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Executive Summary
The current report aims to give an overview of Estonian entrepreneurship policies, especially those
that are targeting youth. The report starts with defining entrepreneurship in Estonia; thereafter it
discusses the various policies used in Estonia to foster entrepreneurship and the available evidence
on the quality of work among the self-employed. The report concludes with further research questions
for the WP7 STYLE project.
.

Key words:
Self-employment; unemployment; young people; women; migrants; quality of self-employment;
policies targeted to promote self-employment in Estonia.

4

Masso and Paes

Table of Contents

1. Introduction......................................................................................................................................... 8	
  
1.1 Aims of this paper .................................................................................................................... 8	
  
1.2 Organisation of the paper......................................................................................................... 8	
  
1.3 Definition of Self-Employment .................................................................................................. 8	
  
1.3.1 Who Starts a Business and Who Does Not? .................................................................... 8	
  
1.3.2 Density of entrepreneurship and self-employment in Estonia? ...................................... 10	
  
1.4 Summary ................................................................................................................................ 11	
  
2. Policies to Encourage Self-Employment in General and for Youth in Particular .............................. 12	
  
2.1 Financial Support ................................................................................................................... 12	
  
2.2 Coaching and Counselling ..................................................................................................... 12	
  
2.3 Programmes for Women: Creating Networks ........................................................................ 13	
  
2.4 Fostering Innovation............................................................................................................... 13	
  
2.5 Programmes for Youth: Developing Entrepreneurial Mind-sets and Skills ............................ 13	
  
2.6 Programmes for Migrants....................................................................................................... 15	
  
2.7 Policies for Unemployed Persons .......................................................................................... 15	
  
2.8 Building an Entrepreneurial Mind-set Publication and Context of EU Policies ...................... 15	
  
2.9 Summary ................................................................................................................................ 17	
  
3. The Quality of Work Associated with Self-Employment ................................................................... 18	
  
3.1 Wage Levels .......................................................................................................................... 18	
  
3.2 Well Being .............................................................................................................................. 19	
  
3.2 Working Hours ....................................................................................................................... 20	
  
3.3 Occupations ........................................................................................................................... 20	
  
4. Conclusion........................................................................................................................................ 22	
  
5.Bibliography....................................................................................................................................... 23	
  
Appendix 1 ........................................................................................................................................... 27	
  
Comparison of the Primary Features of Each Form of Business in Estonia ................................ 27	
  
Recent titles in this series....................................................................... Error! Bookmark not defined.	
  
Forthcoming ................................................................................... Error! Bookmark not defined.	
  

National Reports for D 7.1 – Business Start-ups and Youth Self-Employment a Policy Literature Review

5

Research Partners ............................................................................................................................... 28	
  
Advisory Groups ................................................................................................................................... 31	
  

6

Masso and Paes

Abbreviations
ALMP
AS
AT
BE
BG
CH
CY
CZ
DE
DK
EC
EE
ENTRUM
EPL
ES
ESF
EU
EU-LFS
EU-SILC
EVEA
EVS
FI
FIE
FR
GEM
GDP
GR
HEI
HU
ICT
IE
ILO
IS
ISCED
IT
LT
LU
LV
MT
NEET

Active Labour Market Policy/Policies
Public Limited Company
Austria
Belgium
Bulgaria
Switzerland
Cyprus
Czech Republic
Germany
Denmark
European Commission
Estonia
Youth Entrepreneurship Development Programme
Employment Protection Legislation
Spain
European Social Fund
European Union
European Union- Labour Force Survey
European Union Survey on Income and Living Conditions
Eesti Väikeste ja Kestmiste Ettevõttete Assotsiatsioon
European Voluntary Service
Finland
Sole Proprietor
France
Global Entrepreneurship Monitor
Gross Domestic Product
Greece
Higher Education Institutions
Hungary
Information and Communications Technology
Ireland
International Labour Office
Iceland
International Standard Classification of Education
Italy
Lithuania
Luxembourg
Latvia
Malta
Not in Employment, Education or Training

National Reports for D 7.1 – Business Start-ups and Youth Self-Employment a Policy Literature Review

NL
NO
OECD
OLS
OÜ
PIAAC
PL
PT
RO
R&D
SE
SI
SK
SME
SOC
STW
TEA
UK
VET
VAT
VoC
YES
YTR

Netherlands
Norway
Organisation for Economic Cooperation and Development
Ordinary Least Squares
Private Limited Company
Programme for the International Assessment of Adult Competencies
Poland
Portugal
Romania
Research and Development
Sweden
Slovenia
Slovakia
Small and Medium Sized Enterprise
Standard Occupational Classification
School to Work
Total Early Stage Entrepreneurship Activity
United Kingdom
Vocational Education and Training
Value Added Tax
Varieties of Capitalism
Youth Entrepreneurship Strategies
Youth Transition Regimes

7

8

Masso and Paes

1. Introduction
The development of entrepreneurship has been at the centre of the economic development of Estonia
over the last 25 years. Being a former planned economy, the development of entrepreneurship has
been especially dynamic. In the Soviet economy private entrepreneurship was basically not present
and the industrial structure was dominated by a relatively small number of large establishments. The
emergence of private entrepreneurship was vital for the transition from planned to the market
economy, yet one had also to develop all the institutions necessary to support entrepreneurship in the
market economy. Due to radical economic reforms Estonia has established a rather free and
entrepreneur-friendly economic environment. The current report aims to provide basic information
about the regulations of entrepreneurship of Estonia, relevant policies towards the development of
entrepreneurship and evidence on the quality of working life of the entrepreneurs.

