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Field report May 2011.
Information about Estonian business culture can be found on several web sites (see the links at the end of the report). We want to express our gratitude towards professor Ivar Raig, Tallinn, who kindly gave a presentation at a workshop in May 2011 and thus contributed to the building up of the present report.
The report provides the reader with some general information about Estonia, the role of finnish people living in Estonia, the economy and taxes, the agri-food sector and the business climate and business culture. At the end of the report there is a brief list of the most common expressions in the Estonian language.
[bookmark: _Toc289383604][bookmark: _Toc289661223]Basic facts
Official name	Republic of Estonia
Short form		Estonia
State type		Parliamentary democracy
Head of State	President (currently Toomas Hendrik Ilves)
Head of Government	Prime Minister (currently Andrus Ansip) 
Highest judiciary	Supreme Court
Capital 		Tallinn
Main cities		Tartu, Narva, Kohtla-Järve, Pärnu
Language 		Estonian
Area 		45,228 km2
Distances from Tallinn to:
		- Helsinki 85 km
		- Riga 310 km
		- St. Petersburg 350 km
		- Stockholm 375 km
Population		1 340 415
Currency		Euro (since 1 January 2011)
Time zone 		UTC +2
Drives on the	right
Internet 		.ee
Calling code	372
Eu member		1 May 2004
Tax system		21% flat income tax, reinvested corporate profit is tax 			free; 20% VAT
National day	Independence Day, February 24. 

[image: http://www.1clic1planet.com/Estonia_sm00.jpg]Estonia is situated in Northern Europe, on the coast of the Baltic Sea, neighboring Finland, Sweden, Latvia and Russia. The location at the crossroads of different cultures has given Estonia many economic and cultural advantages. 
Estonia declared its independence on 24. February 1918. 
The official language is Estonian, which belongs to the Finno-Ugric language family and is closely related to the Finnish language. Along with Finnish, English, Russian and German are also widely spoken.

Estonia is known above all for its beautiful capital of Tallinn. The Old Town of Tallinn is one of the most romantic places in the world, with medieval architecture of churches, towers, burghers’ houses and the town wall. 



The Constitution of Estonia came into force in 1992 and is, in a number of ways, a compilation of aspects of Estonia's previous constitutions. The Parliament is elected by proportional representation and it has 101 members, elected for a period of four years.
The President is elected for a 5-year term by the Parliament and has mostly representative functions, although he still retains a number of executive powers. The President may veto a parliamentary bill and have it sent back for revision, and his signature is required when appointing the Ministers of the Government. He is also empowered to present the Parliament with the names of several higher officials. The President is also the supreme commander of the armed forces.
Estonian Lifestyle
A typical Estonian would describe himself as hard-working, reliable, smart, innovative and friendly. Estonians don’t make a big deal of themselves. Even the service staff likes to give the customer a chance to make the first move. Once there, you will be greeted with an honest and kind attitude. Compliments given by Estonians are genuine, handshakes are valid and invitations heartfelt. No wonder many people think Estonians make the best of friends. The Estonian sense of humor is dry, sarcastic and quite often politically incorrect. It is common to make jokes at their own expense.
Estonians are not particularly religious but they value traditions. Christian holidays and rituals are followed or mixed with pagan ones. A good example is All Saints Day on 2nd of November: the day before, many visit churches and graves of the lost family members, and at night, candles are lit on the windows of thousands of Estonian homes to greet the wandering souls.
Elders teach traditional handicraft and cooking skills to younger. Each year, from July to the end of September, Estonians are busy picking berries and wild mushrooms. Local homemade jam, pickled vegetables and mushrooms are delicacy. Favorite foods are sauce made of minced meat (“hakklihakaste”), cabbage stews, meat in jelly and oven baked potatoes with pork. Also, poultry and fish (smoked or fresh-salted) are well loved dishes. During summer, grilling and barbecue are an important part of the family meetings. Be sure to try Estonian beer and the non-alcoholic “kali” (an Estonian style cola) and take home some smoked hams and sausages (deer, wild boar, moose and horse) to your friends.
Estonians are proud of the wild nature rich in flora and fauna. Hiking, camping or just walking in the forests or by the sea are popular activities during weekends. Fishing and sailing are popular in summer and during winter Estonians do cross-country skiing.
Photography, cars and new technical devices are popular in Estonia.  The number of Hummers per person is the highest in the world. It is not probable to meet an Estonian without a mobile phone. Social media are also popular.
Children go to school for 12 years, starting from the age of 7.  Maths, physics and science are a central part of the curriculum but Estonians also learn at least two other languages. Russian and English are the most common foreign languages but other European languages are popular as well. 
It is typical for Estonians to start their careers at an early age. At universities economy, law and medicine are the most popular areas of study. Tartu University, known for its medical and science fields, is one of the oldest in Europe. The number of people in Estonia with a university degree is proportionally among one of the highest in Europe.
Theatre, art and reading also have an important role in the Estonian culture: there is a theatre in every city and plenty of books in Estonian homes. There are numerous art galleries in Estonia – the most famous and largest is the KUMU Modern Art Museum in Tallinn.
Relations between Estonia and Finland

