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1. The economic and social context

In recent years the economic growth has been rapidstonia. When comparing
years 1996 and 2006, the GDP in current pricesrieased 3.7 times and reached
to more than 200 billion EEK (13.2 billion EUR) #006. Since 2001 the real GDP
growth rate has constantly exceeded 7%, peakinfld@% in 2006. In 2007 the
economic growth has slowed down a bit: while in thist quarter the economic
growth was almost 10%, it decreased to 7.7% insé@nd quarter. Although the
economic growth has shown some signs of slowingndmwEstonia, it is still more
than twice as high as the average figure of EUclwinas 3% in 2006.

Moreover, the Estonia has improved greatly in netaterms as well. The GDP per
capita in purchasing power standards was approgignd0% of the EU-27 average in
1997; in 2006 the figure was already 68% and Eatssforecasts for the 2007 and
2008 are 72.5% and 76.6% respectively. If thesgeptions appear to be adequate,
Estonia will have improved its relative GDP positialmost twice. This asserts that
Estonia has recently experienced unusually higma&woic growth that is not in
common to EU as a whole. At the same time the lalppaductivity per person
employed has increased too: in 1997 the labouryatodty constituted 40% of the
EU average, by 2006 it had reached to 64%. AccgrtbrEurostat forecast the figure
will be 71% in 2008.

As a general rule, the wages also increase withnitrease of labour productivity in
economy. This applies to Estonia, where the wagease has been rapid in Estonia.
With only in six years the average monthly grosd aet wages have almost doubled.
In 2006 the average monthly gross wage reached@6 Rroons (approximately 600
EUR) and was 16% higher than in 2005. However,gkeessive wage increase in
comparison with the increase in productivity maysspressure to the acceleration of
the inflation, as money supply increases fastar thereases the amount of goods and
services in the economy. This trend is observablesionia, too: the wage growth has
exceeded the average productivity growth and thiation rate has increased in
recent years.

The economic growth in recent years has groundea ¢peat extent on domestic
demand. The growth rates of individual consumpénod investment have remarkably
exceeded the growth rate of GDP. Both of thesecatdrs have been financed mostly
by borrowed money, ie by foreign saving. This haabded Estonians to increase their
living standards, but has lead to the price in@eafsconsumption goods and real
estate. It is estimated that due to the decredeadting and increasing interest burden
the growth of domestic demand should stabilizeulpsequent years.

Since regaining the independence in 1991 the gowemh has implemented the
conservative budgetary policy. The general govemimevenue has been in surplus
since 2001, when the revenues exceeded the expergdity 333 million EEK. From
2003 to 2005 the surplus was 2-3 billion EEK andkeel at 6.7 billion EEK in 2006.

The figures show that loan burden has increasettiyvasEstonia, especially in recent
years. In 2006 the gross external debt was comigatabthe GDP (200 billion

kroons), whereas governmental debt was only 4libtikroons. The growth rate of
the government debt has been clearly below thesgeasernal debt: compared to



1997 the government debt has increased by 70%,eabdhe gross external debt has
increased 4.3 times.

The international investment position has beeneficd for the whole period under
observation. In recent years the direct investntexgt increased notably vastly in
Estonia: the figure was 115 billion (77% of GDP)2004, 168 billion (96% of GDP)
in 2005 and 194 billion (94% of GDP) in 2006. Comguhto 1997 the direct
investment had increased more than 10 times by.2D@& foreign direct investment
inflow has exceeded the outflow for all the perintter observation. Even in 1999
when Estonia experienced great difficulties duéhe Russian crisis and the foreign
direct investment outflow increased and inflow @ased, the balance was still
positive. In 2003 and 2005 the foreign direct inment inflow increased remarkably
vastly: the growth was almost 3 times comparedr&vipus year. Accession to EU
has clearly accelerating effect. However, in 2@ figure decreased by 40%, still
exceeding the level on 2003. The foreign direcestment outflow has increased in
recent years, too. It is likely caused by the thett due to the higher labour costs
Estonia is losing its competitive advantage as @ty of cheap labour. This has
motivated those foreign investors, whose competitidvantage was based for the
most part on cheap labour in Estonia, move thesir@ass to other countries.

The current account has been in deficit since 18%stonia. Due to the consumption
boom and increased investment activity the curemtount deficit has increased
especially vastly in recent years: compared to 286n the deficit was about 5% of
GDP, in 2003-2005 deficit reached already to 11%56P and 2006 to 14%. As
prognoses predict slow down in general economidviges in 2007 and 2008

expected deficit will also decline gradually.

The import has constantly exceeded to export ioritaf too. Similarly to the current
account the import-export gap has increased vastigcent years: from 1996 to 2001
the figure fluctuated in the range of 13-17 billi&kK, but from 2001 to 2006 has
showed upwards trend peaking at 46 billion EEKGO& Nevertheless, the growth of
the export of the goods and services in currentepriwas almost 24% in 2006
compared to previous year, while the import grovetie was 29%.

The inflation rate has fluctuated quite remarkatdlying the period 1997-2006 in

Estonia. In 1997 the figure peaked at more than .llhPsubsequent years the
indicator decreased until 2003 (with the exceptib8001) when the figure was at the
lowest level at 1.3%. From 2004 to 2006 the indlatrate has shown an increasing
trend again, reaching to 4.4 percent in 2006. éfiist half of 2007 the advantageous
demand environment fostered the increase of inflatate, which exceeded 6% in
July and was 7.2% in September.

In recent years the increase of the inflation rete been mainly driven by the growth
of domestic demand. As Estonian commercial banke hacess through their mother
banks to cheap credit resources in Scandinavido#res growth has been very high
in Estonia (in average 50% per year during 20046200his credit boom caused real
estate sector and construction boom, which weren rsactors in vast economic
growth in 2006 (real GDP growth was about 11% peary Such overheated
economy put extra pressure to wage increase atitesk factors accelerated inflation



rate. Also external factors, like oil price increamd raw material price increase have
pushed inflation up in Estonia.

The Estonian labour market recovered from the shcmlésed by the structural

changes in the whole economy after regaining tdependence in early 90s not until
late 90s. The number and the relative importancengbloyed in the primary sector
has decreased within the whole transfer periodtandow approximately 5% of the

employed are engaged in this sector. The relathgortance of the employed of the
secondary sector has been stable at 1/3 and thertampe of the tertiary sector has
increased (more than 60% by now).

In Estonia the labour market situation in general be described by relatively low
average labour participation rate and high femalgi@pation rate. Estonia has not
been able to meet the Lisbon strategy objectivendcease the overall employment
rate to 70%; the figure has been relatively corstarer the period 1997-2006,
fluctuating between 60 and 65%. However, the fereaiployment rate has increased
from 57% in 2000 to 62% in 2006 and by now meegsliisbon target (60% by the
year 2010). The employment rate to older workers inareased substantially and
exceeds the Lisbon target (50%).

Labour market was described by the decrease inaymant rates and increase in
unemployment rates until 2000. This trend was nenechanged in 1997 which was
an extraordinarily successful year in Estonian eaon (or in 1999 when there was
recession). After the Russian financial crises 8§38e unemployment rate increased
rapidly, peaking at 13.6% in 2000. Due to the rap@bnomic growth, the high
unemployment that prevailed during the first yeafsthe new millennium has
decreased sharply in recent years, reaching to m72007. The employment rate,
which was 54.7% in 2000, was almost 62% in 2006

The recent developments in labour market can beactaized mainly by the increase
in labour demand which has been accompanying with favourable economic
conditions prevailing in recent years. The rapidrenic growth that Estonia has
experienced since the new millennia has suppohedteation of new jobs and the
high unemployment rate has decgresed drasticallysome sectors we can see even
shortage of labour. Several entrepreneurs, wholasa# low-skilled labour, have
emphasized that labor shortage, by exerting pressguincrease wages, motivates
them to move the production from Estonia to thi@re countries.

When compared to the employment rates of the mastessful EU member states,
we have to admit that Estonia has free manpowéirtber promote the employment
as there are relatively many inactive people thatathe moment not participating in
the labour market (ie are inactive). In 2006 thenhar of inactive persons was
practically at the same level as in 1997 — 256 a@0s number is distressingly high
when taking into consideration that the populatged 15-64 is 917 000 in Estonia.
To guarantee that the supply meets the demandautanarket, the government has
planned to further promote the integration of th&ctive persons to the labour market
by providing necessary active labour market progrédon unemployed and inactive

1 If we take those who are in working age groupt{lLfension age) then the employment rate was
70,1%



people to help them to improve their skills anduaegthe qualification that employer
needs today. In addition to promotion of activeolabmarket services and attending
the attention to the specific target groups, govemt plans to increase the financing
of the labour market measures. The EU structuratruments have helped to
considerably increase the funding of the activeolsbmarket programs: while the
figure was 0.08% of GDP in 2004, it had reached.1d% by 2006.

2. Trends in working and employment conditions

2.1. Contracts of employment

There are no data available to estimate in whi¢brégxhe workers on full-time status
consider their employment opportunities to be meca due to the changes in
economic environment. Therefore, in following sewst we concentrate on the
analysis of general trends of the different nomdéad employment contracts and
identifying the risk groups in Estonian labour nerkvithout an emphasis of the
guestions regarding the precariousness of thesdogment contracts from the
employees’ point of view.

Full-time vs part-time employment

The full-time regular employment contracts (with taime limit) clearly prevail in
Estonia. The incidence of part-time work is quitevlwhen compared to EU-15
countries and is comparable to the average fighimesw member states. More than
nine out of ten workers are employed in full- tilesis in Estonia and this ratio has
been quite stable over the period under observésiemtable 1).

Table 1. Proportion of the employed (%)

1996 | 1997 1998 1999 2000 2001 2002 2003 2004 2P0G6
Full/part-time job
M&F |total 100 10Q 100 100 100 100 100 100 10Q 100 10Q
Full-time job 90,8 92,4 91,4 92,1 90,7 91,8 92,3 91,3 92 92,2 92,2
Part-time job 9P 7. 86 79 93 82 7,7 875 8 78 758
.. underemployed o . J 28 28 214 24 22 18 15
Full/part-time job
M total 100 10Q 100 100 100 100 100 100 10Q 100 10Q
Full-time job 92,6 94,9 93,9 942 94 949 952 94,6 94,6 95,1 95,7
Part-time job 74 54 61 578 6f 51 48 54 54 49 43
.. underemployed o . J 024 21 19 22 19 1,14 09
Full/part-time job
F total 100 10Q 100 100 100 100 100 100 10Q 100 10Q
Full-time job 88,8 90,2 88,9 89,9 87,2 88,7 89,3 88,2 89,4 89,4 88,7
Part-time job 112 9,4 11,4 10,1 12,4 11,3 10,7 11,8 10,64 10,6 11,3
.. underemployed o . A 33 34 22 268 25 24 21

Notes: M- males, F -Females
underemployed are people who work involuntarilypag-time workers
Source: Estonian Statistical Office



When compared to most of the EU countries, thedame of temporary employment
is extremely low in Estonia: only 2-3% of employa@ working on temporary basis.
Part time work is more common among females.

Multiple jobs

The share of employed persons with more than oheajoong all employed has
decreased steadily in Estonia. The percentage ploged having multiple jobs is not
remarkably different among males and females (geed 1).

12

% of employed who have multiple jobs

@ Total
m Males

O Females

Figure 1. The percentage of employed having multiple jopgénder in Estonia.
SourceEstonian Statistical Office

However, the analysis by the status in employménh® second job indicates that
men tend to be much more often self-employed thamew (see table 2).

Table 2 Proportion of the employed persons with more tbae job by gender and
status in employment of second job (%).

1997| 1998 | 1999| 2000 2001 200 2003 20p4 2005 2006
M&F | Total 100 100 100 100 100 100 100 1p0 100 100
Employees 72,1 71, 73 72,9 74,7 76,2 11,4 73 376 74,1
Self-
employed* | 27,9 28,6 26,1 27,1 258 238 28,6 27 28,7 25,9
M Total 100 100 10Q 100 100 100 100 100 100 100
Employees 63,7 63, 64 61 71,6 67,1 60,5 63,9 ,1 69 61,1
Self-
employed* 36,3 36,1 35, 39 28\4 32,9 39,5 36,1 930, 38,9
F Total 100 100 10(¢ 100 100 100 1p0 100 100 100
Employees 82,8 79, 81 83,3 78,2 8p,9 81,7 31,83,2 82,9
Self-
employed* 17,2 20,7 18, 16,7 21,8 14,1 18,3 18,26,81 17,1

* M — males; F — females.

SourceEstonian Statistical Office



Self-employment

The incidence of self-employment is quite modedEstonia. Less than one out of ten
employed is working as a self-employed in Estomlas figure is approximately half
as high as in EU and EU-10 on average.

12 4 A H HHHH HH L |EEU
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Figure 2. The incidence of self-employment as a percentagenployed.
Source: Eurostat, authors’ calculations.

When comparing the incidence of self-employmentmgnoales and females, the
data indicates that while in population there aoeenwomen than men and the ratio
of females and males is about the same among eegsdpin self-employment there is
twice as many males compared to females.

Statistics Estonia analyzed different aspects bifeseployment in 2006. According
to the survey the main activities among self-emgtbgeople are agriculture, hunting
and forestry and retail and wholesale trade; repiamotor vehicles, motorcycles and
personal and household goods. Sole proprietorseamuloyers with employee(s) are
working in different fields. For example in 200498 1of employers with employee(s)
were involved in trade and repairs and 24% of thenmanufacturing. The main
activities among sole proprietors were agricultame real estate, renting and business
activities. The most common type of self-employ®d icouple with two children. The
analysis reveals that people tend to start theim business when they are older and
have more experience®ne of the most important conclusions emerging fitbin
analysis was the fact that the ratio of poor (mesbas a at-risk-of poverty rate, ie a
relative importance of those whose income per ampsion unit or consumer is
below 60% of the national median income) among $bké-employed was 5 times
higher than among employees. In 2003 36% of thkEesabloyed were living in
poverty; the employees were much better off, oty Gf them were considered as
being poor. As for the whole Estonian populatioeréhwere more women in poverty
than men among employees and self-employed pe@taadoja 2006).

Saar and Unt (2006) have also analysed the questitre importance of ‘pull’ and

‘push’ factors in self-employment drawing upon tbeperience of post-socialist
Estonia, where self-employment started at a ndxédevel in 1989, but following
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rapid economic liberalization, rose sharply. Thamalysis indicated that the self-
employed are a very disparate group: the indivigusglf-employed in agriculture
and in industry are less educated (almost a tHiteoself-employed in these sectors
had only basic education), while employers and ghké-employed in business and
social services are more educated (a third of the@ higher education) than
employees. The level of education of the self-eiygdoin personal services is
practically comparable to that of employees). Thenges in the educational
composition of employers and self-employed in bessnand social services from the
second half of the 90s to today have been ratheomi

The authors conclude that during the reforms, wiades in these sectors often
worked as a ‘push’ factor for the establishmenpvate businesses since massive
lay-offs and restructuring in the economy did netve workers any other
possibilities. Mostly, this was a forced movemenboll workplaces often disappeared
with the fall of the old system. Although a moveptiavate entrepreneurship is often
seen as an upward path, it is not quite as cleawben one takes a closer look.
Private entrepreneurship has often been forcedbihpeople have opted for it because
they just did not have any other alternatives. Theork conditions are often
described as very poor.

Most better educated self-employed who startedr theisiness (especially in
manufacturing or in personal services) during th&t half of the 1990s moved away
from self-employment and became managers in firetsriging to the state or other
employers. They understood that they lacked finerce develop their business.
However, as a consequence of various reforms ientegears, the type of people
moving into self-employment is changing. Self-enyph@nt is becoming more
attractive to better educated people belongindhéogroup of professionals but it is
inconceivable that they will eventually begin torqmete with larger firms.

The authors divide self-employed into two distigbups: those to whom self-
employment is forced choice and those to whomeaiployment is free choice. The
former group mostly includes employees working I tprimary and secondary
sectors in the early 1990s. As collective farmsemarivatised and state enterprises
closed, they lost their jobs. For them the motatbehind starting a private business
is not purely taking advantage of newly emergingstlities. It was quite clearly
also a forced move since previous workplaces disagal as a result of the collapse
of collective farms or the closing of industrialterprises. Especially in rural areas,
where regular jobs were scarce, self-employment abamst the last resort when
grasping for survival.

The voluntary self-employment group includes mosésployees working as
specialists or managers in the different sectoraog the self-employed who had
willingly started their own private businesses, wstinct types can be identified. The
first type of ‘volunteer’ self-employed had enteqmd/ate business in the early 1990s;
the members of this group have higher educatiore Dutheir studies at university,
they entered the labour market shortly before tikagse of Soviet rule.

While the first type of the voluntary self-employeauld be characterized by the early

timing of entering private business, the secone typvoluntary self-employed could
be characterized by their late entry. Similarlythe first type, they have previously
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worked as managers or professionals and have heghexation. However, instead of
being engaged in trade or something else looseaipexied with their prior education

and work career, they have established their corapan the areas where they can
make the best use of their previously establiskxpeérence and contacts.

2.2. Risk groups in Estonian Labour market

BOX 1 Labour market risk groups and Labour masgevices in Estonia

In 1% January 2006 entered into force the Labour MaSesvices and Benefit

Act which purpose is, through the provision of labanarket services an

payment of labour market benefits, to achieve maxinpossible employmery

rates among the working population, and to pretiegit long-term unemploymer

and exclusion from the labour market. In paragraphof the act the following

labour market risk groups are specified:

* unemployedpersons with disabilities who, due to the disabilities, need
additional help upon commencing employment;

« unemployedersons of sixteen up to twenty-four years of age

* unemployed persons released from prisonwithin the twelve monthg
preceding registration as unemployed,;

* unemployedersons of fifty five years up to the pensionablegs

* unemployedoersons whq prior to registration as unemploydwve received
a caregiver's allowance andvho have not been employed or engaged in an
activity equal to work during the twelve months prior to registration |as
unemployed,;

» thelong-term unemployed

* unemployed persons who are not proficient in Estonianand whose
employment is difficult for such reason.

— =+ (2 UJ

People belonging into these risk groups have géwnérgher risk of job loss and
experience difficulties in re-integrating into lalvanarket. To further foster the
process of re-engagement to the labour marketheiméw Labour Market Servicgs
and Benefits Act the classes of labour market sesvhave broadened compared
to the previous law. At the moment there are 13 ALMeasures identified in the
paragraph 9 in the law which main aim is to helpgbe belonging to the
aforementioned risk groups to be successfully iatiegl into the labour market:
provision of information on the situation on thbdar market, and of the labour
market services and benefits; job mediation; lalmarket training; career
counselling; work practice; public work; coachimy fvorking life; wage subsidy;
business start up subsidy; adaptation of premisé®quipments; special aids and
equipment; communication support at interviews;kirgg with support person.
But the most important change was the transitiahéocase management which
means that for each unemployed persons the indil/jdb search plan is made
and the support person is named. This is expectedgdrove the quality of the
ALPM measures provided.

12



Ministry of Social Affairs has formed several pglianalyses which aim is to survey
the situation of the persons belonging to the af@mtioned labour market risk
groups. So far the analyses have covered long-tamemployed, non-Estonians,
disabled persons, young unemployed, elderly uneyegl@and unemployed persons
released from prisons. We will analyze each ofdlseggments briefly in turn.

Non-Estonians

According to the population census implemented06®80% of the population of

Estonia are Estonians, 6.3% are Rus$iansl 12.4% have undefined citizenship. In
Estonia the only aspect where the right to worlagermined by the citizenship is in
the public service. In other occupations the citstep of the employee is not

material; however, it is important that the nonneiwvorker has a legal right to work

(for example residence permission). In the begigroh 2006 there were 244 000
residence permissions issued in Estonia, 85% ottlwkiere permanent and 15%
temporary. The number of valid permits to work \8ag4.

The analysis reveals that non-Estonians (compamnsate by the nationality) are in
more disadvantageous position in the labour mattkeh Estonians: although the
labour market participation rate of the non-Estogig higher, their unemployment
rate is higher, too.

Of course it is obvious that speaking Estonianoisseen as a crucial precondition in
all jobs and in different jobs the necessary leoklspeaking and understanding
Estonian is different. Therefore it is clear tHaide cannot speak Estonian should not
be considered to belong to the risk group autorayicdifferent aspects such as
understanding other foreign languages, educatistemce of eligible jobs etc should
be considered, too. However, in general the abititunderstand and speak Estonian
increase the probability to successfully partiagp@t the labour market and therefore
the appropriate Estonian training should be a pathe ALMP. Although this risk
group is in the Labour Market Services and Benefits described through the
language skills, the analysis of Ministry of Sochdfairs stresses that the ALMP
measures offered to the non-Estonians should bgretied and linked to each other —
language skills training, increasing professiondlss supporting the social skills and
subsistence etc. Language skill by itself is oftem-sufficient to guarantee the
successful participation in the labour market; hesvethe improving the professional
skills may well not sufficient if the person doaest have adequate language skills.

% The other possible basis for distinction betwestfians and non-Estonians are language skills,
country of origin and nationality (bases on thd-sgporting). The latter is the most important lie t
context of this analysis as data clearly indic#tas the nationality and the citizenship should met
considered to be the synonyms. According to theriiah Labour Force Survey, approximately 2/3
(68%) of population are Estonians and 24% are RaossiThe relative importance of other nationalities
is much lower.

13



Disabled persons

According to the Labour Market Services and Begefitt a disabled unemployed
person is an unemployed person who, suffers frodisability or who is declared

permanently incapacitated for work. According te tBstonian Social Insurance
Board in 2006 there were 73 217 persons aged Mk®thad a loss of capacity for
work. Only 28% of them were employed which mearst there are approximately
52 000 disabled persons who are not working intitato

According to the Ministry of Social Affairs the nmabbstacles limiting the disabled
persons’ successful participation in the labourketare

* Supplementary needs originating from the disab#ityt is intuitively clear
that when the employer has to make the choice leetwealthy and disabled
applicant, he/she would probably prefer the healtiperson. On the other
hand the existence of the disability does not aatmally mean that the
person cannot work as well as the healthy peopilepwgh this conclusion
applies to the mental work mostly. However, acangdp the Estonian Labour
Force survey the unemployment rates of the perbamgig a disability are
twice as high as the national average which clemdycates that disabled
persons have difficulties finding jobs in Estoniabour market.

* Low motivation level to search for the job — datdicates that the inactivity
rates between disabled and national average diffiee. It indicates that a
majority of the non-working disabled persons areewen actively searching
for the job. According to survey of Ministry of SatAffairs it is quite likely
that more emphasis should be paid to the problesntalthe population aging
and increasing labour scarcity.

 The limited opportunities to use the transportatienin many local
governments there are no means of transport foplpewho have special
needs. The analysis of Ministry of Social Affairsghasizes that more
attention should be paid to the problem by thelladaninistrations.

» Limited access to the education — in many caseseffample for people with
visual disturbance, hearing impairment, learninjatilties) the assuring the
quality of the education presumes the availabibfythe special auxiliary
means, teachers with special training and adaptatihg programmes. These
possibilities are provided by few schools in Eséorand therefore the
opportunities of disabled persons to get a gooddtional) education are
quite limited in Estonia.

To further support the participation of the disabpersons to the labour market, there
are four special services directed to disabledgrersiefined in the Labour Market
Services and Benefits Act. These are

1. adaptation of premises and equipments

2. special aids and equipment

3. communication support at interviews

4. working with support person

The labour market services specified shall be pleyionly to unemployed persons
with a disability on the condition that such seeameed to be provided in order to
eliminate disability-related hindrances of commaegaivork or working and that other

labour market services will not be effective faording work for the disabled persons.

Of course there are other AMPL measures (for examjplge subsidy, work practice)
that can be successfully implemented to supportpiduticipation of the disabled

person in the labour market.
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Elderly persons

The analysis of the labour market participation edflerly people is especially
important as Estonia is one of the European casin which the population aging is
very fast. According to forecasts the most numeemesgroups are going to be 60-64,
65-69 and 55-59. It is estimated that the proportibthe people aged 65 or more will
increase from 15.5% in 2002 to 25% by 2050 whetleagelative importance of the
working age population will decrease to 59% andrtieglian age of the population
will increase from 38% in 2002 to 46 by 2050 (Leatnet d 2004). The United
Nations forecasts are even more pessimistic: Aaecgrdo the United Nations
demographic projection the average share of majesl aver 50 equaled 26% in
Estonia in 2000 and is expected to reach 38% irD 20Bile the average share of
women aged over 50 will grow from 36% in 2000 td®#B0 years later (United
Nations 2001). These trends will call for an insean economic participation of
older persons in order to prevent future labourtsige in Estonia as well as in other
Central and Eastern European countries.

Estonia met the Lisbon target of employment r&t#% %o the elderly people in 2002
and in 2005 the figure was 56%. Although the inotke of unemployment has
decreased among elderly people in Estonia, thetidaraf the unemployment is
longer which indicates that elderly people experéedifficulties in returning to the
labour market once they have lost the job.

Reasons why elderly are considered to be one afsk@roups:

» The decrease in working efficiency caused by thethedisorders — to maintain
the capacity to work, it is essential for the perss well as for the employer to
make a contribution to this process to ensure tti@aphysical, mental and social
working environment improves when the capabilitylef person decreases.

 The employer-side prejudice — employers often hidee (ungrounded) opinion
that the elderly people have lower capability tarte do not want to adopt with
new technologies and innovations, cannot propergnage with the working
tasks, employer’'s expenses are higher, they haaléhh@oblems etc.

* The lack of appropriate jobs — the results of défe surveys indicate that elderly
need a flexible and/or part-time working time. Aatiag to the Working Life
Barometer 10% of the people aged 50-64 workedtpag-4in Estonia and 83% of
them did this voluntarily. According to the surv@$% of the elderly people
would like to decrease the working intensity buhrmat do this because they
would have difficulties with maintaining appropealiving standard with lower
wage (64%) or because employer would not accepi( 24i%).

* The lack of competitiveness because of the edutatievel attained — in general
the educational level attained is lower for eldgrgople. The proportion of those
whose highest educational level attained is prinoargss is higher among elderly
people. Moreover, those older people who haveHlfedssecondary school decades
ago are often not capable to effectively competth wounger people because
latter have better knowledge of computer progranasfareign languages.

The ALMP measures that are considered to be mésttee to elderly people are

work practice, wage subsidy and labour market iingin
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2.3. Employment in informal sector
According to Estonina Statistical Office activitissinformal sector are divided into

four cathegories:

1. Unreported production (hidden labour force), baseddifferences of firm
reports to statistical office and Labour Force syrv

2. Criminal activities (black economy) like smugglingrostitution, narcotics,

human trafficking etc.

3. Unreported income: envelope wagesd unreported profits

4. Other activities: tips, other unreported incomes

According to this classification the share of imidrsector of GDP according to
industries is presented in table 3.