1.1 Aims of this paper
The aims of this paper are fourfold. The first aim is to examine how self-employment is defined and
the characteristics of those most likely to go into self-employment. The second aim is to provide an
overview of national policies to encourage self-employment and entrepreneurship in Estonia. The
third aim is to critically examine concerns associated with the quality of self-employed work. Based on
the above, the final aim is to suggest key research questions that should be considered in Tasks 2
and 3.

1.2 Organisation of the paper
The report is structured as follows. The second section presents the definition of entrepreneurship in
Estonia; the third section discusses the various policies used in Estonia to foster entrepreneurship
and the available evidence on their effectiveness. The fourth section presents available evidence and
some calculations from micro data on the quality of work among the self-employed in Estonia.

1.3 Definition of Self-Employment
1.3.1 Who Starts a Business and Who Does Not?
In this section, the definition of entrepreneurship in Estonia will be discussed, also its preliminary
implementation, i.e. starting a business, and relevant peculiarities and characteristics of Estonia. In
Estonia, the definition of an enterprise is based on the European Commission Regulation (EC) No.
800/2008 (2008): “An enterprise is considered to be any entity engaged in an economic activity,
irrespective of its legal form. This includes, in particular, self-employed persons and family businesses
engaged in craft or other activities, and partnerships or associations regularly engaged in an
economic activity.” As the Estonian legal system is based on German Law, the Commercial Law
originates from corresponding legal bases of the German system (Ministry of Economic Affairs, 2014).
According to the Commercial Code, there are five forms of business entities, which are created by
entry into the Commercial Register: private limited company, public limited company, general
partnership, limited partnership and commercial association (Estonian Investment Agency, 2014). The
most common forms of business in Estonia are sole proprietor (FIE), private limited company (OÜ)
and public limited company (AS) (see Appendix 1 for the comparison of different forms of business).
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Before starting with business activities, after a suitable form of business has been determined and a
business name and area of activity have been selected, an enterprise has to be registered. (Estonian
Information System 2014a) In Estonia, this can be done in two ways (Estonian Investment Agency
2014):
- An electronic filing request to the Commercial Register: possible for the holders of Estonian,
Portuguese, Finnish and Belgian ID-cards or Lithuanian Mobile-IDs;
- or verification of foundation documents by the notary who will present these to the Commercial
Register.
The next steps include (Estonian Investment Agency 2014):
1. Acquiring licenses if the area of activity is subject to special requirements. Information and
electronic registration at the Register of Economic Activities.
2. Registration of the company as a VAT payer at the Estonian Tax and Customs Board
3. Registration of the employees in the employee registry at the Estonian Tax and Customs
Board.
According to the Doing Business Index, Estonia ranks 61st out of 188 countries in Starting a Business
sub-index. It is worth noting that the total number of days required to register a firm in 2014 in Estonia
was 6.5 days according to the Doing Business Index. The measure is said to capture the median
duration that incorporation lawyers indicate as necessary to complete a procedure with minimum
follow-up with government agencies and no extra payments. The total number of procedures required
to register a firm was 5 (see Table 1). (Doing Business, 2014)
Table 1 Procedures required to register a firm in Estonia in 2014.
No. Procedure
1