Finland is Estonia's most important tourism target market. Discussion about Estonia’s recent history was topical in 2010 mainly because of author Sofi Oksanen, who won many literary awards and kept the topic of Estonia in the spotlight not only in Finland but also in other countries.
The Estonian House was established in Helsinki to support the Estonian population and entrepreneurship in Finland — the house would promote Estonia-Finland cultural relations, tourism, trade and economic relations and research co-operation, as well as introduce Estonia as a destination for investments. The official opening of the Estonian House took place in Suvilahti on 17 September 2010. As for any current events, Tallinn and Turku are the European Capitals of Culture In 2011.
Finnish people in Estonia
Over 3,000 Finnish citizens live in Estonia, mostly in Tallinn and its surrounding areas. Most Finns have come here to work or run their own businesses. Many Finns own summer houses in Estonia, most of which are located in Saaremaa and Western Estonia. The largest numbers of Finnish students study at Tartu University, almost 300 each year. In Tallinn, there are little over 100 Finnish students.
The Finns, and their customs, are represented in Estonia by a number of organizations and associations such as the Finnish Institute, the Finpro export organization and the Finnish business community.
Finnish culture has an impact on Estonian cultural life. You can encounter Finnish culture in several places around Estonia, in exhibitions, concerts, theatre or other cultural events. The Estonian interest in Finland can also be seen in the people's Finnish language skills and studies. About 4,500 pupils study Finnish in high schools and vocational colleges.
The Finnish-Estonian Chamber of Commerce, FECC creates and maintains a positive business environment and wherever possible by improving working conditions and facilitating the exchange of contact details. The organisation arranges meetings and seminars for members to discuss current issues. They deal with topics such as Estonian economic and political development, work relations, and legislation. FECC also arranges social events for its members.FECC is also known as Soome-Eesti Kaubanduskoda in Estonian and as Suomalais-eestiläinen kauppakamari in Finnish.

SEKE (Soome Ettevõtjate Klubi Eestis in Estonian) was created in 1994 and it helps the members with Estonia's continually changing regulations. However, providing people with social activities has became the main objective. There are about 60 Finnish club members  who live and work permanently in Estonia. The Suomettaret are a network of Finnish business women involved with Estonia. They meet once a month in order to get to know one another, swap ideas with the other female entrepreneurs, and find possible business partners. The Suomettaret also take part in charity work whenever possible.


Economy
After regaining independence from the Soviet Union, Estonia has been among the most advanced emerging markets in Central and Eastern Europe, mostly thanks to the success of its socio-economic reforms over the last fifteen years. Estonia has a liberal market-based economy. The government has pursued balanced budgets and low public debt.
Estonia scores highly in business, investment, financial freedom and property rights. Income and corporate tax rates are relatively low, and business regulations - efficient. The favourable investment situation together with attractive incentives for foreign investors and availability EU funds has attracted investments from Western, Central Europe and Russia.
(http://www.ats.agr.gc.ca/eur/4598-eng.htm)
Oil shale-based energy production, telecommunications and IT products, textiles, chemical products, banking, food and fishing, timber and wood products, shipbuilding, electronics, transportation and services remain key sectors of the Estonian economy. Estonia produces nearly all of the energy needed for the country, supplying over 90% of its electricity needs with locally mined oil shale. Alternative energy sources such as wood, peat, and biomass contribute approximately 9% of primary energy production.
Transport and telecommunications are well developed in Estonia. A road network covers the whole of Estonia, though the quality of some secondary roads remains below western standards. There is a well-developed rail connection between Estonia and Russia. In combination with the well-located ice-free ports in the northern part of the country (the Port of Muuga near Tallinn being the largest), Estonia has served as a major transit corridor between the West and East. Estonia is connected to the international flight network via its international airport in Tallinn, serving direct flights to many European cities.
The Estonian banking system is modern and efficient providing both domestic and international services at competitive rates under such company names as Bank of Estonia, Swedbank and Nordea. Both local and international firms provide a full range of financial, insurance, accountancy and legal services.