Table 3. Informal activites by industries. The share ofeported value added of

total value added (2006, %)

Unreported |Criminal |UnreportedOther Total
production |activities |income activities

Agriculture 4,( 0,0 1,9 0,2 6,1
Fishing 6,7 0,0 3,7 0,1] 10,5
Mining 1,4 0,0 0,7 0,2 2,3
Manufacturing 3,7 0,3 1,5 0,5 6,0
Electricity production 0,0 0,0 0,2 0,4 0,6
Construction 1p 0,0 7,9 0,4 9,5
Trade 1,9 4,6 0,8 0,5 7,8
Hotels, restaurants 11,1 0,0 8,8 5,6 25,5
Transport, 4.4 0,0 1,3 0,8 6,5
communication

Finances 0,0 0,0 0,0 0,5 0,5
Real estate, business 0,2 0,0 2,0 0,3 2,5
activities

Public administration 2|4 0,0 0,1 0,1 2,6
Education 1,7 0,0 0,4 0,2 2,3
Health care 0,6 0,7 1,7 0,2 3,2
Other personal services 0,0 0,0 0,0 0,0 0,0
Total 2,1 0,8 1,8 0,5 5,2

Source: Staitical Office of Estonia

Traditionally highest share of informal sectorrishiotel sector, but it is relatively high
also in fishing and in construction. Especiallydonstruction we can see the high

share of envelope wages.

In next section we present more detailed infornrmaéibout unreported income as we
have few surveys following these aspects of infordadour market. Estonian

¥ Common term for unreported wages and salariestoria
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Institute of Economic Research has estimated tlade sof the hidden economy,

including the aspects of envelope wages in Est(sea table 4) since 1999. Since
2002 the evaluations of the employed salary ear(rechiding employed pensioners)
have been used as a basis of the analysis, ie tlesp®ndents who were not
employed were excluded from the analysis. The armalpdicates that the proportion
of the employed who received envelope wages has de@easing.

Table 4. The frequency of receiving envelope wage

% of % of

respondents employed

1999 2000 | 2001 | 2002| 2002 20083 2004 2005 2006
regularly | 8 5 8 7 8 7 5 5 5
sometimes| 11 9 8 6 7 9 9 7 6
never 81 86 84 87 85 84 86 88 89

Source: Ahermaa 2007: 17.

While in 1999 almost one out of five respondentdated that he/she receives at least
sometimes envelope wage, by 2006 the figure hadedsed to 11% among those
respondents who employed. However, most of thosglpe(80%) who receive
envelope wages declare that they receive at l@asbptheir salary on the legal basis;
only 20% of the people who receive illegal salary paid only envelope wages. It is
estimated that the total percentage of the employsal received envelope wages in
Estonia was 9-14% in 2006. When analysing the sdemographic characters of the
people who receive at least part of the salarhénform of envelope wage, it appears
that the “usual” envelope wage gainer is youngantBO years and his/her highest
educational level attained is elementary or primary

Compared to 2005 the number of the respondentsredeved all salary in the form
of envelope wage was 8 percentage points higher ith&006. Therefore for the
people who received envelope wages the relativeitapce of the illegal salary has
increased, too (see table 5).

Table 5. An average share of the envelope wage in netoysalenong those
employees who received envelope wages (%

1999 | 2000 | 2001| 2002 2003 2004 2005 2006

An average share of the38 35 42 40 42 40 39 51
envelope wage in neto-salary

Source: Ahermaa 2007: 18.

Slightly less than a half of the employees (45%)waceived envelope wages in
2006 were engaged in construction, 35% were engagegrvice sector, 11% in
industry, 4% in agriculture and 4% in transportatend communication (see figure
3).
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Figure 3 . The sectoral distribution of the enterprises wha mnvelope wages in
2006 (% of those who received envelope wages).

Source: Ahermaa 2007: 17.

The fear to lose the job when not accepting theelepe wage has decreased sharply
probably due to the favorable economic conditiamgecent years in Estonia (see
table 6).

Table 6. The risk to lose the job when not accepting rengithe salary in the form

of envelope wage (% of the people who received lepeewage but would prefer to
receive all salary in legal basis)

2004 2005 2006
would lose the job 55 31 29
would not lose the job 19 26 36
do not know 26 43 35
total 100 100 100
Source: Ahermaa 2007: 20.

Finally, it is possible to calculate the countygbthetical tax loss stemming from
the fact that part of the salaries were paid inftme of envelope wages. In table the
respective figures are introduced.

Table 7. The tax loss caused by paying of envelope wag2806.

Lower confidence leve| Average Higher confidence

level

The share of the9 11 14

employed receiving

envelope wages (%)

Social tax loss (min 1034 1311 1588

EEK)

Income tax loss (min 716 908 1100

EEK)

Source: Ahermaa 2007: 20.
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2.4. Job security/insecurity and average job tenure

On average, Estonia has shorter job tenure thanthtie® European Union countries.
The main cause for this difference is much shosaegrage job tenure for older
workers: in the old EU countries the average jotute of workers above 45 is 18.2
years, whereas their counterparts in Estonia gpesd to greater job insecurity and
their job tenure is 8 years shorter (Fortuny e2@03).

In the special Eurobarometer published in Octol@¥62the questions regarding the
respondents’ feelings about the security and teimutieeir current job were analysed
see table 8). Therefore we are able to give theu@af the current situation, but as
there are no data available for the previous yeeeszannot unfortunately analyse the
trends in these indicators.

Table 8 Job tenure and employees’ perceptions about gaorgy in EU25 on
average and Estonia (%).
How many times have you changed employer in your wking life so far?

never had any

paid work never 1-5times 6-10time§g more than 10 times
EU-25 14 18 55 9 2
EE 9 12 69 7 1

For how long have you been working for your currentemployer or last employer if you
are not currently working?

never had any J

paid work less than 1 year 1-5years 6-10years 11-20 years
EU-25 14 6 28 14 15
EE 9 10 33 18 13

How confident would you say you are in your abilityto keep your job in the coming
months?

not very | not at all
very confident| fairly confident | confident| confident
EU-25 50 34 9 4
EE 45 38 11 3
Would you say that you are very confident, fairly onfident, not very confident or not at
all confident in having a job in 2 years time?

not very | not at all Not looking for a
very confident | fairly confident | confident| confident | job in 2 years time
EU-25 22 24 10 6 34
EE 17 28 13 8 27

Source: European Employment and Social Policy 2006.

The Eurobarometer contains two questions aimeteatisg light into the average job
tenure. The first question is “How many times hgoet changed employer in your
working life so far?” The answers to this questiexeal first of all that compared to
EU-25 average there are less people who have me&esr engaged to paid work in
Estonia. Compared to EU-25 average there are reblyriess people in Estonia who
have never changed the employer: in EU on average déifth and in Estonia every
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tenth person has worked for the one employer ¢tbyvever, more than two thirds of
people involved in the sample have changed the @rapll-5 times; for EU-25
average this figure is slightly more than 50%. Mtiren 6 times have their employer
changed 8% of Estonians (EU average 11%).

The other question reflecting directly the aspett®b tenure is “For how long have
you been working for your current employer or lastployer if you are not currently
working?” The answers to this question indicate thd&stonia the average job tenure
is shorter than in EU on average: in Estonia 43%ehaorked for their current
employer less than 6 years; in EU on average thigd is 34% See table 10A in
appendix). Moreover, while in EU on average forrguiird respondent average job
tenure is more than 10 years, this figure is 26%stonia. It is quite likely that these
differences are implications of the structural afesthat took place in Estonia in late
90s and early years of new millennia as a resuh®Russian crisis.

@ Never had any paid work
13% 4% 9% mless than one year
13% O1-5 years

06-10 years

m11-20 years

18% mmore tnah 20 years

m do not know

Figure 4 Average job tenure
Source: Eurobarometer: European Employment andaS@olicy, 2006; EC

There are two questions included into Eurobarométat enable to analyse the
aspects of the job security. First question “Howfment you would say you are in
your ability to keep your job in the coming months”aimed to reflect the short-
period job security; the second question “Would gay that you are very confident,
fairly confident, not very confident or not at abinfident in having a job in two years
time” asks respondents to evaluate their long-jobesecurity.

While in EU on average half of the respondentsated that they are very confident
in their ability to keep the current job in the dagh months, in Estonia the figure is
somewhat lower — 45%. However, the share of those are confident (very or

fairly) is almost equal in Estonia and EU on averagpproximately 85% of

respondents). The long-term job security is remagkdower than short time job

security. Only 22% of respondents in EU25 on averdgclared that they are very
confident and 24% declare that they are fairly minft in having a job in two years
time. The respective figures are 17% and 28% iorkst
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2.5. Wages

2.5.1. Trends in real wages

During the transition processes, wage differentiats well as overall income
inequality increased between different populatioougs. During the Soviet time, the
wage level of workers was determined by the ingusir which the worker was

employed. Higher wages were paid in the produdtideistries and at the lower level
of wage scale were the non-productive industrieandition modified the structure of
wages by industries. The wage growth in agriculame fishing, trade, hotels and
restaurants and education has been lower and the rael in these industries is still
lower than the economy-wide average. The winnersaduhe transition process and
afterwards have been real estate, financial sesvasel public administration, i.e.
industries which needed to be restructured quieklthe beginning of transition and
which experienced higher employment growth. (Earaetd, 2007)

The wages have increased quite rapidly in Estdniaominal terms the average wage
was in 2006 3.8 times higher than in 1996.

Table 9. Average annual gross earnings*, 1995-2004 (ironaticurrency, EUR)

EEK
Estonia 34221 41317| 47085 52304 57147| 64123.6 72056| 79990] 86420 96876 112884
EUR

Estonia 2240.1 2629.2] 2989.0] 3342.8] 3649.0] 4098.2] 4605.2 5112.3 5523.2] 6191,7] 72149

Annual increase (%) 19,9 17,4 13,7] 11,8 9,2 12,3 12,4 11,0 8,0 10,8 16,5

cumulative

progression
(1995=100) 119,9] 140,7| 159,9] 178,9] 1953 219,3] 246,4 273,6/ 2955 3313 386,0

Source: Eurostat, Statistcal Office of Estonina #0005 and 2006)

* Gross earnings cover remuneration in cash paithiéogmployer during the reference year, before tax
deductions and social security contributions paydiyl wage-earners and retained by the employer. All
bonuses, whether or not regularly paid, are indufSth or 14th month, holiday bonuses, profit-
sharing, allowances for leave not taken, occasiooaimissions, etc.). Severance payments as well as
payments in kind are excluded. The complete dé&imitan be found in Commission Regulation (EC)
No 1738/2005 of 21 October 2005 modifying the Cossitin Regulation (EC) No 1916/2000 of 8
September 2000 implementing Council Regulation (EG)530/1999 concerning structural statistics
on earnings and labour costs as regards the defirdhd transmission of information on structure of
earnings.

The analysis of the growth rates of the averageewagd GDP refers to several
important facts. Firstly, when analysing the growates in Estonia, the impact of the
inflation should be kept in mind. Due to the higfflation the growth rates of GDP
and average wage in real terms have been rathezghimdsome years despite the fact
that in current prices the growth was remarkabbhhiFor example, in mid-90s the
growth rates of the both average wage and GDP therdighest in nominal terms,
but lowest in real terms (except the years 1999D200en the growth rates were low
due to the restructuring process).
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Figure 5. Growth rates of average gross wage and GDP.
* - from 1999 the average gross wages and salaries penth do not include health
insurance benefits.

Secondly, the change in trend has occurred wherpaong the growth rates of the
average wage and GDP. Up to the year 1999 the Qroate of the average wage
exceeded the growth rate of the GDP; from 2000Gb¥° has increased faster (in
2000-2001 and 2005-2006) or the growth rates ofritieators has been comparable
(as in 2002-2004).

Vesilind and Rell (2000) have analysed the flexpibf wages and the relation

between wages and productivity in different sector€Estonia in the context of

adjustment to Russia’s crisis using the Grangesalay test. The results indicated
that wages were elastic in the open sector (agui@land manufacturing), whereas
the slowdown of the productivity growth suppressieel growth of wages. On the

other hand, in the service sector the wages wgre in the sense that the economic
downturn did not put any significant breaks on wageeases.

On average annual average earnings in the sersemer tend to be higher than in
industry in Estonia. However, in the services seatarnings disparities tend to be
wider than those in the industrial sector (for egpden financial services are an
important driver of the high level of annual eagsnn the services sector) (Eamets et
al 2007). Table 10 presents average gross wagemdugtries compared to the
economy-wide average in Estonia over the perioti9®5-2004. As is seen from the
table, the wage structure is quite similar overdbserved years. The highest wages
are in financial intermediation, followed by traosp electricity and public
administration. The lowest are wages in the hotad aestaurants, but also in
education, health and social sector.
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Table 10.Average gross wages by industries compared tedbromy-wide average
in Estonia in 1995-2004 (national average=100)

Industry 1995 2000 2004
Mining and quarrying 1.07 1.09 1.08
Manufacturing 1.00 0.95 0.93
Electricity, gas and water supply 1.29 1.16 1.18
Construction 121 1.08 1.06
Wholesale and retail trade 0.91 1.04 0.97
Hotels and restaurants 0.84 0.72 0.67
Transport, storage and communication 1.23 1.20 1.05
Financial intermediation 2.07 2.09 2.02
Real estate, renting and business activities 0.98 .06 1 1.23
Public administration and defence, compulsory docia

security 1.02 1.12 1.16
Education 0.75 0.81 0.88
Health and social work 0.76 0.85 0.87
Other community, social, personal service actigitie 0.74 0.86 0.84
Average gross earnings 1.00 1.00 1.00

Salary for the hours worked forms almoust 90% efdhoss wage in Estonia and the
figure has been remarkably stable over the yeaf)-2006 for which data is
available (see figure 6).

100
90 = — = = _ — _
80 @ Payments for time
70 actually worked
60 H B Remuneration for time
not worked
S 50 A :
O ..payments in cash for
40 1 time not worked
30 1 O ..payments in kind for
20 + time not worked
pel 1IN IR i
0 i T T T T T T

2000 2001 2002 2003 2004 2005 2006

Figure 6. Remuneration and working time

Remuneration for the hours not worked constituesgtht of the gross wage and
monetary salary clearly prevails over the nonmamyetathe formulating of the salary

for time not worked.

Unfortunately Statistics Estonia does not provigestematic times series about
different components of total wage. Therefore itnist possible to analyse the
evolution of the share of the different componefiasic wage, bonuses, benefits,
performance related pay etc) of total wage in aggpeslevel in Estonia However, in

2000 the Statistics Estonia executed a speciakygury collect data about this issue
(see table 11).
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Table 11 The share of components of total labour costsitonia (2000, % of total
laour costs)

Direct costs 73,2
..direct remuneration and bonuses 65,65
....basic wages(salaries), bonuses and allowsgraid regularly 62,59

....payments to employees paid irregularly 3,07
..payments for days not worked 6,92
..wages and salaries in kind 0,63

....company products or services 0,26

....expenditures to assist employees with sitaifising 0,03

....employer's car supplied to employees fair fhrivate use 0,12

....indirect benefits 0,22
Indirect costs 26,8
..social security contributions 24,48

....Statutory social security contributions 4

....collectively agreed and voluntary socialuwség contributions 0,04
..imputed social contributions 0,94

....remuneration in the event of occupationaldgent and
diseases 0,08

....remuneration in the event of short-time vitogk 0,02

....payments to employees leaving the enterprise 0,71

.....Imputed social benefits for the employees 130,
..vocational training costs 0,91
..recruitment costs, expenditures on working clsthe 0,47

....recruitment costs 0,08

....expenditures on working clothes and uniforms 0,39

Source: Statistics Estonia

The results reveal that direct costs constitutedoat % of the total labour costs in
Estonia in 2000. Among direct costs clearly donedatlirect remuneration and

bonuses, the share of the other components (payoretidys not worked; wages and
salaries in kind) was approximately 10%. Almost 98Pthe direct remuneration and
bonuses were composed by basic wages, bonusei@manees. Most of the indirect

costs were composed by social security contribstiam which prevailed statutory

social security contributions; the share of thdemively agreed and voluntary social
security contributions was negligible.

Vocational training costs constituted less than d8d recruitment costs less than
0.1% of the total labour costs in Estonia in 2000.

Unfortunatley we are unable to analyse trends dlsasecompare the structure of the
labour costs in different types of companies beedhisre are no data available.

2.5.2. Wage share

For all the period under observation the shareomhpensation of employees from
GDP has been approximately a half. Neverthelessomuhanges have occurred. The
relative importance of the compensation of empleygem the GDP decreased
slightly at the beginning of the period under cdesation. As an exception, the
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indicator increased somewhat in 1999, exceedin®®e level. Since 2000 the figure
has been remarkably stable standing at 44-45 percen

When distinguishing the compensation of employee® itwo separate parts:
wages/salaries and employers’ social contributithg analysis reveals that the
evolution of the former follows almost identicaltiie trend of the compensation,
while the latter has been remarkably stable oveptriod 1996-2006.

60

O Compensation of employees
| ..wages and salaries

20 A O ..employers’ social
contributions

© A & LSS O P> L $
P O L PO QO Q LSS
RGN MR AN o O

Q
DS SIS SIS SIS S

Figure 7. Compensation of employees as a percentage of @jarfent prices).

Source: Statistics Estonia
* The data for 1993-1999 are not comparable withdhta of the next periods.

The visible reduction in compensation of employagsa percentage of GDP in 2000
compared to previos year is caused by the factabdhe Statistics Estonia changed
the data collection methods, data for 1993-199%atecomparable with the data of
the next periods.

2.5.3. Low wages

Although it is clear that being employed is an efifee tool to secure oneself against
the risk of poverty and social exclusion, it iscatecognised that holding a job is not
always sufficient to avoid poverty. A particulamfdy structure, inability to find a
full-time work and low wage rates are at the originthe problem of the so-called
“in-work poverty” (Bardone, Guio 2005). In followgnanalysis the Eurostat definition
of “in-work poor” is applied as an approximation ‘9déw-wage earners” because
there does not exist an official definition of “lomage” in Estonia. The in-work poor
are defined as those individuals who are accordingheir most frequent activity
status classified as employed and whose houselyolgatised disposable income is
below 60% of national median equivalised incomefddanately the “in-work poor”
concept is quite new in Europe, so the data islabai for the years 2004 and 2005
only.

To begin with, a significant minority (9% in 2004 7% in 2005) of the employed
population in Estonia live in a household where dggiivalised income is situated
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below the poverty line (which is 60% of equivalis&édcome, as mentioned
previously).

The analysis of in-work at risk of poverty ratesdge indicates that while in 2004 the
remarkable differences existed among age group20®5 the variations were much
tighter. The at-risk poverty rate is the highesthi@ age group 25-54, although it is the
only group where the figure decreased in 2005 coegptp 2004. The in-work at risk
on poverty rate is the lowest in the youngest agegand for the older workers, but
in the latter group the figure increased 6 times &as in 2005 almost the same as in
other age groups. There are no remarkable diffesehetween males and females;
however, when the household type serve as a bdsdisbnction, remarkable
differences appear to be visible. The in-work sk-rof poverty rate is the lowest in
households without dependent children, somewhahehnigin households with
dependent children and for single people. The igskighest in households which
consist of single parent and dependent childreth@se households the poverty rate
was 25% in 2004! Among employed persons whose bigrgucational level attained
is pre-primary, primary or lower secondary, theisk-of poverty rate is also quite
high: in 2004 every seventh of those persons dagesncome was below the 60%
of national median equivalised income. For the gadeld employed persons the
figure was 6%, ie more than twice lower, but stlite high.

Other interesting conclusions can be made whenoirk\at-risk of poverty rates are
compared by the type of job contract, months worked working time. It comes out
that the risk is much higher for the temporary vessk (compared to permanent
workers), for the less-experienced workers andHerpart-timers (compared to full-
time workers). The result itself is not unexpectaat, the magnitude of the differences
appears to be quite vast: in 2004 the poverty oathe temporary workers was 3.5
times higher and in 2005 3 times higher when coegbdo the permanent workers.
For the employees who had worked in the compars/tleen full year the at-risk of
poverty rate was more than 2 times higher compéwedorkers whose tenure in
office was more than a year. The remarkable diffees exist between full- and part-
timers, too. The part-time workers have approxitya®etimes higher in-work at-risk
of poverty rate than the full-time workers. Seeappendix 2.

Unfortunately there is no data available to compleein-work at-risk of poverty rate
between salaried workers and self-employed. HoweStistics Estonia has issued
an analysis of the labour market situation of sefiployed in Estonia. In the survey
the income earned by head of the houséholas taken as a basis of comparison of
the income differences between aforementioned labmarket groups. In 2003, the
average annual income in households with the seffieyed head of the household
was 49,100 kroons and the median income was 24&R2@hs per consumption unit
(consumer). If the head of the household was anleme then the average annual
income was significantly higher — 64,400 kroons pensumer, and the median
income was twice as high as in households with gbké-employed head of the
household. (Randoja 2006)

4 According to the definition of Statistics Estonleethead of the household is an adult household
member with the largest income.
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Self-employed people belonged mostly to lower antpleyees to higher income

quintiles. This shows that the income per consueaened by self-employed people
was lower than the income earned by employees. Mliodte self-employed (35%)

belonged to the first quintile; their average ygancome was only 13,100 kroons per
consumer in 2003. The number of self-employed meops smallest in the third

(middle) quintile. Thus, the self-employed belongather to extremities — their

income was very low or, on the contrary, very higlbwever, only 7% of employees
belonged to the first quintile. There were more Eyges in higher quintiles; 33% of
employees belonged to the highest quintile. (Ran@d6p6)

Unfortunately there are no data and studies availabanalyse whether the risk of
low pay is higher for temporary workers in Estoriigeither there is clear evidence
supporting the fact that the increase of minimungevaas reduced the number of low
pay workers. Although the proportion of full-timeovkers with earnings on the
minimum wage (see section 2.5.4 for more detailealysis) has decreased in recent
years, this is probably contingent on several ietated developments caused by the
overall favorable economic conditions and vast eaun growth rather.

2.5.4. Minimum wage

Estonia is one of the few countries in Europe theate a single statutory national
minimum wage rate that essentially applies to ah-exempt workers without
distinction. Minimum wages are adjusted on an ahhasis. Representatives of both
employers and employees participate in the natioialmum wage setting process
and the bilateral agreements are afterwards leghliyy the government (see also
section “Social dialogue and workers’ participatjon

The minimum wage increase has been quite rapidstorta. According to EIRO
publication “Pay developments — 2005”, the highestease, at 14.8% was found in
Estonia, while the lowest, 1.4%, was in Malta in020 Compared to 1996, the
minimum wage was almost 4.5 times higher in 200Bilevthe average wage had
increased more modestly (approximately 3 timesfigeee 8).
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Figure 8. The evolution of the minimum wage and average wage
Source: Statistics Estonia

The development of nominal minimum wages often appdo be impressive in
absolute term; however, this should be comparel thié¢ dynamics of wages more
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widely. In Estonia the minimum wages as the rafiche average wage has been
increasing almost for all the period under obseovatWhile in 1996 the ratio was
less than 1/5, it has constantly exceeded 30% knek 2002. Nevertheless, in last
two years (2005 and 2006) the ratio decreased tsligithe phenomenon is
conditioned by the fact that as a result of the avagessures caused by favourable
economic conditions and labour scarcity the growdke of the average wage
exceeded the growth rate of minimum wage in 20@b2806 (see figure 9).

Growth rates

@ minimum wage

H average wage

Figure 9. Nominal monthly wage annual growth rates
Source: Statistics Estonia

The analysis of the growth rates of the minimum anerage wage reveals that in the
second half of the 90s the growth rates were reatdykhigh. However, the fact that
the inflation was high in this period too shouldkept in mind when interpreting the
results. Since 1999 the growth rates of both mimmand average wage have been
more modest. As a general trend the minimum wagert@eased more rapidly than
the average wage,. However, in 2005 and 2006 #dredtreversed and for the first
time since 1996 the growth rate of minimum wage Wasw 10% On contrary, the
growth rate of average wage accelerated, excedlainj0% level.

Unfortunately there is no official data available thhe proportion of employees with
earnings on the minimum wage for the period 1996128s the Eurostat, as well as
the national statistics issues the indicator sk@@2. The proportion of the full-time
employees with earnings on the minimum wage ithiced in figure 10. As the in
Estonia minimum wage is stated nationally, no fule legally employed full-time
employed persons earn below statutory minimum wage.
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Figure 10. Proportion of full-time employees with earnings e minimum wage
(%) in Estonia.
Source: Eurostat

In Estonia the share of employees with earning hen minimum wage decreased
gradually in the period 2002-2005; the conclusippli@s to both males and females.
However, females tend to be less favourable sdnati this aspect than men: for the
whole period the proportion of employees earningimum wage has been higher
among females than for males.

Few studies have estimated the effect of the clmigehe minimum wage to the
different labour market aspects in Estonia. Theeefoe cannot firmly assertain what
effect has the increase of the minimum wage hath@éowage distribution. &eris
paribus the increase in the minimum wage compresses thge wdistribution.
However, as the wages have increased vastly imiasémd part of the increase of the
wages in general may have been caused by the secafathe minimum wage, the
influence of the minimum wage to the wage distifrutwould need a deeper survey
to take into account all the interrelated factdree same result applies to the link
between the minimum wage and social benefits aadvilh of the employers’ to pay
minimum wage to avoid social contributions abovat tbvel. The last aspect forms a
part of the hidden economy and could be indireelyimated via this channel by
distinguishing different aspects of the hidden eroyn. According to our data this
kind of analysis has not been performed in Estonia.

2.5.5. Wage inequality and wage discrimination

Estonian Statistical Board issues two indicatorsnebme inequality of household

members: Gini coefficient and quintile share ratweasured as S80/S20 income
quintile share ratio), Unfortunately the time seriare quite short - the data is
available only since 2000 and therefore it is ingdae to analyse the evolution of the
indicators in 90s. However, it is still possibleniake a few conclusions analysing the
wage inequalisation in 2000-2006. Statistics Estaines not provide information

about wage differentials between different incomgntjes, so we are unable to

analyse this aspect of wage inequality.
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Figure 11 Quintile share ratio and Gini coefficient in Esitn
Source: Statistics Estonia

In general the wage inequality is quite high indég. The Gini coefficient is
approximately 34-37 percent and the quintile sheato has been fluctuatifg
between 5.9-7.2.

When analysing the wage differences by gendergtigeclear wage discrimination
observable. The average hourly gross wage of mage donstantly exceeded the
female wage, although the wage gap has narrowgltlgliover time. While in 1997
the females’ average hourly gross wages as a propaf the males’ average hourly
gross wages were 73%, by 2004 the figure had isetkéo 76%. The male/female
wage ratio has been fluctuating: from 1996 to 1889years of increase rotated with
the years of minor decrease. From 2000 to 2004rdghe increased smoothly, but
2005 saw a decrease by 2 percentage points.
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Figure 12.Average gross hourly wages by gender in Estonia.

