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1 GREECO case study - Southern Estonia

1.1 Executive summary
Background

Southern Estonia is one out of five NUTS 3 regions in Estonia, which consists of six
counties. It covers an area of 15 532 km?, which is approximately 34% of the country’s
territory.

Southern Estonia is geographically peripheral region, located on the crossroads between
EU and the Russian Federation. There are good preconditions in the region for
agriculture, forestry, tourism and renewable energy development. Today the forested
areas and agricultural land constitute the highest share of the region’s territory (48% and
34.5% respectively) (Envir 2013; TREA 2011).

The road network covering Southern Estonia is quite dense, but its quality and
permeability present a problem. The existing public transport networks in rural areas do
not always meet the expectations and needs of the residents, which results in a rising
motorization trend (FIN 2006). The importance of rail passenger transport is quite low.
The region has a local airport with regularly scheduled international flights to Finland. The
IT is well-developed,- more than 70% of the households in the region have access to the
Internet at home and the whole region is covered with digital mobile phone networks
(Statistics Estonia, 2011).

Despite its small size, Southern Estonia region is quite polarized. On the one hand, it
includes a well-developed and fast growing Tartu county, which acts as an economic
driver for the region. On the other hand, - the other five peripheral counties which have
much lower standard of living and are being deserted economically.

Southern Estonia has a population of small size and low density. It is currently facing
severe demographic challenges (9 % decrease in population from 2000 to 2012). Apart
from Tartu, the other five counties in the region are experiencing negative natural
increase, which is expected to continue in future. Regional differences in welfare levels
and business conditions are quite significant and are causing migration of the population
into regional centers and their hinterlands. Migration is mainly driven by young people -
the working age population. This in turn causes a lack of labour force (both in quantity
and in terms of qualifications) in the rural areas (Statistics Estonia 2013). At the same
time the region has a good development potential in terms of green economy, which has
not been fully exploited until now.

Governance system
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Estonia is a parliamentary republic with three levels of governance (national, regional and
local). At the regional level, the state administration unit is a county government
(maavalitsus), which is subordinated to the central government. Its main role is to guide
the overall development and planning matters in the county and setting a strategic
direction of the local governments. The units of the local government are cities and
parishes. Unlike in the Nordic countries, the administration in the country is centralized
and the functions of the local governments in Estonia are quite limited. The local
governments have a fairly small budget that gives them little freedom to act and they are
mainly dealing with the current development issues.

Regional economy and the performance of key sectors

Today region is experiencing a sharp economic decline of the primary sector and is
remaining weak economically in comparison to the Estonian average. At the same time
the value added of primary sector in the region is still higher than the country average
(12% against 3%). The labour force participation rate in 2011 was ca 60.15% (Estonian
average is 67.6%). The unemployment rate in Southern Estonia region was 11.5%, which
is slightly below the country average. In 2011, an average monthly gross income in
Southern Estonia was about EUR 679, which is below the country average of EUR 839
(Statistics Estonia 2013).

In 2010, building and construction sector had the highest value added in Southern
Estonia. During the years of recession between 2007 and 2010, the construction volumes
and employment decreased by almost a half in Estonia. Today, the sector employs
approximately 9.7% of all labour force in Estonia. Despite a recent slowing down in
construction activities, restoration of the existing building stock and increasing energy
efficiency are very important issues in the discourse of development policy and will stay
on the agenda for years to come. About 70% of dwellings in Estonia are apartment
buildings originating from the Soviet era and require renovation in order to improve their
livability and resource performance. Estonian annual heating energy in the buildings is
almost twice higher than the figures in industrial nations with a similar climate. Therefore
the energy saving potential of the existing housing stock is high. (KredEx 2012).

Reconstruction works accounted for about 60% of the building related works in Estonia in
2011 (KreEx 2012). The majority of reconstruction measures are aiming at increasing
energy efficiency of existing buildings by improving thermal insulation, replacing windows
and renovating the heating system. When it comes to the new dwelling houses, stricter
thermal standards have been introduced, which results in lower heat consumption. Until
2015 several samples nearly zero-energy buildings are planned to be constructed, as
stipulated in the National Development Plan of the Energy Sector until 2020.

