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FOREWORD

Estonia has successfully established itself on the global
mind map as the land of opportunity for the digital trans-
formation. When the small Baltic state regained its inde-
pendence in the early 1990s it set out immediately on a
path of restructuring its economy and society which in turn
led to an impressive transformation success story. Within
only 30 years the former Soviet republic has largely closed
the gap to other European nations in almost all relevant in-
dicators like income, wealth or education of its citizens. It
has overcome its forceful integration into the Soviet planned
economy and has taken up its historical ties to Finland and
other European countries. This, however, was done under
the liberal zeitgeist of the time. Thus, actively counteract-
ing social cleavages has not been a top priority and, like its
Baltic neighbours, Estonia pursued largely a catch-up para-
digm instead. For instance, the country was the first in the
world to introduce a flat tax system and focused largely on
building up economic powerhouses instead of fostering re-
gional coherence.

Although the indicators for uneven distribution of wealth
and opportunities have been converging in the wake of
Estonia’s advancement, critical voices can be heard from
within the country. While opening the fall session of the
Riigikogu (parliament) in 2020, president Kersti Kaljulaid
pointed out that while the level of prosperity in the Tallinn
region is at 135 per cent of the EU average, the rest of Esto-
nia has reached only 55 per cent. While the country scores
highly in introducing policies aimed at achieving the UN
sustainable development goals and ranked 10th world-
wide in 2019, other societal indicators are clearly lagging
behind. Estonia has, for instance, a very low level of union
density and the worst gender pay gap of all European Un-
ion member states. Though the country pioneered many
digital developments and became synonymous for a small
and open economy, it is an open question whether techni-
cal change can be utilised for further social progress.
Causing some turmoil in the Estonian party system, the rise
of the newly (re-)established party EKRE is widely explained
by an increasingly fractured society in terms of access to
welfare and personal development potential.

Consequently, a closer look reveals an uneven picture of
the Estonian growth story. Similar to other European coun-
tries, economic, digital and ecological transitions have am-
plified structural change. The capability to adapt to these
changes in society and economy is unequally distributed,

with some regions benefiting from change and others fall-
ing behind. There is more and more evidence that social
inequalities are increasingly linked to regional disparities. It
appears difficult to fight inequalities without addressing
the regional divide.

Estonia is a diverse country, in which the inhabitants are
often faced with different living circumstances based on
their place of residence. The cluster analysis undertaken
in this report by Stefan Fina and his team at the Research
Institute for Regional and Urban Development (ILS) Dort-
mund in collaboration with our Estonian partners shows
that in terms of living conditions, economic indicators and
social well-being, Estonia can be divided into four distinct
regions that we call the “Four Estonias”. Roughly half of
the population lives in dynamic urban regions, while the
other half lives in areas that do not reach the same level
of welfare. At the same time, the latter category consists
of two-thirds of Estonian municipalities with higher rates
of unemployment and poverty, higher dependency ratios
and lower income levels as well as a lower provision of
public services.

The success of the Estonian development model and the
ability of public institutions to guarantee equal living stand-
ards and equal chances for individuals crucially depend on
the way in which non-urban areas and small cities will be
integrated into the development strategy. There is a vicious
circle that needs to be diffused: on the one hand, some “for-
gotten areas” are falling behind in economic activity, result-
ing in highly skilled people to move away. This in turn re-
sults in worsening infrastructure and public services. On
the other hand, highly urbanised areas, where economic
activity is concentrated, attract more and more people, re-
sulting in greater competition for jobs, higher living and
housing costs and a higher risk of social exclusion.

Can we think of a development model that offers equal op-
portunities and high standards of living regardless of one’s
place of residence? The challenge we want to highlight, for
national as well as for European policymakers is that it is
impossible to provide opportunities and equality for all indi-
viduals regardless of their economic and social background
unless regional inequalities are addressed.

The results of this report underline the need to overhaul
economic and social policies at the national as well as at the
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EU level. The authors point to the importance of an equal
level of welfare provision throughout the country. In order
to achieve that, they suggest changing the way regional
disparities are thought of. Policies should be directed to-
wards investing in people and not in administrative struc-
tures.

Without the intervention of the public sector, no opportu-
nities are going to be generated. It is not only a matter of
placing a stronger emphasis on the needs of lagging re-
gions, it is rather the need to understand economic devel-
opment as sustainable over time only if all areas develop
and attain higher levels of well-being.

The same approach should be taken at the EU level. The ex-
ample of Estonia shows the need to adjust the scope of EU
cohesion policies and understand that many other Euro-
pean policies can help addressing social and regional di-
vides: the EU green deal, the EU strategy for the rights of
the child, the EU gender equality strategy, to name a few.
Regional and structural policies should be more intertwined
with other policy programmes such as research and devel-
opment, innovation, and industrial policy. A broader ap-
proach towards creating economic and social well-being
needs to be followed, with the EU addressing the issue of
social and economic inequalities in all their dimensions. Pos-
sible social and economic push-and-pull factors of regional
development should be considered in programme and pol-
icy designs. Rather than focussing on the spatial concentra-
tion of growth and employment effects, the aim should be
to attain a more balanced growth picture by forging links
between dynamic growth centres and lagging regions.

This study, which was written with the support of the Esto-
nian research centre Praxis, is part of a joint FES and FEPS
project on regional socioeconomic disparities in five EU
member states (Estonia, Finland, Sweden, Italy and Roma-
nia). The findings of the national disparity studies form the
basis for a European analysis aiming to put forward propos-
als to reform of the EU approach to regional policy and
enhance the EU’s ability to fine tune its cohesion policies.
Local development and well-being in all areas of a country
are not only a goal for economic policy, rather it is a matter
of strengthening democracy and ensuring opportunities
and participation for all. Growing spatial inequalities in
many EU member states have been fuelling the rise of
anti-democratic movements and forces, which are ques-

tioning democratic and political institutions. To diffuse ris-
ing dissatisfaction, EU member states and EU institutions
need to address these inequalities and to cater for a more
even development path.