Check online the uniqueness of the
proposed company name

2 Deposit the initial capital in a bank

Time to Complete

Associated Costs

Less than one day
No charge
(online procedure)
1 day

No charge

3

Submit online the registration
1 day
application to the Commercial Register

EUR 140.60 regular registration or
EUR 185.34 expedited registration

4

Register for VAT at the Estonian
National Tax Board

No charge

5

Register with the Central Sick Fund of
1 day
Estonia

3 days

No charge

Source: Doing Business, 2014

Since 2011 a private limited company can be established without contributing to the share capital,
when capital investments are not required for the proposed area of activity. The share capital of such
a company will be formed by the liabilities of the founders amounting to the sum they promised to
provide as share capital contribution (Estonian Information System 2014a).
A special feature of Estonia’s tax system is the fact that profit is not taxed until it is taken out of the
company – so the re-invested earnings of enterprises are not taxed. The system is directed to taxing
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areas that need intervention instead of taxing entrepreneurial spirit. Moreover, in Estonia a common
income tax applies to everyone, with a flat level untaxed income. (Ratso 2005) In Estonia (as in other
countries) cases have been found where employees become formally self-employed but continue to
work for the same employer (“bogus self-employment”, Roosaar & Nummela 2009) in order to
optimize tax contributions or labour costs. These can be found e.g. among the brokers in real estate
companies, taxi-drivers, postal services and in the construction sector (Eamets et al. 2005; Roosaar &
Nummela 2009).
Kukk and Staehr (2014) investigated the topic of income underreported by the self-employed in
Estonia. The issue is that self-employed have usually more opportunities to hide their income from tax
authorities and statistical offices. Yet when determining a self-employed person, it is quite important
to establish what his/her reported employment status is or the share of reported business income in
total reported income. The data show that in Estonia there are many households that report their
employment status as self-employed but do not have any business income (ca 1/3 of these reporting
as self-employed), and on the other hand, there are many households that declare their status as
wage earners but have a substantial share of business-related income (households declaring
themselves self-employed constitute only a small share of the households reporting wage income).
By using the Estonian household budget survey data, it was found that the share of unreported
income was at least twice as high when self-employed households were identified by using the share
of business income (the cut-off rate of 20 per cent was used) compared to when they were identified
using their employment status. In sum, it is another example of the importance of the particular
definition of self-employment used.

1.3.2 Density of entrepreneurship and self-employment in Estonia?
According to the Global Entrepreneurship Monitor (GEM) 2013 Estonian data, the percentages of
entrepreneurs among working-age population (of age 18-64) are as follows (see Table 2).
According to GEM data in international comparison Estonia has been characterized by having
relatively high rates of entrepreneurship as compared to innovation-based economies, and the
economies on the way from the investment-based to innovation-based growth, yet somewhat lower
than the two other Baltic States, Latvia and Lithuania (Venesaar et al 2014). On the other hand, the
rates of self-employment have been relatively low in Estonia, e.g. in 2013 just 8.88 per cent as
compared to the 15.12 per cent at EU-28 (Eurostat). Eamets et al. (2005) noted that the proportion of
self-employed entrepreneurs is small in Estonian industry and services. The share of self-employed
has been larger among males and among Estonians as compared to the Russian-speaking
population. The conventional view is that the Russian-speaking population is generally less
entrepreneurial. GEM 2013 Estonian data also confirms that there are more men among
entrepreneurs than women; and this tendency becomes more pronounced along with the level of
maturity of companies. Entrepreneurs also tend to be more educated, living in North-Estonia (Harju
County) and are mostly 25-44 years old. (Venesaar et al 2014).
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Table 2 Entrepreneurs in Estonia according to GEM 2013 data (percentages of entrepreneurs among
working-age population).

Potential entrepreneurs
Nascent entrepreneurs

New/baby businesses

Early-stage entrepreneurs

Established business owners

Total entrepreneurship rate

Definition
Percentage of 18-64 population (individuals involved
in any stage of entrepreneurial activity excluded)
who intend to start a business within three years
Percentage of 18-64 population who are currently a
nascent entrepreneur, i.e., actively involved in
setting up a business they will own or co-own; this
business has not paid salaries, wages, or any other
payments to the owners for more than three months
Percentage of 18-64 population who are currently a
owner-manager of a new business, i.e., owning and
managing a business that has paid salaries, wages,
or any other payments to the owners for more than
three months, but not more than 42 months
Percentage of 18-64 population who are either a
nascent entrepreneur or owner-manager of a new
business (as defined above)
Percentage of 18-64 population who are currently
owner-manager of an established business, i.e.,
owning and managing a business that has paid
salaries, wages, or any other payments to the
owners for more than 42 months
Percentage of 18-64 population who are either earlystage entrepreneurs or established business owners
(as defined above)

%
22,9
8,8

4,5

13,1

5,0

17,8

Source: composed by the authors based on Venesaar et al 2014.

1.4 Summary
In conclusion, the definition of entrepreneurship in Estonia is similar to other EU members and
corresponding legislative system is similar to Germany. An enterprise is considered to be any entity
engaged in an economic activity, irrespective of its legal form. Becoming an entrepreneur in Estonia is
rather easy and a private limited company can be established without initially contributing to share
capital. A special feature of the tax system means that profit is not taxed until it is taken out of the
company as a dividend, which results in high share of unreported business-related income and
confusion in the determination of an entrepreneur. According to GEM data, entrepreneurship is rather
common in Estonia: approximately 1/5 of the working-age population are either early-stage
entrepreneurs or established business owners; and there is also the same share of potential
entrepreneurs.
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2. Policies to Encourage Self-Employment
in General and for Youth in Particular
2.1 Financial Support
The main responsibility for developing entrepreneurship in Estonia lies with the Ministry of Economic
Affairs and Communications that, with its partners, has developed the "Estonian Entrepreneurship
Growth Strategy 2014–2020". This is used as the basis to devise the activities for the upcoming
European Union financing period (Ministry of Economic Affairs and Communication, 2014). General
goals of the strategy are umbrella objectives of the competitiveness plan "Estonia 2020", one of them
being to raise the employment rate in the age group 20–64 to 76 per cent (Ministry of Economic
Affairs and Communication, 2013). The Ministry of Economic Affairs and Communications devises
and implements its policies in close co-operation with the following partners Ministry of Economic
Affairs and Communication, 2014).:
•

Enterprise Estonia (EE): priority intermediate body and the main support for both Estonian
enterprises and foreign investors within a business support context.