Agriculture and forestry have traditionally been strong economic activities in Southern
Estonia. Although the agricultural sector has shrunk since regaining the independence, it
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still accounted for the third largest share of GVA in the region in 2010. The employment
in the agriculture sector in Southern Estonia region is above the country average.

The number of organic farming holdings and the size of organically farmed agricultural
areas have been experiencing a rapid development in Southern Estonia. Already today
Southern Estonia region has the largest number of organic producers than any other
region in Estonia (Statistics Estonia 2013). Organic farming as a higher value activity is a
profitable niche especially for the small-scale farmers, which constitute the majority in the
region. The largest share of organically farmed land is under semi-natural grasslands,
which are perfectly suited for organic livestock breeding. Livestock breeding (sheep and
goats) accounts for nearly 2/3 of the organic farming enterprises.

In 2011, Estonia achieved and exceeded the target of 120 000 ha organically farmed
land set in the Organic Farming Actin Plan 2007-2013. To ensure a sustained
development of the organic sector in future, the challenges related to the development of
organic processing and marketing, which are lagging behind the development at farms,
should be addressed.

Agricultural sector in Estonia relies on the fossil fuels. The renewable energy accounts
for less than 1% of the energy consumption. Almost no biomass is produced in the fields
in the form of energy crops and there is no biogas production in Southern Estonia at the
moment.

Estonia is one of the four European countries, where the share of forestry sector in the
GDP is higher than 10% (Agri 2010a). Lumber and pellets are among the dominant
export products in Southern Estonia region, whereas round wood is utilized domestically
(Kiikas, M. 2013). Despite cuttings the resources of forest stands have been increasing in
the last decade in Southern Estonia (TREA 2013). The average annual forest increment
in the region is about 5.7 m>%ha, which is higher than Estonian average values of 5.2
m®ha. Forest biomass (firewood, wood chips and forest waste) is the most important
source of renewable energy in the region, accounting for 37% of the total primary energy
consumption.

About two thirds of wood residues are left unused today, which in principle could be used for
bioenergy production. Ensuring the effective utilization of wood residues is among the
important objectives of a greener forestry sector (Kiikas 2013; Aun 2013). In total, about 10%
of forest land in Estonia is under strict protection. The state forest (about 40% of all forest
reserves in the country) holds the FSC certificate since 2002 and PEFC certificate' since
2010. In case of privately owned forests, the certification is not that common (Aun 2013).

Tourism sector’s contribution to the GVA is relatively small today but a positive GVA
change occurred between the years 2000 and 2010, which was the third highest among
the green economy sectors analyzed in the study. The most popular development trends
are nature and rural tourism, as well as family and active tourism (winter sports and

' PEFC is a national forest certification scheme, which has an overall objective to support the implementation of
sustainable forestry in Estonia.

ESPON 6



cultural events). Tourism plays a very important role in the regional economy, especially
with regard to development in the rural areas. Tourism sector employs fairly few people
in the region today, since most of the tourism businesses are micro- or small-sized
enterprises.

The sustainability performance of the tourism sector is not monitored in Southern Estonia
today and sustainability in tourism as such is not promoted. The main efforts are directed
towards marketing and improving the competitiveness of the tourism businesses, as well
as tourism infrastructure development. At the same time the elements of sustainable
tourism are not excluded from the agenda of tourism enterprises and many of them are
behaving sustainably, often unconsciously. Tourism businesses recognize the
importance of reducing the impact on the environment since the longevity of their
businesses is highly dependent on the availability of pure natural environment (as it is
often the main tourism attraction). The number of tourism enterprises that have a
strategic approach to sustainability is rather small today. Only a handful of businesses in
Southern Estonia applied for an international eco-label Green Key and the popularity of
local eco marks and eco labels is quite low.

