 400 biggest ICT enterprises employed at the end of 2004 about 8 400 persons , divided as

follows :

- telecommunication 2 960
- distributors 70
- international 170
-rest of IT 5200

It is highly probable that the part of international employees is bigger, and when we take into

consideration the rest of 1 000 firms — mainly one man enterprises — the number is about 9 500.

The public sector employes about 6 00 IT specialists and there are about 1 500 IT specialist

working outside of ICT-sector. Thus the total number is about 11 000

The following table shows the division of the IT specialist according to their activities.

Competence

Analyses

Programing

Administration of databases
Maintenance of hardware
Electronics

Construction and maintenance of networks

Persons

195
462
134
163
380
241

%
4.8%
11.5%
3.3%
4.1%
9.5%
6.0%



IT support 514 12.8%

Project managing 233 5.8%
Sales and marketing 627 15.6%
Other 1,072 26.7%
TOTAL 4,019 100.0%

When not counting Other, then the biggest part is sales and marketing specialists. When we
add in this list the administrative personal, then about one quarter of the ICT-specialists does

not belong to the groupe of IT-specialitst, at least as a technical resource.

2.1.2 ICT-use by population
2121 Computer use

According to the Office of Estonian Statistics, in the first half of 2006 the computer was used

by 627 600 persons between 16-74, and most of them  used the internet (615 500). The
most active users of computers and Internet are the persons between 16-24 (accordingly 89,5%
and 89% of respondents), and students (99,1 % of all respondents). The more often Internet is

used at home — 68,1% has this possibility. 33,2 % uses it at home and 12,7 % at school.

The more complete statistics provided about the past 3 years show the constant growth of
computer uses, it was 49% of all respondents and reached 56% at the end of 2005. The
significiant growth (14%) of home PC in the households can also be observed. At the end of
2005, 55% of those computer uses who have used it in the last 6 months used computer daily.
Compared to the 2003, the percentage has risen 9%. Observing the main reasons for buying
computer, using the Internet comes at first place with 50% and studing at the second place with
25%.

200511 20051 2004 11 20041 200311 20031
Computer users
(% of all respondents) 56 54 50 54 51 49
Home PC in households (% 40 41 32 30 31 26
of all households)
1. Frequency of computer
use (% of computer users)
In the last 7 days 46 45 44 44 42 40
In the last month 52 21 48 51 48 45

In the last 3 months 55 53 49 53 50 48



In the last 6 months 56 54 50 54 51 49
More than 6 months ago 5 5 5 3 5 5

2. Frequency of computer
use (% of those computer
users, who have used the
computer in the last 6

months

Daily 55 56 56 48 52 46
4-6 times per week 16 14 15 17 16 19
2-3 per week 11 12 13 13 13 11
Once a week 7 6 7 8 6 8
2-3 times per month 5 5 5 7 5 7
Once a month or less 6 8 4 7 8 9
3. Main motive for buying a

computer (% of those

intending to buy a

computer)

Using the Internet 50 49 30 31 28 26
Studying 25 23 26 21 20 17
Working, creating a home 15 18 14 19 15 19
office

Playing games, for 6 7 5 2 3 3
entertainment

Other 4 4 3 2 4 5

2.1.2.2 Internet use

According to the Office of Estonian Statistics 200 200 households, that is 38,7 % of all the
households, had access to the Internet at the firs t half of 2006. The households with three
or more adults and children had the best access to the internet — 59,2 %. The households with
one adult and no children had the lowest access percentage to the Internet: about 20%.

48 500 households uses broadband connection, 73 100 households different DSL connections,
29 400 households dial-up modems and 84 500 households other connection types.

The population uses the most often Internet for reading and sending e-mails (82,5% of all the
respondents). 77 % of the respondents reads the journals and the magazines, 75,29% uses the
services of the Internet banks and 69,5 % of the respondents used the Internet for the
information about different products and services.

The statistics provided for the past 3 years, show that Internet use and frequency has grown

constantly. At the end of 2005 the Internet was used most often at home and at workplace.



Internet users (% of all
respondents)

1. Frequency of Internet use (% of
all respondents)

In the last 7 days

In the last month

In the last 3 months

In the last 6 months

More than 6 months ago
Have never used the Internet

2. Internet use by place of access
(% of those having used the
Internet in the last 6 months)

At home

At workplace

At a fiend’s home or work
At school

Public internet access point
Elsewhere

3. Types of home Internet
connections (% of those having a
home PC)

Broadband connection total
(A)DSL connection

Cable modem

Dial-up

Do not know the connection type
No Internet connection

4. Types of home Internet
connections (% of those
households having a home PC)

Broadband connection

(A)DSL connection

Cable modem

Dial-up

Do not know the connection type
No internet connection

2005 11
53

43
49
51
53

42

68
42
28
20
15

73
47
26

15

73
48
25

17

2005 |

50

40
47
49
50

45

68
44
26
20
13

72
47
25

17

71
47
24

17

2004 1|
47

40
45
47
a7

49

63
47
24
22
15

73

15

72

16

2004 |
49

40
46
48
49

47

56
43
25
22
17

59

13

24

57

14

25

2003 11
47

38
43
46
47

50

52
46
23
25
17

25

16

27

52

16

27

2003 |
45

35
41
44
45

53

49
48
24
24
16

43

24

30

43

24

30



Internet use by specific purposes (% of those havin g used the Internet in the last 6