® The sudden change in Gini and in quintile rati@d®94 is caused by change of source of information.
Before 2004 the income indicators were calculagdgihousehold survey data. This was self-reported
monthly information of household sample. Sice 26@se indicators are calculated using of
information of socio-economic survey income dataede numbers are yearly data based of
retrospective sample survey of households. Thezefwlicators before 2004 and after 2004 are not
fully comparable.
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Source: Statistics Estonia.

The analysis of the share of the employed belontpnine income quintiles reveals

that men are in a more favourable position in #spect, too (see figure 13). We are
able provide data since 2003 because there areatzoavailable for the previous

years.
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Figure 13 The distribution of the employed on the basishef income quintiles by
gender in Estonia.
Source: Statistics Estonia

The proportion of the workers belonging to thetfeed second income quintiles is
lower for men compared to women. Moreover, the esledirthe employed belonging
to the first income quintile has decreased for raed increased for women. The
opposite applies to the second income quintile.

For the third income quintile the figures are alstoidentical for males and females,
but relatively more males than females belong éottvo highest income quintiles.
Unfortunately it is not possible to more elabortdie wage discrimination aspects by
differentiating the gender wage gap between differskills/educational levels or
occupations as there are no data available in madtistatistics or in Eurostat.
However, when comparing the aggregate data, thems to be some evidence of
public-private wage differentials in Estonia in PEP006 (see figure 14).
Unfortunately there is no data is available for pleeiod 1996-1999.
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Figure 14. Average hourly gross wages in Estonia by ownprshithe company (in
EEK).
Source: Statistics Estonia

The highest wages are paid in foreign-owned prieaterprises and state institutions
where the wages paid exceed the national averageth® contrary, in domestic

private companies and local government companiesatrerage wages are below
national average. However, in all groups the awerhgurly gross wages have
increased over the period and the share as a pi@paf the national average has
remained remarkably stable over the years (witheaception of foreign-owned

enterprises where the wage gap with national aeetes decreased from 1.42 in
2000 to 1.22 in 2006).

It would be interesting to analyse the influencehs collective bargaining on wage
inequality. However, as according to the data abéal to us there are no such surveys
conducted in Estonia, we are unable to analysditikidiere.

The comparison of the aggregate hourly wages of fthietime and part-time
employees reveals that the latter group is in aengdisadvantageous position in the
labour market (see figure 18¥ their hourly wages are lower than for the fualet
workers.
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Figure 15. Average hourly gross wages of full-time and pene employees (in Eek
in Estonia).
Source: Statistics Estonia

However, when comparing the results, it should d&ygt kn mind that people preferring
part-time work tend to be different in socio-ecomnorharacteristics from the full-
time employed. The results of study surveying teeaninants of the part-time work
in Estonia reveals that after controlling the intdes and the number of kids on the
household, women have still remarkably higher pbdlg to work part-time (instead
of full-time) than men. Moreover, the analysis bk tinvoluntary part-time work
suggests that women have considerably higher pilitpato be satisfied with the
part-time status and look for the part-time jobnttmen. Thus we can conclude that
from the women’s side part-time work is often séerbe the tool increasing the
opportunities to combine work and family life arieetefore thay may accept lower
wages. The opposite applies to men: the highernilmaber of children in the
household, the lower the probability to work pame and the higher the probability
to accept only full-time job.

The studying and age are another two variablesaapeimportant in analysis. The

elderly have more likely to prefer part-time wonkdaaccept part-time job compared
to prime-aged workers. It clearly indicates the amance of the considering the age
structure of the workforce as there are differesgeats affecting the working time

preferences of the youth, middle-aged and eld&ntii¢ 2007).

Unfortunetel there are no data available to surtltey wage inequality between

temporary and permanent workers.

2.6. Working time and work organization

Working hours and working time arrangements areniggi increasingly more
attention as they are considered to be importautess in today's labour markets, in
particular with regard to their relation to produity, labour market flexibility and
quality in work.
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2.6.1. Trend on average hours

The average number of working hours has slightisrekesed both in Estonia and in
EU on average. The analysis of dynamics indicatas for the whole period under
observation in Estonia the total number of usuaékhke working hours has been
higher than EU on average. The Estonia/EU dispamitworking hours has mainly
caused by the differences in females’ working hoursEstonia the males’ working
hours are only slightly above the EU average. Hamethe males/females working
hours gap is much tighter in Estonia than in EUagarage: while in EU on average
females tend to work remarkably less than males gkample in 2006 the average
usual number of working hours was 41.2 for men 28& for women) in Estonia the
differences are much more modest (in 2006 41.238Ml respectively).

As the average wage has increased substantiallggdtire period and the working
hours have gradually decreased, there is no tegdEnacrease average working
time to increase wages in Estonia.
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Figure 16. Average number of usual weekly hours of work inmjab by gender in
EU and Estonia.
Source: Eurostat.

The full-time/part-time working hours distinctioeveals that most of the differences
observed between total working hours in EstoniaBddn average can be explained
by longer part-time working hours in Estonia; theual working hours for full-time
employed are practically identical in Estonia am@&EU on average.
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Figure 17. Average number of usual weekly hours of work in mpb by full-

time/part-time distinction.
Source: Eurostat.
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Figure 18. Average number of usual weekly hours of work inirmgb by
professional status.
Source: Eurostat

The employees usually work fewer hours in week @raployers’ and self-employed.
For employees the number of working hours is highdétstonia than EU on average,
for self-employed the figure is almost the same emgloyers in EU on average tend
to work more hours than their colleagues in Est¢aideast in 2006; in late 1990s the
figures were almost the same).

The usual working hours in agriculture were higtien in industry and services in
Estonia as well as in EU on average in late 90svev¥er, in EU on average and
especially in Estonia the number of working houass decreased in recent years and
in the latter case was similar to industry in 20@6services the working hours tend to
be above the EU average in Estonia and an integegéttern occurs: while in EU the
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number of working hours in services is obviouslyéo than in agriculture and
industry (36.5, 43.2 and 40.1, respectively); itoB& the differences are much more
modest (39, 42 and 41).

The more detailed analysis reveals that workingrhiauary within the economic

activities in a quite large extent. In agricultunenting, forestry and fishing sector the
usual weekly working hours are notably higher shiing than in agriculture, hunting
and forestry. In industry the usual weekly workimgurs are higher in construction;
similar to average in manufacturing and electricgggs and water supply; and lower
mining and quarrying in Estonia. In EU on averduayever, the figures are similar
in all industry sectors.

Table 12 Average number of usual weekly hours of work inmjab by economic
activity.

Estonia EU
1998 | 2002| 2006 1998 2002 2006

Total 41,1] 40,2| 39,8 : 38| 37,8

Agriculture, hunting, forestry and fishing 46,3| 452| 419 : 42,8| 43,2
.. Agriculture, hunting and forestry 452 453 42 : 42,7 43,2
.. Fishing 54,3 : : : 49,6 45,9

Industry 413| 40,3| 40,9 : 40| 40,1
..Mining and quarrying 37,4 : : : 415| 41,9
..Manufacturing 40,8| 40,1| 40,6 : 39,4| 394
.. Electricity, gas and water supply 41| 39,9| 40,6 : 39,2 39,3
...Construction 435| 415| 418 (| 414 416

Services 40,1| 39,7 39 : 36,8| 36,5
..Wholesale and retail trade; repair of motor

vehicles, motorcycles and personal and househol

goods 42,1 41,8| 40,3 : 38,1| 37,6
..Hotels and restaurants 427 38,9| 399 : 39| 38,3
...Transport, storage and communication 44| 416| 41,6 : 40,4| 40,4
.. Financial intermediation 40,1| 40,9| 38,7 : 38| 384
..Real estate, renting and business activities 39,2| 40,5 37,6 : 41,4 41
...Public administration and defence; compulsory

social security 41| 40,4| 401 : 37,1| 37,3
...Other services 36,5| 36,6 36,8 : 33,8| 334
...Education 351| 344| 352 : 32,3| 32,3
...Health and social work 38,6 38,1 386 : 345| 34,1
...Other community, social, personal service

activities 36,4 39,2 382 : 35,8 35
.. Activities of households : : : : 275| 26,6
... Extra-territorial organizations and bodies : : : : 39,1| 384

In services the number of weekly working hourshieve average wholesale and retail
trade in Estonia. In late 90s the same result egpio hotels and restaurants and
transport, storage and communication sector; hoxrydae 2006 the differences had

disappeared and working hours in those sectors sweriéar to service sector average.
In EU the number of usual working hours is abovgise sector average in wholesale
and retail trade, hotels and restaurants, trarsjpomtand real estate.

The number of working hours is below average incatian, and other community,
social, personal service activities and other ses/iboth in Estonia and EU on
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average. In EU the same applies to health andlsesor&; in Estonia in this sector the
working hours are similar to service sector average

2.6.2. Shift work

The percentage of employees working on shift wa& been fluctuating in Estonia.
On the first half of the period (years 1997-2008) figure was quite stable at nearly
20% of total of employees working on shifts. Théyamomalous year is 1998 when
probably due to the Russian crisis the percentdgemployees working on shifts

decreased somewhat. However, in recent years (2008} there has been a
decreasing in shift work. This might be relatedhe reduction in employment in the
industry sector where shift work is generally mocoenmon.
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Figure 19. Employees working on shift work as a percentagehef total of
employees.
Source: Eurostat

When compared to the EU average, the incidencaififgork was clearly higher in
90s and in first four years of new millennia. Uelikhe recent dynamics in Estonia,
the popularity of shift work has gradually incredi$e EU as average. However, since
2005 the figure is almost at the same level; EUayeis even slightly exceeding the
figure of Estonia. When compared to the other EUebQntries on average, the
incidence of shift work is one of the lowest in &@sta. Eurostat provides data about
average rate of shift work in EU-10 countries fra@00 and the figure clearly shows
that the number of employees working on shift waska percentage of the total
employees is much higher in EU-10 countries thakliRr15 countries although the
popularity of shift work has slightly decreasedhis group, too.

Although in general shift work is more a featurenmdle employment than female, in
Estonia (similar to Lithuania and Slovenia) relativ more women than men are
involved in shift work.
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2.6.3. Unsocial hours

There are several indicators available to meashee eixtent of working during
unsocial hours in Estonia:
v' the population in employment working usually on UBday as a
percentage of the total employment
v the population in employment working usually on &ayas a percentage
of the total employment
v’ the population in employment working usually athtigs a percentage of
the total employment
v' the population in employment working usually in tleeening as a
percentage of the total employment
As there is no objective reasons to prefer onghers as they provide different kind
of information about labour market, we discuss eafdine aforementioned indicators
in turn.
One of the trends that in common to all unsocialreoindicators is the decrease in
the popularity of working on unsocial hours in Eséo This applies to Saturday and
Sunday work in particular, but on a somewhat lesg&ent to night and evening work
as well. While almost one in three employed workadSaturday in Estonia in 1997,
the figure had decreased to 20% by 2006. At theesame the share in EU on
average has remained stable, fluctuating in thger@7-30%. When compared to EU-
10 countries on average, the incidence of workim¢gaturdays was higher in Estonia
until 2003, by now the positions have changed.

The incidence of working on Sundays was remarkaigper in Estonia than in EU-
10 and EU countries on average from mid-90s to 2@dd4e to the quite rapid
decrease in the share of Sunday work in Estongafiginres have reached to the same
level by now.

The same trend applies to working at nights anthéevenings, too, although the
night work is much less popular than the other ®whunsocial work in Estonia as
well as in EU on average.

Table 13.Working on unsocial hours in EU countries on agerand in Estonia (as a
percentage of the total employment)

| 1997 | 1998| 1999 2000 2001 2002 2003 2004 2005 2006
Working on Saturdays

EU 28,4| 295| 28,7| 28,3| 283| 27,2 283| 30,1 274| 273
EU-10 : : | 19,1 20,5 20,3] 20,7] 211 21| 21,6
Estonia 32| 26,8 251| 26,2 21| 23,7| 26,1 23,2] 19,9 193
Working on Sundays
EU 12,1 12,1 11,8| 11,4 115| 11,2 119| 134| 13,1] 133
Estonia 229 18,2 17,8| 185| 146| 16,2 19,2 158| 139| 13,6
EU-10 : : | 11,8 11,9 119| 12,2 12,3| 12,2| 12,1
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Working at nights
EU 55 54 7 7,6 7 7,5 7,5 7,7 7,5 7,8
EU-10 : : : 6,6 4,9 55 5,9 6,2 6,4 6
Estonia 8,6 9 9,2 9,4 7,3 7,9 8,8 9,5 6,9 6,6
Working on evenings
EU 15,3| 14,4| 17v,7| 17,8 17,6 18,6| 19,2| 188| 188| 20,1
EU-10 : : : 15| 115| 12,3| 12,7| 13,1| 13,5| 12,7
Estonia 23,71 21,3| 21,4| 246| 194| 21,3] 21,3| 224| 182 18

2.6.4. Involuntary part-time work

When analysing the theme of atypical work, it ieofemphasized that the part-time
work is one of the most wide-spread forms of fléxilworking time arrangements
from the employee’s point of view. However, it istralways true: in some extent
part-time work can be considered as a tool to ret®nvork and family life, but in
every country there exist part-time employed whe @eclare that they are working
part-time basis but would prefer to work full-tinest cannot do this due to the
employer-side restrictions. The latter case isroftefined as “involuntary flexibility”
and persons declaring this are considered to beluntary part-time workers or
underemployed. In this case part-time work provitliesibility to the employer (not
to the employee) to optimise the amount of labowcd employed at the enterprise.
The figure 10 indicates that underemployed cortstituremarkable share of the part-
time workers in Estonia as well as in EU-10 on ager in 2000 and 2001 almost one
in three part-time workers was underemployed irolist in 2006 the figure was
20%.
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Figure 20. The incidence of part-time work and underemploymeriEstonia and in
EU.

However, an interesting pattern occurs: in 2000120@ share of underemployed as a
percentage of part-time workers was higher in Hattiman in EU-10 countries on
average. From 2002-2004 the figure was almost icknin Estonia and in EU-10
countries and 2005-2006 the figure of EU-10 average higher.
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2.7. Working rhythms and stress at work

According to several studies the health of peoplarsening in Estonia. One of the
reasons may be working environment. Risk factorsclwhave gained a lot of
attention in recent years are psychological risgtdies, including working stress.
According to the Working Life Barometer 2005 32%re$pondents have noted that
their work is related with stress, 29% noted wamg 27% noted irritability.

The data about work intensity, physical and mestigss reveal that on the average
the perception of the pressure on the job has redaunchanged since 1998.
However, there are differences across the years2002 the percent of the
respondents who perceived the increase in stregsriatdecreased and the percent of
respondents who felt no change in the stress &t wmareased. In 2005 the opposite
occurred and structure of perceptions was muchhik€98.

During last 12 months, how has changed...
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Physical stress
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Figure 21 The perception of mental and physical stressirtedsity of work, 1998-
2005

Source: Working Life Barometer 2005.
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The data suggest that working intensity is somewlfigher in foreign-owned
companies (see table 1A in appendix 1). Additignghihysical stress is higher in
foreign-owned companies, but mental stress is erother hand higher in companies
based on local capital. Analysing work intensityoss economic activities, higher
work intensity was reported on average by workerisdtels and restaurant, financial
intermediation and real estate. Higher physicasstrwas in mining, manufacturing
and construction, as expected and higher mentdsstivas in public administration
and education. It seems that work intensity is @igh international companies, but
based on described data one cannot conclude théitimtensity is higher in sectors
that more suffer from competition on external m&ésk@ompare for example with
wholesale and retail trade and transportation).

Table 1A in appendix 1 contains also data abouemiht stress indicators across
occupation. Data suggest that work intensity isgegpomogenous across occupations,
with one exception (professionals). Physical and ntale stress is more
heterogeneously divided by occupations and as #gbeevorkers in occupations
related more with physical activities report moreygical stress and workers in
occupations related with mental activities repoorenmental stress. According to the
data there seem no relevant differences in worlensity among employees,
employers and self-employed entrepreneurs (see tedh). On the other hand, it
appears that employees who work in companies vatijet number of workers
perceive higher work intensity.

Table 14. The perception of work intensity across laboutustaand size of the
company (% of total), 2005

Work intensity Total
High | Medium | Low

Status
Employee 35.78 53.16 3.72 886
Employer 38.10 52.38 4.76 42
Self-employed 28.13 59.38 4.69 64

entrepreneur

How many workers are in your main job?
1-10 workers 25.68 58.22 5.82 292
11-19 workers 32.28 58.27 3.15 127
20-49 workers 38.82 50.00 412 170
50-99 workers 36.22 54.33 3.94 127
100-249 workers 48.76 43.80 2.48 112
250 and more 50.00 43.75 1.79 53

Source: Working Life Barometer 2005, calculatiohswathors.

Note: Categories like “do not know” are excludediues are expressed as percent of total.

Figure 21 revealed that over half of people peexiincrease in work intensity in
2005. There is no research about direct connectietseen rising work stress and
health and rising work stress and family life. Tdeta of Working Life Barometer

2005 show that there seems to be some connecttaed® missing days from work
and perceived work intensity — workers who repohigh work intensity miss more

from work. However, one cannot conclude causalith wuch simple analysis.
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Table 15 Mean number of days missing from work and pefioapf work intensity,
2005.

Work intensity

High Medium Low
Mean number of days missing from work due to work- | 2.6 0.5 1.9
related health problems during the 12 months
Mean number of days missing from work due to work | 0.7 0.5 0.1
accident during the 12 months

Source: Working Life Barometer 2005, calculatiohswathors.

Work stress and intensity may affect family lifeadbgh several ways — tensions at
work may be carried over to relations with familyemmbers and increasing work
duties decrease time with family. Unfortunatelyréhare no studies confirming this in
Estonia.

Recently the enterprises have started to give ratiention to worker’s health and

reconciliation with family life. Gyms and saunag &wilt to offices, sport events and

events to families are organized etc. One of ¢asans may be scarcity of labour and
these additional bonuses may attract new workensth® other hand employers may
have acknowledged the connection between workeethhend happiness and

productivity in work.

Family-friendly enterprises are selected in Estosiiace 2000. In 2006 over 70
enterprises participated. Many participated enieegroffer several benefits on child
birth and benefits for covering expenditures relate children, family actions are
organized and enterprises take account of the rneecsmbine work and family life.

Arrangements are aimed often to workers familien@bits at birth, day off in Sept
1% different events for families etc) and motherpp@rtunity to work home, free

internet etc).

For example, according to the questioning conduict@03
(http://www.perekodu.ee/31692):

36% enterprises organise events to workers and tamiilies.
31% enterprises enable partial work if needed for fam@asons.
27% enterprises organize events on school vacation®tkers children.

23% enterprises enable additional vacation to fatfter ahild birth with retaining
wage.

15% enterprises pay over 3000 crowns one-time beatethild birth.

However, it should be kept in mind, that the numbgenterprises participated in

guestioning is very small. Additionally, there ie data that enterprises extensively
solve another major problem besides working timscarcity of kindergartens for

example.
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2.8. Safety and health

2.8.1. Occupational accidents

Number of occupational accidents is increasingstofia — in 2006 there were over
3600 occupational accidents. Per 100 000 employesops there were 565

occupational accidents. On the other hand the nuofifatal accidents has decreased
slightly during last years.

Table 16.0ccupational accidents, 1992-2006.

Occupational

Occupational accidents per 100 Fatal accidents per

accidents 000 workers Fatal accidents | 100 000 workers
1992 2758 360 48 6
1993 1320 186 56 8
1994 1465 212 56 8
1995 2460 303 61 9
1996 2251 291 46 7
1997 2368 317 50 8
1998 2664 363 60 9
1999 3285 470 52 8
2000 2965 424 27 5
2001 3293 419 36 5
2002 4033 532 39 6
2003 3783 543 33 5
2004 3326 559 34 6
2005 3300 540 24 4
2006 3651 565 28 4

Source: Labour Inspectorate

State supervision in the working environment ovanpliance with the requirements
of legislation regulating occupational health arafesy and labour relations is
conducted by Labour Inspectorate in Estonia. Thdéola Inspectorate is a
government agency operating within the area of gowent of the Ministry of Social
Affairs. According to Labour Inspectorate the megasons for occupational accidents
are insufficient training and instruction, inadequédo safety requirements of the
implements and place of work. There are severalofacwhich have promoted
occupational accidents to increase recently —ecanawtivities and working have
accelerated (for example in forestry, constructimansportation) and qualified and
experienced workers have left from Estonia andaega workers are with inadequate
training and experiences. Labour Inspectorate hpemted out that hiding of
occupational accidents have decreased as welbirSjektsiooni 2006.a aruanne)

The most occupational accidents were in manufagjuand mining. In detail, the
most accidents were in the manufacture of wood waondd products (1712 per
100 000 workers), in manufacture of chemicals, dhahproducts, rubber and plastic
product (1603) and in manufacturing of furniture23®). (Statistical Yearbook of
Estonia 2006)
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Table 17. Occupational accidents by economic activity (@® 000 workers), 2002-

2006.

2002 2003 2004 2005 2006
Total 532 543 558 564 565
Agriculture, hunting, fishing and forestry 512 555 | 624 696 629
Mining and quarrying 1053 807 750 814 884
Manufacturing 1023 1021 1036 978 1055
Electricity, gas and water supply 419 402 283 240 | 98 2
Construction 643 606 545 616 604
Wholesale and retail trade; repair of motor| 328 411 376 452 433
vehicles, motorcycles, and personal and
household goods
Hotels and restaurants 318 362 370 335 386
Transport, storage and communication 481 431 514 5 48 | 476
Financial intermediation, real estate 308 411 366 90 3 370
Public administration and defense; 648 611 667 745 744
compulsory social security
Education, health and social work 197 169 200 204 | 07 2
Other community, social and personal servicz36 269 309 296 265

activities

Source: Statistical Yearbook of Estonia, EstoniatiSical Office, 2007

As expected, with men more occupational accidergpén than with women;
partially due to fact that men work more in mantdaag. There are differences
across age groups and sex — the most accidentshapih 25-34 years old men and
45-54 years old women.

Table 18.0Occupational accidents by age and sex, 2006

Total Under 18 18-24 25-34 35-44 45-54 55-64 GBrer
Total 3651 31 691 830 749 820 454 77
Men 2513 21 541 632 497 484 291 47
Women 1138 10 150 198 251 336 163 30

Source: Statistical Yearbook of Estonia, EstoniaiSical Office, 2007

Although the number of occupational accidents imseased, the number of lost
working days has decreased compared to 2000.

Table 19.Working days lost due to occupational accidents.

1995 2000 2002 2003 2004 2005
Working days lost due to 83643| 157051 171850 146411 118941 125(314
occupational accidents
The share of working days lost dug 3,1 3,7 3,1 2,3 2,3

to occupational accidents to all
working days lost due to illness*, %

* refers to all illnesses, not just occupationbdabses

Source: Social Sector in Figures 2006
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2.8.2. Occupational diseases

In 2006 117 occupational diseases were diagnos&flds this number was 97. More
occupational diseases were diagnosed on women fG8hss occupations most
occupational diseases were diagnosed on workerkirvgom agriculture and skilled

workers in several professions (f.e drivers of methicles, elementary workers etc).
Most occupational diseases were diagnosed in dmgnieu Physical overstress and
compulsory positions were main causes of occupaliodiseases in 2006.
(Tooinspektsiooni 2006.a aruanne)
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Figure 22.Occupational diseases, 1992-2006
Source: Labour Inspectorate

Besides occupational diseases, work-related disemrsedistinguishéd In 2006 362
work- related diseaseswere registered (164 men 1&8dwomen). Most of these
workers are aged 45-54. This indicates that mothefvork- related diseases may be
developed occupational diseases. Often workersnateinterested in diagnosing
occupational disease due to lack of social guaeant&€his may be one reason for
many occupational diseases been diagnosed as vedaked diseases. Most of work-
related diseases were diagnosed on elementary modkévers of motor vehicles and
skilled workers. (T66inspektsiooni 2006.a aruanne)

The number of occupational diseases has decreaggticantly during 1999. This
decrease can be explained by the fact that todaypational health care is no longer
financed by Health Insurance Fund and therefore dbeupational diseases are
underreported. The increase till 1999 means iraoedxtent overreporting, as 1998-
1999 there was economic recession in Estonia an ftould use Health Insurance
Fund support to compensate some wage cost.

®Occupational disease is disease caused by rislorfamt way of working which is listed in
nomenclature of occupational diseases. Diseaseeddms work is disease which has been cause by
some other risk factor. Occupational disease isnbdieectly caused by risk factor of working
environment, in case of disease caused by workiskefactor of working environment is one of the
many reasons causing disease. (Occupational HeadtiSafety Act,§ 23)
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2.8.3. Risk factors

Labour Inspectorate has estimated prevalence kffaistors in 10 000 enterprises
over 2000-2005. Results indicate that the main fésitors at work are mechanical
implements and main damagers of workers healttplaysiologic risk factors (hard
physical work and compulsory positions). In 40%eaterprises noise, temperature,
insufficient lightning and dust was detected ak féctors. Psychological risk factors
were detected in 30% of the enterprises.

According to Working Life Barometer 2005 the fifvfiworkers work in conditions of
noise or vibration and 12% of workers inhales smoksbacco. Main physiological
factor affecting workers health is monotonous werkearly half of the respondents
have to stand or walk most of the time or do rapgdtand movements at least half
of the working time and nearly quarter of the rexpents work with computer or have
tiresome poses at work. Respondents also estintag¢edffect of their work to their
health. 44% complained over general tiredness anscufar pain, 41% mentioned
backache and over quarter of the workers have amoopthat work causes them
stress, headache or irritation.

Data reveals that physical and mental stress ate dagnificant risk factors. Half of
respondents answered that their work is mentaliyd e physically hard. Main
reasons for mental stress are big responsibiligy wf working, associating with
clients and long work days. Main reasons for phajsstress are regular standing at
work, uncomfortable position of back, repeating ements of hand of wrist and
hand movements needing strength. Finally, workees asked to estimate how
probable is that their work cause them chronie@skor accident. 42% of respondents
estimated that risk of illness is big or medium &%6 of respondents estimated big
or medium risk of occupational accident.

2.8.4. Inspection

The occupational health and safety requirementswiork performed by persons
working on the basis of employment contracts anpuiolic servants are provided by
Occupational Health and Safety Act. Act entered iiorce in 1999. Act constitutes
that physical, chemical, biological, physiologieald psychological factors present in
the working environment shall not endanger the difehealth of workers or that of
other persons in the working environment. An emetosnust design and furnish
workplaces such that it is possible to prevent pational accidents and damage to
health, and to maintain the workers’ capacity fasrkvand their well-being. An
employee is also obligated to follow safety reguesat and to inform about
problems.