With a growing interest in eco-tourism and environmentally friendly products and services
among the customers, more and more of tourism business in Southern Estonia are
starting to offer organic and locally produced food, use natural materials in construction
and explore the positive synergies between agriculture and tourism activities.

Main drivers in development towards a green economy

EU structural and cohesion policy funds play a significant, if not the key role, in greening
the economy in Southern Estonia. Greening of the agricultural sector relies almost
entirely on the EU funding. The support provided in the framework of the CAP and the
European Fund for Rural Development has been the strongest development motor in
agriculture.

The EU policies influenced the development of the national targets and policies relevant
to a green economy, especially in the field of energy efficiency and renewable energy. At
the regional or local level the role of the EU policies is marginal. The regional and local
policies and initiatives in the field of green economy play a modest role in fostering the
greener development of the sectors.

Financial concerns and profitability are among the main drivers for introducing any green
initiative at the state, regional and individual level. In case of the building and
construction sector, for example, it is the combination of rising prices on energy and the
national policies, which had the biggest influence on greening of the sector. The state
owned foundation Kredex has played an important role in promoting energy efficiency
measures in the building sector by providing support schemes and loans to the
refurbishment measures of the apartment buildings and the reconstruction of the public
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buildings. In financing these investments the market-based instruments played an
important role in Estonia. During the last couple of years the funding came mainly from
the revenues from the trade of CO, quotas. The Governmental regulations on the
minimum energy performance of the new and majorly reconstructed buildings and the
use of energy efficiency labels are also among the important drivers facilitating a greener
development of the building sector.

The national regulations and funding have been crucial for the development of forestry
sector towards green economy. In addition, forest certification has played an important
role in promoting of green forestry, especially in case of the state owned forest.
Certification has had an important role in increasing the competitiveness of the Estonian
forestry industry on the foreign markets, especially in Scandinavia.

Main barriers in development towards a green economy

There is a low level of political and financial support to the transition to a green economy
today. In case of bioenergy, for instance, there is no strong political will to increase the
production, since the EU 2020 targets for Estonia have already been achieved with
regard to the share of renewable energy in gross final energy consumption.

The current administrative structure is a major drawback in development towards a green
economy. The low administrative and financial capacity of the local governments in
Estonia hinders the adequate use of the Structural Funds and pursuing the sustainability
objectives. The local governments are often too small to perform the necessary functions
properly. They neither have the capacity to apply for the funds, nor to co-finance the
projects (Kalvet 2010). The financial resources at the regional level for the
implementation of green economy objectives are also limited.

High costs of alternative ‘green’ solutions, unconventional character of the measures and
a long payback period have also been among the barriers to pursuing a green economy.
Green initiatives are often considered of secondary importance, after addressing the
fundamental issues. This suggests that there is insufficient understanding of the
opportunities within green growth, and combining green and growth has not been
considered enough until now. The opportunities to combine green and growth have not
been sufficiently exploited.

A major obstacle to a green economy development in Southern Estonia is a low
awareness level of the population. In case of forestry, the private forest owners often
have low awareness of the environmental issues and lack professional knowledge and
experience in forest management. Among other challenges for greening the economy are
the demographic problems in the region, an unfavorable socio-economic situation in the
rural areas and a lack of competent labor force.
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Territorial conflicts

The territorial conflicts are quite uncommon in Southern Estonia today. There are few
examples of conflicts of interest occurring on the individual level, mainly related to clear-
cutting close to the settlements and tourist attractions, and the use of lower quality wood
as a construction material versus for energy production. A conflict with the local
community in Southern Estonia arose when the logging activities took place in the forest
with a high cultural and spiritual value for the local population (old burial sites, burial
mounds and some meaningful trees).

In future the conflicts may arise if the cultivation of fast growing tree species for energy
production becomes more profitable than reforestation with the traditional tree species,
which may have a negative environmental impact. In addition, a conflict between timber
and non-timber use of forest (recreational use, hunting) may emerge in case of more
intensive felling volumes.