months)
2005 11 20051 200411 20041 20031 20031

Reading/sending e-mails 75 76 78 75 74 75
Using search engines 69 72 68 66 66 66
Using internet banking 76 72 71 68 62 62
Seeking specific information from 69 71 69 70 72 68
databases/web sites
Using Estonian internet portals 68 67 74 66 67 66
(Delfi, Everyday etc)
Random surfing 61 61 62 60 61 58
Reading Estonian internet 58 61 57 58 61 58
publications
Using communication software 44 44 43
(MSN, ICQ etc)
Saving/watching photos 44
Listening to music files 43 a7 44 39 36 35
Reading international internet 30 34 32 27 33 31
publications
Playing online games 33 34 31 15 15 15
Downloading audio/video files 30 31 30 30 28 28
Communication in chat rooms 28 31 27 29 32 32
/newsgroups
Listening to radio 28 31 27 27 25 20
Downloading software 27 30 32 28 28 30
Visiting online stores (without buying 20 26 19 19 21 19
anything)
Sending SMS via Internet 18 21 18 17 18 23
Watching TV programs 20 17 21 16 16 17
Making phone calls via Internet 10 14 7 6 5 4
Purchasing/ordering products, 12 13 12 9 9 9
services
Other activities on the Internet 10 12 14 12 18 22

2.1.3 ICT-use in Schools

In 1997 a semi-public foundation ,Tiger Leap” was established in Estonia to manage the
development of ICT in general education. Strategic action plans were approved, a remarkable

amount of resources for hardware and educational software was allocated and extensive



teacher training programmes were launched. Due to the committed and efficient performance of
the Foundation, ,Tiger Leap“ has become a symbol of ICT-supported in novations and

rapid growth in Estonia. Since, two studies have been made to analyse the impact of ICT
development on the educational system. The studies were conducted by a research team from
Tallinn Pedagogical University and the full report and research instruments are accessible on

the Tiger Leap Foundation website www.tiigrihype.ee

2.13.1 Computer use and Internet access

The study found that the number of home PCs has doubled and home internetc  onnections
have tripled in the period 2000-2004.

Today nearly every stydent and teacher can access computers at school or in the
neighbourhood. The school situation has not changed greatly as it was already good in 2000. In
the meantime, the availability of computers and the internet in public and private spheres has
made very rapid progress. Home has become as important place to work with ICT as school for
both teachers and students. On average, teachers are better equipped with home PCs than
students, whereas four years agothe situation was the reverse.

The survey also confirmed some findings in terms of access :

- Public internet facilities (including school PCs) a re more important for rural
children than for urban childres,

- School is more important and the parental workplace less important for Russian-
speaking urban students than for Estonian students,

- Almost twice as many boys and girls have computers which belong to them only.

Computer and internet access in various environment S

PC Internet

Students who can access (%) 2000 2004 2000 2004
Somewhere in neighbourhood 92 97 93 94
At school 85* 82* 78 88
At home 44 74 26 62
Teachers who can access (%)

At school 78 94 n/v n/v
At home 41 80 18 54

* Data on actual use per week; n/v — no valid data



2.1.4 ICT-use by enterprises
2.14.1 Computer use
According to the inquiry made by Emor about the use of ICT and Internet in Estonian
enterprises in the past 3 year, the number of computers has grown slowly. There are still 20 %

of enterprises with no computer.

2005 2004 2003
1. Computers in enterprises (% of all enterprises)

Enterprises with no computers 20 18 27
Enterprises with 1 computer 31 25 23
Enterprises with 2-3 computers 24 25 22
Enterprises with 4-10 computers 18 24 21
Enterprises with 11-20 computers 4 3 5
Enterprises with more than 20 computers 3 2 2

2. Possession of different types of computers in enterprises
(% of all enterprises)

Enterprises with at least one type of computer 80 82 73

Enterprises with workplace computers 75 79 72

Enterprises with server computers 18 29 24

Enterprises with laptops 31 29 18
2.1.4.2 Internet access and Homepages

The same inquiry shows us the types of Internet connections in enterprises, broadband
connection is the most common and the percentage has grown rapidly from 74 % to 82% (of
enterprises with computer). The percentage of the dial-up connection has dropped from 23% to
8 %.

By the end of 2005, 41% of the enterprises having Internet connection has also a website.

2005 2004 2003

1. INTERNET

Internet connection in enterprises (% of enterprises with

computers)

Enterprises with broadband connection 82 83 74
Enterprises with dial-up connection 8 10 23

Enterprises without internet connection 6 7 5



Enterprises with web site (% of enterprises with Internet

connection)
2.IT TEAM

IT specialists in enterprises (% of enterprises with computers)

Enterprise has got an IT team

Enterprise does not have an IT team, the service is bought

Enterprise does not have an IT team because of the small number

of employees

The number of IT specialists in enterprises (% of enterprises

having an IT team)
1 person

2 persons

3 persons

4 persons

5 and more persons
Cannot tell

3. USE OF SERVICES PROVIDED BY PUBLIC AUTHORITIES

(% of all enterprises)

Seeking information necessary for the enterprise from public

sector web sites

Submitting enterprise related documents to public sector agencies

Applying for licences or permits and /or performing registration

procedures related to enterprises
Do not know/have not used

Satisfaction with e-services provided by public aut
of enterprises having used public e-services

Very satisfied

Rather content than discontent
Rather discontent than content
Do not know

horities (%

41

29

22
71

41

56
40

36

61
31

54

13
23