According to the Act enterprises with more than teorkers must elect working
environment representative, whose obligation isntmitor that occupational health
and safety measures are implemented at the wodgland that the workers are
provided with personal protective equipment whishn working order. Enterprises
with at least fifty workers must set up working gnmment council.

In national level The Advisory Committee on WorkiBgvironment deals with issues
concerning the working environment and comprisesupational health and safety
experts of government agencies, central assocsatbemployers and central unions
of employees. It is an advisory board within thenigiry of Social Affairs. Labour

inspection and data gathering about occupationgtients and diseases in national
level is performed by Labour Inspectorate in EsionkEnterprises chosen for
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inspection are enterprises which are engaged incgo@s activities where were most

occupational accidents in last year and other pris&s engaged in more dangerous
economic activities. In 2006 3846 enterprises wespected (compared to 2575 in

2005). (Tooinspektsiooni 2006.a aruanne) This mgie that there are fields of

economic activities which are inspected more rarely

Besides to national level inspection in severakmgnises there are representative of
work environment. According to the Working Life Baneter 2005 about quarter of
workers work in enterprises where such represeetatexists. Still, many
representatives do not work actively — only 40%wvofkers have indicated mediation
of problems by representative. By economic actjvityore representatives are in
mining and manufacturing, electricity, gas and waseipply and in public
administration.

Table 20.The existence of representative of work environnibgneconomic activity,
2005

Is there representative of work | Total (in abs
environment (% of total)? value)
Economic activity No Yes
agriculture, hunting and forestry 77.63 22.37 76
mining, manufacturing 52.38 47.62 63
electricity, gas and water supply 64.71 35.29 34
construction 82.29 17.71 96
wholesale and retail trade 88.36 11.64 146
hotels and restaurants 82.05 17.95 39
transport, storage and communication 67.39 32.61 2 9
financial intermediation 69.57 30.43 23
real estate, renting and business activities 91.89 8.11 37
public administration 63.93 36.07 61
education 69.77 30.23 129
health and social work 66.67 33.33 69
other 62.77 37.23 137
Total 72.55 27.45 1002

Source: Working Life Barometer 2005, calculatiohaathors

2.9. Access to training

According to Estonian Statistical Office 6.5% ofrgmns aged 25-64 are involved to
lifelong learnind. It is three percentage points lower that in EUawerage (9.6%)
and almost twice lower that in old member statds1@®). During last 12 months 17%
of persons participated in lifelong learning.

" Life-long learning refers to persons aged 25 tavdé stated that they received education or trginin
in the four weeks preceding the survey (numerafidre denominator consists of the total populatibn o
the same age group, excluding those who did natvemn the question 'participation to education and
training'.
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Table 21. Participation of population aged 25-64 in lifelokgarning during last
four weeks (%), 1997-2006

1997 | 1998| 1999 2000 2001 2002 2003 2004 2p05 2006

Participated in lifelong 4.6 6.2 6.4 6.3 53 5.4 6.7 65 5.9 6.5
learning

..participated in formal 1.1 1.4 2.0 2.5 2.4 3.2 35 318 3.8 3.5
education

....studied in school of 0.4 0.3 0.3 0.3 0.4 0.4 05 0.5 Q.5
general or vocational
education

....Studied in high school 0. 1/0 1.7 2.2 .0 2.83.2 3.3 3.3 3.1

..participated in taught 3.6 4.8 4.7 4.1 3.1 2.8 34 28 2.4 3.4
learning

....participated in training 2.8 3.4 3.0 2.1 2. 1.6 211 119 1.6 2.3
courses at work

....participated in conference 0.4 0.9 0.6 0.4 0.3 0. 0/4 0.4 Q.5
or seminar at work

....participated in hobby 0.8 0.6 0.5 0.3 0.2 0.4 0/4 0.3 Q.5
courses

....participated in other 0.3 0.2 0.4 0.3 0.2 0.p 0/1 01 Q.1
taught learning activities
Source: Estonian Statistical Office
Most of the lifelong learning was happen throughdging in high school and
participating in work-related continuing vocation#daining, the proportion of
studying in high school has increased significaotdgnpared to 1997. Aimost all VET
institutions offer work related training courses &alults, mainly in the areas that they
teach and based on prepared curricula. Most ofioubiversities and applied higher
education institutions offer further training aslhveither in formal (eg. flexible “open
universities”) or non-formal (in-service training@ducation system. (Annus et al.
2002) There is also a range of private trainingvjplers - about 440 providers whose
main activity is continuing training, and 1,700 ferhich it was one of their
“additional activities” according to the businessegister in  2000.
(Koolitusfirmade/koolitajate uuring, 2001)
Table 22. Participation of population aged 25-64 in lifelofearning during last
four weeks by sex, age, ethnicity and education (%97-2006

1997 | 1998 | 1999| 2000 2001 2002 2003 20p4 2005 2006

Men 2.8 4.5 4.2 4.2 3.7 36 50 5.3 4.4 4.2
Women 6.3 7.6 8. 8.0 67 619 8.2 1.5 7.3 8.5
25-34 8.6 99 116 125 111 117 138 182 125 212
35-44 4.2 6.4 6.4 5.7 4.8 4|9 6.3 6.1 5.9 7.4
45-54 3.4 5.6 4.9 4.6 35 219 3.8 3.6 3.1 3.6
55-64 2.0 2.1 2.1 1.6 11 1/2 1.8 2.0 1.2 1.9
Estonians 5.5 7.1 7.6 714 6/4 8.5 8.4 7.9 6.9 7.9
Not Estonians 3.1 4.3 4.3 412 33 3.1 3.4 3.8 41 8|3
Primary or lower 1.1 0.6 1.2 1.1 1.3 115
level education
Secondary level 3.1 4.0 4.4 4.8 3.8 4.6 4.8 4,8 4.7 1.9
education
Third level 95| 131 131 @ 12.( 10.p 87 123 114 0.6  11.0
education

Source: Estonian Statistical Office
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Groups that are more involved in lifelong learnerg women, persons aged 25-34,
Estonians and persons with higher education; wkbeption of last group their
involvement has increased significantly over teargeResults show that those groups
in most need for training (non-Estonians, less atkd; older people) participated less
in lifelong learning than others. For example natelBians, among whom there are
significantly more unemployed, have participatedraning two times less frequently
than Estonians.

Training is financed by enterprises mainly; in 2@8% of all training was financed
by enterprises. The percentage has increased plereentage point compared with
previous year on account of other financers (indgdtate). Non-formal education is
usually paid by the individual or entity participeg in it. Work-related training is

generally financed by the employer, but resourcaa be provided by local

governments or by the employee. According to WagKiife Barometer 2005 92% of

workers who participated in training financed bypboyer answered that training was
useful in further working. This may reflect theieiincy of training.

Table 23. Participation of population aged 25-64 in lifelofearning during last
four weeks by source of finance

1997 | 1998 | 1999 2000 2001 2002 2003 2004 2005 2P06
Employer 63.4 61.7 669 665 608 716 7p5 10.7 .26568.1
Trainee 221 254 18/ 20/5 26.6 16.2 16 16.1 5P1.21.6
Other 145 134 146 130 1216 122 169 1832 13.30.3

Source: Estonian Statistical Office

According to Eurostat Estonian enterprises inve8%alon average of their labour
costs in continuing training courses in 1999 (EtapsStatistics in Focus, Theme 3-
8/2002. Costs and funding of CVT in enterprise€urope). Continuing vocational
training was provided by 67% of enterprises. Cantig vocational training was more
common in electricity, gas and water supply andarfitial intermediation. In
manufacture of textiles and textile products, lea@nd leather products and in retail
trade training was provided only about by half loé tenterprises. See table 2A in
appendix 1. The largest change has been in podeewmmunications were almost
all enterprises provided training in 1999, but 2005 this proportion has decreased
30 percentage points.

Comparing enterprises by number of the workersticoimg vocational training was

more common in enterprises with more workers — atral enterprises with workers
more than 250 provide training. One of the incesdivor continuing vocational

training is probably the low participation rate aoldsolete education in vocational
schools and therefore lack of qualified labour éorc

In national level trainings financed by the state currently mainly for cisdrvants
and teachers in state and municipal schools (2-4%he annual “salary fund”,
determined by Adult Education Act), as well as tfee unemployed. Programmes for
adult education are supported from the state budgd#tey match the approved
national priority areas, such as long-term coufsesre than 56 hours) for specific
target groups, or Estonian language courses foilEstonians.
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For unemployed different labour market measures darected. Expenditures on
active (0.05% of GDP) and passive (0.12% of GDBdua market policies remain at
an extremely low level accounting only for totaP% of GDP in 2005 (compared
with 2% in old member states). Training expensesaated 0.03% of GDP in 2005.
(Labour market policy, 2007, Eurostat)

Out of the active measures labour market traingnpé most important both in terms
of expenditures and in terms of participants. Emplent training may be carried out
in the form of vocational training or training imder to adapt to the requirements of
the labour market. In year 2000, from all particifza86% belonged to first group of
trainees. The second type of training includes ipiiog information on requirements

and opportunities in the labour market and psydjiodd preparation in order to

compete in the labour market. State employmentedficontract training services
from educational and training institutions and lggarsons under certain conditions.
The duration of the employment training is up tménths and it can be organised in
the form of courses and individual training. (Anraisal. 2002)

In 2006 48 167 persons (in total) were regista®dinemployed in Estonian Labour
Market Board. Compared to 2005 number of unempldesi decreased 33%. Main
reason for this decrease was rapid economic grawtkstonia. Unemployment
benefit was received by 20 679 persons, which ¥ 43 all unemployed. Training
was provided for 7073 unemployed, which signifibatdwer than in previous year.

However, the number of participants in training egeased compared to numbers
in the end of the nineties. See for details taBleiB appendix 1. One reason is due to
legal changes which have widened access. Previoasly those entitled to
unemployment benefit have had access to labourehaskvices, now all registered
unemployed. As a consequence more people cangegstunemployed and became
eligible for labour market services, and the raferegistered unemployed is
increasingly approaching the ILO figures. (Annusaét2002) Still, the share of
unemployed receiving training is very low, and el@ner when considering all the
unemployed (not only registred).

2.10. Social protection coverage

Social protection expenditures have grown in grgwpace since 2080in 2004
social protection expenditures grew 15% (as a coisga real economic growth was
only 6%in 2001). Expenditures grew most in famignbfits (+47%) and declined
most in housing benefits and social inclusion (-3286 -22% respectively) (2000-
2004). Social protection expenditures grew alseelative terms measured as percent
of GDP — the growth was half percentage point. Haxeexpenditures did not reach
the level of 2000 and the expenditures are sigatily lower than the EU25 average
(27% of GDP).

The largest share of social protection expenditarestituted old-age benefits (43%)
and sickness benefits (32%). The structure of isnleds remained practically same
over 5 years. For details see table 3 in appendix 3

8 Data of social protection expenditures before 280t complitely comparable with current data.

50



Most of the expenditures are financed by employdfstonia (78% in 2004 according
to Eurostat) and only 0.6% by protected person. &eimy 21% is financed by
government (as comparison in EU25 these proportenes 39%, 21% and 38%
respectively). At present, the social protectiostegn is composed of the following
schemes: a pension scheme financed by the sodatityetaX payable towards
pension; a health insurance scheme financed bgdtial tax payable towards health,
a family allowance scheme financed by the Goverrimem unemployment benefit
scheme financed by the unemployment insurance,@mphnd employee. For more
complete picture about sources of revenues, pleagefigure at appendix 3. Social
benefits to the disabled as well as social asgistaine financed by the Government
and the social assistance is means tested. Thih lvea¢ sector is mainly financed by
the sickness fund (sickness insurance scheme) karnaged in part by the
Government, the counties and the municipalitiese Tunicipalities run the social-
assistance, home-help and nursing schemes as svélfleainstitutions and care for
children and young people, the elderly and theldiesh

In Estonia, pay-as-you-go financing is common ikatren to sickness benefits and
pension¥. These insurances are only for people in the labmrket and are financed
by the employers and employees, where the empldyensce the largest part. While
the employers pay a rather high social security ttaey pay, on the other hand, very
little, or no, income taX. People who are not insured are normally only ceddy
means-tested benefits that are very small becduesedre calculated in accordance
with the poverty level. According to Eurostat, 5.8fwomen aged 18-59 and 6.1%
of the men of same age live in jobless househditls. share of children aged 0-17
living in jobless households is 8.2%. Still, aleie shares has declined since1998 (in
2001 these shares were for example 11.1, 10.9 h@ddspectively).

2.10.1. Social protection of family

Estonia supports families by partially compensatimg costs of caring for, raising
and educating children. The system of child andilfatrenefits has been improved
several times becoming more and more family frigndulminating with the
introduction of the Parental Benefit Act on Janudry2004. Along with current
universal family benefits, the new benefit is a swra aimed at reconciling work and
family life. It also aims to increase Estonia'stibirate and helps parents meet
expenditures arising from a newborn child.

Families with children have many opportunitieseoaive financial support. There are
five types of benefits: the maternity benefit, tharental benefit, universal family
benefits, tax credits and holiday benefits. Theilialvenefits are stipulated mainly by
the State Family Benefits Act. Local governmentsoaplay a role in supporting
families with children according to the needs omilees and the availability of

resources at the local governments. State familyefits are paid to permanent
residents of Estonia and aliens who have tempaoesigence permits.

® Social security tax (direct translation from Es#onis social tax) is tax paid by employers frorato
payroll of the firm. Tax rate is 33%, 20% goes teatth Insurance Fund and 13% to the State Pension
Fund. Could be interpreted as social contribution.

9 Funding system was introduced to pension systeently in addition to pay-as-you-go system.

™ Corporate income tax rate for firms is 21% (flate), but from reinvested profit 0%. In reality
majority firms reinvest they profit and do not gagome tax.
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Maternity benefit

The maternity benefit is meant for working motharsl compensates 100% of the
mother’s previous wage for a period of 140 daydefmar days) prior to and after
childbirth. Mothers who have difficult childbirttes have a multiple birth are given an
additional 14 days of maternity benefits. The nmatgrbenefit is financed by the

health insurance budget through the Estonian Héadtirance Fund.

Parental benefit

The Parental Benefit Act took effect on 1 Janud@94£L The new law helps parents to
maintain their living standard by paying benefitsat parent who has taken parental
leave. The main reason for introducing this benefitworsening demographic
situation and the need to promote fertility. Theesof this benefit is based on the
parent’'s previous earnings (100% of previous egg)inwith small exception
concerning the minimum and maximum. The parentakfieis paid to the working
mother after the expiration of the maternity ben@#0 days). Together the maternity
benefit and the parental benefit are paid for aopeof 455 days, so that the parent’s
wage is maintained during a period of 15 monthsnéehild is born. Income tax is
withheld from parental benefit.

Non-working parents have the right to parental Gemer 14 months starting from

childbirth. Fathers and mothers have equal rigbtsclaim the parental benefit
beginning 6 months from childbirth. The parentahdfé is paid from the state budget
through regional Pension Boards. Receivers of pak&enefit can additionally work

without losing benefit (see more in section 3.12).

In 2005 parental benefits was paid to almost 24@fents (in 2004 — 22 500). There
is no reported data about an overall coverage efpdrental benefit in relation to
number of birth. Plain comparison of the numbep@fsons received parental benefit
for the first time (12 422) and the number on kEr{h4 877) in 2006 yields coverage
rate of 83%. The average parental benefit was S5EFR in 2006, constituting 63%
of average gross wage (79% of average net wage).

Universal family benefits

Family benefits are financed from the state buddéte Social Insurance Board
administers family benefits through regional Pensioards. The State Family
Benefits Act provides the classification of fambgnefits as well as the conditions
and application procedure of the benefits.

The basis for calculation of family benefits, exicge childcare benefit, is the child

allowance rate. Childcare benefits are calculatedhe basis of the childcare benefit
rate. The State Budget Act establishes both ratey eear. A new rate cannot be less
than the rate in force. In 2004, the child allonvanate was 150 EEK, and the
childcare benefit rate was 1 200 EEK. All familybéts are coefficients of those

rates.

The state pays family benefits for every child apghe age of 16 and for continued
education up to the age of 19.

- The birth grant, independent life grant and adepélbowance (since 2002)
are lump-sum benefits;

« The school allowance is paid once a year; benfeiitamilies with triplets
and with three or more children are quarterly;
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+ Other family benefits are paid monthly.

In 2005, family benefits accounted for 2.2 billiBEK (140 million EUR) and 1.3%
of GDP For detailed data see table 4A in appendix.

Other bonuses
Three tax credits are available for parents ormatguardians.

« The first allows parents to deduct the educatiostcof dependents up to the
age of 26 including interest payments on studearido

- The second deduction allows for one parent to aggetheir maximum tax-
free income of children under the age of 17 begigfilom the second child.

« Beginning in 2004, a young parent who has gradufited university or a
vocational institution can apply for a 50% redustaf student loans per child.
In 2005 student loan was repaid for over 4300 ygoauggnts. Holiday pay is
determined for additional holidays of minors, digabpersons and additional
childcare leave. As of 2000, the holiday pay fatay of additional childcare
leave is 66 EEK (4.2 EUR). The employers pay tmeilfaholiday benefits of
their employees and are then compensated by the #aworking mother
raising a child under 1.5 years of age is entitieddditional breastfeeding
breaks at least every three hours for duration @fn8nutes. Payment of
average wages for the additional breaks shall Ipp@ted by state budget
funds.

According to survey conducted by Vork, Paulus (206d@tional family benefits,
parental benefit and additional tax credits togetterreased the number of children
living in poverty about 8-10 percentage points ppraximately one-third (almost
20 000 children). The largest impact appears te lcurred on families with many
(more than three) children. Comparing differentdfgs, poverty is most reduced by
national family benefits — 6-8 percentage points).

2.10.2 Health insurance

The Estonian health insurance system is basedlmtasty — all insured people have
the same rights. To receive health insurance fltwrEstonian Health Insurance Fund
(EHIF), social taxes (contributions) must be pa&dEstonia, and an Estonian
ID number is needed. Some people have the samts ghtaxpayers, for example
children and pregnant women from the 12th weekrefpancy. There is no refund
system in Estonia. 94.5% of residents were covbyedealth insurance in 2005 and
nearly half of them were working.

Table 24.Health Insurance coverage, end of the year, 2008-2

2000 2001 2002 2003 2004 2005
The number of 1276923 1278086 1284076 1272051 1271558711345
insured
% of population 93,4 93,9 94,7 94,2 94,5 94,5
The number of insured 574 284 578 578 585 139 595 734 617 631
who work

12 Not covered are some groups of inactive populafimninstance house wifes, but also those weho
work in black economy.
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..% of insured | o 44,9 | 45,0 | 46,0 | 46,9 | 48,6]

Source: Social Sector in figures 2006

The EHIF pays for visits to doctors and hospiteatment, and covers part of the cost
of some medicines. The EHIF covers the costs oficaktteatment, apart from the
own contribution amount for the fee for visiting digal specialists (50 kroons) and
the hospital in-patient fee (25 kroons per dayjstRid in the event of emergencies is
free of charge for everybody. Dental care is ondytly covered by the health
insurance scheme, and the treatment is largelyigedvby private dentists. The
system for pharmaceuticals is based on a prefatdidi of essential drugs. Certain
drugs will be reimbursed by 100 per cent or 90 qeart of costs exceeding EEK 20
(i.e. the person pays EEK 20 her/himself). All présed drugs, which are not
included in the list, are reimbursed by 50 per dentprescriptions of medicines
costing between EEK 50 and 200.

On the basis of the certificate of incapacity farrkwthe Health Insurance Fund pays
the benefit for temporary incapacity for work to the insured person, who loses
income subject to individually registered sociad thue to a temporary relief from the
performance of duties of employment. The benefitdémporary incapacity for work
include sickness benefit, maternity benefit, andpadn allowance and care
allowance. Sickness benefit is paid to an insuedqgn starting from the second day
of the relief from the performance of his or hetielsi of employment marked on the
certificate of incapacity for work. Sickness behé&dipaid per calendar day 80% per
cent of the individual average gross income peergidr day. 7.7 million days were
repaid in 2005, which is 13 days per employee. Mufsthe paid benefits were
sickness benefits.

Table 25 Repaid days of temporary incapacity to work
| 1995] 2000] 2002] 2003] 2004] 2005
Number of days compensated for temporary incapabity to work, thousands

Total 6755 6763 6411 6717 73P1 7685
Days of sickness benefit 4882 4819 48504 4733225 5454
Days of maintenance benefit 817 614 558 585 624 691
Days of occupational accidents benefit 84 157 172 46 |1 119 125
Days of birth benefit 857 106p 117Y8 1253 1356414
Number of days compensated, per employed person

Total 10,3 11,8 10,9 11,8 12|3 12,7
Days of sickness benefit 77 8,4 1,7 3,0 8,8 9,0

Days of maintenance benefit 1,2 1,1 1,0 1,0 1,0 1,1
Days of occupational accidents benefit D,1 0,3 0,30,2 0,2 0,2
Number of days compensated, per certificate of ingability to work
Days of sickness benefit 13j2 12,9 13,0 12,4 12,7261
Days of maintenance benefit 10,3 8,8 3,7 8,5 8,5 48,
Days of occupational accidents bengfit 30,0 22,7 722 21,3 20,3 20,9
Days of birth benefit 70,3 100,6 955 1115 11y7,623,6

Source: Social Sector in figures 2006

Note: Since sickness benefit is not paid for fiskness day, the real missed days from work igdyig

In the case of permanent incapacity for wadlsability (invalidity) pensions are
granted and paid. In the cases of permanent digat@mployers (if responsible for
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the accident) pay compensations in addition tosthte invalidity pension. In Estonia,
persons whose working capacity had been reducedohygical and/or mental
disability were until 2000 entitled to a disabilifyension. Persons who received
disability pension were divided into three groufist, second and third category of
disabled persons. In 2000, a new system for deténmithe degree of disability and
the incapacity for work was adopted. Now, the irawly for work is determined in
percentages (10, 20, 30, etc. up to 100) and tkabiity is classified into three
degrees of disability (severe disability, profoutidability and moderate disability).
The pension for incapacity for work will not be gted if the incapacity for work is
less than 40 per cent. (Nordic/Baltic Social PristecStatistics 2000)

The pension for incapacity for work can be grarited person of working age. After
reaching the retirement age, persons who receigehaion for incapacity for work
(disability pension) will receive old-age pensidrheir years of pensionable service
or the accumulation period are sufficient for thrarg of an old-age pension, and a
national pension in case old-age pension canngtdrged.

The right for the pension for incapacity for worksha person, who is at least 16 years
of age and has been declared to be permanentlpahtmto work, loss of whose
working capacity is 40 to 100 per cent and who ligy initial date of granting of the
pension has acquired the required pensionablecge(eertain amount of years of
work) or accumulation period in Estonia. In casepefmanent incapacity for work
that has emerged as the result of a labour injuyrofessional disease, the pension
for incapacity for work is granted without a pemsble service period requirement.
Upon calculation of the pension for incapacity vawrk is taken as basis the biggest
of the following: a) old-age pension, being caltethaccording to the pensionable
service and accumulation period of a person whmersnanently incapable for work;
b) old-age pension in case of a 30-year pensionsdn@ce period. Amount of the
pension for incapacity for work is the bigger okthwo of the sums above and
percentage of the loss of the capacity for work.

Social benefits for disabled persongare granted and paid to permanent residents of
Estonia or persons residing in Estonia on the baifse temporary residence permit
with moderate, severe or profound disabilities \Wwhtause additional expense. There
are seven classes of social benefits for disaldesiops and they are calculated on the
basis of the rate of social benefits. The rateanfiad benefits is established by the
Riigikogu [?] in the state budget for each budgetarar. The rate of social benefits in
2006 is 400 Estonian kroons. In Estonia, disabledsgns who live in their own
homes are entitled to municipal domestic servicbat these services are
underdeveloped. In Estonia, there are also diffeqgwssibilities for retraining,
assessment of working capacity and re-schoolindisdbled people in day centres
and specialised institutions. In the beginninghef 2006 there were 113 000 persons
with disability (45 000 men and 68 000 women) whagmstitutes 8.4% of residents
(for detailed data see table A6 in appendix) (Samator in figures 2006).

2.10.3 Employment promotion, unemployment

From 1 January 2003 two types of cash benefits ballprovided to unemployed
people:
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1. Unemployment insurance benefits (contributory eaysirelated) and
2. State unemployment allowances, financed out oftat budget (flat rate).

The Unemployment Insurance Act (adopted June 13 28@tered into force January
1 2002) regulates the conditions and proceduréhmpayment and grant of benefits
upon unemployment, collective termination of emph@ynt contracts and insolvency
of employers, and the organisation of unemploymesiirance. The unemployment
insurance operates as a compulsory insurance.neance scheme is financed from
contributions made by workers and employers. The odthe contribution made by
the employee is 0.5 -2.0% of the employee’s incame the employer’s rate is 0.25-
1% from the total salary paid out to all employedse Government will establish the
rates for each year according to the proposals mayglethe Board of the
Unemployment Fund which administers the unemployniesurance system and
pays benefits. In 2007 the rate of contribution endg employees is 0.6% and by
employers 0.3%.

The insurance scheme applies to employees workmigruemployment or service
contract and to civil servants in the public sect®elf-employed persons are not
covered by unemployment insurance scheme. The tayéceiveunemployment
insurance benefit arises in case the qualification period is at tles months —
entitlement to benefit arises from 12 months oftabations during the previous 24
months. Unemployment insurance benefits are notl pai those who left their
previous work or service voluntarily or on the iaitve of the employer for a breach
of duties, loss of confidence or indecent act aeamployee’s behalf. However, they
are entitled to unemployment allowance.

The period of payment of unemployment insuranceetiedepends upon the person’s
contributions made to the Fund ranging from 18@@&0 calendar days. During the
first 100 days of unemployment an insured persomnstled to 50% of his/her

previous average daily grosss income. For the m@naiperiod of unemployment an
insured person is paid 40% of his/her previous ayerdaily income. If the

unemployed refuses suitable work the unemploymemd terminates payment of the
unemployment insurance benefit. Unemployed persdms are paid unemployment
insurance benefits during a period which is shahan 270 days have the right to
receive allowance until the end of the period 00 2iays. Due to the scarcity of
labour and therefore declining unemployment the Imermof person received

unemployment insurance has declined substantially.

The Social Protection of the Unemployed Act (addplene 14 2000, entered into
force October 1 2000) regulates the registratioparsons as unemployed and the
payment of stateinemployment allowance single benefits and stipends through
employment offices. The Labour Market Board adntérs the unemployment
allowance scheme. The Government shall establslodmefit rate. Expenditures are
financed from the state budget.