Road ahead and policy needs

The public sector should lead the way in the transition to a green economy, both
ideologically and financially, and set a positive example in their activities and attitudes
(e.g. develop GPP). The public sector should ensure the economic stability and create a
favorable economic environment which will steer the investments in green technologies
and alternative solutions. Only a long-term commitment at the national level to pursuing
green economy objectives provides investors the security to invest in a green economy
and the costly activities that might bring profit in the future.

The current governance structure limits initiative and high-quality green development
activities of the municipalities. An administrative reform, which would enhance the
capacity of the municipalities to implement larger development projects and rationalize
their work, is needed.

The regional and local actors stress the importance of financial mechanisms and
emphasize the need for increased public support to ‘green’ measures. Besides that, it is
of the uttermost importance to increase the awareness level of the policy-makers and the
general public concerning the benefits of a green economy.

It is of crucial importance to address the socio-economic and demographic challenges in
Southern Estonia region and the problems concerning the lack of human resources.
There is a strong need to attract staff with the requisite skills and technical expertise for
an effective and greener development of the economy.
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2 General description of the region

2.1 Geography

Southern Estonia is one out of five NUTS 3 regions in Estonia. It covers a total area of 15
532 km?, which makes it about 34% of the country’s territory. The region borders with
Estonia’s mainland neighbor Latvia in the South and Laane-Viru and Jarva counties in
the North. To the West of the region lies Parnu county and to the East goes the border
with Russia through lake Peipsi (Map 1). The region also shares a land border with
Russia (Pskov oblast) in the Southeast.

The region covers six counties: Jogeva, Tartu, Viljandi, Pdlva, Véru and Valga counties.

Map 1 Estonia and Southern Estonia region (NUTS 3 region EE008)

Lake Peipsi. Estonia’s largest lake and the fourth largest inland water body in Europe,
coupled with Estonina’s second largest lake (Vértsjarv — 271km km?) are located in the
region. The most important river in Southern Estonia is Emajégi which flows from Lake
Vértsjarv through Tartu County into Lake Peipsi.

In 2009, forests covered about 50.6 % of the total area of Estonia (Envir 2013). Estonia
holds the fifth place in Europe after Finland, Sweden, Slovenia and Latvia for the share of
forest land of the total territory. Throughout the period 1990 to 2000 the forest territory
increased, mainly through afforestation of grasslands. In Southern Estonia forest covers
1580 ha, which is approximately 48% of the regions territory. The most forested counties
are Valga and Pdlva, whereas the least forested county is Tartu (Table 1). The dominant
tree species are birch, spruce and pine.
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County area forest area share of forest share of

land agricultural
land
1000 ha 1000 ha % %
Jogeva 260.4 126.9 48.7 36.3
Polva 216.5 115.7 5815 34.9
Tartu 308.9 1171 37.9 38.5
Valga 204.7 119.8 58.5 29.2
Viljandi 358.9 171.9 47.9 29.8
Voru 230.5 108.9 47.2 39
Total in the 1579.9 760.3 48 34.5

region

Table 1 Share of forest land area and agricultural land in Southern Estonia, 2011 (adapted from
TREA 2011)

As part of the East-European Plain, Estonia has a flat topography. The landscape of
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Southern Estonia differs from the rest of the country. While the largest part of the
country’s territory lies at an absolute height of 0 to 50 meters, the relief forms of Southern
Estonia rise more than 100 meters above sea level (a.s.l.). The highest elevation (318.1
m) of Estonia and the Baltic States — Suur Munamagi (in translation “Big Egg Mountain”),
is located in the Haanja Upland, in Voru County. Other accumulative uplands in the
region are the Otepaa Upland (the highest point 217 m a.s.l.) and the Karula Upland (the
highest point: 137 m a.s.l.).