Business climate
Website http://www.doingbusiness.org ranked world’s countries different categories relating to doing business and Estonia did quite well.
“Economies are ranked on their ease of doing business, from 1 – 183. A high ranking on the ease of doing business index means the regulatory environment is more conducive to the starting and operation of a local firm. This index averages the country's percentile rankings on 9 topics, made up of a variety of indicators, giving equal weight to each topic. The rankings for all economies are benchmarked to June 2010.”

Ease of doing business in Estonia compared to Finland. Lower number is better.
The business climate in Estonia is supported by free business and trade in alignment with EU practices. Many companies are subsidiaries of European, especially Scandinavian, firms. The economic and fiscal policy of the government is aimed at achieving long-term economic growth. Most investment and business is concentrated in Tallinn and its surrounding areas and the efforts to promote regional development have not been that successful.
There are no service or industry sectors where a monopoly has been created, except for some central infrastructure services (railways, ports, the national airline, power stations and energy transmission).
Modern Estonians are the ones behind Skype, mobile parking, e-elections and many of the innovative technologies and solutions. Various e-services like e-banking, online medical and document registries; digital tickets; full wireless connectivity and excellent mobile coverage are considered as elementary as air and water by most modern Estonians. For the story behind Skype, please visit the site below: 
http://www.csmonitor.com/World/Europe/2011/0511/Skype-s-journey-from-tiny-Estonian-start-up-to-8.5-billion-Microsoft-buy
Agri-food sector in Estonia
The food industry accounts for large shares of all the Baltic national economies. There is a gradual increase in the overall sales of food industry every year with an increasing percentage of food production being exported to other Baltic neighbors, EU as well as Russia, Ukraine and Belarus. A considerable percentage of agri-food imports are from EU. The agri-food sector is represented mostly by local companies that have undergone development according to EU requirements. Due to the substantial narrowing of external and internal markets, certain food production outputs have gone down in Estonia.
Please visit the ‘Tallinn Food Fair’ web site, an annual fair which will be held in Tallinn in November 2011:
http://www.fair.ee/index.php?language=2
Scandinavian firms have increased investment in the following sectors that used to be dominated by domestic firms: meats, dairy products, confectionery, fish and basic foodstuffs. Dairy farming, pig breeding, fishery and cereal production are the priority sub-sectors in all Baltic countries. The total milk and bread production fully satisfies domestic demands with the quality and differentiation available for basic products. 
The Baltic countries are generally recognized for their grain crops of rye, wheat, oats, and barley, their high potato production, and their dairy farms. Therefore it is quite obvious that grains, potatoes, and dairy products form the basis of the local diet, and are supplemented with smaller proportions of fish, pork products, and poultry. Because of the historical periods of influence, German, Scandinavian and Slavic cuisines have all made contributions to Baltic cuisines. 
The majority of people still live a rural lifestyle where fresh seasonal foods are preferred and in many areas marketing is done daily although the consumer section has undergone some transformation in the last decade. Traditional marketplaces and number of small food stores have recently been replaced with modern supermarkets and retail chains, primarily developed by foreign firms. In addition, the distribution of food products has been modernized having effective wholesale and distribution systems. 
The current economic situation has increased price-sensitivity and put pressure on local producers. Food wholesale prices have decreased.  A higher standard of living is changing consumer patterns and driving the demand for new food products. Combined with changing tastes and greater exposure to diverse foods, it is likely that the opportunities to introduce unique products into the market will increase. There is certain development of the market for ready meals and prepared products; a growing interest in ethnic foods; the desire for convenience; snacking; healthier eating; and eating out.
Major competition in Estonia is faced from local food producers and major European and also American food producers like MacCormick, Hackman, Procter & Gamble, Nestle, Kellogg's, Santa Maria, Master foods. Food processing equipment is mostly of European and US origin.
New technologies and competitive machinery most likely have opportunities in the sector. There is a growing interest towards healthy food products, diet products and new environmentally clean products. People do not follow the national diet, but like tasting new products and having variation in their diet.  There is potential in value added foods and technologies, because the current supply is not very differentiated. Ready made & convenience foods, and frozen food niches could be targeted as well. There is potential for environmentally friendly packaging technologies and equipment for small companies.
There are certain tendencies in the sector: investments in technologic modernization and in cost effective technologies as well as a re-orientation toward quality foods. Meat and fish processors and dairies are developing their product lines to stay competitive. Concentration and specialization has started which is why many small general-production diaries will disappear in the future. Supermarkets are slowly replacing markets due to their ability to guarantee the quality and the price difference will gradually fade. Consumer interest in environmentally friendly, healthy food products, ready- made, frozen and convenience food will grow.
(http://www.ats.agr.gc.ca/eur/4598-eng.htm)
Here is a brief account of the Finnish agri-food industry in Estonia in two sections. 
First a list of the major Finnish companies operating in Estonia:
HK RuokataloAtriaValio
IngmanFoods
FazerLeipomot
Hartwall
Olvi
Paulig
Saarioinen
Vaasan& Vaasan