•

Network of county development centres: supports and advises regional and starting enterprises.

•

Foundation KredEx: offers support to entrepreneurs to ensure access to capital. Support takes the
form of loans, loan securities and risk capital investments. Export securities are issued by KredEx
Krediidikindlustuse AS.

•

Estonian Development Fund: the main functions of the Development Fund include development
monitoring and the implementation of smart specialisation, together with investments.

Businesses starting out as an SME or as a sole proprietor can be supported by Enterprise Estonia
and Estonian Unemployment Insurance Fund (Töötukassa). From Enterprise Estonia the start-up
grant can be applied up to a maximum amount of 5,000 euros and it can be used for acquisition of
fixed assets and performing marketing activities. The share of the grant in the total cost of the project
is 80 per cent maximum and self-financing is at least 20 per cent (Enterprise Estonia, 2014).

2.2 Coaching and Counselling
The aforementioned organisations (Enterprise Estonia, Foundation KredEx, Estonian Development
Fund) also provide entrepreneurs with coaching and counselling services, though the centre of gravity
of these services lies mostly with local governments, private consultation bureaus, and also
universities and science parks. Local governments and universities administer several development
agencies or entrepreneurship centres (e.g. Tartu Centre for Creative Industries1) that an entrepreneur
can benefit from.

1

http://www.loovtartu.ee/en/
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2.3 Programmes for Women: Creating Networks
There are no specific programs in Estonia that target or give preference to women entrepreneurs,
though women entrepreneurs can find additional support and co-operation opportunities from
organisations such as (Naisettevõtlus 2014):
•

NGO BPW Estonia –Estonian Association of Business and Professional Women (EENA)2,

•

QUIN-Estonia3,

•

Women’s Training Centre4,

•

NGO ETNA Estonia5,

•

Estonian Women's Studies and Resource Centre (ENUT)6.

2.4 Fostering Innovation
Since about the year 2000, Estonia has strengthened its R&D and innovation system through marketoriented reform of the former Soviet system. Although business innovation remains below the OECD
median in terms of R&D expenditure, and is concentrated in a limited number of high-technology
sectors, such as ICT, biotechnology and financial and telecom services. Estonia has a relatively
strong public and university research system, a solid human capital base, good connections to global
knowledge networks, Internet infrastructure and use is at the OECD median. The conditions for
entrepreneurship and innovation are below the OECD median. Efforts are under way to promote
entrepreneurship (e.g. Innovation and Entrepreneurship Awareness and Competence Raising
Programme 2009-13; Start-up Estonia). In addition, fostering entrepreneurship in HEIs is part of the
Government Action Plan 2011-15 (OECD 2012).
Productivity growth and higher employment through capital deepening and structural change of higher
added value activities are central objectives of the government’s economic policy. Innovation is
considered essential to achieve these goals and the government is committed to stimulating business
R&D and innovation through direct funding and non-financial measures. The Entrepreneurs’
Development Programme was launched in 2013 to increase the international competitiveness of
Estonian firms through better strategic planning, R&D and skills development (OECD 2014).

2.5 Programmes for Youth: Developing Entrepreneurial Mindsets and Skills
Regarding policies that encourage self-employment for youth, there are several examples to outline
(see Table 3). One initiative that deserves attention is the ENTRUM (Youth Entrepreneurship
Development Programme) developed by Estonia’s biggest energy corporation Eesti Energia (OECD
2013; ENTRUM 2014). The project was inspired by the lack of entrepreneurial culture among young
people and the high unemployment rate among youth. The aim of the project is to promote the
development of the entrepreneurial mind and provide free entrepreneurship education to young

2

http://www.bpw-estonia.ee/
http://www.quinest.ee/
4
http://www.nkk.ee/
5
http://www.fem.ee/etna/tutvustus/
6
http://www.enut.ee/enut.php?keel=ENG
3
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people in Estonia. The project provides, in addition to entrepreneurship training, access to
professional networks. According to the OECD (2013) during 2010-2012, participants started 59
businesses with the project receiving various awards (Swedish Business Award 2011).
Table 3 Main policies and organisations that encourage self-employment for youth in particular.
Organisation 7 /
policy

Target group

Mission

Main activities

Junior
Achievement
Estonia

Students
in
primary
and
secondary
schools

To develop the
entrepreneurial spirit
in young people by
giving them the
ability to think
economically, and
also ethically.

Youth Monitor

Young people,
mostly in the
age range of
15-26

Youth monitoring
has been
established for the
purpose of
introducing a
knowledge-based
youth policy.