The largest fraction of arable land in the Southern Estonia is located in Véru and Tartu
counties. The share of agricultural land in the region is about 34.5%.
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Figure 1 Land use distribution in Southern Estonia region (adapted from TREA 2013).

Figure 1 shows that forested areas and arable land constitute the highest share of the
region’s territory, whereas the share of water is relatively small.

There are many areas in the region that have been zoned for protection in the region. In
total, there are 32 nature conservation areas (Endla bog, Alam-Pedja, Vooremaa,
Rubina, Aidu, Emajée-Suursoo, Meelva, etc.), 40 landscape protection areas (Saarjarve,
Vooremaa, Kaapa Mustoja, etc.) and 2 national parks (Karula and Soomaa). The
terrestrial protected areas cover 204404 ha and aquatic protected areas 27 ha in
Southern Estonia and account to aproximately 15% of the region’s territory (Table 2).

County Nature Landscap National Other Protected % of the Terrestrial Aquatic
Conser e Park type of parks county’s protected protecte
vation Protection protectio territory areas (ha)

Areas Area n areas
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Jogeva 5 3 0 10 50 13 27933

Polva 5 6 0 3 16 9 12925
Tartu 8 4 0 23 42 17 47217
Valga 3 4 0 11 43 20 35598
Viljandi 7 12 1 10 21 1% 48887
Voru 4 11 1 2 20 16 31844
TOTAL 32 40 2 59 192 1% 204404
in

Souther

n

Estonia

region

TOTAL 131 150 5 114 540 18 590264
in

Estonia

26

27

92183

Table 2 Number and area (ha) of protected areas in Southern Estonia region, percentage of the
county’s territory, 2011 (adapted from EELIS 2013).

Estonia lies in the northern part of the temperate zone and in a transition zone between
maritime and continental climate. The climate is influenced by the warm North-Atlantic
Stream. The climate is maritime, wet, with moderate cold winters and cool summers. The
climate in Southern Estonia is more continental and the annual average temperatures are
considerably higher.

The annual average temperature in Estonia is between 4.3°C and 6.5°. The highest air
temperature in Southern Estonia and in the country as a whole, 35.6°C, was measured
on 11 August 1992 in Véru, the lowest, —43.5°C, on 17 January 1940 in Jogeva.

Estonia is generally a resource-poor country. The main resources extracted in Southern
Estonia are peat, building sand, construction gravel, building limes and sand for
technology and ceramics (Table 3).
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Jogeva Tartu Viljandi Pélva Voru Valga Total in

county county county county county county Southern

Estonia
region

Building sand 43,5 53,3 65 38,4 78 60,8 339

(thousand m®)

Construction 8,4 6 8,7 9,3 5,9 38,3

gravel

(thousand m3)

Peat (thousand 141,2 112,8 100 31,1 385,1

tons)

Building limes 25,7 25,7

(thousand m®)

Sand for 4.8 4.5 9,3

technology
and ceramics

(thousand m®)

Table 3 Extraction of natural resources in the region, 2010 (adapted from Statistics Estonia 2013).

2.2 State of infrastructure

Although the road network covering Southern Estonia is quite dense, the quality of
transport network, the safety level and permeability present a problem (Table 4). The
existing public transport networks in rural areas do not always meet the expectations and
needs of the residents, which results in a rising motorization trend (FIN 2006).

The motorway density in Estonia is very low compared to the EU average. Several
European routes are crossing Southern Estonia. E 263 and E 264 are part of the
International E-road network, offering good opportunities for transportation with private or
public vehicle, as well as cargo.

County National Main roads, Support Secondary Number of bridges Telecommu
highways, 2011 roads, roads, 2011 and viaducts, 2011 nications,
2011 (km) 2011 2010

Voru 1255 71 121 1063 74 8792

Valga 1115 88 165 863 56 8542

Polva 1166 31 253 881 57 7147

Viljandi 1223 96 207 918 71 14 817
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Tartu 1250 151 175 920 47 51 031

Jogeva 1116 79 158 875 53 8 633

Table 4 Road infrastructure and telecommunications in Southern Estonia (adapted from Statistics
Estonia 2013)

Due to an increase in motorization, the importance of rail passenger transport is quite
low. In Estonia, railways are mainly used for international freight rail transport (89% of the
total rail transport in 2010). Water transport in the region is poorly developed. The
potential of the transport corridors on Emajégi river and Peipsi lake is underused but the
discussions on future development have started.