PEER KRUMREY
Director Friedrich-Ebert-Stiftung
Office for the Baltic States

DR. DAVID RINALDI
Director of Studies and Policy
Foundation for European Progressive Studies
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INEQUALITY OF LIVING STANDARDS
IN ESTONIAN REGIONS

Since it regained independence in 1991, Estonia has achieved
serious upward socio-economic development, thanks to both
agile socio-political reforms and the resilience of the Estonian
people. Since Estonia’s transition to a liberal market econo-
my, its economic growth has been among the fastest in the
world. Although the global financial crisis in 2008 triggered
a severe recession in Europe, by 2010 the economic situa-
tion in Estonia had improved and already by 2012 the coun-
try had experienced one of the fastest recoveries in the Euro-
pean Union.

This good economic performance has contributed to some
convergence with richer European countries (Eurofound
2019). During the past decade, Estonia has closed the gap on
most social and economic indicators, including real GDP per
capita, nominal wages, employment rate, and at-risk-of-pov-
erty rate or social exclusion. As hinted, however, this small,
open economy has also been very dynamic over economic
cycles. This underlines the nature of the challenge: catching
up with more socio-economically developed European re-
gions occurs when the economy is growing, but when it ex-
periences a downturn, there is a risk of increased disparities
or a slowdown in the catch-up process (see also Eurofound
2020). This is a warning signal to Estonian society to avoid
history repeating itself in the face of the Covid-19 crisis,
which could lead to a decline in living standards and diver-
gence or a slowing down of convergence with better per-
forming member states.

Many features of Estonia’s socio-economic institutions, nota-
bly the governance of the labour market, the welfare state,
education and training are very similar to those of liberal mar-
ket economies, although there are also some features that do
not fit the classical model, notably its corporate governance
institution and resemblance to a coordinated market econo-
my (Feldman 2017). In particular, the Estonian social protec-
tion system combines several models, but it is probably closest
to the economic liberal social protection system, characterised
by low redistribution, contributory social security schemes and
the aim of stimulating the labour supply (Masso et al. 2019).
The share of expenditure devoted to social protection has
always been considerably lower in Estonia than in other EU
member states; according to Eurostat, in 2019, it was 27 per
cent in the EU28 but only 16 per cent in Estonia. Also, despite
the upward convergence with more generous social protec-
tion systems before the global financial crisis, during the past
decade convergence has been slow or even absent.

The discussion above already indicates that general govern-
ment expenditure makes up a smaller share of GDP (38.9
per cent in 2018) in Estonia than in a great majority of EU
countries (EU28 average in 2018 — 45.8 per cent) (Eurostat).
Out of this, the central government'’s share is remarkably
large, at 87 per cent. In terms of municipal expenditure as
a percentage of general government expenditure, Estonia
is below the OECD average (OECD 2016). Municipal finan-
ces are very centralised, with approximately 80 per cent of
municipal revenues centrally regulated (for example, person-
al income tax, grants, and an adjustable land tax).

Over the decades, Estonian administrative organisation has
been in a constant state of change as society itself has been
constantly changing. Administrative organisation must keep
pace with that. In 2016, the Administrative Reform Act was
adopted in the Riigikogu. Most importantly, enforcement of
the reforms has led to a noticeable decline in the number of
self-governing cities and rural municipalities in Estonia: the
number of municipalities was reduced from 213 in 2012 to
79 in 2017. The upshot of this is local government units with
a bigger area, population, economic activity, infrastructure
and other institutional frameworks. Currently it is not clear
what the outcome for regional development, including re-
gional disparities, will be. However, the expectation is that
the government’s institutional capacity will considerably im-
prove, which will also lead to upward convergence in social
and economic development and living conditions across
Estonia’s regions. Clearly, the road to balanced regional
development is complex and influenced by a number of fac-
tors. These include general demographic trends of popula-
tion ageing and risk of population decline, and, more impor-
tantly, the increasing population share in Harju county and
Tallinn out of the total population. In fact, the biggest mu-
nicipality in Estonia, Tallinn, is roughly 4.5 times bigger than
the second largest municipality, Tartu (and about 3,000
times bigger than the smallest municipality, Ruhnu).

This reminds us that regional development programmes
that address development disparities and support laggards
in catching up are crucial. Since the 1990s, a number of in-
itiatives have emerged. In recent decades, the key national
regional development documents include:

— Concept of Regional Policy (1994);
— Estonian Regional Development Strategy (1999);
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— Estonian Regional Development Strategy 2005-2015
(2005);

— Estonian Regional Development Strategy 2014-2020
(2014).

The regional policy is part of the government’s initiatives
to improve living conditions in all regions, including access
to public services, capacity for economic participation and
growth, regional balance of population and settlement
trends, territorial integrity, and sustainable development. The
latest development strategy is concerned with the persis-
tence of “differences within Estonia in terms of regional so-
cio-economic development [that] are rather big compared
to Europe and other developed economies, considering the
small size of the country. With this strategy, the Government
of Estonia wishes to harmonise regional development so that
each region may rely on its specific character and strength
and increase the competitiveness of the country as a whole,
so that people will have access to good jobs, services, oppor-
tunities for self-realisation and a living environment that al-
lows a range of activities.”