Estonian
National Youth
Portal

Young people, To provide quality
<30 years
information both for
youth and for people
working with them.

Foundation for
Science and
Liberal Arts
Domus
Dorpatensis

Young people

1) Preparation of training
materials,
2) Training of economics and
business teachers
3) Organizing student activities
4) Sending students and teachers
to competitions, conferences and
other educational events
5) Raising public awareness of the
need for entrepreneurship
education
Youth monitoring provides
consistent updated information
about various fields related to the
lives of young people by allowing
assessments to be made of the
situation of youth; and take into
account aspects concerning young
people in developing different
policies and evaluating the
potential effects of policy changes.
Is a platform of information and
opportunities for young people
across Estonia. EURODESK, as
part of National Youth Portal is the
main provider of information on
European policies and
opportunities for young people and
those who work with them.
The Foundation supports the
development of young people, in
order for them to be able to start
social enterprises that are able to
solve the root problems in society.
The European Voluntary Service
(EVS) supports transnational
voluntary service of young people.
SA Domus Dorpatensis
participates in EVS as sending,
hosting and coordinating
organisation.

To support, enhance
and promote
societal, cultural and
scientific activities in
Estonia.

Source: composed by the authors based on Junior Achievement Estonia 2014, Youth Monitor 2014, Estonian National Youth Portal 2014,
Domus Dorpatensis 2014.

7

Supported and/or initiated by government.
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Policies that encourage self-employment for youth in particular are often related to the field of
entrepreneurship education (EE) and therefore lie under the responsibility of The Ministry of
Education and Research. In the field of EE, there is co-operation between the ministry, universities
and several foundations created by government, e.g. Foundation Innove and Foundation Archimedes.
(Innove 2014; Archimedes 2014)

2.6 Programmes for Migrants
There are no specific programs in Estonia that target migrants or give them priority status regarding
entrepreneurship. This partially reflects relatively low number of immigrants in Estonia (Migrant
Integration Policy Index, 2015).

2.7 Policies for Unemployed Persons
For unemployed persons, starting a SME or as a sole proprietor is supported by the Estonian
Unemployment Insurance Fund (Töötukassa). Financial aid for business start-ups is 4474 euros
according to Töötukassa, but the applicant has to be unemployed and should have received some
kind of entrepreneurial education (Eesti Töötukassa , 2014).