Southern Estonia hosts a local Tartu Ulenurme Airport. The direct passenger flights are
operating between Helsinki (FI), Mariechamn (FI), Norrképing (SE) and Riga (LV) (Tartu
Airport 2013).

The Information Technology (IT) network is well developed in the whole country. All
Estonian towns and villages are covered by the network of public Internet access points.
There are about 1163 wireless Internet zones in Estonia, 410 of which are in Southern
Estonia. 77% of the population are Internet users (Statistics Estonia, 2011). 71% of
households have access to the Internet at home (Statistics Estonia, 2011). The whole
country is covered with digital mobile phone networks (Wifi 2013).

2.3 Demographics

As shown in Table 5, 322 065 people live in Southern Estonia, which is approximately
24 4% of the total population (Statistics Estonia 2013). The population in Southern
Estonia shrank by 9 % (32 776 people) from 2000 to 2012.The population in the region is
decreasing especially in smaller counties due to internal migration. Migration is mainly
driven by young people - the working age population aged 15 to 64 - who often move to
Tallinn or Tartu. As shown on Map 2, the majority of the population in Southern Estonia
lives in the Tartu County (about 45%) and 68% of those people live in the city of Tartu.
The proportion of young people aged 20-34 is especially high in Tartu county, foremost
due several universities and other higher education institutions located here (Estonian
Ministry of the Interior 2009; Statistics Estonia 2013).

After joining the European Union in 2004 and opening up the possibilities to work abroad,
a significant increase in emigration from the region can also be observed.

Between 1970 and 2002, the demographic labor pressure index” was bigger than one in
all counties in Southern Estonia. In 2005-2008 it dropped below one in all counties

2 Demographic labor pressure index is the share of the persons (aged 5-14) who will enter the labor market and of
the persons (aged 55-64) who will exit the labor market during the next ten years because of ageing. If the index is
bigger than one, the number of persons entering the labor market is larger than the number of persons potentially
leaving it because of ageing (www.stat.ee)

ESPON 16



except Tartu. In 2011 the index was below one even in Tartu. Thus, the number of
persons potentially entering the labour market in all counties in Estonia today is smaller
than the number of persons leaving it because of ageing. This trend is expected to
continue in the following years.

According to the statistics from 2008 and 2011, natural increase was positive only in two
counties in Estonia: Harju (Tallinn city) and Tartu counties (from 144 458 in 2008 to
145233 in 2012). In all other counties of Estonia natural increase was negative

(Statistics Estonia 2013).

Jogeva Tartu Viljandi Polva Voru Valga Total in

Southern
Estonia

Population 2000 38 372 149 766 58 110 32 746 40 003 35874 354 871

Population 2012 32 679 145 233 49 303 28 848 34 764 31238 322,065

Demographic 1,33 1,25 1,28 1,34 1,30 1,24

labor pressure

index 2000

Demographic 0,75 0,99 0,75 0,74 0,80 0,85

labor pressure

index 2011

Table 5 Population and demographic labor pressure index in Southern Estonia in 2000 and 2012
(adapted from Statistics Estonia 2013).
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Map 2 Population of counties and urban settlements, 1 January 2012 (adapted from Statistics
Estonia 2013).

2.4 Administrative Structure

Estonia is divided into 15 counties (maakonnad), which are the regional units and the
biggest administrative subdivisions (Map 3). Each county is further divided into
municipalities, which are the smallest administrative subdivisions in Estonia. In total there
are 226 municipalities in Estonia, 33 of which are urban municipalities (cities) and 193
are rural municipalities (parishes). The municipalities vary in their size and ability to fulfill

their functions significantly.
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Map 3 Administrative division of Estonia. Southern Estonia region is marked in red (own

elaboration).