However, most studies and reviews of regional development
point out that: (i) internal migration has been widening de-
mographic disparities, including increased urbanisation; (ii) as
a result of this, economic activity also tends to concentrate in
major urban areas, such as Tallinn and Tartu; and (iii) as a
consequence, GDP per capita, labour force participation, and
productivity have been modest outside Harju and Tartu
counties (Servinski et al. 2016; Estonian Cooperation Assem-
bly 2020; Arenguseire 2019). In this report, regional dispari-
ties in Estonia will be described further, and some ways for-
ward will be suggested at the end.
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ESTONIA TODAY

“Growth is strong, although slowing.” This is the headline of
an economic survey on Estonia conducted in 2019 (OECD
2020). In comparison with other OECD countries, Estonia has
managed impressive convergence of socio-economic devel-
opment since the restoration of independence in 1991, more
recently with an internationally renowned advance in digital
business opportunities. At the same time, the OECD report
highlights that socioeconomic challenges persist: inefficien-
cies in productivity, inequalities of income and health levels,
poor environmental quality and demographic ageing are
among them.

The OECD assessment looks at national trends that condi-
tion and are conditioned by regional developments. Within
the country, twenty-first century transformation pressures in
a globalised world expose regional economies to new drivers
of inequality and diverging living conditions. Development is
therefore challenged by problems of growing regional po-
larisation and a new form of peripheralisation (Estonian Co-
operation Assembly 2020). Since 2020, socio-economic de-
velopment has been strongly affected by the Covid-19
pandemic, which has made economic and living conditions
volatile, and will also influence the recovery and future na-
tional and regional development.

When analysing socioeconomic development trends across
79 Estonian municipalities using data from before the Cov-
id-19 pandemic, the following key findings emerge:

— Municipalities in commuting distance of the capital Tal-
linn fare best. They are home to large segments of high-
ly qualified and high-income workers and have the high-
est surplus of people moving to the area from other
regions. Very good living conditions can also be found
in the sparsely populated Alutaguse national park in the
Northeast and the island resorts of Kihnu and Ruhnu in
the Gulf of Riga.

— The largest Estonian cities — Tallinn, Tartu, Narva, Parnu —
drive economic development in Estonia. On average, liv-
ing conditions in the cities are therefore better than the
Estonian average. Coastal regions of the North, the is-
land of Hiiuma and inland regions like Viljandi, P6hja-
Sakala, Kastre and No6o vald show similar advantages.
However, not everyone benefits equally from good so-
cioeconomic framing conditions. A considerable gender
pay gap and limited government revenues, as well as

below average health services are among the indicators
on which these regions show average or below average
values compared with the rest of Estonia.

— Large areas in inland Estonia are challenged by the per-
sistent problems of demographic ageing, out-migration
and related problems: educational opportunities are lim-
ited as are local government investment capacities. Lim-
ited business opportunities and incomes, as well as low-
er levels of participation are the main challenges here.

— A limited number of administrative areas in the North-
east show the most significant disadvantages. The city
of Narva and surrounding municipalities are confronted
with very high unemployment rates, comparatively low
incomes and a very high gender pay gap in comparison
with the rest of Estonia, although the workforce has a
fairly high educational level on average. Long-standing
structural disadvantages in these municipalities lead to
very low participation levels and out-migration. The dis-
parities in these areas remain a major challenge for the
convergence of Estonian development trends.

— A countrywide assessment of socioeconomic disparities
identifies demographic ageing and migration patterns
as a significant risk to the socioeconomic stability of out-
lying regions in Estonia. Areas with a significant loss of
younger people are exposed to follow-on problems of
shrinkage.

Estonia currently faces a turning point in its socioeconomic
development. Recent achievements in sectors such as infor-
mation technology are increasingly being challenged by
global competition for business opportunities and the pros-
pects they offer for a highly educated workforce. Continued
political support is needed to improve the outlook for young
and talented people. Fossil fuel-dependant economic activi-
ties need to be transformed in the direction of clean and re-
newable energy options (OECD 2020). At the same time,
disadvantaged areas require investments to develop business
opportunities and the infrastructural backbone for attractive
living conditions across regions.

The analysis of socioeconomic disparities in this report thus
constitutes a regionally differentiated presentation of Esto-
nia’s framing conditions for future development. It discusses
current spatial variations in terms of strengths and weakness-
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es, in light of future risks and challenges. Selected indicators
cover (i) the economy, employment and the labour market;
(i) educational opportunities and life chances; (iii) prosperity
and health; (iv) state action and participation; and (v) internal
migration patterns.

2.1 DIVERGING DEVELOPMENTS IN THE
“"EUROPEAN SILICON VALLEY"”

The strengths and weaknesses of Estonia’s socioeconomic
geography are diverse. Indicators used to capture their spa-
tial variation and differences were chosen for their explana-
tory power in relation to selected topics. They stand as prox-
ies for unequal developments that can be associated with
geographical framing conditions and interpreted in compari-
son with developments elsewhere in the country. Next to the
choice of indicators the spatial granularity for input data is
important. Values for indicators can more clearly be attribut-
ed to the policy environment if the area of observation accu-
rately represents a sphere of influence for political action and
governance. Even though national and state policies, as well
as local decisions, always interact to some degree, values for
the municipal level® are more informative in this context than
overarching administrative levels, at which data are aggre-
gated and resulting averages can lead to a blurring of spatial
patterns.

The novelty of this report is the integrated analysis of a com-
prehensive set of indicators at the municipal level in a geosta-
tistical procedure known as cluster analysis. Single-indicator
maps are combined into areas with similar strengths and
weaknesses in comparison with the national average. The
resulting map provides information about the spatial typolo-
gy of disparities in Estonia, the so-called disparity map of Es-
tonia. It is important to read the map in conjunction with the
statistical information that characterises a cluster. Moreover,
a brief textual interpretation describes the visible spatial pat-
terns with a view towards uncovering explanatory factors.?