2.8 Building an Entrepreneurial Mind-Set Publication and
Context of EU Policies
There have been several statistical and econometric studies to evaluate the efficiency of various
entrepreneurial support measures in Estonia. The earlier study by Leetmaa et al. (2003) analysed the
impact of grants offered to the unemployed to start a business through various statistical methods and
also by surveying the supported individuals. People starting from age 18 were eligible to apply for the
grant. Simple comparisons of supported and unsupported individuals indicated that in the former
group, two years later, the share of the employed was 35 percentage points higher than in the latter
group. Using a linear regression model that controlled for other socio-demographic factors, this
indicated that the entrepreneurship grant increased the employed probability two years later by 25
percentage points. A statistical matching exercise indicated ca 24 percentage higher employment
probability in the group of the supported individuals. No significant effect on wages was found. It is not
possible to say much about the efficiency of giving grants especially to young people. The average
age of the participants (39.2 years) was higher than in the case of all active measures (36.6 years).
One of the conclusions of the study was that given the labour market situation, diverse active labour
market measures are required that correspond to the needs of different age groups.
A study by the Estonian Unemployment Insurance Foundation (Villsaar et al. 2014) analysed the
viability of start-ups by the unemployed with the help of start-up grants. The study showed there was
a positive impact on the probability of being employed or being engaged in entrepreneurship (similar
to other studies in Estonia or abroad). Start-ups supported by the grant had rather high survival rates.
The cost-benefit analysis indicated that the grants would pay themselves off from the third year of the
payout of the aid. The average age of the supported unemployed was 36 years. Those belonging to
the age group 16-24 had a lower probability of obtaining the grant (this age group constituted 21.5 per
cent of all registered unemployed but only 11.3 per cent of those who had received the grant).
Concerning re-registration as unemployed, this group includes relatively fewer people in the age
group 16-24 (5 per cent vs 7 per cent of the sample of all supported individuals). While the analysis
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used adequate econometric methods (propensity score matching), aside from the above, based on
published results, it is not possible to comment much more on the start-ups by young people.
The earlier study by Jürgenson et al. (2010) on the evaluation of various active labour market policies
included the start-up grants covering the period 2008-2010 using interviews and analysis of
documents. Among those supported, 19 per cent belonged to the age group 20-29. The study made
several suggestions regarding the design of the measures. These were related to the following: 1) the
target indicators to be followed (more general employment status not just engagement in
entrepreneurship; distinguishing more between different target groups); 2) improvement of the
monitoring system (gathering data of unsuccessful applicants, reasons for entering entrepreneurship,
on the success of starting the firm); 3) the services provided (e.g. instead of field training the
alternative was to offer training on accounting and marketing).
The study by Vildo and Masso (2009) evaluated the impact of start-up grants awarded to enterprises
in 2002 and 2003 on various aspects of firm performance such as firm size (number of employees),
sales, equity, and firm survival. The paper used propensity score matching where the firm-level
financial data was taken from the Estonian Business Registry. Their results indicated that the start-up
grants had a positive impact on the number of employed people and turnover, yet the impact on
productivity was negative. It is not possible to say anything about the youth start-ups given that the
data did not include any information about the socio-demographic background of the entrepreneurs.
The study by think-tank PRAXIS (Kuusk & Jürgenson 2007) used web-surveys and semi-structured
interviews instead of statistical analysis of financial data. The study concluded that the start-up grant
was an important support scheme that was known and widely used among entrepreneurs.
Entrepreneurs that had received the start-up grant argued that without the grant, they could not have
carried out the project to the extent planned and establishment would have taken a lot more time. A
critique highlighted in the study was that there were no longer any instruments to support
entrepreneurs who were not start-ups but were in the phase of rapid growth, and that the lack of
these kinds of instruments could have jeopardized the results achieved with the start-up grant. Again,
unfortunately the study did not include any background information on the entrepreneurs such as
age).
There have been a few posterior studies on estimating the efficiency of the Enterprise Estonia startup grants. Vicente (2014) performed an econometric analysis of the impact of various Enterprise
Estonia grants, including the efficiency of start-up grants. The author analysed the firms’ financial
statistics with the propensity score matching technique. The sample included altogether 187 firms
which had received assistance from the period 2007-2012. For the start-up grant the results
demonstrated a positive effect on the number of employees, but a negative impact on the value
added per employee (productivity). The study by Hartšenko and Sauga (2013) which pooled all grants
(including start-up grants) concluded that financial assistance increased the productivity of Estonian
SME’s. The study by Lukason and Masso (2010) analysed 39 Estonian start-ups that received the
start-up grant from the state in the period of 2005-2008. The results showed that although many firms
could not meet their reported goals (in terms of turnover, profit and the number of jobs created), and
more than half of the firms had tax arrears, the estimated labour taxes paid by these firms were much
higher compared to the sum of the grant, thus indicating the positive net impact of grants on the
state’s fiscal position.
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2.9 Summary
To conclude, there are many governmental organisations that focus on developing entrepreneurship,
as well as youth entrepreneurship. However, there are no specific programmes targeting women or
migrants. It can be said that the Estonian public and politicians have recognised the need to develop
entrepreneurship through shaping entrepreneurial attitudes and promoting the corresponding
education, and, accordingly, have begun taking the necessary steps towards these goals.
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3. The Quality of Work Associated with
Self-Employment
The different working conditions of self-employed may follow from their corresponding legal
regulations and the laws applicable to them (an overview of this can be found e.g. by Roosaar &
Nurmela 2009). There are fewer social guarantees available for the self-employed as compared to
salaried employees; nonetheless some improvements have occurred in the course of time (e.g., in the
three pillar pension system in Estonia, the self-employed have the right to join the second pillar of the
pension insurance which consists of a mandatory funded pension scheme. Unemployment insurance
is applied only to the self-employed persons, but this sector is eligible for the flat-rate unemployment
allowance. Additionally, legislation that regulates employees’ working conditions have not been
applied to self-employed individuals (Roosaar & Nummela 2009). Thus self-employed persons
regulate their own working time and vacations. For maternity and paternity leave the same conditions
apply. Sick pay and sick-leave are provided for all employees covered by health insurance. Moreover,
the different degrees in membership in unions may affect the working conditions of the self-employed
– while there have been no specific representative organisations for self-employed people, they may
join labour unions (on sectoral or at state levels) (Roosaar and Nummela, 2009). Indeed, the
collective representation of the self-employed occurs at sector or state level given the legal system
perceives self-employed as their own employers (Roosaar and Nummela, 2009). To date, trade
unions provide the self-employed with legal consultation only (Roosaar and Nummela, 2009).
Furthermore, as self-employment is considered to be a form of entrepreneurship, they cannot enter
into collective agreement or collective bargaining (Roosaar and Nummela, 2009). The self-employed
are perceived employers and thus participating in collective bargaining as employees would be
inappropriate (Roosaar and Nummela, 2009). Against this backdrop, the Estonian Association of
SMEs (Eesti Väikeste ja Keskmiste Ettevõttete Assotsiatsioon, EVEA) is a representative, lobbying
group which includes small and medium sized enterprises and some self-employed workers as its
members.