Persons, who have been employed or engaged intigityaequal to work for at least
180 days during the 12 months prior to registrasrunemployed, have the right to
receive unemployment allowance. The unemploymédaotvahce is means tested. An
unemployed person who at the time specified by d@hgployment office reports
thereto at least once within 30 days, and whosenecis less than the unemployment
allowance has the right to receive state unemploymallowance. State
unemployment allowance is paid generally for u27@ days. Since 1999 till 2005
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the unemployment allowance has been 400 crowns.r @@ of registered
unemployed received unemployment allowance in 2003006 the rate was changed
and today the allowance is 1000 EEK per month.

Table 26.The number of unemployed and benefit receiver8518)05

1995| 2000| 2002| 2003| 2004| 2005
Registred unemployed (yearly), thousands 77,3| 120,9] 108,( 99,0 88,5 71
Men 45,1 40,3 31,9
women 53,9 48,3 39,8
Receivers of unemployment benefit, thousands 39,8 67,4 56,9 47,4 39,3 31
The number of persons paid unemployment 638,2| 5924 602,4 619,
insurance benefit payment (during the year),
thousands
Benefit receivers:
The average monthly number of receivers of 3163 5356 427
unemployment insurance benefit

Source: Social sector in figures 2006

2.10.4 Pension system
The types of state pension are:
- national pension;
+ old-age pension, which subtype is early-retirenpamtsion;
- pension for incapacity for work; - see previoustieec
« survivor's pension.

When pension reform was started in 1998, Estontadofor a three-pillar pension
system. The First Pillar is the renewed state penscheme. The Second Pillar, a
mandatory funded pension scheme, was implemente20Q2. The Third Pillar,
enacted in 1998, is a voluntary supplementary parstheme that is supported by the
Government through tax deductions. Two additionins will help to increase the
income of elderly; according to Eurostat at-riskpokerty rate for person aged 65 and
over was 20 in 2005 and it has increased since )0

The First Pillar: State pensions

State pensions are financed by a social secuagitypaid by all employers on behalf of

their employees and by the self-employed. The oatdax is 33 per cent of the gross

payroll. The share of social tax allocated for pems is 20 per cent of the gross
payroll (13 per cent is allocated for health insized. State pensions can be divided
into two groups: employment-related (i.e. old-agagion, pension for incapacity for

work, survivor's pension) and minimum or nationa@npions. Employment-related

pensions have been changed from a system wherepgngere based on length of

service to a system based on social contributiBash year of work completed before
1999, will count as equal service contribution gesnd contributions made beginning
in 1999, will count towards ones pension on anviadial basis.
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To receive th@ld age pensionthe recipient must have worked in Estonia foreast
15 years. Currently, men have the right to old peyesion at the age of 63 and women
at the age of 59. The pension age for men and wamlebe equal by 2016 with the
women's qualifying age gradually rising to 63. Heoporking after reaching the
pension age (i.e. working pensioners) are entttbea full pension, regardless of their
work income. Since 2000 person has the opportuaityefer his/her pension benefit
and his/her benefits are increased 0.9% for evasgtmwhich has passed after the
person has attained the pensionable age. Persaisoasght to stay early retirement
(since 2000) in case of meeting requirements oaréerCalculating early retirement
benefits, these are decreased 0,4% for every npandon retired earlier.

In 2001, state pensions were not subject to taxatkrom 2002 onwards state
pensions constitute a taxable income. Howeveratheunt of pension, which is less
than 36 000 EEK/2 328 EUR a year (or 3000 EEK/ E®IR a month), is not subject
to taxation.

The survivor's pensionis paid in case of the death of the provider obme to the
family members who were under his/her maintenaAgeension will be granted to a
child, parent or widow(er) independent from thetfaic they were under the
maintenance of the provider or not. The survivpéeasion is adjudged if the provider
had maintained the required pensionable servicacoumulated period in Estonia.
Upon calculation of the survivor's pension is taka&n basis the biggest of the
following: a) old-age pension, being calculatedaading to the pensionable service
and accumulation period of the provider; b) old-ggmsion in case of a 30-year
pensionable service period. Amount of the survevpension depends on the number
of family members.

Thenational pensionguarantees a minimum income for persons who arentaled

to an employment-related pension. The national ipanis the right of residents of

Estonia who have attained 63 years of age irresqgecf how many years they have
worked, if they have resided in Estonia at leagt@&rs before making a pension claim
and if they do not receive a pension from anotlees

The number of people who received a state pensamonver 380 000 in 2006 (28%
of the population, for details Table 5A in appendiost of them are receiving the
old age pension. 2/3 of old age pensioners are woifiee old-age pension benefit
constitutes about third of average wage.

Table 27. The average monthly pension benefits (EEK), 12086

1998| 2000| 2001| 2002| 2003| 2004| 2005| 2006
Old-age pension 1247 1551 15p2 1620 1832 2022302 2739
Early pension 1 1316 1328 1471 1657 182818@
Deferred pension - - - - 1766 2061 2345 2873
Pension of incapability to 902| 1141 1057 1037 1111 1244 1367 1p25
work
Survivor benefit, per family 1250 1280 1188 BQ71031] 10014 1136 1319
National pension 800 9411 812 889 809 829 D12

Source: Social sector in figures 2006

The Second Pillar: Mandatory funded pensions
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The funded pension is the main additionto theegt@hsion, providing supplementary
income for pensioners. It is a retirement savings pvhere a working person saves
for his or her own pension, contributing 2% of thgrioss salary to the pension fund.
The state contributes an additional 4%, from thespa insurance part of the social
tax that has been paid by the employer for its eyg#d, to the individuals personal
pension account and retains the remaining 16% fembers of the second pillar.

Subscription to the funded pension is mandatorytdspayers born in 1983 or later.
Once a year the individual may choose a differeeisppn fund to which new

contributions are made. Social tax contributionglenby the employer will remain

the same whether the employee joins the secorat pilinot.

As of 2005, over 480000 people, this is around W%he labour force, had joined
the second pillar funded pension plan.

Table 28 Mandatory funded pension

2002 2003 2004 2005
Number of joined persons 209 610 353 176 426 (792 81 268
Men 91 939 157 679 193 847 221 198
Women 117 671 195 497 232 945 260 070
Contributions, million crowns 81,9 874)8 132271 76,9

Source: Social sector in figures 2006

The Third Pillar: Supplementary pensions

The supplementary pension scheme is based on dodivivoluntary pension
contributions. The third pillar has existed sinc@98, when the necessary legal
framework was enacted. Participation in the supplgary pension scheme can take
two forms:

- The purchase of pension insurance policies offéngdicensed private life
insurance companies.

- The purchase of voluntary pension fund units madalg private fund
managers.

To encourage participation in the supplementarysipenscheme, the following tax

incentives have been introduced (for those whoretu Contributions (premiums

paid on the basis of pension insurance policy arsspaid for purchasing fund units),

limited to 15 per cent of the annual gross incocas, be deducted from one’s taxable
income.

« Income received from a private pension insurancécyoor from the
redemption of pension fund units are taxable aiveet rate (10 per cent) of
income tax. In the case of purchase of a life agnpayouts are not taxed.

When participating in the supplementary scheme, pbesion age is a matter of
negotiation between the person and the insuranogaoy, except that the minimum
contractual age, in which case the tax exceptipptyais 55 years. By 2005, 75 000
people had signed a private pension contract wifie &nsurance company.
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Table 29.Supplementary pension 1998-2005

Number of ...men ...women|  Contributions,
joined persons million crowns
1998 348 1,3
1999 10 452 43,4
2000 24 430 111,8
2001 34 883 166,4
2002 46 732 21515 25216 234,8
2003 58 317 28 638 29 678 307,5
2004 68 469 33 887 34 581 339,3
2005 75 009 36 672 38 337 443,0

Source: Social sector in figures 2006

2.10.5. Subsistence benefit

For guaranteeing the minimum income and for cogerithe consumption
expenditures necessary to satisfy the primary nsetisistence benefit is paid in
Estonia. Subsistence benefit is paid to peoplendivibelow the subsistence level,
including people without a place of residence,doying foodstuffs, clothes and other
essential goods and services. Subsistence benafitbm applied for by a person
living alone or a family whose income, after thg/pant of the housing expenses of
one month, is below the officially established ssiesice level. The second and
following family members are entitled to benefit 8% of subsistence level. Since
2005 additional subsistence benefit are paid toséloold, where all members are
minors. 2.6% families received subsistence bemref005.

Table 30 Subsistence benefit, 1998-2005

| 1998] 2000] 2001] 2002] 2003] 2004]| 2005

Subsistence benefit

Applications granted, thousand 571,2 4948 443,35,B8 313,4| 214,6 1744
Average size of the benefits per 503 617 797 847 984 1010 1192
application

Average number of granted 48,1 41,2 36,9 32,1 26,1 17,9 14,5

applications in month, thousand

The share of families receiving benefit 7,8 7,2 6,5 5,7 4,6 3,2 26
to all families, %

Additional benefit

Applications granted, thousand 317,1 29,2 3,8 48,87,3 33,5/ 1049
Average number of granted 26,4 2,4 0,3 4, 3.1 2,8 8|7
applications in month, thousand

Average size of the benefits per 381 343 279 44( 454 545 419
application 4‘

Source: Social sector in figures 2006
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2.11. Social dialogue and workers participation

2.11.1 Legal context

As collective industrial relations have a minoatale importance in Estonian labour
market, the rules are stipulated mainly by thedkagjion. The bases for the collective
industrial relations are as follows.

The Constitution of Estonia (adopted in June 1992) offers an indirect as aglha
direct legal basis for the creation and functionofi¢rade unions.

The Trade Unions Act was adopted on 14 June 2000 (until that timewadgatrade
unions from 1989 was still valid). The purpose bé ttrade union law is not to
dissolve technical discrepancies but to guaranggesrto establish and join unions in
full freedom without previous authorisation, to die choose their representatives
subject to internal rules only and to guarantegetnanions number of rights including
information and consultation, training of membanspecting labour conditions on
the workplace and priority to conclude collectiggeements. The act lays down basic
rights and legal status of trade unions, their ti@mba with central and local
government bodies and employers, as well as thagiwas concerning the setting up,
activities and termination of trade unions that rape as non-profit organisations.
Since December 2000, there also exist adminisgaanctions (fines) for breach of
trade union rights.

The main basis for the tripartite is tB®llective Agreements Actof 14 April 1993
that also regulates the bipartite system. Articktifulates that a collective agreement
can be bilateral or tripartite. A tripartite colte® agreement is entered into between
the central federation of unions of employees, rdrakfederation of employers and
the Government of the Republic, and between loealeffations of unions of
employees, a federation of employers and local goaents. This means that the
tripartite can be activated on both national angiomal/local level. The Collective
Agreements Act lists five issues that can be swbgdca tripartite collective
agreement:

1. the minimum wage and the procedure for amendirzaged on rises in the
cost of living

2. additional measures to ensure occupational safetyhaalth

3. additional employment guarantees

4, other additional guarantees pertaining to employmérich parties consider
necessary

5. procedures for monitoring the performance of thibective agreement and

receiving necessary information.

A legal basis of the tripartite is theaw of Health Insurance that became already
effective in 1992. On the basis, both employers amployees have been
participating in the work of health insurance cdlsc

The process of tripartite negotiations is managgdhle Regulation of Tripartite
Consultations ratified in 1996, which states that the scheduiethe following
consultations is settled on the previous consoltaéind the decisions are made on the
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principle of consensus. There are several othex @otl regulations concerning the
area of labour relations (for example, Law on Sldewards, Occupational Health
and Safety Act, etc.

2.11.2. Institutional framework

Trade unions in Estonia are organised around tlotorserinciple, i.e. they are

organised on the basis of the sector to which thpl@yees belong. The majority of
trade union organisations represent an entire setttoough there are exceptions -
occupational trade unions, which unite employeely am one occupation. Some

industries, like construction, and banking are atmmion-free in Estonia.

Table 31. Trade union membershigand participation rate

Year 1991 1995 2001 2005 2006
Employees (thousands) 771,9 589,7 529,8 558,2 5947
Employed persons (thousands) 806,6 633,4 577,7 607,4 646,3
Labour force (aged 15-69 years,
thousands) 8187 701,44 655,2 653,8 681,3
EAKL members (thousands) 699,6 139,2 50 43,8 39,1
TALO members (thousands) - 47 37 30| 15,4**
Total no of union members (thousands)* 699,6 186,2 87 73,8 54,5
Union membership as % of employees 90,6 31,6 16,4 13,2 9,1
Union membership as % of employed
persons 86,V 29,4 15,1 12,2 8,4
Union membership as % of labour forge
(aged 15-69 years) 85,5 26,5 13,3 11,3 7,9

Sources: EAKL, TALO, Statistical Office of Estonia

Notes: The membership numbers indicate the sitnadiothe end of December of particular year;

labour force numbers are average numbers for tlee ye

*The actual number of trade union members is int fe@mewhat bigger compared to what is

presented in the table as the number in the tabkhe number of members of central unions (EAKL
and TALO). There are trade unions that do not bgltmthose two organizations.

** At the beginning of 2007 TALO corrected its memnship numbers. This new number indicates
only those who pay union fees

Some part of the decrease in membership is calsedbyaoverall decrease of labour
force and increase of unemployment. In additionrement years some unions have
started to exclude “symbolic members” from theirnmbership reports (members
who do not pay proper membership fees). Low initéato take part in trade union
movement has several reasons (Eamets, 2004):

* Industrial relations are often employer-dominated @ stricter legislation for
participation organ would be necessary to imprdwe situation of industrial
democracy,

* The low level of activity of labour organisatiorssalso a result of a relatively bad
financial situation of trade unions, qualificatiohtrade union staff needs also to
be improved,
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* Society is not informed enough about trade uniotiviies and their overall
negotiating power is not very high.

* General economic changes (similar to those in @ldiembers) have influenced
the decline in membership: structural changes onemy, increase of service
sector increase of SME and self employment, inereésitypical labour etc.

At national level, the different sector-based tradeon organisations are united into

two umbrella trade union associations, which arerimationally and nationally

recognised as social partners:

» EAKL, so called trade union of blue-collars, is thergest organisation. It
embraces 19 branch unions with approximately 39ri®Mbers.

» TALO is the organisation of trade unions of whitdlar employees. TALO
embraces 12 branch unions with approximately 15rB8thbers.

There exist some trade unions in Estonia that dobetbng to any association or
central body and act autonomously. In most cases tiole outside their own
organisation is practically invisible and their itokl influence non-existent.
Exception is perhaps the Estonian Medical AssamafiArstide Liit), with 2600

members. This professional association of doctsrselatively powerful and has
successfully lobbing Government in different workiconditions issues like wages,
working time etc. Also they have drawn public ati@m in connection with strike
threats.

At national level, the different sector-basedde union organisationsare united
into two national trade union associations, which iaternationally and nationally
recognised as social partners:

* The Association of Estonian Trade Unions (EAKL), called trade union of
blue-collars, is the largest organisation. It embsa approximately 44 000
members in 2006.

» Estonian Employees’ Unions’ Confederation (TALO}he organisation of trade
unions of white-collar employees. TALO embraces rapipnately 30 000
members. (Kallaste, T66turg 2005)

There exist some trade unions in Estonia that dobetbong to any association or
central body and act autonomously. Their role detgheir own organisation is
practically invisible and their political influenec®n-existent.

No good data exist on other representative forrhe Worklife barometer (SaarPoll
2005) ordered by the Ministry of Social Affairs shed that the nonunion
representative of the employees was chosen in 209% workplaces of the salaried
employees (24% of the employees found that thistique is hard to be answered
and 66% of the employees have no such represesjtativhe non-union
representative of employees has been chosen in 6%places of the salaried
employees on the basis of the worklife barometerhalf of the cases when the
representative of the employees not belongingedréme union existed, it was in the
company which also had a trade union. Thus theesgmtation of the employees not
belonging to the trade union is not considerabtyaasing the relative importance of
the employees who have a representation. The tetative importance of the
salaried employees on the basis of the worklif@iv@ter whose workplace had the
trade union was 26%, trade union or representafitiee employees not belonging to
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the trade union (either together or separately) wa&0% workplaces of the salaried
employees. (Kallaste, To6turg 2005)

Today, there is one federatganisation of employers— the Federation of Estonian
Employers and Industry (ETTK), founded in 1997 bg tmerger of the Estonian
Confederation of Employers’ Organisations and thenf€deration of Estonian
Industry and Employers. The ETTK’s membership emésa3l branch associations
of employers and associated member association@&osdmmercial undertakings in
December 2003 (data provided by ETTK). This mehas ETTK encompasses about
1500 enterprises with around 45 000 employees (86%mployment and 35 % of
private sector employment). ETTK has taken fomiission to raise competitiveness
of Estonian economy by improving economic environtmnand providing social
stability.

ETTK is an umbrella organisation of employers’ angations that is acknowledged
by the Government of Estonia and by the trade wama social partner. It is very
complicated to estimate the percentage of ent@ptizat is organised in employers’
organisations. It is difficult to assess all actiagterprises (small ones), and it is
sometimes not clear whether a branch business isegemm is the representative
organisation of employers. For example, Oil Leabatngs to ETTK, but has not
made collective agreements.

Besides ETTK, there exist three other employerganisations that are recognised
by the Government, but that have specific taske ERTK is the official partner in
the social dialogue. The Chamber of Commerce (wisch legal person in public
law and mainly deals with business contacts), thg Business Association (a
leading partner for the ministry of economics) @hd Association of Small and
Medium Enterprises are entrepreneurs’ and entreprship organisations.

The state plays a very important role in the regulation abrieng conditions and
industrial relations in Estonia. It intervenes he tlegislative, administrative and
jurisdictional level. In the legislative sphereet@overnment:

» Establishes the constitutional basis for workargits;

+ Establishes the constitutional basis for trade mnfoeedom and collective
autonomy,

» Gives sphere to and guarantees the legal effeetbgeaf the collective regulation
of working conditions,

* Prescribes a legal minimum of protection in the kptace,
» Establishes the general nature of the employmenttat.

In the administrative sphere, the Government makedirect contribution to the
collective regulation of working conditions. It eso responsible for inspections
(Labour Inspectorate), contributions to the resotutof collective disputes, and a
range of administrative duties.

In addition to state level regular social dialogsecial partnership is implemented
through regulatripartite bodies. The tripartite bodies have in general consuléativ
purposes. The main institutions concerning tripaniegotiations established by the
government in Estonia are Estonian ILO Council 8odial-Economic Council. Both
of them consist of the representatives of the gawent, employers and employees.
The task of the Estonian Council of ILO is to héfy)g Government to fulfill the
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obligations that arise from the ILO membership. Twuncil is a consultative and
advisory body, without power to take binding demisi. The main objective of the
Social-Economic Council is to advise the Governnaerat social partners on different
labour market and social issues outlining econaamitt social policies of the country
and their application. There are several otheattife consultative organizations.

In August 1999, tripartite agreement on establigitmef tripartite employment

councils in regions (by country employment officess signed. Employment council
has an advisory function the aim of which is tortsel the local employment offices
in planning and implementing employment measurdgesé& councils will provide

various active labour market measures includingfithencing and formalisation of

applications for re-training and vocational tramiof the unemployed. The objective
is to increase efficiency of public employment o#f in solving regional problems
complexly, utilising local initiative.

2.11.3. Collective bargaining

Tripartite negotiations started in 1992, when the first ttifgmagreement concerning
social securities was concluded. Through the yetaipartite agreements and
consultations have concerned the rate of tax-freeome, unemployment
compensation, social security, vocational educaebn Every year till 2001 also the
national minimum wage was agreed upon during tlilganegotiations. Tripartitism
in Estonia has somewhat regressed in recent ysatbealast tripartite agreement
dates back to 2003, allegedly because the Govertnsioels not show much interest in
concertation. Yet tripartism works rather well iwaot tripartite bodies in social
security — the Supervisory Boards of the Healtludlasce Fund (created in 2001) and
Unemployment Insurance Fund (created in 2002).

Bipartite agreements take place above all on enterprisé leveome extent also on

national level, sectoral bargainings are less feaguBecause of the small number of
sectoral agreements also the coverage rate isAowording to the survey results of

Antila and Ylostalo (2003), coverage by collectagreements in 2002 was 22% in
Estonia.

State or national level bargaining. One of the main tasks of national level
bargaining is to decide the level of minimum wag@sher questions have been
reforms of labour market legislation, social refsrand pensions. In Estonia, a single
statutory national minimum wage rate applies ess@nto all non-exempt workers
without distinction. In Estonia, representativeseofiployers and workers negotiate
over the national minimum wage rate every year, lihateral agreement is then
afterwards legalised by the government degree.0@12 central organisations of
employees and employers — EAKL and Estonian Empsdy@onfederation (Eesti
Tooandjate Keskliit, ETTK) — signed a bipartite egment on the principles for
establishing the minimum wage in the period up luB@08. According to this
agreement, the rise in the minimum wage should beemapid than the rise in the
national average wage, so that the minimum readhiés of the national average
wage in 2008. The economic growth with a relativaiyh increase in average wages
has given trade unions good grounds for demandingimmum wage increase.
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However, the agreements of minimum wage have banalyaged to keep up with the
rise in the national average wage (Eamets et a7 20

Sectoral level bargaining.Sectoral bargaining is quite weakly developed stohkia.
This is evident from the low representation, oftdso institutional and financial
shortcomings of social partners’ institutions. €otlve agreements on wages and
working conditions are being negotiated only inmited number of sectors. Their
aim is usually to provide minimum standards. In sooases they are only wage
agreements, fixing the minimum wage in the secfovo sectors — healthcare and
transport — used to have extended agreements t@rgmendment of the Collective
Agreements Act from 2000. Yet currently there isvatid extended agreement in
Estonia. The one in transport expired in March 2886 the new one has not been
signed. In healthcare only two out of four uniomsthe sector signed the last
agreement and so it does not cover the whole sector

Enterprise-level bargaining. Besides national level agreements, enterprise-level
agreements are most common in Estonia. Howevenst be noted that the initiative
to bargain is usually taken by trade unions and leyeps are not interested in
concluding collective agreements. Indeed, emplogeesunder a legal obligation to
conclude an agreement if employees wish to do gbjrbpractice there are often
disputes where employers attempt to avoid signgrgements.

2.11.4. Impact of economic and social context

Since Estonia is with rather short history, so@altners’ organisations are quite
young institutions — during the last decade, emgigyorganisations and employees
representative organisations have been establisiiéérefore social partners,
especially trade unions do not have often necessagrience, finances and qualified
actors.

In recent years the economy has grew fast and uoegmpnt has replaced by labour
scarcity. This has caused rapid wage growth in reéveconomic activities and
occupations. Since work remuneration is most fragjissue in social dialogue, the
economic growth may reduce the need for sociabdis. Additionally, in the times
of high unemployment rate like in the end of theeties and in the beginning of 2000
the possibilities to negotiate over wage are lichifehe overall decrease of the active
labour and increase of the unemployment in thisodecaused the decrease in
membership.

A form of employees’ representation at enterpresesl is to be found in the field of
occupational safety and health. On the basis o&tlopted “Occupational Health and
Safety Act” (June 1999), employees can be eleatethe Councils of Enterprise’s
Work Environment. At national level, Work EnvironmeCouncil act, which is an
advisory body on work conditions at the MinistrySdcial Affairs. The main function
of the Council is to enable the envoys of the dquaatners to present their proposals
and to express their opinion about devising andempnting the work environment
policy. Act also stipulates that enterprises witbrenthan ten workers must elect
working environment representative, whose main taskio monitor safety in
workplace.

The issues of safety and compensation in case df accident are emphasised in
some branch level agreements.
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The worker-side low initiative to take part in teadinion movement has several
reasons:

* The industrial relations are often employer-donmadadnd a strict legislation side
prescription for participation for participationgan is necessary to improve the
situation of industrial democracy,

» The low level of activity of labour organisatiorssalso the result of the relatively
bad financial state of trade unions, the qualifarabf trade union staff need to be
improved,

» Society is not informed about trade union actigitéand their overall negotiating
power is not very high.

The number of collective agreements concluded itoris is quite small and
employers have seldom been forced by means ofnac(strikes, etc) to conclude
collective agreements. This has happened partlgusecof the weak organisation of
workers, partly due to the inability to understahd refusal to conclude a collective
agreement as a labour dispute. The low level of begghip is accompanied by low
level of collective bargaining coverage. This irades that there is no higher level
binding collective bargaining than enterprise lewbus the agreements cannot be
extended further and coverage rate is low. Tradengnare not informed always
about their rights and legal opportunities, andsame cases working conditions
stipulated in collective agreement are even woosepared with conditions in law.

2.11. 5. Excluded groups

There are sectors where unions are completely mgdgie construction, banking,
unions are weak in hotels and restaurants andadetsector. As earlier studies have
showed, even if there are union representativdaoeptheir opinion is often ignored,
decisions are made in majority vote principle. Thé&s been the situation in public
institution for instanc. According to law people avhre working as civil employees
(hired by Civil Service Act) have no right to siikso their possibilities to protect
their rights are relatively limited.

2.12. Work and family life

The reconciliation of work and family life is imgant due to impacts on fertility or
women’s employment; if work and family life cannleé¢ reconciled, workers must
give up carrier or family and children. Employmeaties of men and women with and
without small children are presented in followiadle.
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Table 32.The employment gap of men and women with and witlgoung children,
2000-2006

2000 | 2001 | 2002 | 2003 2004 200% 2006

Have children up to 6 years old

Employment rate of men, % 88|3 88.0 89.4 89.9 89.401.8 93.0

Employment rate of women, % 454 47.0 45.0 51.4 049.474 54.5

Employment gap, percentage point 4p.9 41.0 44.4 538 40.4 44 .4 38.5

12}

Do not have children up to 6 years

old
Employment rate of men, % 72|8 74.7 75.9 75.8 14.875.2 81.7
Employment rate of women, % 77\2 76.2 75.3 75.8 777.79.3 80.5
Employment gap, percentage points -4.4 11.5 0.6 0.02.9 -4.1 1.2

Source: Estonian Statistical Office

Employment rate of men and women without smalldreih is similar across year. As
expected, at existence of small children, employmmate of women is remarkably
lower compared with women without small childrerdamen with small children.
Also, the more children the lower the employmem¢sare — 66.1% of women aged
25-49 with one child work, 59.8% of women with twildren and 39.1% of women
with three or more children work (Eurostat newgask 49/2005). Additionally, data
suggest that employment rates of men with smaltim are on average more than
ten percentage points higher than those of merowitemall children. Therefore one
can conclude that women with small children worlbstantially less and men
somewhat more compared to women and men without smigren — different ways
to reconcile work and family life.

Inactivity rate is comparable between men and womdsstonia — 27% of men and
34% of women were inactive in 2006 (see table &)l, women are more often
inactive due to the need to take care of family mers (6% of inactive women
compared to 2%).