1. Unemployment rate, demographic dependency ra-
tio (Economy, employment, and labour market): Employ-
ment is the foundation of economic activity. Higher rates
demonstrate a successful match between the job oppor-
tunities a region has to offer and the skill levels and pref-
erences of the local and regional workforce. Employed
people usually generate income for their households and
for dependent people through their earnings and social
insurance contributions. The demographic dependency
ratio indicates the ratio of dependant people to working
age people. Higher values pinpoint higher demand on
the part of dependent people and higher pressure on
private and public funds to support them. High values
are frequently an implication of demographic ageing
and out-migration of working-age people.

1 LAU 2 (local administrative unit level 2 defined by the European
Union).

2 In bold: indicator name; in italics: topic group.

2. School dropout rate, highly qualified people (Edu-
cational opportunities and life chances): A high school
dropout rate indicates limited prospects for affected
people in a transforming labour market. Many studies
have shown that education is the one decisive factor en-
abling people to succeed in the labour market and to
improve their life chances. High values therefore signify
problem areas even if unemployment is low. The share
of highly qualified people further emphasises the impor-
tance of education. Higher values show where more
people have the prerequisites to compete in an increas-
ingly competitive labour market if matching job oppor-
tunities exist. The current match, however, is only part of
the picture. Higher education levels are also associated
with higher potential for personal development and re-
orientation in a transforming labour market.

3. Average gross income, gender pay gap, family doc-
tors (Prosperity and health): Income is fundamental to
covering the cost of living. Insufficient income leads to
exclusion and pressure on families and/or government
to cover living costs for dependent people. The number
of family doctors per 10,000 inhabitants is used as a
proxy for the availability of health services in a region.
Higher shares can be the result of high demand, for ex-
ample in regions with high shares of elderly people, or
high demand for specialised health services. Regional
variations in the gender pay gap show where women's
salaries deviate from men’s average salaries. High values
(meaning women earn less than men) can frequently be
found in highly qualified jobs where issues of gender
equality are not regulated.

4. Voter turnout, local government revenues per
capita (State action and participation): The share of
people who vote at local elections shows people’s inter-
est in democratic participation. Higher shares are fre-
quently attributed to higher levels of education and
wealth, affluent and educated people are more likely to
vote. Especially in local elections certain “hot” topics
and the local appeal of certain personalities can also mo-
tivate people to vote. This can also be seen as a positive
contribution to participation. Local government reve-
nues per capita (in euro) are a key component of local
government budgets. Higher revenues allow higher in-
vestments in infrastructure and services. Higher levels
are associated with higher quality infrastructure and ser-
vices that are more likely to match the demands of local
users.

5. Internal migration balance (Migration): The balance
of in- and out-migration can be interpreted as an ear-
ly-warning indication of spatial mismatches between
people’s expectations regarding their life chances, on
the one hand, and the significance of shortcomings that
may motivate migration, on the other. Demand and
supply of infrastructure, stability of the labour market,
and many cultural and societal inequalities are associ-
ated with migration patterns and the resulting popula-
tion base. In this context, internal migration can be in-
terpreted as an expression of locational preferences and
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the perceptions of desirable living conditions among the
Estonian population.

Figure 1 shows the resulting spatial typology for Estonia in
the national disparity map. The clusters are framed seman-
tically, with labels derived from the interpretation of indicator
values and additional information on the geography of their
delineation. Table 1 provides a summary overview of indica-
tors that characterise the single spatial types. Arrows are
used to symbolise the mathematical value of indicator values
(very high: #; high: 2; average: o; low: ¥; very low: ¥). In
some cases, high values stand for a positive locational factor
(high values for average incomes, high employment rates), in

others they are rather negative for life chances (high school
dropout rates or a high dependency ratio). For this reason, an
additional colour background (shades of green = rather pos-
itive or very positive; light grey = average; shades of red =
rather negative or very negative) is used to indicate the as-
sessment of values in terms of a region'’s strengths or weak-
nesses — always to be interpreted in comparison with na-
tional averages. The combination of the disparity map and its
constitutive statistical values aims to aid interpretation. An
interactive web map allows further investigation of values for
all input variables and their combined effect in the disparity
map: https:/fes.de/unequal-estonia.

Figure 1
The Estonian disparity map
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2.2 FOUR ESTONIAS

The disparity map shows that Estonia can be differentiated
into four spatial types with distinct socioeconomic advan-
tages and disadvantages. The legend uses associative co-
lours: shades of green show areas that are currently faring
better by overall assessment and seem to be better prepared
for the challenges of the future, at least for the majority of
people. Ochre indicates areas that frequently have indicator
values close to the national average. Violet is used to map out
areas with a majority of negative indicator values — areas in
need of dedicated policy attention. Based on this colour in-
terpretation the map shows basically three settings for socio-
economic disparities: average, above average, and below
average.

1. Above average: With the exception of the special cases
of the islands of wealth (including the “metaphorical
island” of Alutaguse), the prospering regions and
better-off Estonia (light and darker green in Figure 1)
form adjacent delineations, with an urban core as the
nucleus for growth and prosperity. These two clusters
are populated by 0.68 million people (51 per cent of the
Estonian population) in 31 municipalities (39 per cent of
all 79 Estonian municipalities). Despite their decisive role
in economic dynamics, the cities of Tallinn and Tartu are
not among the most prosperous regions. This can be
explained by the fairly large share of disadvantaged
households that also reside in the capital and in Tartu,
European Capital of Culture in 2024. Spatial extent can
be understood as the area of reach for functional rela-
tionships between core and suburban or ex-urban com-
mutersheds, on one hand, and other spillover effects
from the urban core, on the other. Economies of scale
play a decisive role in explaining these areas’ economic
attractiveness: high quality infrastructure and services,
human resources and proximity to regional and supra-re-
gional markets are economic advantages that frequently
outweigh higher locational costs for businesses.