As noted previously, the territory of Southern Estonia covers six counties: Jégeva, Tartu,
Viljandi, Pélva, Véru and Valga. In total, there are 13 cities and 77 parishes in the region.
For a full list of towns and parishes for each of the counties see Table 6:

Counties Jogeva Tartu Viljandi Polva Voru Valga
Cities Jogeva Elva Kallaste Mbisakula Pdlva Voru Antsla Térva Valga
Must Tartu Viljandi Otepaa
ustvee VVéhma Karksi
Pdltsamaa Nl SEs
Jaani
Rural Joégeva Alatskivi Abja Halliste Ahja Kanepi Antsla Haanja Helme
municipalities Kasepaa Haaslgva Karksi Kolga Kolleste Lasva i Hummuli
. Paiusi Kambja Jaani K& Laheda Meremae Karula
(parishes) ajusi Konguta Ka~an| b _oto Mikitamae Misso Otepaa
Pala Laeva P?put' aisiu Mooste Moniste Palupera
Luunja Sars : i Orava Pdlva Roéuge Puka Pddrala
Palamuse Meeksi Saarepjee ! Répina Sémerpalu Sangaste
Puurmani Maksa Tuure-taanl Valgjarve Urvaste Taheva
Pdltsamaa NG Vgrv?g u Vastse- Varstu Tolliste Oru
Saare Pop e liratst Kuuste Vastseliina
Pﬁ;i’:;ss':::: Veriora Voru
Tabivere 3
Puhja Rannu Varska
Torma Réngu Tartu
Tahtvere
Vara Voénnu
Ulenurme
Area (kmz) 2 603,83 2992,74 3 422,49 2164,77 2 305,44 2 043,53
Population 12,6 48,5 14,4 13,3 15,1 15,3
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density
(inhabitants
per kmz)

Table 6 The full list of cities and rural municipalities in Southern Estonia, area and the population
density (adapted from Statistics Estonia 2013).

2.5 Governance

Estonia is a parliamentary republic. The Parliament (Riigikogu) is elected by the citizens
and its main task is law-making. The Parliament is responsible for appointment to the
office of the Prime Minister and withdrawal of the Government. The Government is made
up of the Prime Minister and Ministers. It has the executive power and is accountable to
the Parliament. In its turn the Government together with the President has the right to
dismiss the Parliament. Currently there are 13 ministers (including the Prime Minister)
and 11 ministries (Riigikogu 2013).

The head of state is the President of the Republic, who has mainly the representative
function. One important Presidential task is to nominate the Prime Minister who then
forms a Government.

At the regional level, the state administration unit is a county government (maavalitsus).
In reality the county governments cannot be seen as administrative levels, as they are
subordinated to the central government (the Ministry of Internal Affairs). The county
governments are handling the development and planning matters concerning the
county’s future, including the county’s overall development strategies, spatial planning,
economy, education, social- and health care affairs, public transport issues and
infrastructure. Their role is to guide the overall development, motivate and set the overall
strategic direction of the local governments (rural municipalities and towns), development
agencies, universities and other actors in the county (Estonian Ministry of the Interior
2008).

The administrative-territorial units of the local government are cities and parishes.
According to the Constitution of Estonia, adopted in 1992, the local authorities are
responsible for resolving and managing the local issues. Although the local governments
have their own budget, they are not financially independent from the state.

The provision of upper secondary education, culture, youth work, primary medical care,
and partly also secondary care, canalization, waste management, and maintenance of
public buildings fall into the responsibilities of the local governments. According to the
Local Government Organisation Act, the areas of responsibility of the local authorities are
also issues related to the budget, taxes, loans, imposing duties and tax incentives;
approval of development plans; drafting spatial development plans and approval of
building regulations.
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3 Regional economy

3.1 Overall economy of the region

Despite the small size of the country, the regional differences in Estonia are quite
significant—especially comparing the urban regions of Tallinn and, to some extent, Tartu
to the peripheral rural areas that are being deserted economically and socially.