Table 33 Inactivity rate of 15-69 years old persons, 12906

1997 | 1998| 1999 2000 2001 2002 20p3 2004 2005 2006

Men

Total, thousand 118.fy 122|9 127.2 125.8 129.0 13331.8| 135.7] 139.8 1274
Inactive due to the need to care .. . . . . . . . 1.3 2.6
for children or other household

members, thousand

Inactivity rate, % 25.2 263 274 2711 21.8 28.7 .328 29.1 30| 27.2
Women

Total, thousand 203.1 202{1 204.6 202.0 201.0 20499.2| 197.4 193.9 1817

Inactive due to the need to care 10.9 11.1 11.8 14.4 147 18\7 13.6 12.3 12.6 11.2
for children or other household
members, thousand

Inactivity rate, % 383 384 392 387 386 394 .338 38| 37.2] 349

Source: Estonian Statistical Office

The total fertility rate was 1.55 and the mean aigeother at childbirth was 28 years
in 2006. Increasing age and postponement of citldkead to lower fertility rate. At
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the same time analyses show that wished numbehitdfren is lower that actual
number of children (Kasearu, Kutsar 2003). Thisidatks to the difficulties of
combining work and family life.

The share of working women has been largest amartgrgents — 60-70% in 1993-
2004. Generally, the share of employed and unemegldyas been similar among
parturients and among women in general. Howevdgsihnyears the share of working
woman among parturient has been increased moreithganeral — 67% of 15-49
years old women giving birth worked before in 20#mpared to 61% in 2000.
(VOork, Karu 2006).

One reason for working women giving birth more tleanlier years could be parental
benefit introduced in 2004. The maternity benafinpensates 100% of the mother’s
previous wage for a period of 140 days prior to aftér childbirth. The parental
benefit is paid to the working parent after theieatpn of the maternity benefit and it
is based on the parent’s previous earnings (100p#edfious earnings). Together the
maternity benefit and the parental benefit are paica period of 455 days. Almost
24 000 parents were paid paternity benefit in 2806 it is 5% increased compared to
2004. Mostly mothers have claimed for benefit anty % of receivers of paternity
benefit are men. Other parental benefits are doitein Estonia. (See section on
social benefits)

Since receivers of parental benefit can additignatbrk without losing benefit, the
number of benefit receivers does not reveal, howyntd them are actually at home
and for how long.

One way to reconcile work and family life is flel@bworking. Part-time working is

not common in Estonia — approximately 4 percentineh and 10 percent of women
worked with part-time in 2006 and on average quastehem was underemployed.
Part-time working is more popular among women dnday be due to the fact that
women are usually taking care of children and famihis is partially confirmed by

the data of Eurostat — 4.9% women with childrenaurft® work part-time compared
to 4.5% women without children under 12 in 2003(Stat news release 49/2005).

The increasing rate of part-time working women mesult from the effects of the
parental benefit — the fertility has risen durirgspyears and women may work and
receive parental benefit at the same time. Theedsang rate of part-time working
men may reflect the effects of economic growth sealfcity of labour. Still, the share
of part-time workers is low and indicates the rigiabf labour market. 15% of women
and 23% of men responded that they have very diffito work part-time when
needed to take care of children (Sotsiaalse Vordikkuse monitoring 2005).

According to the Working Life Barometer 2005 26%re$pondents (16-64 years old
employed persons) revealed that they want to wesls to spend more time with
family. 2/3 of them referred to low income and 1d5employer as obstacles. On the
other hand 6% of respondents want to work morelBubf them have to take care of
children or other family members. It suggests t@mhmon problems with part-time
working — lower income (and sometimes lower wage)rand disfavor of the
employers are present in Estonia as well.

13 |f parent chooses to work during the period of plagernity benefit, she/he can maintain the revenue
until it is smaller than benefit rate 82690 crovin2007). If earned wage is larger than benefi¢,rat
new benefit is calculated as follows: (benefit+mwe-benefit rate)/1.2 — (revenue-benefit rate)
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Teleworking is quite uncommon in Estonia. Althougbcording to Working Life
Barometer 2005 20% of respondents worked partiallyhome, only 3% of
respondents work only at home. More, teleworkingesreasing, since according to
the same survey conducted in 2002 these numbers @&rand 3. The lack of

opportunities to work flexibly may have induced wearmto choose shift work and
weekend work to combine work and child-care.

On average, men spend on home works and familyh@urs and women 4.8 hour. It
should be noted, however, that on average men spemd time at work (4 hour
compared to 2.8 hours), which results probably ftbenfact, that all women, working
and women staying at home with children are comsatieStill, the number of hours
spent on house works, family and paid work is lawgéh women.

Table 34.Average time use in day (minutes), 1999-2000

Men Women
Employment 234 167
Household and family care 161 287
..food management 29 95
..Household upkeep 30 45
..making and care for textiles 1 32
..gardening and pet care 26 30
..construction and repairs 25 2
..shopping and services 19 27
..household management 4 5
..childcare 7 29
..help to adult family member 1 2
..travel related to household and family care 19 20

Source: Estonia Statistical Office

This aspect reflects also on distribution of honweks — most home works are carried
by women. As can be seen from figure 23 men agoresble for home works which
are rather periodical (repairs, taking care of carjvhich can be done by respective
enterprise or worker. On the other hand women espansible for everyday home
works such as making meal, washing dishes, cleaomms etc. 30% of women from
families with two parents and underage childrenehamswered that they often feel
too much home works upon them; 34% of women haléhis occasionally. Among
men 4% and 9% respectively have complained aboat n@any home works
(Sotsiaalse vorddiguslikkuse monitooring 2005).
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Mostly responsible for... (% of responents)

Taking care of relative 25 ‘ B Men O Women
Dealings outside hom 35
Dealings with school, kindergarte =7 166
Taking chid to kindergarten, school, hobby grofEsssrts —— 45
Playing and reading with chibrem—' 44
Helping chidren at homeworkgssrts 46
Taking care of flower garderi=s 161
Farming and garden work 23
Taking care of petsE=rtt 44
Taking care of domestic anima 52
Keeping car in running orde 86
Repairs at hom 76
Cleaning rooms &= 153
Maintenance of clotheqr= 1 85
Washing dishes=6 160
Making meal &S 178
Shopping ==t 1 58
Cashkeeping v’ 46 | |
0 20 40 60 80 100

Figure 23. Distrubution of homeworks

Note: families with two parents and at least ongeuri8 years old child (the share who answerenh | a
responsible mainly)

Survey also reports that according to the resuiilslien are seldom responsible for
some home work (mostly taking care of pets). Theyiacluded in home works and
mostly these are home works made by women (cleanmgs, washing dishes). This
indicates that family model dominating today indgsa may continue in future.

Another problem with reconciliation of work and fdynlife is lack of vacancies in
kindergartens. There are alternatives (for examplenies), but these are often too
expensive. Only about 3.5% households with workuagnen use services of salaried
babysitters in case of children under 7, mostlydkngartens are used (51% of
households). (Roosalu, Too6turg 2005) Additionalkindergartens are usually
inflexible and suitable for parents with traditibmeorking day and long vacation on
summer. Woman who wants to return to labour mariaet be incapable of doing it.

In Estonia pre-school institutions are normally foy the state, but there are also
privately run institutions. In 2006 there were g@2-school institutions in Estonia
and this number has slightly decreased comparttetend of the nineties (there were
668 institutions on average in 1995-1999). 85% béseé institutions were
kindergartens. The number of children aged 1-8lldrevas 56 000 in 2006, 36% of
them were aged 1-3 and 60% aged 4-6. In Table 8&lneent ratio in pre-school
institutions are presented in 1995-2006.
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Table 35.Enrolment rate in pre-school institutions (%), 32906

Age | 1995 | 1996| 1997] 199§ 1999 2000 2001 2002 200304 202005 | 2006
1 5.8 8.1 9.6 9.7 11.0 131 125 13.0 18.4 12.2 11913
2 37.6| 40.4| 455 475 48,0 50{2 524.5 52.0 53.7 $6.17.0p 56.2
3 57.9 63.3 66.6 68.4 69)7 7413 74.6 76.2 79.3 80.61.2B 833
4 66.0| 68.4 73.8 73.% 76.5 78|18 79.8 809 840 84.26.1B 87.0
5 67.2 70.8 73.4 77.3 788  82|6 82.8 838.2 855 88.38.7B 88.6
6 65.8| 70.8 74.2 76.0 789 818 83.3 8l6 849 88.17.3B 87.1
7 12.5 14.1 15.3 16.3 16.9 161 16.9 1y.0 17.4 17.69.7[1 19.5

Source: Estonian Statistical Office

Note: Enrolment rate - the total number of childherall preschool institutions in corresponding yea
(as at 31. December) divided by the number of led&yold children in population next year (as at 1.
January) and multiplied by 100.

The enrolment rate has increased notably in allgigeps compared to the end of the
nineties and has remained practically the samengduthe three years. The
introduction of parental benefit has seemingly igmificant effect to enrolment rate
(there is minor decrease in enrolment rate of 1g&hchildren). The overall increase
in enrolment rate is in accordance with the tremd®xpected time in preschool
institutions — children aged 3-6 are staying lonigethese institutions (2.6 years in
1995 and 3.5 years in 2006). The slowdown of tlevgr in enrolment rate is also
affected by scarcity of kindergarten places — miamilies have to wait for a long
time for place. According to the nonofficial datd5% of families waited for
kindergarten 1-2years and 15% of families waite®l/@ars (www.lasteaiad.ee).

The increasing enrolment rate may reflect the msean the income level — child care
services are attainable for more people. Additighaconomic growth has brough
more people to labour market, causing the moragive need for child care services.

Tiit (2004) has estimated average expenses on emainte per child. According to

this study average cost on up to 6 years old chidaintenance is over 1800 crowns
and it is increasing with age. The costs on chédcecare not distinguished directly;

nursing costs, educational costs and tuition feegart of other costs (for details see
table 8A in appendix 1).

According to Unt, Krusell (2004) 43% of parentstiwémall children use priced child
care services and they spend on average 875 EEEWSH per month in 2004. The
child care is the most expensive for families whauesing services are used and the
least expensive for families where someone fromilfara looking after child. The
average cost for kindergarten services was 317 EEKEUR) per month in 2003
being the least expensive public child care servitere are still large differences in
cost depending on location (by regions and byesatht type).

The discussion about the scarcity of kindergartecgs has lasted for some time. In
the beginning of year 2007 the Chancellor of JasAdar J6ks announced that the
activity of ministries and local authorities in @iolg the problem has been extremely
insufficient and forwarded his suggestions. In Delcer the Parliament passed the
law, according to which the funds are allocated ttoe local administrations for
creating kindergarten places.

Another obstacle in reconciliating working and fanlife is taking care of eldery
family members. The Ministry of Social Affairs hast the aims of elderly policy — to
support self-sufficiency and active ageing of digefrhe first goal is connected with
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reconciliation of work and family since family meers do not need to take care of
elderly family members (or at lesser extent) and participate in labour market.

There are several services for elderly includingsimg services, daily centers and
nursing homes in Estonia. Data suggest that thebeurof elderly using nursing

services has grown in every age group (see tableT3® number of providers of

nursing services has grown as well.

Table 36.Elderly using nursing services by age group

Age group 1998 2000 2001 2002 2003 2004 2005
50 -64 398 492 541 554 602 646 713

65 - 74 646 719 691 778 830 933 961
75+ 1811 1844 1896 1969 2228 2354 2560

Source: Social Sector in Figures 2006

Note: Elderly with physic needs are excluded

These trends are indicating that in the one haadsthate’s social welfare system has
developed during last years and on the other hladytowing income level allows
using these services. This in turn means betteneitation of work and family.

2.13. Child labour, forced labour

2.13.1. Child labour

Children’s working is regulated with Child ProtextiAct, Employment Contract Act
and Working and Rest Time Act. Child protection Atipulates that child who has
graduated primary school, has right to start wagki@hild, who has not graduated
primary school, can work after corresponding decigias been made by employment
office and social office.

According to Employment Contract Act, as exceptworkers aged 13-15 can be
employed with agreement of one parent and labospector. Workers aged 13-14
can work only in jobs selected and ratified by gowmeent. Working and Rest Time
Act stipulates that workers under 18 years old haweork with reduced work time:

-- 13-14 years old or schoolable worker - 4 hodag

-- 15-16 years old worker who is not schoolableho@r a day

-- 17 years old worker - 7 hours a day.

Additionally, minors are prohibited to employ toastime, evening and night hours.

There is little data about child work in Estoniat&hian Statistical Office publishes
data about participation in labour market of 14yEars old people. According to
data, 12% of young people participate in labourke&a(8800) in 2006 and compared
to mid-nineties this share is decreasing. The sbérgoung males is significantly
higher than young females in labour market.
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Table 37. Participation of 14-19 years old people in labmarket, 1995-2006

1995 | 1996 1997 1998 1999 2000 2001 2002 2p03 20BR05| 2006
Men
..employed, 8.1 8.8 8.3 7.6 4.8 5.8 56 41 §.1 3.6 4.0 5.7
thousand
Activity rate, % 234 234 248 213 154 16.6 16.809| 151 123 114 142
Employment 159| 17.4| 164 14.9 9p 10{1 10.6 76 11.1 6.7 710.6
rate, %
Women
..employed, 8.2 7.9 6.9 5.7 4.( 4.6 34 210 3.2 2.0 2.9 3.1
thousand
Activity rate, % 21.2/ 204 192 158 124 16.0 14.16.4 8.9 7.9 7.3 9.0
Employment 16.7| 16.4| 14.2 117 8.p 91 6.6 3.9 6.2 3.8 5.4 6.1
rate, %

Source: Estonian Statistical Office

Previous data, however, includes probably many gopeople, who may have
graduated primary school and are not shoolable.reftie the data about
noncompliance of compulsory education should benaxed.

Table 38.The share of 8-14 years old students in correspgrmbpulation.

Academic year The difference between childrefhe share of children missing
and pupils from school lists

1996/1997 4485 2.8

1997/1998 4100 2.6

1998/1999 4100 2.6

1999/2000 4000 2.6

2000/2001 3500 2.4

Source: Koolikohustuse taitmise tagamine. Kontaollanne. National Audit Office
2002.

Note: Compulsory school starts at age seven. Therdgrval excludes older children since they may
have graduated primary school.

Data includes also children with profound disabilénd children studying abroad
with temporary residence permit, and children mnplying compulsory education
constituting about half. Estonian Statistical Géfi@ports 1800 pupils who intermitted
studies (See table 9A in appendix).

The ascertainment of the number of children nagnating school is complicated,
since the concept of noncompliance of compulsolpsktis ambiguous. According to
the questioning conducted by National Audit Offi&&% of schools considered
noncompliance of compulsory school as long-termsmgs without reason, 25% of
schools as repeated missing resulting lack in aemént of curriculum, 12% of
schools as every missing without reason and 1086ludols as lack in acquirement of
curriculum. (Koolikohustuse taitmise tagamine. Kofltaruanne. National Audit
Office 2002: 6) Main reasons for intermitted stedare expel (36%) and working
(24%). (Ibid: 9).

In sum, although there is no adequate data abald ketbour, it seems not major
problem in Estonia.
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2.13.2. Human trafficking

Experts in Estonia who are involved with this sebjgolicy, social workers, custom
workers etc) have estimated both between and witbimtry human trafficking as
serious problem. However there exists ambiguitthexconcept of human trafficking.
For example some of the experts considered prtetittas a category of within
country human trafficking and some of them treapedstitution as free choice.
(Eespere 2004)

There is little data related to cross-border hurmafficking. The only estimation is
originating from International Organisation of Magion. According to this estimate,
500 women and children become as a victims of hutmadiicking in year in Estonia.
(Trummal 2003: 14, Pajumets 2004: 11) Accordingtioer source, this estimate is
unreliable and another estimate is offered — basedata from Estonian Policy about
100 people are victims of sexual exploitation andhhn trafficking during period of
2001-2004 (Seksuaalne ekspluateerimine ja inimkadlma Eestis, 2005: 53). The
risk group is people who cannot manage in Estonthcannot find job in domestic
area, including young people. Additionally, yourgpple seeking for adventures and
new experiences do not often perceive threats nkiwg abroad. (Trummal 2003).

In case of within country human trafficking the matategory is prostitution.
According to different estimates, there are apprately 3000 prostitutes in Estonia,
i.e., women engaged in selling their body. Theorafi prostitutes in Estonia exceeds
the European average two times, that of low-leweintries like Sweden seven times,
Finland and Norway three times. The estimates @ftlimber of prostitutes fluctuate
resulting for example from different definitions pfostitution and tourist season
(Pettai et al 2006). There is no data about theeshiaprostitutes who are the victims
of human trafficking.

According to the survey conducted by Estonian tatgifor Open Society in 2005,
there exist following risk groups based on chargsties of prostitutes (Pettai et al
2006):

* Young women -Eighty-five percent are up to 30 years old. Onky @ercent
are older than 3§years. Selling their body begins at an early agé#, by the
time they are 1§ears old, % until 21. They do not last long in deeupation
with the averagéme being 4 - 5 years.

* Non-Estonian -out of whom 2/3 do not have Estonian citizenshiplyG0%
are Estonian.

«  Women with limited education - 2/3 of prostitutes have primary or basic
education. Every fourth has graduated fromgbeondary school. Only every
fourth, who has graduated from vocationalspecialised secondary school,
has a profession.

* Women from families with problems -only every second woman engaged in
prostitution had an opportunity to grow in a regukmily with both father
and mother. Violence is a rather inevitable phermnein the life of a
prostitute, which many of them encounter as ealinahildhood. Only every
third respondent had experiences childhood witlabute.
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From foreign countries, where prostitutes from Betoffer sexual services, the most
popular destination is Finland. The other countidgere prostitutes have provided
services more are Germany, Sweden and Norway. fGris Estonia found their way

abroad to provide sexual services predominantlyheanternational contacts of local
mediators. This shows that the Estonian mediatbrgrastitution are a part of an

international network of trafficking in women. Tleeis also a high (39%) share of the
girls, who travel abroad on their own and find aadlomediator there. (Pettai et al
2006)

There is rather liberal attitude in society towapdsstitution. According to the survey
conducted by Estonian Institute for Open Societ®®3 there are 51% of people
aged 15-74 who look supportingly on brothels. OBl£o of people are against
brothels. The attitude towards the need for brotiedlects the attitude towards
prostitution which is passively supporting. (Pettaal 2003) This may arise from the
fact that people do not grasp that prostitutiomften nonvoluntary and associated
with violence.

In opinion of experts, the human trafficking prablenay deepen after 2007, when
control over movements within European Union era®aling to Schengen contract.

(Inimkaubanduse vastu vditlemise arengukava 200@3;2ustiitsministeerium 2006)

The term “human trafficking” is missing for Penabd® in Estonia. However, there
are prohibited approximately 15 activities whichndae related to human trafficking
(slavery, mediation of prostitution, production adhidtribution of child pornography
etc). Penal Code came into force in 2002. Prosiituis not illegal in Estonia, but
mediation of prostitution is. The number of registe crimes and criminal cases
followed division of crimes in Penal Code in 200f&&006 are following:

Table 39 The number of registered crimes and criminal €astated to human
trafficking, 2005-2006

Registered crimes Criminal cases
Crime catogory based on Penal Code 2005 2006 2005 006 2
Slavery 1 1 2 0
Abduction 0 0 0 0
Unlawful deprivation of liberty 55 44 18 20
lllegal conduct of human research 0 0 0 0
lllegal removal of organs or tissue 0 0 0 3
Inducing person to donate o rgans or tissue 0 0 0 1
Compelling person to engage in sexual intercourge 5 |7 3 2
Child stealing 6 0 1 2
Sale or purchase of children 1 0 0 0
Disposing minors to engage in prostitution 0 0 1 0
Aiding prostitution involving minors 3 2 4 1
Use of minors in manufacture of pornographic 26 10 3 4
works
Manufacture of works involving child pornography 3 29 1 10
or making child pornography available
lllegal transportation of aliens across state hoode| 2 5 2 3
temporary border line of Republic of Estonia
Provision of opportunity to engage in unlawful 59 38 17 8
activities and aiding prostitution
Total 161 136 52 54
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Source: Inimkaubanduse vastu voitlemise arengukava006-2009,
Justiitsministeerium (Ministry of Justice) 2006

Note: Data about registered crimes comes from Kramimenetlusregister, data about criminal cases
comes from Adjudication Register.

In addition to absence of term ,human traffickinig’ Penal Code there are other
problems related to legal context — low penaltescfimes related to prostitution and
human trafficking, inadequacy of legislation togativith inadequate implementation
in reality, underdeveloped witness protection syst®#Vitness Protection Act came
into effect in 2005. There is no separate orgaimmadealing with victims of human
trafficking and sexual exploitation. In 2003 theriag group dealing among other
things with human trafficking issues was creatediafiinn’s Policy Prefecture.

Estonia has united with several international cotiea@s such as (Trummal 2003):

» Convention on the Elimination of All Forms of Digsuaination Against
Women (UN) — became valid in 1991

» Convention of the Rights of the Child (UN) — becowvadid in 1991

* United Nations Convention against Transnationala@izpd Crime — became
valid in 2003

* Supplementary Protocol to Prevent, Suppress andstPufrafficking in
Persons, Especially Women and Children, so callaterio protocol —
became valid in 2004

3. Discussions, linkages and trade-offs between
different elements of working and employment
conditions

3.1. Gender inequality

To analyse the gender inequality problems in Estanisurvey “Gender Equality
monitoring” was conducted in 2005. The resultshef monitoring make references to
several important aspects. Although women aretla ihore oriented towards male
and female equality of rights, in general opinigmevail according to which men
should dominate and which support the exfoliatidntlee society. The survey
established that there are certain gender rolemedrin Estonian society when
analysing the male and female roles in homeworkaifamily decision-making,
expectations for daughters and sons and women@arialailependence. Moreover, the
analysis of working life reveals that the prevajliattitude supports the view that
gender differences in wages should be maintainedtzen women should not occupy
the leading positions. When 63% of women have aniap that wages of men and
women should be equal, less than a half of the @#8%) agree with this statement.
Almost two out of three men and half of the womgrea with the statement that men
are better bosses than women. However, those wi® warked in supervision of
women have more tolerate view in the latter projpmsi
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Several studies reveal that a core family modeigtsgender division of labour and
authority of men are considered to be an idealsitolia. Therefore it is not surprising
that gender inequality has rather increased thamedeed in Estonia in past decades
(Kandolin and Narusk 1996; Anttila and Ylostalo 299Domsch et al 2003).
Moreover, the results reveal that education hashniigher value for men than for
women: women whose highest educational level a&this tertiary education have
the lowest probability to be the main breadwinnerfamily when compared the
women with primary and secondary education. For iiensituation is opposite.
Every third male and every fifth female agree with proposition that male should be
the main breadwinner in the family. Nevertheless but of three men and 81% of
women consider it fare that both partners are mesipte for the financial welfare of
the family. Half of the cohabiting women declarattthey depend materially on their
partner; for men this figure is 6%.

Working is much more important for men than for vesm even if the partner’s
income would be enough and financial situationra family would enable not to
work, 69% of men and only 27% of women would coméirto work full-time and
15% of men and 48% of women would prefer to wonk-gine.

The answers to the questions regarding attitudersvgender equality reveal that
only one fifth of females and third of males agvath the proposition that men and
women have the equal opportunities in the labouwketaClearly prevails the opinion

that men have better position in the labour mafkes$ opinion share 62% of women
and 47% of men).

Since women are the ones who stay home with chédhlyy they are in worse
position in labour market compared with men. 62%waimen and 24% of men
responded that family Ilife and children restricteith carrier (Sotsiaalse
Vordadiguslikkuse monitooring 2005). On the othendhawomen who work full time,
are disadvantaged due to home works. The visiowahen as bearer of double
duties exists in Estonia. 85% of women and 74% eh ragree that women have to
work at home and at work. Still only half of maéspondents agree that this situation
is not fair compared to 2/3 of women. Since emplegtnrate of women is
comparable with employment rate of men, nontradéidamily model is dominating
in Estonia — both working with full time and womare also responsible for home
works (responsibility of earning money is sharedt, iesponsibility of taking care of
home is not shared).
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Women have double duties

Women | 7 20 65

Men 13 25 49

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

O Do not agredd Agree, this situation is fall Agree, this situation is not fall Hard to sa)y

Figure 23.The perception of women having double duties.
Source: Sotsiaalse vorddiguslikkuse monitoorings200

Gender and globalisation effects

If to discuss globalisation effects, then again ave to deal with gender issues.
Estonia has been country with cheap labour andofrtbose examples is Elcoteq
Network Corporation is one of the leading electesnimanufacturing services
company in region. Currently the company operatefar continents in 13 countries
and employs approximately 19 000 people. Maintglame in Hungary, Germany,
Russia and Estonia.

Elcoteq Estonia started in 1991. Estonian fachi&s grown from 10 people in 1991
to approximately 3000 employees in 2006 (almost 25%ll workers in Elcoteq
work in Estonia). Almost 70-80% percent of all eoydes in Elcoteq Tallinn are 30-
40 years old women. Elcoteq Estonia is the biggesihpany in electronic
manufacturing sector and one of the biggest congganioverall Estonia.

Workers are living in Tallinn at company’s expenskamely, people who come to
work in Elcoteq Estonia from the other places ofoBm than Tallinn can live in
apartments rented by company. Why company is hipegple from other parts of
Estonia? Simply the wage level they offer is natyatractive for workers in capitol
area. Company does not allow bringing familiedive with parent who started
working in Elcoteq Estonia. Company’s PR managead shat reason for such
behaviour is that company rents single room apartsn@and other members of family
cannot feel comfortable themselves in such smalin. In a way we ca say that these
mostly female workers from North East Estonia a@kmg as domestic migrant
workers. Their families are 200 km away, and aftgensive work period they have
change to go home and visit their families. As papon in North-East Estonia is
mostly Russian speaking we have clear risk group: idue collar Russian speaking
female.

The other example of similar risk group is texiridustry case in North East Estonia.
Textile company Krenholm has history more than {&8rs, in best times there were
more than 6600 employees bout 15 years ago. Gigduat started to diminish its
activities and recently last owners declares allgmissal of last 1500 employees,
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This means that main factory will be closed, somsiress activities will remain
(inprincipal textile production is finshed in thegion). Almost 95% of fired
employees are Russian speaking females in age 4@ of them have worked in
factory their whole working career.

To conclude we can say that reallocation will affednority ethnic groups, and
particularly females, more than native employeeghay work in industries oriented
to cheap labour (manufacturing of electronic eq@pthand textile industries).

3.2 Ethnic minorities

As it was mentioned in previous sector ethnoc niiilesr are more often in
unfavourate situation in labour market. AccordingBstonian Labour Force Survey
data, total unemployment of Non-Estonian (dominamussian speakers) females
was 6,7 % in 2007 (See table 40), while for Estorieanales it was only 2,7%. The
same is true if we compare male unemplyment ramestestignly for Non-Estonian
males participation rates are even higher thak$bonina males.