2. Below average: Socioeconomic development in Estonia’s
shrinking regions with socioeconomic problems
(ochre in Figure 1) contrasts with developments in urban-
ised areas and their catchments. This is where young
people are leaving the countryside in large numbers, for
educational purposes, searching for job opportunities
and/or affluent urban lifestyles. The remaining popula-
tion is therefore older on average, in need of a good
health system that matches the high demand, and social
transfers to support more dependent people. Prospects
in the shrinking regions can become problematic if old
industries, such as mining, run out of resources and are
phased out, and/or (digital) automation processes lead
to the replacement of workers and to continued shrink-
age. Improving education levels and developing new
job opportunities are key challenges for future develop-
ment. The three municipalities in the cluster minority
areas of significant structural disadvantage have
been subject to long-standing disadvantages of a similar
kind, even though the explanatory factors are deeply
rooted in the transformation dynamics after the restora-

tion of Estonian independence. The below average re-
gions are populated by 0.65 million people (49 per cent
of the Estonian population) in 48 municipalities (61 per
cent of all Estonian municipalities).

This summary characterises and visualises the patterns of dis-
parities at a glance. The definition of such spatial types also
lends itself to the evaluation of social and economic policies
in the future. For this purpose, Table 2 shows the current
bandwidths of indicator values accompanied by the names
of the respective municipalities, with minimum and maxi-
mum values within each cluster.
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Table 1
Spatial typology of socioeconomic disparities in Estonia

Value key:
very high values: & high values: # average values:o low values: s very low values: ¥

How to interpret: positive average negative

Estonia’s regions with the best socioeconomic framing
conditions for a high quality of life are located in sub-
urban locations close to the capital Tallinn, offshore
islands in the Baltic Sea and the Gulf of Riga, and in a
sparsely populated but large national park region in
the East (Alutaguse). This is where the largest share of
highly qualified people earn the highest incomes com-
pared with the national average, local government rev-
enues are highest, people participate in larger numbers
in local elections, and the migration balance has the
highest surplus. As a consequence, unemployment is
comparatively low, fewer people rely on working-age
people to support them (low dependency ratio), and
school dropouts are few. On the downside, health
services as expressed by the number of doctors per
capita can be stretched, and women have less chance
of equal pay. This cluster comprises a small number of
municipalities with only 0.1 million residents.

Better-off Estonia
(21 municipalities; 0.58 million inhabitants)

The second-best cluster in Estonia comprises a larger
area of 21 municipalities with 0.58 million residents.
In comparison with the previous cluster, incomes and
qualifications, unemployment, and the dependency ra-
tio, as well as the school dropout rate and in-migra-
tion surplus are slightly above the national average. Lo-
cal government revenues are significantly lower, close
to the national average. Fewer people participate in
local elections. Family doctors have more patients to
care for than the national average, and women earn
considerably less than men. Explanatory factors point
towards a more diversified social spectrum in this clus-
ter: the urban population of the largest cities, Tallinn
and Tartu, are home to disadvantaged, as well as af-
fluent households. More remote areas benefit from
stronger local economies, as well as their proximity
to the lucrative labour markets of larger cities. At the
same time, they are home to a significant share of
lower income households.

3 Kihnu and Ruhnu in the Gulf of Riga were not included in the cluster
analysis because of their exceptional socioeconomic conditions as island
resorts, with many statistical outlier values. They have subsequently been
added to this cluster by manual comparison of indicator values.

Characterisation

Indicator assessment Spatial delineation

Unemployment rate: 4.2% S
Dependency ratio: 56.3% N
Highly qualified: 40.8%
School dropout rate: 3.8%
Gross income: 1,604 EUR
Gender pay gap: 78.1%
Family doctors: 2.9 per
10,000 inh. .
Local government
revenues: 1,801 EUR
Voter turnout: 61.3%
Internal migration balance:
92.3 inh. per 1,000

Py

o
)
N

k4

|

Unemployment rate: 4.6%
Dependency ratio: 55.9%
Highly qualified: 30.6%
School dropout rate: 4.4%
Gross income: 1,305 EUR
Gender pay gap: 79.1%
Family doctors: 3.2 per
10,000 inh.

Local government
revenues: 1,460 EUR
Voter turnout: 56.1% o
Internal migration balance: 2
44.6 inh. per 1,000

¥ O N ¥ N ¢ ¢
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Value key:
very high values: & high values: # average values:o low values: s very low values: ¥

How to interpret: positive average negative

Characterisation Indicator assessment Spatial delineation

Shrinking regions with socioeconomic problems
(45 municipalities; 0.55 million inhabitants)

DN
Q T AN
) IO

|51 g NN
The largest spatial cluster with a majority of Estonia’s ~ Unemployment rate: 5.3% P
municipalities is sparsely populated. Despite the con- ~ Dependency ratio: 60.3%
siderable extent of this cluster, it is home to fewer  Highly qualified: 25.1%
people than better-off Estonia (0.55 million). In addi- ~ School dropout rate: 6.0%
tion, this cluster shows significant signs of population ~ Gross income: 1,156 EUR
loss as expressed by the out-migration surplus. The ~ Gender pay gap: 79.0%
high dependency ratio shows that it is mainly work-  Family doctors: 5.7 per

ing age people who leave the area, and older peo- 10,000 inh.

ple and younger children need to be supported by  Local government

the remaining workforce. It is likely that the higher  revenues: 1,442 EUR

demand of elderly people for medical services ex-  Voter turnout: 55.3% o
plains the higher number of family doctors per capi-  Internal migration balance:
ta. The socioeconomic prospects in this cluster are ~ —28.9 inh. per 1,000

strongly reliant on employment opportunities and
matching skill levels. In this respect, the below av-
erage rate of highly qualified people, as well as the
higher number of school dropouts are reason for
concern, as are the lower income levels in this clus-
ter. Local government revenues are average, likewise
the unemployment rate and the voter turnout. Due
to the dynamics of shrinkage this cluster faces signifi-
cant challenges at the crossroads of twenty-first cen-
tury transformation pressures.