3.1 Wage Levels
Concerning the income of entrepreneurs, the Estonian Development Fund commissioned in the
Autumn of 2013 an additional survey complementing the GEM survey in order to gather additional
evidence on the number of entrepreneurs in Estonia (Global Entrepreneurship Monitor, 2013). In
general, the results indicated that entrepreneurs had a higher income compared to the nonentrepreneurs: ca 60 per cent of established entrepreneurs belonged to the upper division of income
(over EUR 1,500 monthly), while only ca 30 per cent of non-entrepreneurs belonged to that division.
This difference is likely caused by the income from entrepreneurship, i.e. it was not exactly specified
what the source of income is (from entrepreneurship or other sources, such as wage income). The
2011 social survey (ESU) showed similar results in that the income of early stage entrepreneurs was
in the top division. Thus, based on this evidence, the report (Global Entrepreneurship Monitor 2012)
argued that the income earned from entrepreneurship belongs to the upper division, and that it does
not differ significantly across the stages of entrepreneurship (although early stage entrepreneurship is
often expected not to generate immediate income).
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A large part of the income of entrepreneurs occurs in the forms of dividends. According to a survey
undertaken among entrepreneurs in 2010 ca 61 per cent of entrepreneurs prefer to pay out additional
incomes in the forms of dividends and only ca 21 per cent in the form of wages (Tartu Ülikool and
Praxis, 2010). According to the survey, this factor is also significantly affected by the current tax
system (ca 2/3 of respondents said it has either significant or some effect), i.e. relatively low taxes on
capital income and relatively high payroll taxes.
Using data from the Tax and Customs board, Roosaar and Nummela (2009) reported that the
average gross monthly profits of self-employed workers without employees on the average exceeded
the monthly income of the full-time employees - in 2006 the total average was respectively EUR 973
and EUR 601. The difference was in favour of the self-employed sector across all economic activities.
Concerning inequality and the incidence of low-paid jobs, the data was not directly comparable for the
self-employed and full-time jobs, yet the numbers seemed to indicate rather high inequality: in 2006,
48 per cent of the self-employed without employees earned less than 2/3 of the median profit.

3.2 Well Being
A GEM survey in 2013 included questions on individuals’ subjective well-being, e.g. satisfaction with
life in general, with working conditions and the balance between work and family life (Global
Entrepreneurship Monitor, 2014). Generally, the Estonian numbers showed that individuals are quite
satisfied with their life and work-life balance. On the other hand, people are more satisfied with their
work than income and work organisation. Generally, the results showed that entrepreneurs estimate
their well-being higher than non-entrepreneurs, and the difference was especially pronounced among
opportunity-based and female entrepreneurs. The subjective wellbeing of established business
owners was higher than that of early stage entrepreneurs (Amoros et al. 2014). The Estonian results
were different in that the subjective wellbeing was higher among early-stage entrepreneurs than
established business owners. The difference between the TEA males and females was rather high
(respectively 0.07 and 0.41). This difference could be related to the position of females in the
Estonian labour market, for instance, Estonia has the highest gender pay gap in Europe (Anspal et al.
2010). This pay gap is likely to positively influence a woman’s decision to become entrepreneurs and
could therefore contribute significantly to their subjective wellbeing.
Nevertheless, the ability of young female entrepreneurs to balance work and family commitments
remains a challenge e.g. Young female entrepreneurs give somewhat lower responses to the
following question asked in the GEM 2013 survey, “I am satisfied with my ability to balance the needs
of my work and family life”.
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3.2 Working Hours
Table 5 reports the average working hours by labour market status (salaried workers and selfemployed) and gender. Unsurprisingly, entrepreneurs report longer working hours (especially those
with salaried employees), and only slightly more so in the case of young people. Males report longer
working hours and this is apparent across all labour market statuses, but is most prominent in the
case of entrepreneurs with salaried employees. The male-female difference is much stronger in the
case of young self-employed people and entrepreneurs (possibly related to the need to take care of
children).
Table 5: Working hours among people by labour market status, average of 2005-2012
Employment status

All

Entrepreneur with
salaried employees
Single entrepreneur
Salaried employees
Self-employed
All observations

42.3
39.0
39.1
40.4
39.2

Age 15-35 Females
43.0
38.3
39.5
40.6
39.6

39.7
36.4
37.9
37.4
37.9

Males

Females ate
age 15-35

Males at age
15-35

43.0
40.4
40.4
41.7
40.5

38.9
34.2
38.2
36.5
38.1

44.1
40.2
40.4
42.3
40.6

Source: Estonian Labour Force Survey data

The company case-studies have shown that unlimited working time for the self-employed may mean
long working hours, but from a positive perspective more freedom and flexibility and reconciliation of
family and work life (Eamets et al. 2005). Concerning the work-life balance, the self-employed are
also entitled to take maternity or parental leave (Roosaar & Nummela 2006). However, there is little
available information about the take-up rate. In 2006, among the recipients of parental benefits, selfemployed persons without employees constituted 3 per cent. The minimum monthly benefit of the
self-employed was slightly below the national average (EUR 371 vs EUR380).