Table 40.Labour market indicators of Estonina and non-Eatoms

Ethnicity | | 1997] 1998] 1999] 2000| 2001| 2002| 2003| 2004| 2005 2006| 2007
Estoninans
Males Participation rate, % 77.776.3| 74.5| 74.9| 73.6] 73| 73.7| 72.3| 70.5| 73.5| 75.4
Employment rate, % 70]969.5| 65.6| 64.7| 64.8| 66.3| 68| 66.8| 65.7| 70| 71.9
Unemployment rate, % 8(7 8.9| 11.9| 13.6/ 11.9| 9.2| 7.8 7.6| 6.8 4.8] 4.7
Non-Estoninans
Males Participation rate, % 80.179.6| 78.7| 78.3| 78.3| 76.3| 75.9| 76| 77.5| 79.1| 80.1
Employment rate, % 69)467.7| 65.5| 65| 66.1| 65.4| 64.1| 63.3| 67.4| 71.7| 74.2
Unemployment rate, % 13|414.9| 16.9| 17| 15.6| 14.3| 15.6| 16.8| 13| 9.4| 7.3
Estonians
Females| Participation rate, % 66.66.1| 65| 65.2| 65.2| 63.8/ 65| 65.3] 66| 69.6| 68.2
Employment rate, % 61)561.5| 59.8| 59.4| 59.1| 59.2| 60.3| 61.7| 63.3| 67.1| 66.4
Unemployment rate, % 7 7| 8.1 9| 9.4| 73| 7.2| 5.6| 4.1 35| 2.7
Non-Estoninans
Females| Participation rate, % 67.87.1| 65.4| 65.4| 65.8| 65.1| 66.4| 66.6| 68.2| 68.2| 69
Employment rate, % 58)858.7| 54.6| 52.8| 53.9] 55.1| 56| 56.5| 59.2| 61.1| 64.4
Unemployment rate, % 13|512.5| 16.4| 19.2| 18| 15.4| 15.6| 15.2| 13.1| 10.3| 6.7

Source: Statistical Office of Estonia

What could be possible explanations of higher udeympent and lower employment

rate (in a

1) Language abilities. The language law of 1989 enkdtonian the sole official

case of females)?

language in Estonta According to the legislation most officials wankj in public

sector must speak Estonian. That means that moptepalready working for the state

were required to pass tests showing specified $evkproficiency within stipulated

14 During Soviet times, both Estonian and Russiarevediicial languages, Russian being a language
which could be used anywhere. This gave the immigritom other parts of the Soviet Union a little
incentive to learn Estonian or to acquaint theneglvith the local culture.
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deadlines in order to keep their jobs. Also in Eensector most employers demand
from employees knowledge of written and oral Estani

2) Non-Estonians are more employed in such indestis manufacturing chemicals,
machinery and metal production, water and railwegngport, manufacturing of

construction materials, textile etc. These are alted old industries, where most
technology was old and these industries were atemd the former Soviet Union

market. During economic restructuring the Estoregonomy was reoriented from
Eastern markets to Western markets. Therefore tinesistries suffered from a lack
of resources and declining former markets. Tod@ge¢hare declining industries; as
the rule both output and employment has declirngee @lso table 11A in appendix 1)

3) These declining industries were more or lesceotated to north-east of Estonia
where the biggest Estonian Russian speaking myngitlocated. Due to lack of
language skills non-Estonians are not very mohbilgdographical sence. They do not
move out from region, or if they move they moveapital area or to abroad.

4) Non-Estoninans are more mobile in the labourketain terms of labour market
flows. Mobility was treated there as workers flobetween different labour market
states. This kind of mobility is much higher amdRgssian speakers compared with
Estonians (see Eamets 1998). Main conclusion o$tilny was that Russian speakers
have more problems in the labour market than EataniTherefore they should be
more active in the seeking of new jobs.

3.3. Self-employment

Estonian Labour Force Survey data indicate thattheems to be at least five distinct
groups of self-employed: employers (i.e. self-erpptbpeople who employ others as
well) and four groups of individually self-employenh different sectors—in
agriculture, in manufacturing, in personal servicaad in business and social
services. Employers are concentrated in the persemdce sector while the activities
of a large proportion of the individually self-eroped fall into agriculture. In 1995,
the self-employed were, on average, somewhat youhge paid employees: almost
three fifths of them were between 16 and 39. In220@e age composition of the self-
employed changed substantially: the mean age osdlfeemployed increased from
40.5 in 1995 to 43.7 in 2002. In 1995, a fifth lo¢ tself-employed were younger than
30: this share was halved in seven years. Thisltresight indicate that among
younger people, shifts to self-employment becameemare in the second half of the
1990s than in the first half of the 1990s.

The typical enterprise founder belonging to thigréed self-employment” group has
technical or agricultural vocational or secondgrgsalised education. Most of them
established their firm in the first half of the 189 Another group of people founding
a firm out of reasons of necessity were women natgrfrom maternity leave, having
lost their jobs. Self-employment reflects their bitiy to find a new satisfactory

regular job. Most of them tried to establish a rfem in trade. In most cases, their
businesses did not last long.
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The firms were facing financial problems that hireteexpanding production. They
were also lacking in management knowledge. In amditgetting land, office space
and buildings was a significant problem. They admit having problems with legal
marketing of their products.

Rural entrepreneurs in the service sector wererdigre on local demand and there
was practically no market for their services duemdespread poverty in villages.
Most entrepreneurs were forced to hold two jobsriher to cope with low income.
Firms established by non-Estonians mostly had littkdRussian enterprises. The
Russian crisis in 1998 was difficult for them amung of these firms did not survive
it. Typical for representatives of this group offsmployed is the fact that they were
successful in the beginning of their private bussnevhen there was only limited
competition. The business gave them a very goodau@ return in the early days
but most of them did not manage to face up to edipgn competition. The
respondents continuing their business are veryimpesd about the future of their
firm.

There are some sectors where self employment hexs ass replacement for regular
labour contracts. It is relatively wide spread @mvéce sector that in these professions
where employees income is depending on salesesgiloyment as legal form of
employment is used. These are different sales pesealers in real estate, people
dealing with consultancy or adult training etc. Rty there was a big scandal in
Estonian media when state owned post company “pest’ was accused that they
use self employment in order to reduce labour taRdispost delivers were self-
employed which means they had much less guarantediseir labour relations
compared with ordinary labour contract.

3.4. Young persons

According to the Labour Market Services and Beséfitt the unemployed persons
of sixteen up to twenty-four years of age are defias a one of the risk groups in
Estonian labour market. A young person of sixtegriautwenty-four years of age is
deemed to be a long-term unemployed if he or sbreaff least six months, has not
engaged in the work or in an activity equal to work

There were 11 000 young people unemployed in 2@0&pproximately one fifth of
the unemployed were aged 15-24 in 2005. The ungmmot rate of the youth has
traditionally been twice as high as the nationarage although in recent years the
figure has decreased quite sharply due to the fabdel macroeconomic conditions.
From 2001 to 2004 the unemployment rate of the gofemales has constantly
exceeded the indicator of the men. In 2005 theasdn reversed. The unemployment
gap between Estonians and non-Estonians is qgke hi

In general the job search period of the young uneyep is shorter than of the older
people. When compared to the other EU countriesethployment rate of the young
people is lower. In 2004 the figure was 27% in Bstand 37% in EU countries on
average. The activity rate of the young peopledeseased, too.

The Ministry of Social Affairs has pointed out sealereasons why youth are a risk
group in Estonian Labour market:
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* high incidence of dropping out from primary schoeedvery year
approximately 1000 young people drop out from thenary school
which mean that they have no training for the edayyworking life.

* The qualification obtained does not match the nedédke employer —
the risk of unemployment exists not only for yoyrepple who lack the
skills, but also for those who have graduated arsdary or a vocational
school. According to the analysis conducted byNheistry of Social
Affairs the main reasons of the high unemploymet¢ are the inertia
of the educational system (meaning that despitéattethe needs of the
employees’ skills from point of view of the employbave rapidly
changed, the educational system has not managedp® with these
changes immediately), the negative attitude of #raployer (ie
employer prefers a candidate with previous worl@rgerience because
youth often lack the professional skills as wellcasscientiousness and
responsibility), the lack of skills and knowledgetbe youth and their
great expectations. It is reproached for the Eatomiducational system
that universities educate too many specialist éengitofessions for whom
there is not sufficient demand in the labour marKete vocational
education is another despair of the Estonian eduadtsystem.

» High incidence of inactivity — In Estonia the inady rate of the youth
was 65% in 2004, while the EU average was 10 péngeinmts lower.
The high incidence of inactivity is peculiar notlpmo Estonia, but to
other “new” EU member countries as well. The maamse for this
trend is the fact that the proportion of the yoliétving higher education
is increasing which is positive. Therefore the rigloup consists of
those young people who have no skills, are not yatgd are
unemployed and are not searching for the job.

* The lack of experience — the entry to the labourketais especially
difficult for the youth whose highest educationalvél attained is
primary school or less. The higher the educatideat! attained, the
more favourable situation the young person hakerabour market and
the lower the risk to lose the job. The studyingd aworking
simultaneously is not very popular in Estonia witempared to other
Western countries.

From the ALMP measures described in the Labour BtaBlervices and Benefits Act
the work practice is directed to young unemployldtke career counselling and labour
market training are considered to be effectiventegrating young unemployed into
labour market, too.

3.5. Elderly people

Saar and Taht (2005) have studied older employeasers from a longitudinal
perspective concentrating not only on labour fopaeticipation rates and early
retirement, bubn mobility patterns in old age. The question askad whether and to
what extent the social and economic changes affdbi intensity and directions of
job moves of late career workers and also theioualmarket exit patterns. Another
guestion posed in the article was the role of hathvidual as well as structural
factors in the process of older workers’ adjustioghe new labour market situation.
The authors found increasing social selectivitheihg excluded from employment in
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old age in the 1990s. The impact of industry, oetigmal position and education
were stronger in the 1990s than in the 1980s. Tikkedvawal from employment was
strongly influenced by individual characteristiceadacharacteristics of working
context in the 1990s. There were two groups ofrolderkers who had better chances
to remain in the labour market and also lower riskbe excluded from employment.
The first group was highly educated older workélra/o explanations have been
suggested for their lower risks (Fortunyi et al 20Cirstly, highly educated workers
are more able and more motivated to adjust to admmgjob requirements. Secondly,
employers often value their experience. The otheugis made up from low-skilled
agricultural workers. Deagriculturalisation did nstipport moves to inactivity of
older employees in these sectors. On the contagmnycultural workers have been less
exposed to the withdrawal from employment. Thisultesould reflect employers’
demand for older workers doing simple agricultyo@lks. (Saar, Taht 2005)

The authors also identified the remarkable incré@aske intensity of older men's job
mobility in the 1990s. The findings showed intefisetuations, which is consistent
with the implications derived from the rather 'opermaracter of employment
relationships in Estonia. One of the conclusionthefarticle was that policies related
to the promotion of employability of older workesse underdeveloped in Estonia.
Training and retraining are offered to older woskeery seldom. Estonian welfare
state seems to be close to liberal, because itiges\quite a few opportunities for
early retirement, applies stricter criteria to upéomyment and disability and grants
small and short benefits. (Saar, Taht 2005)

3.6. Persons released from prison

Due to the legislative restrictions it is quite fidifilt to estimate the number of
unemployed persons released from prison as wetjetting an overview of their
socio-demographic characteristics. From the 140dgms who declared that they had
been in prison before recording themselves as ulogmgh, 92% were males.

As for the person released from prison the diffiegl in finding a job are often
connected with other problems (the absence of dwgelproblems with family etc) it

is essential for the country to provide them helpsuccessfully integrating to the
society. The managing with everyday life is espggciaomplicated for those ex-
prisoners whose imprisonment has been longer. diitiad of the lack in working

habits they often have insufficient social commatiitg skills and cannot cope with
everyday life.

Problems:

* Employers’ negative attitude — the ex-prisoners “atgmatised” in a sense
that generally employers do not trust them. Moreotlee ex-prisoners have
often lost the working habit and therefore trainisgnecessary for them to
successfully cope with the working tasks.

* Low educational level — more than a half of the iisgned persons’ highest
educational level attained is primary or less ahdrdfore they have a
remarkably high risk of unemployment. Less than oo of every fifth
persons released from prison have a profession.
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In addition to rehabilitation the ALMP measures aimto successfully integrate
persons released from prisons to the labour maneetvorking with support person,
public work, work practice and wage subsidy.

3.7. Effects of Minimum wages

Next to the minimum wage/average wage ratio, amotleeful measure is the
proportion of employees earning the minimum wagee that, we would expect
that the impact of minimum wage increase on labmarket is not negligible.
Similarly, although minimum wages comprise a smadleare of average wages in
Estonia, the difference is not drastic comparethéoold EU member states. Thus we
can argue that the effect of minimum wages on tteriian labour markets, causing
labour market disturbances and therefore decredsingur market flexibility by
changing the distribution of wages and eliminatipgrt of the workforce from
employment, is probably still present, though serathan in the old EU countries.
However, when interpreting these numbers we neddk® into account the widely
(although probably to a decreasing extent) usedeported wages (so-called
“envelope wages”) in the Baltic States. Thus theagroportion of workers earning
the minimum wage is certainly significantly small@Eametset al.,2005; Antila and
Ylostalo, 1999, 2003)

There are not many studies on the impact of minimnage increases on the labour
market in the Baltic States. Hinnosaar and R66n0D3P2Gnalysed the impact of
minimum wage increases in Estonia on employment \&ades, relying on the

Estonian Labour Force Survey data for years $2080. During this time period,

minimum wages increased several times in Estoniaen\estimating the effect of

minimum wage increases, these authors used astlcgroup the workers in a time

period prior to the minimum wage increase. Thesuls indicated that minimum

wage increases reduced the employment of workeestlli affected by the change
(those whose wages were raised as a result; forrébe the results were not
significant), thereby supporting the competitivedar market model (negative effect
due to workers with marginal product below minimwsage being fired). The

additional negative effect was due to increasirggdhare of workers receiving wages
below the legally set minimum; i.e. a substitutibatween formal and informal

sectors took place.

RAOm (2005) looked at the impact of minimum wageusyng the results of the
survey among the Estonian companies on their wageattion processes. In the firms
that replied, 5.9% of all employees were paid mumm wages; 20% of the

responding firms said that minimum wages signifigamfluenced wage formation in

the enterprise and 28.8% argued, that an increadeiminimum wage would result
in a wage increase for other employees (those whmat paid minimum wages).

According to the responses, the minimum wage irseréa 2005 from 2,480 EEK to

2,690 EEK

85



3.8. Trade-off between wages, productivity and
employment

Recent study of Estonian economists showed thabnigs$ economic structure
resembles by no means a contemporary knowledgetbasenomy; it is rather a
provision of industry and services built up on ghé&dbour (www.arengufond.ee).

When to analyse the former changes in the employrsah-structure, then the
relative share of the primary sector has gone titaudrastic decrease and the share
of services sector in the employment has increa&ethe same time, the structural
change did not occur as a result of relocatiorheflabour force (to some extent it did
happen), but primarily due to a decrease in germglloyment. Only in the services
sector, the employment has slightly increased sokibe numbers in comparison with
the early 1990s. Thus, also in the developmentopleyment’s sub-structure a
general tendency towards post-industrial serviaaneay can be followed. At the
same time, it cannot be forgotten that in the dgwed countries it occurs on the
account of a decrease in the relative share ohthestry; in Estonia, however, on the
account of a decrease of the primary sector. Bait llas a negative impact on the
change of productivity, as services sectors witklatively low productivity are pre-
developed.

When analysing the structure of jobs and economttoss in Estonia and comparing
it to the situation in the developed countrieszah be said that in Estonia, both the
production structure and the used technology isenasiented towards blue collars
in comparison with the European average. At theesaime, the analyses conducted
on the basis of data of several domains show kieatiémand for workers with a third
education level (higher education, professionalhéigeducation, and vocational
education after secondary education) will increasemost in the future.

A relatively low productivity starts limiting theggsibilities for further wage increase
and diminish the competitiveness of several ingus#érctors in Estonia. That in case
the premature growth of productivity cannot be eediby various measures in front
of the wage increase, which is inevitable in thedittons of an open labour market of
the European Union. This is accompanied by thewhg problems:
» Transnational wage disparities might cause emigmaif people;
* Increasing labour costs and decrease of profitglpliessure the exportation of
jobs from Estonia to other countries with lowerdabcosts.

Due to a large relative share of labour costs davtal costs, the problematic sectors
are leather and footwear industry and, to somenéxétso paper, textile, and sewing
industry.

When comparing the wage level and dynamics in Estand in the EU developed
countries, we see that in the past few years thgewacrease in Estonia has been
faster than in the destination countries of migmat{Finland, the United Kingdom,
Ireland, Norway, Sweden, Denmark, and Germany}hAtsame time, the differences
in the wage level have still remained 4-5 multigRapid wage increase in Estonia
has brought about a situation where the differemtegage level in comparison with

15 pursuant to the classification of occupations 18@8CO9 (skilled workers of agriculture and
fisheries, skilled workers and craftsmen, equipnaemt machine operators, unskilled workers).
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the destination countries of migration have de@éan all economic sectors under
observation, therefore also the migration pressorkeave Estonia and go working
abroad is decreasing.

A very important factor in exporting jobs is thédar cost per employee. The fast
developing Asian countries: China, India, Korea,ldfsia, and Philippines, were

included into the analysis. During the observedooe(2000-2006), the labour cost
has grown faster in Estonia than in the Asian aoesitWhen only in 2000, the labour
cost in the majority of sectors in Estonia was ayp0% higher, then by now it is 2—-3
times higher than in the Asian countries selectatb ithe analogue group.

Consequently, our ability to compete with the Astantries from the aspect of low
labour cost has decreased very fast. In compansibnother countries of destination,

the labour cost of Estonia has also grown fastdrhas become equal with the level
of Czech and Hungary and overtaken Slovakia, Polamd other Baltic countries.

The wage increase in itself does not necessarignni@ving problems. Becoming a
state with a high living standard does presumeirtbeease of the level of wages. If
that is accompanied by a growth of productivity ahg@rofits did not decline, the
competitiveness would be maintained and not pregsuexport jobs would occur.

However, the analysis shows that there is a whaige of sectors in Estonia where
residual profit per employee is low and that haseased slower than wages. Such
sectors are:

* Manufacture of textile and textile products;

» Leather processing and manufacture of leather gtegu

* Wood processing and manufacture of timber products;

* Production of paper pulp, paper, and paper products

* Publishing, manufacture of rubber and plastic potstu

* Manufacture of means of transport;

* Transport.

If we now compare these general labour market deveénts with risk groups in the

labour market then we can see that in some casémlgthanges will deepen the
problems of risk groups. For instance in generalsditan speakers are more
concentrated in sectors which are decling in theram® of structural changes. These
are sectors like textile and clothing industriesing also transportation. In total the
share of blue-collar wortkesr is higher among tba-native poulation. It is obvious

that globalisation will cause the reduction of seclhnomic activities which are based
on cheap labour.

Other example relates economic developments toséwtor specific problems of
labour. Fast economic growth have caused boonormeseconomic sectors. One
result of such a boom has been very rapid wageaser. On average nominal wages
grew during 2005-2007 20-25% per year. Such a higbe increase also increased
the share of informal sector and unreported wage#creased competition between
firms force them to find any kind of means howduce the cost. Tax evasion is one
of such measue. Increased competition can alsce aalesxation of safe and health
conditions as this is also one way to reduce tts. dbwe add the fact that in some
industries we o not have trade unions and stat#utisns cannot afford to check
every small firm, then we face certain problemsaome sectors. One of such sector is
constructon. Real estate boom, increasing credds fcommercial banks have
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resulted very fast increase in this sector in 2D086. The share of envelope wages is
hig in construction incidence of work accidentsiigh as well. There are no unions in
this sector. Overtime work is common in constiuttiand real estate boom in
wealthy nabouring country Finland has caused masswmtflow of construction
workers in 2005-2006. It is obvious that differeagpects of decent wotk are not
fulfilled in this particular sector.

3.9. Workers protection and labour market flexibility

From a formal point of view the legal regulatiointioe labour market seems to be in
place and the worker is not less protected in HEstdran in EU. But in practice, it
appears that state regulations are not alwayswelloin the private sector. There is a
lot evidence of violations of these regulationsemterprises in Estonia. Workers
complaints to labour inspectors are rather freqaedtin labour disputes employees’
appeals are rather often followed, which may indi¢hat law enforcement is not that
weak. But the problem is that appeals may constituty a small number of all law
breaks. There are other reasons to believe thatuhder of unreported violations is
even higher, for example in many cases so calléghtary leaves are only reported
as voluntary. There are evidences of existence-cified extra agreements by which
employee resigns some of his/her benefits for thpleyers benefit.

Despite of relatively high level of workers protect researchers have found that job
creation and destruction rates in Estonia are g in international comparison,

higher than in almost any other European country emmparable to the levels

documented for the United States (see Masso €0(8)2 Thy estimated the amount
of job flows over and above the amount needed tmramodate net employment
changes to be about 23% per year — higher thabdwsfound in any other European
country so far (exept Lithuania). Average exce$s of labour allocation was 18% in

the US, 9% in the UK and only 6% in Germany. It gegjs that the Estonian

economic development is a good example of the sgcstory of economic shock
therapy, as a result of which relatively fast nestiring was accompanied by high
labour reallocation. The high flexibility in ternod job flows can largely be ascribed
to the small firms sector; the estimates of jolwHBoin previous studies are biased
downwards. By comparison with studies of the westeountries, a very high

proportion of labour reallocation is attributabteshifts between industries reflecting
rapid changes in the economic structure.

To some extent, this phenomenon is typical of asiteon process, but not only.
Although by the dynamics of the other labour mardtedracteristics it seems that the
restructuring of the labour market was over by 200 worker flows between
labour market states dropped significantly, buth& same time the aggregate job
flows did not diminish. In our opinion, there arasixally four reasons for that.

Firstly, the inter-sectoral mobility has been nelkay high: the shares of different

sectors in employment have changed considerably ranch of the excess job

reallocation is due to shifts between the sectdesso et al 2006 found that a rather
high fraction of excess job reallocation (18% orerage for 1996-2000) can be
explained by sectoral shifts.
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Secondly, small firms seem to play a key role olar reallocation. Firms with less
than 20 employees give work to a quarter of theua force. The net rate of labour
allocation is positive, which means they createarjobs than they close. Also the
excess rate seems to be particularly high in fintls less than 10 employees (36%).

Thirdly, the occupational mobility of the workforae Estonia is high, but showing a
decreasing rate as the transition matures. Thigiggs not analysed in our paper,
but Campos and DabusSinskas (2003) documented &tatbn 35 and 50% of all
Estonian wage earners changed occupation in 1989:18wever, most of these
changes took place at the beginning of the tramsio the impact of occupational
changes on job mobility may have declined by now. tAe reallocation process
affects certain industries and enterprises more ththers, the role of personal
characteristics in the incidence of displacementnggnificant. However, many
people have changed their occupation over the itrams period. In our
understanding, this indicates Estonian human dapri@her good quality. . In this
respect, a possible problem is the low financingaiive labour market programmes
in Estonia.

Finally, the Estonian institutional environment Haeen rather favourable to firm
dynamics: starting a new firm has been fairly irengve. The message of the paper
in terms of policy implications could be that tHexible enterprise environment
should be maintained in Estonia. This suggestisupported by the theoretical and
empirical evidence of the positive impact of highlaxibility and dynamics on
growth.

In light of these findings, Estonian Governmentiated law amendments of labour
contract Law in January 2008. This act as causeskive protest from trade union
side, as one aim of these amendments was reducentployment protection of

employees. Some examples from proposed law amendgnreduction of severance
payment period from 4 month to one month, emplyear eduse the payment in the
case of diffcult economic situation, oral labountract is valid etc. In general these
amendments are characterise as extremely emplagedlfy changes.

At the moment this draft law is the subject of dission and it is obvious that in
current form it will not pass the Parliament.

In a way we face very strange situation here, foora side Estonian worker is well
protected (EPL index is above EU 25), but from titber side labour market
mobility (jobs flows) is high. Solution to such wsition is the introduction of
balanced approach of social security and labouketdrexibility. This concept is

called in literature as labour market flexicurity. very general terms flexicurity
means situation when socially protected worker atesrin flexible labour marekt .

It is important to understand that in order to cogeevnith western economies Estonia
should maintain a relatively liberal economic pglievhich means flexible labour
market with a strict monetary and fiscal policy.general, for new member state like
Estonia, there are two unavoidable issues: timeaatigdle labour policies from the
government side. Time means that a certain timmgeshould be considered while
nominal and real convergence of the new EU ecormmidl take place. Active
labour policies help to accelerate faster adjustroétabour force to external shocks
mainly via training activities. Mutual trust is alsan important issue stressed in
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flexicurity strategies. Both, employers and empés/eshould trust each other and
realise that it is possible to implement effectieasures which may increase
flexicurity as it happened in Denmark and the Neémals.

In the old member states with continental modeg¢ thain stress should go to
flexibilisation of labour markets. Demographic sition is very bad, employment is
not increasing and non-employment is very high. BEldope needs reforms in order
to survive in global competitiveness. There are many options. Innovation and
increase in productivity is one options how to cemgate declining employment,
reduction of labour cots, introduction of flexibork-forms, flexible labour
contracts. These are few examples of decisionsghwlre not easy to implement
because politically is difficult to explain to publthat workers will loose some of
their job security. Social protection should be@ased also in UK and Ireland.

To conclude: the attempts of flexibilisation of ¢alv market should be accompanied
with increased social protection of workers. Othieemve cannot speak about decent
work in Estonia.

4. Conclusions and policy recommendations

Estonia has been a good example of fast growtheaadomic restructuring in a cath-
up process. Average economic growth has beeb bigbhJoyment has increased and
unemployment has declined. Average unemploymeatina2007 was 4,5%, which
is lowest during last 15 years. Low unemploymerd &ig employment rates have
caused new phenomenom in Estonina economy - lasloantage. The problem of
labour shortage was especially high in some secharisg economic boom in 2005-
2006. If we add outward migration, which was dbollver in Estonia than in orther
Baltic countries, but still estimations are abobit2D thousands outward migrants per
year, then we can end up with labour shortage imes®f occupations like
construction workers, medical workers, doctors, drigers etc.

Labour shortage has some positive influence frooediework perspectives as well.
It has caused fast wage increase, for instancenadmages increased in construction
by 30% in 2006. Labour shortage forces firms toromp working contitions, incease
attention of firms to workers health, and safetgditons. Also indroduction of extra
bonuses to motivate workers and better possilslittereconcile family and work life
are observed etc.

From the other point of view the union density kedpclining, as people do not feel
the necessity of collective bargaining when wageselase so fast. Very high wage
increase has caused also high inflation, whicsedeser real wage and so on.