Hot spots of long-standing structural disadvantage
(3 municipalities; 0.1 million inhabitants)

The by far smallest cluster, with only three municipali- ~ Unemployment rate: 9.7%
ties, including the border town of Narvaand twonearby ~ Dependency ratio: 62.9% 2
communities, has 0.1 million inhabitants mainly of Rus-  Highly qualified: 33.2%
sian descent. The socioeconomic disadvantages of this ~ School dropout rate: 5.0%
cluster are striking: unemployment rates are highest ~ Gross income: 1,029 EUR
in comparison with the Estonian national average, in- ~ Gender pay gap: 72.4%
comes are lowest, as are government revenues and  Family doctors: 7.1 per
voter turnouts at local elections. Women earn signifi- 10,000 inh.

cantly less than men, and a very high number of peo-  Local government
ple leave the area. The fairly high number of qualified ~ revenues: 1,239 EUR

people can be seen as a relic of former living condi-  Voter turnout: 45.4%

tions that have long passed since the restoration of Es-  Internal migration balance: [
tonian independence in 1991. The formerly privileged ~ -50.8 inh. per 1,000

Russian minority experienced a massive decline in job

opportunities in a transforming labour market. Overall,

disparities in the municipalities of Narva, Kohtla-Jarve

and Sillamae have advanced in recent years to form

framing conditions that are clearly problematic for fu-

ture socioeconomic development.

Source: Authors’ illustration
Data: Estonia Statistics, Estonian Unemployment Insurance Board, National Institute for Health Development Estonia, Eurostat
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Table 2
Bandwidth of indicator values for spatial types

Value Better-off Estonia Shrinking regions Hot spots of
with socioeco- long-standing
nomic problems structural
disadvantage
Unemployment rate Min 3.4 (Kiili vald) 3.0 (Hiiumaa vald) 3.6 (Jogeva vald) 9.1 (Sillamae linn)
AR - o e e e
Max 5.7 (Alutaguse vald) 7.7 (Narva-Jéesuu 8.2 (Valga vald) 10.4 (Narva linn)
linn)
Demographic Min 45.1 (Vormsi vald) 48.2 (Luunja vald) 52.3 (Maardu linn) 62.4 (Sillamae linn)
dependency ratio (%) [ s e O
Max 59.5 (Saue vald) 60.7 (Keila linn; P6hja- 68.0 (Viljandi linn) 63.5 (Narva linn)
Sakala vald)
Share of people with Min 29.2 (Alutaguse vald) 21.9 (Viljandi vald) 18.8 (Pohja-Parnumaa 31.4 (Kohtla-Jarve
higher education (%) vald) linn)
Max 51.5 (Viimsi vald) 45.2 (Tallinn) 42.1 (Tartu linn) 35.9 (Sillamae linn)
School dropout rate Min 0.0 (Vormsi vald) 1.5 (Kuusalu vald) 2.3 (Rapina vald) 4.6 (Sillamae linn)
AR e e D e b
Max 7.3 (Viimsi vald) 7.7 (N6o vald) 13.5 (Loksa linn) 5.6 (Narva linn)
Average monthly Min 1,171 (Alutaguse vald) 1,048 (Narva-Joesuu 1,036 (Valga vald) 989 (Narva linn)
gross income per linn)
employee (in EUR) K e B
Max 1,819 (Viimsi vald) 1,482 (Keila linn) 1,341 (Tartu linn) 1,054 (Kohtla-Jarve
linn)
Gender pay gap (%) Min 75.4 (Viimsi vald) 73.8 (Hiiumaa vald) 70.0 (Viru-Nigula 70.7 (Sillamée linn)
vald)
Max 82.5 (Alutaguse vald) 85.4 (Toila vald) 85.9 (Setomaa vald) 74.6 (Narva linn)
Number of family Min 0.0 (Vormsi vald) 0.7 (Viljandi vald) 1.1 (Jarva vald) 6.2 (Narva linn)
doctors per 10,000 [ B e
LELEL Max 5.7 (Saku vald) 8.0 (Keila linn) 11.1 (Saarde vald) 8.0 (Sillamae linn)
Local government Min 1,506 (Saue vald) 1,250 (Luunja vald) 1,222 (J6hvi vald) 1,189 (Narva linn)
reVenueS per capita ..................................................................................................................................................................................................
(in EUR) Max 2,607 (Alutaguse 1,706 (Narva-Joesuu 1,695 (Laane-Nigula 1,275 (Kohtla-Jarve
vald) linn) vald) linn)
Voter turnout at local Min 58.5 (Saku vald) 49.2 (Kohila vald) 43.1 (Loksa linn) 40.7 (Kohtla-Jarve
elections (%) inn)
Max 69.5 (Vormsi vald) 61.7 (Narva-Joesuu 65.9 (Torva vald) 51.0 (Sillamée linn)
linn)
Overall internal net Min -33.8 (Alutaguse vald) | -33.0 (Pohja-Sakala -58.8 (Saarde vald) -59.4 (Sillamaée linn)
migration balance vald)
per 1,000 inhabitants [ S S e
Max. 243.1 (Rae vald) 208.2 (Luunja vald) 22.2 (Tori vald) —38.9 (Narva linn)

Source: Authors” illustration
Data: Estonia Statistics, Estonian Unemployment Insurance Board, National Institute for Health Development Estonia, Eurostat
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NEW POLICIES TO FOSTER EQUALITY OF
LIVING CONDITIONS AND SOCIAL

COHESION

3.1 DILUTING CONCENTRATION

Analysis of inequality of living standards across Estonia’s re-
gions highlights that, despite the rapid upward socio-eco-
nomic convergence of Estonia with other European coun-
tries, internal regional disparities persist. The current regional
disparities mapped in the report reflect the trend of enduring
spatial concentration of economic activity and population to
a few regional centres. Similar to the current analysis, previ-
ous research has characterised Estonian regional develop-
ment as follows: Tallinn (and to a lesser degree other cities) is
the centre of gravity, at which people, economic activity and
services are concentrating, while the rest of Estonia has
lagged behind and is shrinking (Estonian Human Develop-
ment Report 2019/2020).