Secondly, a description of the major Finnish investments in Estonia’s food industry :
Valio EestiAS handles production, sales and marketing in Estonia and Valio has two production plants in Estonia; Vöru Juustproducing cheese and Laevadairy producing fresh dairy products. Valio Eesti holds one third of the country's fresh dairy products market with locally produced Alma and Gefilus dairy products. The subsidiary of Atria, AS Valga Lihatööstus, produces and sells sausages and different meat products. Fazer Group has a bakery in Tallinn (Fazer EestiAS) and the Fazer Amica has a local unit that offers meals for hotels, restaurant and cafe chains, petrol stations, shipping companies and kiosks .The subsidiary of Vaasan& Vaasan, AS Leibur, is Estonia’s leading bread manufacturer with a market share of one-third of the whole bread market. The subsidiary of Saarioinen Oy in Estonia, AS Meleco, produces ready-meals for the Estonian market. HKScan owns Rakvere Lihakombinaat producing meat products and AS Tallegg producing poultry and eggs. Paulig has a roasting factory in Saue and Hesburger has12 fast-food restaurants in Estonia.
For more details on agri-food business perspectives in Estonia, please visit the site below:
http://www.tekes.fi/fi/gateway/PTARGS_0_201_403_994_2095_43/http%3B/tekes-ali1%3B7087/publishedcontent/publish/programmes/sapuska/services/kv_yhteistyo/finpro_itameriselvitys.pdf

Foreign Investment
Estonia has held firm to the principle of equal treatment of all investors, irrespective of their origin. For instance, EU-financing is available on equal terms to foreign- and domestically owned companies. 
The following information is important for a foreign investor who considers operating in Estonia:
· Estonian law is harmonized with EU law
· The workforce is highly educated and motivated
· A relatively good and rapidly-developing production infrastructure (ports, roads, telecommunications, warehouse facilities)
· Highly-developed electronic communications: good access to internet, digital signatures, ID cards, web based projects


[image: http://www.estonianexport.ee/img/eed.fi.fdi.bystock.eng.small.jpg]
[image: http://www.estonianexport.ee/img/eed.fi.fdi.bycountry.eng.small.jpg]
Source: Bank of Estonia
Here are certain Estonian characteristics to bear in mind:
· A small Nordic country, having close economic ties with Scandinavia and Western Europe
· A favourable geographic location on the Baltic Sea, a region of intense economic activities and growth potential with good access to Russia, the CEE countries and the EU region
· Member of both the EU and NATO starting from spring 2004
· Member of WTO
· Member of the Economic and Monetary Union starting from January 2011

The Estonian legal environment favors entrepreneurship. Foreign investors have equal rights and obligations with local entrepreneurs. All foreign investors may establish a company and conduct business in Estonia in the same way as local investors; no restrictions apply.