To generelise: working conditions have been impdodering transition period in
Estonia. But situation is far from perfect and réheare still weaknesses and
shortcomings. Major problems concerning differesgexcts of decent work concept.
= Very high gender wage gap and gender inequaligemeral. Moreover, the
analysis of working life reveals that the prevalettitude supports the view
that gender differences in wages should be maietlaamd the women should
not occupy the leading positions. Several studigsal that a core family
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model, strict gender division of labour and auttyoof men are considered to
be an ideal in Estonia.
= Income disparity. Average hourly wages of part-tiwakers are lower than
average wages of full time workers.
= Relatively high share of involuntarty part time wor
= Less educated workers participate less in traifBaernment support to
adult training is low, few groups have access twsglised training (registered
unemployed, teachers and public sector servants)
= There are sectors which are not covered by traamsirflike construction,
real estate and business services, financial gs)vand there are sectors
where unions are weak (trade and gatering for mesta
= Currently there are no industry level colletiveesgnents in Estonia
= Not all new forms of labour like TWA are legallyg@ated
= People who are working as civil servants (hirecCibyil Service Act) have no
right to strike, so their possibilities to protélaeir rights are relatively limited.
= Lack of kindergarden places insufficient fundingooé-shool institutions
force women stay away from labour market. This damalucse so called
involuntarily inactivity.
Who are the major risk groupus in Estonina laboarket?
It comes out from our analysis, that the risk iscmbigher for the temporary workers
(compared to permanent workers), for the less-esipeed workers and for the part-
timers (compared to full-time workers). The restself is not unexpected, but the
magnitude of the differences appears to be quisé va 2004 the poverty rate of the
temporary workers was 3.5 times higher and in 2B@Bnes higher when compared
to the permanent workers. For the employees whoww#ed in the company less
than full year the at-risk of poverty rate was mtran 2 times higher compared to
workers whose tenure in office was more than a.y€he remarkable differences
exist between full- and part-timers, too. The pene workers have approximately 3
times higher in-work at-risk of poverty rate th&e full-time workers.

One risk group is females. Although the analysighef involuntary part-time work
suggests that women have considerably higher pilitlpato be satisfied with the
part-time status and look for the part-time jobnttmen. Thus we can conclude that
from the women'’s side part-time work is often séerbe the tool increasing the
opportunities to combine work and family life aritetefore thay may accept lower
wages. The opposite applies to men: the higherntlmber of children in the
household, the lower the probability to work pame and the higher the probability
to accept only full-time job. But at the same timesufficient possibilities of pre-
school care of children force females to stay hoewen if they want enter to the
labour market.

Third large risk group in labour market is Russgmeaking population. Because of
their insufficient skills of Estonian language, logeographical mobility, and

industrial structure of employment they have toeptcmore often so called low
guality jobs. Simply they do not have alternative$iether to accept such kind of
offers or to be unemployed or inactive. Third cleas migration. We do not have any
statistical data about ethnical decomposition dfvawnd migration from Estonia, but

there are anecdotal eveidence that Russian speakerverrepresented in this
migration fows.
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To conclude: the worst potential situation for eoygle is if she representing ethnic
minority at the age of 50-60, have primary educatamd working as temporary
worker in hotel and restaurant or trade sector.séhsre sectors with high share of
envelope wages and least employment protectiomirens).

The situation would be improved by differentiatiapour market policies by regions,
with different sets of regulations for unemploymémnefits, active labour market
policies and several measures to develop the systeadult training and retraining
programmes for people who may face layoff due terpnise reorganization.

Second set of policy measures shoul be addressesd® strengthening the power of
state agencies who shoud supervice work conditibeg)t and safety conitions,
workers information and consultations. These axeatghorities, work inspectorates,
health inspectorates etc.

In general Estonia should perhaps revice a bitectirvery liberal economic policy

apprioach in order to indroduce as a member of Elterelements of European social
model into everyday woring life.
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Appendix 1

Table 1A. The perception of mental and physical stressiatedsity of work across
the ownership of the firm, occupations and econamtwity (% of total), 2005

Work intensity | Work is physically harfi ~ Work is niatly hard | &
0 0 E
3 = 3 = 2
> | © o) > | © o ®
c © c 9 © c 9 c
> v |8 |3 | o | [8 | |=
< b= =z g = = - g E= = - &
2 ) 2 o) IS < o o) IS < ) o
T = | < 214 14 z < 24 14 z [
The ownership of the company
state 36| 50 | 3 15 23| 37| 23| 31| 34 | 22 | 12| 198
local government 30| 54 8 11| 20| 34| 35| 33| 33| 25 8 | 132
Estonian person in private| 32 | 57 4 27 | 31| 24| 17| 14| 31| 40 | 14 | 470
law
foreign person in private 51 | 47 1 ]33] 20| 31| 16 8| 46 | 37 8 83
law
Estonian and foreign person49 | 42 1 20 32 | 26 | 22| 23| 33| 34 8 88

in private law
Occupation

legislators, senior officials| 36 | 55 3 12| 20| 38| 29 | 33| 37 | 19 | 10| 105
and managers

[EEY
»

professionals 47 | 42 25| 31| 37 | 40| 38 | 12| 10| 81
technicians and associate| 35 | 58 3 7 18 371 38| 29 | 41 | 23 6 197
professionals
clerks 27 | 58 9 | 44 | 42 | 27| 44 | 25 5 64
service workers and shop| 30 | 54 5 151 36 | 32| 15| 18| 33| 36 | 12 | 175
and market sales workers
craft and related trades 38 | 50 6 41 | 34 17 8 10 32| 43 | 13 | 173
workers

w
(&)

plant and machine operatqrs47 | 48 2 41 | 36 | 17 5 9 19| 64 9 58
and assemblers

elementary occupations 3P 54 5 46 | 28 | 20 5 7 19| 47 | 25 | 149
Economic activity

agriculture, hunting and 17 | 71 3 33| 37 | 22 8 76
forestry 3 28 | 54 | 14
mining, manufacturing 44 51 2 38 | 27| 17| 17| 17 | 25| 49 8 63
electricity, gas and water | 24 | 62 3 21| 35| 24 | 18 34
supply 9 44 | 38 6
construction 31| 64 2 47 | 26 | 19 7 7 24 | 47 | 21 | 96
wholesale and retail trade 3p 58 5 16 1 33 |1 30| 21| 12 | 38 | 34 | 14 | 146
hotels and restaurants 51 | 41 5 18| 46 | 28 8 | 10 | 28| 44 | 18 | 39
transport, storage and 33 | 54 5 24 | 23| 34 | 17 92
communication 22 | 42 | 30 5
financial intermediation 61 | 26 0 4 4 35| 52 | 39 | 48 4 9 23
real estate, renting and 46 | 43 8 14| 11 35| 41 37
business activities 24 | 41 | 22 | 14
public administration 38| 41 8 16 | 11| 36 | 36| 46 | 25 | 20 8 | 61
education 36| 49 5 7 21| 42 | 29 ) 40 | 30 | 16| 12| 129
health and social work 32 58 3 14| 26| 32 | 26 | 33 | 35 | 25 7 69
other 42 | 47 2 26 | 30 | 23| 20| 15| 34| 39 | 11 | 137

Source: Working Life Barometer 2005, calculatiohswathors.
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Note: Categories like “do not know” are excludediues are expressed as percent of total.

Table 2A. The share of enterprises organized continuingti@ea training (%),

1999 and 2005

1999 2005
Total 63 67
Mining and quarrying 85 61
Manufacture of food products, beverages and tobacco 65 66
Manufacture of textiles and textile products, leathnd leather products 57 53
Manufacture of pulp, paper and paper products;ighinlg and printing 66 71
Manufacture of coke, refined petroleum productg|ear fuel, chemical 65 73
products, etc.
Manufacture of basic metals and fabricated metadipcts 65 77
Manufacture of machinery and equipment n.e.c. 62 74
Manufacture of transport equipment 50 68
Manufacture of wood and wood products; manufactunire.c. 55 64
Electricity, gas and water supply 81 80
Construction 66 61
Sale, repair of motor vehicles, retail sale of audtive fuel 74 60
Wholesale trade and commission trade, except obmwethicles and 67 72
motorcycles

Retail trade, excl of motor vehicles and motorcyrlepair of household goods 50 56
Hotels and restaurants 63 62
Transport, storage and communication, except pubtelecommunications 6p g9
Post and telecommunications 97 66
Financial intermediation; Insurance and pensiomliiug 88 85
Activities auxiliary to financial intermediation 86 86
Real estate, renting, business and other servioatias 65 73
10-49 workers 58 62
50-249 workers 85 84
250 and more workers 95 96

Source: Estonian Statistical Office

Table 3A. The patrticipants in passive and active labour narleasures, 2001-2006

Received Received training Participants in activg¢ The share of
unemployment labour market participants involved
benefit measures in active labour
market measures in g
participants
2006 20679 7073 17 357, 46%
2005 31347 9852 20 569 40%
2004 39338 6968 15 995 29%
2003 45896 8406 16316 26%
2002 56895 10021 19340 25%
2001 70438 10248 19277 21%

Source: Estonian Labour Market Board
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Table 4A.The size of the family benefits (2006) and the namin receivers (2005)

Benefits Receiverp
EEK EUR 2005
Birth grant 5000 320 14 245
Adoption allowance 5 000 320 29
Child allowance (Monthly, per child): 300 19.4 2859
Childcare benefit (per month): 50 517
For a child aged between 1 and 3 years 640 38.5
For a child between 3 and 8 years 300 19
(to families with more Children under 3 years amdamilies with
3 or more children)
Allowance for families with 3 or more children (pehild quarterly) 69 982
3 children 300 19
4 and more children 450 28.8
Allowance for families with triplets (per family quterly) 1350 86.6
Allowance for a parent raising 7 or more childrpar(month) 2520 161.5 195
Single parent child allowance (per month) 30( 19 1268
Allowance for a child in guardianship or in fostarre (per month)| 900 57.7 2 507
Allowance for the children of military conscriptsi¢nthly) 750 48 14
School allowance (at the beginning of the schoal)ye 450 29 190 479
Independent life grant 6 000 384 123
Source: Social Sector in figures 2006
Note: Independent life grant is for orphan wardd om children without parental
Table 5A. The monthly disability benefits and receivers, 2006
2000 2001 | 2002 - 2006 | Receivers| Receivers
2005 in 2001 in 2005
Benefit for child with disability 4722 5 357
Moderate disability 84( 840 860 1080 1778 1822
Severe and profound disability 940 940 1020 1260 2944 3535
Benefit for adult with disability 84 168 102 263
Moderate disability 20( 200 200 29251 32 945
Severe disability 420 420 420 41 427 55 742
Profound disability - 640 640 640 13 490 13 576
Caregiver benefit 26 841 2 053
To parent with child aged 3-16 300 300 300 30( 2194 1 868
with disability
To caregiver for person older than 16 years anH digability: 24 647 185
Severe disability 240 240 240 15979 141
Profound disability - 400 400 400 8 668 14
Benefit for parent with 300 300 300 30¢ 1784 1535
disability
Education allowanceshall be | 100-400| 100-400 100-400 100-400 32 16
paid monthly to a hon-working
disabled student
Rehabilitation allowance(16- - to 800 crowns a year 115 1848
65 years old)
In-service training allowance - | to 9600 crowns during 3 yeals 4 56

Source: Social sector in figures 2006.
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Table 6A. Receivers of pensions, 1998-2006

2000 2001 2002 2003 2004 2005
Receivers of pension 5 379292 372p72 3986 57 136| 377 343| 381 096 3
Men 129402 124885 131518 134087 135 480
Women 249890 245087 245031 243049 081 242 616 3
Receivers of old-age 284 327 297 363 2984P0 296 836 294|063 7364 292 970
pension
.. early retirement 2349 4 620 6 2[4 7715 394 10704
.. deferred retirement - - - - 91 168 256 38
Receivers of pension for 66 814 43394 47140 51339 55480 59(174 9241
incapability to work
Receivers of survivors 15 318 15712 14017 8 1B3 7 924 9B12 766
pension, families
Receivers of national 1655 6 910 8104 14162 13367 11234 184
pension
The share of pensioners 27,6 27,3 27,7 27,8 27,9 28,3 3,3
in population, %

Source: Social sector in figures 2006

Note: Due to change in legislation, some of theeirgrs of survivor pensions started to receive
national pension in 2003.

Table 7A. Number of enterprises with union and membersaafe union.

2000] 2001] 2002 2003| 2004, 2005

Total wage earners 520.7 529.8| 538.2] 5414 538| 558.2
...working in enterprise with trade

union number 127.6| 128.3| 125.2| 117.7| 104.5 107.7

% 24.5% 24.2%| 23.3%| 21.7%| 19.4%| 19.3%

...are members of trade union. number 74.3 73.9 69.4 60 50.3 47.5

% 14.3% 13.9%| 12.9%| 11.1%| 9.3%| 8.5%

Source: To6turg ja todelu 2005
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Table 8A. Monthly maintenance costs on child.

14-19 years

0-6 years old | 7-13 years old old
Food (at home) 390 485 890
Food (eating outside) 180 180 270
Wardrobe 190 215 350
Dwelling costs (in city) 180 180 395
Dwelling costs (in country) 106 106 232
Housing costs (furniture, housekeeping
implements) 90 60 75
House care and nursing services 100 10 15
Expenditures on health 30 35 20
Transportation (public transit) 0 40 120
Transportation (individual, in city) 30 26 80
Transportations (individual, in country) 70 63 190
Communication 0 250 210
Books, school supplies, cinema, theater 30 140 0 14
Hobbies, sport, toys 170 290 170
Traveling, free time 55 170 200
Education (service fees only) 10 15 90
Personal hygiene 150 50 110
Other (taxes, incl. kindergarten fees) 270 35 35
Total in city 1875 2182 3210
Total in country 1871 2131 3117

Source: Tiit (2004)

Note: The prices in 2003 are considered in calmniatl9 years old people were considered only if
living with parents. Healthy children are presumed

Table 9A. The number of children who intermitted studie393-2003.

School year 1995 1996] 1997| 1998| 1999 2000] 2001 2002| 2003
1. 42 58 42 32 23 12 17 9 7
2. 16 21 11 15 9 6 17 4 3
3. 6 24 20 12 10 5 12 4 2
4. 20 24 22 20 15 12 15 21 10
5. 28 43 30 36 31 22 22 22 15
6. 70 56 52 82 60 67 56 64 43
7. 120 123 139 136 141 150 95 188 121
8. 206 207 216 224 254 284 182 346 307
9. 265 274 257 342 455 467 248 471 423
10. 466, 398 491 414 490 484 270 585 483
11. 23 213 230 260 245 191 140 310 257
12. 153 114 157 139 138 87 94 141 118
Total 1415 1555| 1667 1712 1871] 1787 1168] 2165 1789

Source: Estonian Statistical Office.
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Table 10A Job tenure and employees’ perceptions about gohrgy in EU25 on
average and Estonia (% of respondents).

How many times have you changed employer in your wking life so far?

never had any
paid work never 1-5times 6-10times  more thanirh@d
EU-25 14 18 55 9 2
EE 9 12 69 7 1
For how long have you been working for your currentemployer or last employer if you
are not currently working?
More
never had any 11-20 | than 20
paid work less than 1 year 1-5years 6-10 yeargears | years
EU-25 14 6 28 14 15 17
EE 9 10 33 18 13 13
How confident would you say you are in your abilityto keep your job in the coming
months?
not very | not at all
very confident| fairly confident | confident| confident
EU-25 50 34 9 4
EE 45 38 11 3

Would you say that you are very confident, fairly onfident, not very confident or not at
all confident in having a job in 2 years time?

not very | not at all Not looking for a
very confident | fairly confident | confident| confident | job in 2 years time
EU-25 22 24 10 6 34
EE 17 28 13 8 27

Source: European Employment and Social Policy 2006.

Table 11A Employment structure of Estonina and NorEstonians

EstoniangsNon-Estonians

Economic activities total 100 100
Agriculture, hunting and forestry 6.2 0.5
Fishing 0.3 ..
Mining and quarrying 0.p 1.6
Manufacturing 17.9 26.1
Electricity, gas and water supply 0.8 2.8
Construction 11.8 13.5
Wholesale and retail trad 14.4 11.4
Hotels and restaurants 3.4 3.7
Transport, storage and communicatjon 7.5 11.8
Financial intermediation 1.6 1.1
Real estate, renting and business

activities 8 6.5
Public administration and defence; 7.5 2.9
Education 9 7
Health and social work 5/5 5.6
Other economic activities 5.6 5.1

Source: Statistical Office of Estonia
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Appendix 2

Poverty

Low level of social protection expenditures appeaarsigh level of at-risk poverty
rate after social transfers. Although social transéduce the risk of poverty about six
percentage points, still almost quarter of pers@main below the risk-of poverty
threshold. There are minor differences among menwamen — women have slightly
higher probability to be poor. Overall inequalisyremained similar over the six years
(except 2004) and is somewhat higher than in EW2bagely (4.9).

Table 1 At-risk-poverty rates

2000 2001 2002 2008 2004 2005
26 26 26 26 27 25

Females | At-risk-of-poverty rate
before social transfers
At-risk-of-poverty rate
after social transfers
Males At-risk-of-poverty rate
before social transfers
At-rlsk-of-poverty rate 17 17 17 17 19 17
after social transfers

Income quintile share ratio 6.8 6.1 6.1 5.9 7.2 5.9

19 19 19 20 21 19

25 25 25 23 25 23

Source: Eurostat

Note: -- The share of persons with an equivalissdasable income, before social transfers, belaw th
risk-of-poverty threshold, which is set at 60 %tloé national median equivalised disposable income
(after social transfers). Retirement and survivpgasions are counted as income before transfers an
not as social transfers. -- The share of persotisari equivalised disposable income below the afsk-
poverty threshold, which is set at 60 % of the oral median equivalised disposable income (after
social transfers). -- The ratio of total incomeaiged by the 20 % of the population with the highes
income (top quintile) to that received by the 200%the population with the lowest income (lowest
quintile). Income must be understood as equivalisposable income.

According to the study conducted by Ministry of Bb®Affairs the main risk factor
for poverty is labour market status of householddhdzvery second household with
nonworking nonpensioner head is poor accordingdlicator of relative poverty. In
addition to working status people with lower edimrahas risk to get in poverty. (Tiit
2006).

Table 2. In-work at-risk of poverty rates by age groupsnagr, educational level,
household type, type of working contract, monthsk&d and working time.

2004 2005
Total 9 7
Age
18-24 4 6
25-54 10 8
55-64 7 7
64 and over 1 6
Gender
males 9 7
females 10 8
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Education (ISCED 1997)

ISCED 0-2 14 11
ISCED 3-4 10 9
ISCED5-6 6 4
Household type

single person 12 10
single parent with dependent

children 25 20
Households without dependent

children 7 6
Households with dependent children 11 9
Type of contract

permanent work contract 6 5
temporary work contract 21 16
Months worked

working full year 8 7
working less than full year 20 17
Working time

full-time 7 6
part-time 24 17

Source: Eurostat
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Appendix 3

Sources of Social expenditures

RECEIPTS

EXPENDITURES

General
government
contributions

)

Employers'
social
contribution

Unemployment insurance
(0.3% from wage fund)

Social security tax
(33% from wage fund)

Social
contribution
paid by the
employees

Unemployment insurance
(0.6% from gross wage)

Pension (2% from gross
wage, mandatory for
people born after 1983)

Table 1 Social security incomes and expenditures (in naticurrency)

)
)

Survivors

Family/Children

Housing

Social exclusion

n.e.c.

Disability

Unel{nployment

Sickness/
Health care

Old jage

2000 2001 2002 2003 2004 2004
EXPENDITURES
Total expenditure 13358.3| 14176.5 154046 17108 1969B.4 21967.4
..Administration costs 209.4 227.2 23( 248.1 278|8 321.8
..Social protection benefits 13148.9| 13949.4 15174)6 16859.9 19414.6 21645.7
....Sickness/Health care 4221.4| 4448.2 4719.4 5369 61064 6913.8
....Disability 869.3| 1146.3 135% 15716 1774  2031.5
...0ld age 5704.4 5928 6617 74207 8320.9 933y.5
....Survivors 258.1 238.3 188.9 1352 157.3 185%.2
....Family/Children 1568.4| 1598.6 1725.p  1681}7 24p4  2630.1
....UJnemployment 167.8 189.7 166 304.9 309(9 286.1
....Housing 93.3 84.6 96.2 103.6 70,3 503
....50cial exclusion n.e.c. 266.1 315.9 306.4 2733 21119 211.2
INCOME
Total income 13148.9| 13949.4 151747 16859.9 19414.6 21645.7
..Social contribution 10409| 10752.7 11776 13448.1 15272.2 17199.7
....Employers' social contribution 10409| 10752.7 11776 133474 15149.7 17106.8
.... Social contribution paid by the
protected persons : : : 100.7 122.5 92.9
.. General government contributions 2710.7 3166.4 3368.b 339318 4124.2  4425.8
.. Other receipts 29.2 30.4 30.1 18 18.p 20]1

Source: Eurostat

Note: Fixed exchange rate is 1IEUR=15.646EEK
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Table 2. Estonia: Summary of General Government Operations, 2001-08"
({In percent of GOF)

2001 2002 2003 2004 2005 2008 2007 2008

Est. Proj. Froj.

Rewvenue and grants 338 253 364 T4 Tz 8T aTsa 3|2
Revenue 333 247 35.3 352 345 358 333 358
Tax revenue 2594 0.8 311 30.8 303 306 0.9 316
Direct taxes 181 18.8 18.2 18.1 7.6 17.7 17.6 7.2
Perzonal income tax 56 6.4 6.6 6.5 5.6 57 5.5 52
Corporate profits tax 0.7 11 1.6 1.7 1.4 1.5 1.6 1.5
Social security tax 5.3 6.4 5.1 55 57 57 57 57
Medical insurance tax 4.1 4.2 4.2 42 4.1 4.2 4.2 4.3
Unemployment insurance tax 04 0.4 0.4 04 0.3 0.3 0.3

Land and property taxes 0.4 0.3 03 04 0.3 0.3 0.3 03

VAT 80 54 g4 77 8.5 91 R a7
Excises 33 32 3.1 36 38 35 34 4.2
Other taxes (incl. on intern. trade) 00 0.2 02 0.3 04 04 0.4 04
Montax revenue 39 4.0 4.2 4.4 4.2 52 4.4 4.3
Grants 06 08 1.1 22 27 29 28 33
Expenditure 336 243 338 57 356 54 257 36.4
Current expenditure 307 208 3.2 3245 321 35 321 320
Expenditure on goods and services 200 200 189 203 204 201 208 2086
Wages and salanes 5.8 6.9 TE T4 8.9 G4 6.4 5.4
Other goods and services 13.2 131 123 13.0 135 136 14.1 141
Current transfers and subsidies 10.4 10.7 11.1 12.4 11.6 113 11.4 11.4
Subsidies 07 0.8 1.1 13 0.7 D& 08 0.5
Transfers to households 8.7 9.7 899 104 9.9 9.6 9.8 a8

of which: Pensions 6.1 6.0 8.2 6.2 &1 6.0 6.2 82
Family benefits 12 1.1 1.1 14 1.3 1.3 1.2 1.2
Sickness benefits 07 0.7 a7 0.8 0.8 0.a 0.8 08
Unemployment benefits 0.1 oA 0.z 0.2 a1 01 0.1 0.1
Incame maintenance 0.2 0.3 0.2 0.2 01 0.1 0.1 0.1
Disability benefits 0.4 0.5 0.5 04 04 0.3 0.3 032
Prescription drug benefiis 0.6 0.8 0.6 06 0s 0.5 0.5 0.5
Other 02 04 0.5 0.6 0.6 0.6 07 a7
Transfers to the EU budget 0.6 1.0 11 1.0 1.0
Interest payments 0.2 0.2 0.z 0.2 0.2 01 0.1 0.1
Capital expenditure 29 25 2 25 35 39 36 4.4

There is no official data about the overall cogteag exemptions to the state.
However, there are few studies which have indiyeedated the topic of reductions
from income tax.

Today one parent can deduct 24 000 EEK from taxabtame from the second child
on in year. This tax reduction came in force inlleginning of the year 2006. Before
that the tax reduction was 12 000EEK from taxahé®me from the third child on
(came in force 2001). Vork and Leetmaa (2003) hestenated that the cost of tax
reductions from the third child on was 100 milliBEK in year. Vork and Paulus
(2007) have estimated additional costs of tax redadrom the second child on and
concluded that the tax reduction from the seconld cim has generated additional
costs of 257 million EEK in 2007. These studiegaate that rough estimate of tax
reduction costs from the second child on are apprately 350 million EEK in year.

Source

Vork, A., Leetmaa, R. Peretoetuste mdju pereplamesele ja riigieelarvele. Political
Analysis of Praxis, 5/2003

Vork, A., Paulus, A. Perele suunatud rahalisteustet mdju vaesuse leevendamisele
Eestis: analliis mikrosimulationnimeetodi abil. Fyatellija Sotsiaalministeerium,
2007
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Table 3. Social protection expenditures, 2000-2004

2000 2001 2002 2003 2004
Expenditures, total (million crowns) 13 358 14 177 15 40p 17 108 19 693
Expenditures on social protection 13 149 13 949 1517p 16 860 19 415
Sickness and health 423 4448 47119 5869 6106
Disability, incapability to work 869 1146 1355 1572 1774
Old-age 5704 5928 6617 7421 8331
Survivors 258 238 189 135 15f
Family and children 1568 1599 1726 1682 2464
Unemployment 168§ 190 166 305 310
Habitation 93 85 96 104 7(
Social exclusion 266 316 306 273 212
Administration costs 209 227 230 244 279
The structure of social protection
expenditures,%
Total 100 100 100 10( 100
Sickness and health 32 31,9 31,1 31,8 31,5
Disability, incapability to work 6,6 8,2 8,9 9,3 19,
Old-age 43,4 42,5 43,6 44,0 429
Survivors 2,0 1,7 1,2 0,8 0,8
Family and children 11,9 115 11{4 10,0 12,7
Unemployment 1,3 1,4 1,0 1,8 1,6
Habitation 0,7 0,6 0,6 0,6 0,4
Social exclusion 2,( 2,8 2,0 16 11
The share in GDP %
Total 14,0 13,1 12,7 12,9 134
Sickness and health 4 4,1 3,9 4.0 4,2
Disability, incapability to work 0,9 1,1 1,0 12 21,
Old-age 6,0 55 55 5,6 57
Survivors 0,3 0,2 0,2 0,1 0,1
Family and children 1,6 1,5 14 1{3 1,7
Unemployment 0,7 0,2 0,1 02 0,2
Habitation 0,1 0,1 0,1 0,1 0,(
Social exclusion 0,3 0,8 0,3 0|2 0,1
Administration costs 0,2 0,p 0,2 0}2 Q,2

Source: Social sector in figures 2006.
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