The regional cohesion policy has not been able to prevent
the increasing concentration of economic activities in specific
regions or to increase cohesion across regions significantly.
The way forward, as has been suggested by regional devel-
opment scenarios, is either to pursue a more energetic re-
gional policy and support growth centres across the country,
or to adapt to the spatially extremely concentrated economic
model (Arenguseire 2019). The latter option would mean
that only market forces could reverse the current state of re-
gional disparities, but it is unlikely that market forces alone
could foster the optimal employment of human and econom-
ic resources, as well as decent living conditions and opportu-
nities in different geographic and administrative regions.

The capacity to design and deliver public policies across re-
gions has been contingent on the number and size of munici-
palities in this small country. By 2017 Estonia had reformed
the administrative division of local authorities, and the num-
ber of municipalities were reduced from 213 in 2012 to 79.
The reform was expected to improve the capacity to provide
public services of high quality, and in the end to support the
cohesive development of living and employment conditions
across regions. The administrative reform may be seen as the
first building block of addressing the regional differences in
administrative capacity, and further policymaking steps are
required to figure out a reasonable balance between con-
centration and equal life and economic opportunities across
the regions.

The concentration of people and competences hinders the
provision of public services. This, in turn, feeds into differ-

ences in socio-economic development levels across regions.
That includes essential services for regions, such as health
care and education. There are regional disparities in access
to health care, as in the north-eastern region, where people
report poorer access to health care due to longer waiting
times (Kasekamp 2021). Regarding skills, it has been found
that regional disparities in participation in education tend
to widen as the level of education increases, although the
largest differences between subnational regions are ob-
served in enrolment in early childhood education and care
for children under the age of three (OECD 2018). In this re-
gard, the National Audit Office has suggested that the provi-
sion of primary public services outside Harju and Tartu coun-
ties needs restructuring. Lack of financial resources, but more
importantly, the growing labour shortage in the regions as
a result of workforce ageing and migration, constrain access
and quality of public services. It has been argued that the
way forward to cohesion is to introduce technical and organi-
sational innovations that would reduce the need for labour
or create incentives to attract people and employment to the
regions. In a number of policy fields, promising practices are
emerging. In employment policy, for instance, since April
2020, the unemployed can consult public employment ser-
vices virtually, including through IT tools, such as Skype (EC
2021). Decoupling service design and implementation from
physical and territorial contingencies could give a consider-
able boost to reducing regional disparities. Also, as always,
the key to process innovation is cooperation, and for instance
in the field of social protection central government has de-
signed a consultation process for local governments to sup-
port local professionals in social services design and imple-
mentation. Similarly, local governments themselves have
been cooperating in sharing knowhow on service design, but
also cooperating in service delivery.

3.2 REDISTRIBUTION OF PUBLIC
RESOURCES

Turning a new page in regional cohesion policymaking might
require paying more attention to the redistribution of public
resources. First, research and development and innovation
in Estonia are characterised by a large regional development
gap. Companies in the Harju County and Tartu region are at
the forefront of introducing Industry 4.0, integrating into
global value chains, and implementing R&D-based innova-
tion (Eljas-Taal et al. 2019). Furthermore, government busi-
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ness and innovation support schemes are more likely to rein-
force the current concentration of economic activity than to
reduce disparities, and new incentives are needed to support
regionally balanced socio-economic development (Mannasoo
et al. 2020). Reconsidering R&D schemes could play a key
role in fostering convergence in regional development, but at
the same time it might be challenging to avoid slowing down
catchup with the more rapidly developing regions in Europe.
Second, redistributing public resources between central and
local government might also be needed. In terms of munici-
pal expenditure as a percentage of general government ex-
penditure, Estonia is below the OECD average. More equal
redistribution of resources could empower local authorities
to catch up with well-developed regions and incentivise co-
operation among regions. Especially incentives that promote
cooperation between the regions could encourage people to
look beyond administrative borders and work together to
support economic activity across the regions and guarantee
high quality public service delivery.

Estonian socio-economic cooperation with European coun-
tries near and far has been one of the development factors
that have helped in upward convergence with more prosper-
ous regions in Europe. It includes participation in European
and global value chains, which has helped private sector
companies and employees to develop Estonia and its re-
gions. Also, institutional cooperation with European member
state governments and accession to the European Union
have opened up new potentials in institutional policy learn-
ing and redistribution of collectively created financial re-
sources.

EU policies have helped Estonia with transnational conver-
gence, but also with addressing its regional disparities. In this
regard, the recent Operational Programme for European Un-
ion (EU) Cohesion Policy Funds 2014-2020 specifically redis-
tributes resources for regional development. The mid-term
evaluation in general concludes that a significant positive
impact was also identified in realising the objectives of the
Regional Development Strategy and the country-specific
recommendations (Eljas-Taal et al. 2019). The Regional De-
velopment Strategy has made the greatest contribution to
developing social and health care infrastructure and services
across regions, improving access to jobs and economic com-
petitiveness in different regions, while the development of
transport links plays an important role in deepening connec-
tions within, between and across borders, but also the crea-
tion of a living environment that is environmentally friendly
and conducive to the international competitiveness of larger
urban areas.