Taxes
The system of taxation is described in the Law on Taxation.Tax authority for state taxes is the Tax and Customs Board,  a government agency operating within the area of government of the Ministry of Finance. There is a simple tax system, broad tax base and low rates.
· The aim is to shift the tax burden from labour to consumption.
· Flat income tax rate since 1994 
· Unique corporate tax system since 2000: all undistributed corporate profits are tax-exempt. (0%)
· Private persons can have investment account to benefit from 0% corporate income tax.
· Estonia operates a self-assessment system.
· The Government intends to improve tax administration (electronic tax administration is well established).
· Vast majority (92% - 2010) of personal income tax declarations are submitted electronically.
· Estonia has no thin capitalization or CFC rules for corporate taxpayers.
· Estonian VAT legislation is based on the EC VAT Directive (2006/112/EEC).
· The standard VAT rate is 20% from 1 July 2009 and the reduced rate is 9%.
· Estonia applies an extended reverse charge mechanism.
· An option to tax is available in respect of certain exempt supplies.
[bookmark: _Toc289661241]ESTONIAN BUSINESS CULTURE
[bookmark: _Toc289383627][bookmark: _Toc289661243]Meeting & Greeting
In a culture that still respects hierarchy it is important to acknowledge those in senior positions when doing business in Estonia. Titles are therefore very important. Use "Härra" (Mr.), "Prova" (Mrs.), or "Preili" (Miss) followed by the surname.
Business cards are essential but there is no ritual surrounding their exchange. It is always a nice gesture to have one side translated into the local language.
When doing business in Estonia you will note that greetings are formal and rather reserved. There are certain protocols that should be observed such as men initiating greetings with women and the younger with the older.
[bookmark: _Toc289383628][bookmark: _Toc289661244]A good firm handshake accompanied with direct eye contact is the norm. The most common greeting is "tere" (hello). Estonians as a people, especially in business, may appear slightly cool and detached. It only means they are trying to level headed and not displaying emotions so do not misinterpret a lack of smiles as unfriendliness.

Meetings and Negotiations
Meetings in Estonian are formal. The most senior figure of the team will usually open proceedings with a short speech and introductions and the other team should do the same in return. Small talk is short and simple.
It is recommended to send an agenda prior to having a meeting.  If possible, have all written materials translated. Presentations should be a blend of visual and oral information with accurate figures included. Estonians do not appreciate exaggeration. Good eye contact is important.
Decisions are made at the top in any business and it usually takes several meetings to reach a decision. The key to success is a good, firm proposal offering long-term gains. When negotiating Estonians are direct, even blunt and may appear quite stubborn. Estonians aren’t as outspoken as Finns which can maybe cause problems. 

Communication
Estonians are direct communicators. They say what they mean and mean what they say. However, there is diplomacy in their communication style which means they will temper their comments if they feel it could harm a relationship or cause someone embarrassment. Silence is often used to collect thoughts in order to respond to delicate questions.
Conversations at the start of a relationship may be reserved.  A certain level of professionalism and respect should always be demonstrated until a relationship warms up. Politeness is key when doing business in Estonia.
It is important to always keep to your word and deliver on what you promise. Failure to do so will damage your reputation. Try your best to mirror the Estonian preference for tactful language in tricky situations so as not to cause embarrassment. Never lose your temper or raise your voice as this will hurt your standing.
[bookmark: _Toc289383630][bookmark: _Toc289661246]Basic phrases
Hello, Hi				Tere, Terevist
Good morning/afternoon/evening		Tere hommikust/päevast/õhtust
Welcome				Tere Tulemast
Goodbye/Bye, see you			Head aega/Nägemist
Have a nice day			Ilusat päeva
Excuse me (familiar/polite)		Vabanda/Vabandage
Sorry				Vabandust
No Problem				Pole VIga
Thank you (very much)			Aitäh/Tänan (väga)
You're welcome			palun, olge hea

[bookmark: _Toc289661263]SOURCES / MORE INFORMATION 
http://www.estemb.fi Estonian Embassy
http://www.finland.ee Finnish Embassy in Tallinn 
http://www.vm.ee/?q=en/node/69 
http://www.estonianexport.ee
http://www.kwintessential.co.uk/resources/global-etiquette/estonia.html
http://www.tjc-oxford.com/resources/doing_business_estonia.php
http://www.expatfocus.com/expatriate-estonia-business-culture
http://estonia.eu/about-estonia/economy-a-it/euro.html
http://euro.eesti.ee/EU/Prod/Euroveeb/application/controllers/handleSessions.jsp?lang=en&oid=3248 
http://www.estonica.org/en/Economy/General_overview_of_Estonian_economy/General/ 
http://www.kwintessential.co.uk/etiquette/doing-business-estonia.html 
http://www.finland.ee/Public/default.aspx?contentid=147130&nodeid=40615&contentlan=2&culture=en-US
http://www.helsinki.chamber.fi/index.phtml?2969_m=3298&s=540
https://ariregister.rik.ee/ Business registry
 http://www.eesti.ee/eng/ettevotjale/ettevotte_loomine How to start a company in Estonia
https://ettevotjaportaal.rik.ee Company Registration Portal
https://ariregister.rik.ee E-Business Register
http://www.rik.ee/ebr European Business Register
http://www.ats.agr.gc.ca/eur/4598-eng.htm
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