3.3 Occupations
Some evidence on the working conditions of the self-employed versus salaried employees could be
gathered from their occupational structure (not reported by Roosalu & Nurmela 2009 as missing data
was claimed- see Table 6). As anticipated, by definition entrepreneurs with salaried employees are
expected to be mostly managers, yet those without employees work most often in blue-collar
occupations (26 per cent skilled agricultural and fishery workers, and 22 per cent as craft and related
trade workers). Thus, it seems it would be quite misleading to treat self-employed individuals as one
homogenous group. The blue-collar sector is greater among the self-employed without employees by
ca 20 percentage points. Thus, in terms of income and other working conditions, not all self-employed
are expected to do better than salaried employees. However, Saar and Unt (2005) argued that
distinguishing just between the two categories of self-employed (individually self-employed and
entrepreneurs) is an over-simplification as entrepreneurs with only a few employees are similar to
individually self-employed due to the small size of assets owned. The latter results in most of their
income arising from labour.
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Table 6: Occupations held by self-employed and salaried employees in Estonia, 2005-2012

Occupation
Legislators, senior officials
and managers
Professionals
Technicians and associate
professionals
Clerks
Service workers and shop
and market sales workers
Skilled agricultural and
fishery workers
Craft and related trade
workers
Plant and machine
operators and assemblers
Elementary occupations
Total white-collar
occupations
Total blue-collar
occupations

Entrepreneur
with salaried
employees

Self-employed
without
employees

66%
9%

6%
9%

11%
15%

27%
9%

5%
1%

8%
1%

12%
5%

7%
1%

4%

16%

12%

12%

6%

26%

1%

19%

5%

22%

15%

16%

4%
1%

11%
2%

16%
11%

8%
2%

82%

23%

43%

43%

19%

77%

57%

57%

SalariedSelfemployees employed

Source: Estonian Labour Force Survey data

The issue is whether self-employment represents ’entrepreneurial pull’ or ’unemployment push’ (Saar
& Unt 2005). Private entrepreneurship was often forced as people did not have other alternatives, and
in that case their working conditions were often described as rather poor (Saar & Unt 2005). Some
other better-educated people who started their business moved away from self-employment to
become managers as the lack of finances hampered the development of their own business. Roosaar
and Nummela (2009) argued that the large growth in self-employment in the construction sector
during 2002-2004 may have reflected the growth in forced self-employment. One estimate by the Tax
and Customs Board evaluated the number of self-employed to be defined as economically dependent
workers to be around 1,700 in 2006.
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4. Conclusion
Estonia has been known for its rather entrepreneur-friendly policies. Starting a business is rather easy
in terms of time and costs. This may also explain the somewhat high rates of entrepreneurship in
Estonia that contrast with the low rates of self-employment. Furthermore, the latter group may include
so-called ‘bogus self-employed’ and those with no or little business income, thus creating some
uncertainty regarding the true size of the group of self-employed. There are also several programmes
and initiatives for developing entrepreneurship among youth. Several evaluation exercises have been
undertaken to analyse the effects of the policy measures showing generally. These indicate positive
effects and also make many suggestions for improvements in the policy measures. The quality of
work is more diverse among the self-employed compared to salaried employees, yet those who are
self-employed have, on average, higher incomes and higher self-reported well-being (the latter is
apparent especially among early-stage entrepreneurs), yet they also work somewhat longer hours.
Taking into account the above, in terms of self-employment, the following issues deserve further
attention: 1) the ‘true’ size of the group of self-employed and entrepreneurs, 2) given the genderrelated labour market inequalities such as the high gender-pay gap, the performance of male and
female entrepreneurs and 3) generally the working conditions of the self-employed require further
attention in view of the lack of focus in the literature.
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Appendix 1
Comparison of the Primary Features of Each Form of Business
in Estonia
Minimum
Min. required
required
Form of
start-up
number
business
capital
of
(euros)
founders
Sole
proprietor
Private
limited
company

Public
limited
company

Financial liability

None

1

2,500

Partners
are
not
personally liable for
at least 1
the
private
limited
company’s obligations

The obligatory management body
of the private limited company is
the
management
board;
a
supervisory board is mandatory
only if specified in the articles of
association.

Shareholders are not
personally liable for
at least 1
the
public
limited
company’s obligations

The supreme management body
of the public limited company is
the
general
meeting
of
shareholders; a public limited
company
must
have
a
management
board
and
supervisory board

25,000

Unlimited liability

Management

No management bodies

None; amount
of
the
contribution is
General
stipulated in at least 2
partnership
the
partnership
agreement

Unlimited liability for
the
partnership’s
No obligatory management bodies;
obligations is shared
equally by the partners

None; amount
of
the
contribution is
Limited
stipulated in at least 2
partnership
the
partnership
agreement

At least one general
partner has unlimited
liability
for
the
partnership’s
obligations; at least No obligatory management bodies;
one limited partner has
limited liability to the
extent
of
their
contribution

Commercial
2500
association

Partners
are
not
personally liable for
the
commercial
at least 2
association’s
obligations
unless
agreed otherwise

Source: Estonian Information System, 2014a

The general meeting is the
association’s
supreme
body,
decision are made by voting,
where every member of the
association has one vote. The
management
board
is
the
association’s management body.
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