But the mid-term evaluation of funding also points to chal-
lenges in the ambitious plan to increase economic activity
and welfare opportunities outside Harju County, namely the
“share of GDP created outside Harju County and Tartu Coun-
ty in Estonia’s GDP”, which also shows a downward trend
(2012: 29.7 per cent; 2018: 25.8 per cent; goal 2023: 30 per
cent) (Eljas-Taal et al. 2019). The investment gap between
Harju County and the other counties is still considerable;
nearly 50 per cent of EU grants have gone to Harju and Tartu
counties, while the majority of the remaining counties have

had to accept an investment volume below 5 per cent. In
conclusion, EU and national policies require further attention
so that the periphery and diverging regions are not aban-
doned.

3.3 FLUID ADMINISTRATIVE UNITS

In a small country like Estonia, the regional administrative
units are not and should not be seen as clearly demarcated
socio-economic spaces. Often, it is more important to look
into connections and cooperation than administrative dis-
tinctions. That also means that cohesion policy needs to take
multilocality and mobility into account. Administrative ar-
rangements, spatial planning and public policy provisions
should consider that Estonia has enabled living and working
in more than one administrative region and thus commuting
between regions (Estonian Human Development Report
2019/2020). That helps people and organisations to utilise
the comparative advantages of different regions. For in-
stance, someone could work in a region with good employ-
ment opportunities and live in a (different) region with good
living conditions.

Social cohesion also needs regionally aware policies across
the public policy sphere. This functional approach is required
to build links that would allow wealth and opportunities to
spread from richer to poorer regions (European Semester:
Country Report—Estonia. 2019). The cohesion policy frame-
work should investigate not only administrative boundaries
but also actual spaces of governance, the economy, and life.

In addition to the holistic cohesion policy, the details of re-
gional disparities must be examined. The strengths and op-
portunities of different regions need to be identified to pro-
mote catchup and convergence with forerunners. For
instance, Ida-Viru county and south-east Estonia are mostly
similar in terms of the disadvantages that have circumscribed
socio-economic development. Among other things, these
include structural employment challenges, including skill mis-
match and emigration, access to infrastructure such as air-
ports or business services, spatial segregation from markets,
more modest investment capacity among companies (due to
a lack of collateral or lower liquidity), and fragmentation of
local government and access to public services (see, for in-
stance, Eljas-Taal et al. 2019). To support regionally balanced
development, it is important not only to address commonal-
ities but to take advantage of opportunities. For instance,
industrial restructuring in north-east Estonia has increased
skill mismatch in the region and outward migration. How-
ever, a Just Transition could enable development toward cli-
mate neutrality in a way that is prosperous for the region and
its people. Similarly, south-east Estonia is on a path to use
the research and development centre Tartu as its engine of
development and its proximity to Latvia as a potential spa-
tial advantage for cross-border cooperation. Tailored devel-
opment plans are required to turn regional advantages into
socio-economic development that increases cohesion across
regions.
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ANNEX A:
Indicator documentation

Indicator Definition Source

Unemployment rate Unemployment rate — ratio of unemployed persons http://andmebaas.stat.ee/Index.aspx?Da-
aged 18 to 64 to the population of the same age in taSetCode=TT65
per cent

Demographic dependency ratio Dependency ratio — share of dependents aged zero http://andmebaas.stat.ee/Index.aspx?Da-

to 14 and over the age of 65, compared with the total taSetCode=RV063
population aged 15 to 64 in per cent

Highly qualified people Share of people with higher education in per cent http://andmebaas.stat.ee/Index.aspx?Da-
taSetCode=RV0232U
School dropout rate Proportion of school leavers without school-leaving http://andmebaas.stat.ee/Index.aspx?Da-
qualifications — early school leavers without general taSetCode=NH05

secondary education in per cent

Average gross income (EUR) Average monthly gross income per employee in euros http://andmebaas.stat.ee/Index.aspx?Da-
taSetCode=ST004

Gender pay gap Gender pay gap — Ratio female income to male income | http://andmebaas.stat.ee/Index.aspx?Da-

in per cent taSetCode=ST004

Number of family doctors Number of family doctors per 10,000 inhabitants https://www.haigekassa.ee/en/inimesele/
arsti-ja-oendusabi/haigekassa-lepingu-
partnerid

Local government revenues Local government revenues per capita in euros http://andmebaas.stat.ee/Index.aspx?Da-
taSetCode=RR30#

Voter turnout Voter turnout local election in per cent https://kov2017.valimised.ee/valimis-

tulemus-vald.html#0000

Internal net migration balance Internal net migration balance per thousand http://andmebaas.stat.ee/Index.aspx?Da-
inhabitants taSetCode=RVR02
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ANNEX B:
Methodological notes

The spatial typology of Estonia was computed in a combined
statistical procedure consisting of a principal component and
a cluster analysis. This procedure involves three steps. In the
first step all variables were standardized by z-score transfor-
mation. Then, since many of the ten selected disparity indica-
tors are potentially correlated, a principal component analysis
was conducted in order to reduce complexity and to avoid
any potential bias caused by multicollinearity. The principal
component analysis merges the initial selection of indica-
tors to a lower number of uncorrelated “super-variables”, so-
called principal components. The amount of principal compo-
nents chosen for the cluster analysis explains more than 90
per cent of total variance in the data. In the final step, a hier-
archical cluster analysis using the Ward method was con-
ducted. In this procedure, the initial observations are hierar-
chically merged using a minimum variance criterion. The point
where to stop the clustering procedure, and hence the result-
ing number of clusters, is chosen by the data analyst. Several
solutions have been tested and discussed within the research
team. The final typology of four clusters was selected based
on its intuitiveness and relevance to identify spatial disparities
in Estonia.
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ANNEX C:
Indicator value ranges

Indicator Value range from ... to ...

Unemployment rate (%) 2020 3.0 (Hiiumaa vald) to 10.4 (Narva linn)

Overall internal net migration balance per 1,000 inhabitants 2015-2019 -59.4 (Sillamae linn) to 243.1 (Rae vald)
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