Today Southern Estonia region is experiencing a sharp economic decline of the primary
sector and i remaining weak economically in comparison to the Estonian average. The
region is quite polarized. On the one hand, it includes a well-developed and fast growing
Tartu county. On the other hand, - the peripheral counties like Pdlva, Véru and Valga,
have a lower standard of living and a low competitive ability.

Tartu is the second center of national importance and is the largest city in Southern
Estonia. It acts as an economic driver for the region as a whole. It has an important
function in the context of development of competitiveness, as well as the provision of
employment and services. Further, it has a good prospective for development of
knowledge-intensive sectors and a balanced economy.

Apart from Tartu, the other five counties that make up a region are experiencing negative
natural increase, which is expected to continue in future. The employment rate in rural
areas is quite low. Regional differences in welfare levels and business conditions are
quite significant and are causing migration of the population into regional centers and
their hinterlands. This in turn causes a lack of labour force (both in quantity and in terms
of qualifications) in the rural areas.

In 2011 GDP per capita in the region grew in average by 56.7% compared to 2010. The
growth across the region was unevenly distributed, being the highest in Tartu county
(90.2%) and the lowest in Jogeva county (44.4%) (Statistics Estonia 2013).

According to the statistical data from 2011, the number of working people in the region
aged 15 — 64 was 145700, whereas 18 200 people of the working age were
unemployed. The labour force participation rate in 2011 was ca 60.15% (Estonian
average is 67.6%). The unemployment rate in Southern Estonia region was 11.5%, which
is slightly below the country average. The highest unemployment rate was in Valga
county (13.3%) and the lowest in Viljandi county (9.1%).

An average monthly gross income in Southern Estonia was about EUR 679 in 2011,
which is below the country average of EUR 839. In comparison to the rest of the country,
the region has the second highest income per employee, which is higher only in the
capital region. This is largely attributable to the Tartu county, where the income is
significantly higher than the average in the region (EUR 807). This naturally implies that
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settlements in the region, but outside Tartu, have a relatively low income.

County Number of Number of Labor force Unemploy  Gross Average GDP per GDP per
people unemployed participation ment rate, Monthly capita at capita, %
employed people rate, 2011 2011 Wages, current of Estonian
o .
aged 15-64, aged 15-64, (%) (%) 2011 (EUR) prices, average.
2011 2009 2010
2011 (EUR)
Jbégeva 13 800 2 000 56,0 12,4 660,00 4 561,5 44,40
Pdlva 11 600 1600 56,1 12,4 667,00 4996,7 45,70
Tartu 66 900 8 200 66,2 11,0 807,00 9410,1 90,20
Valga 12 600 1900 56,6 13,3 650,00 5094,6 48,60
Viljandi 25 800 2 600 66,8 9,1 641,00 54115 58,30
Véru 15 000 1900 59,2 11,2 650,00 5466,3 53,5
Southern 145 700 18 200 Ca 60,15 Ca11,5 Ca 679,00 Cab58234 Cab56,7
Estonia
region
Total in 609 100 86 800 67,6 12,5 839,00 10 325,9
Estonia

Table 7 Job market situation in Southern Estonia region, 2011 (adapted from Statistics Estonia
2013).

The importance of the primary sector has been decreasing throughout the period 1997 to
2006. At the same time the share of the secondary sector has grown, as a consequence
of the industrialization process. In 2010, the value added of primary, secondary and
tertiary sectors in the region was 12%, 30% and 58% respectively (Figure 2). The
average number for the whole country is 3%, 28% and 68% respectively. The share of
the value added of primary sector was lowest in Tartu county (2.9%) and highest in
Jégeva county (20%) in 2010. Tartu county also stands out among other counties in
Southern Estonia due to a greater importance of the tertiary sector in its economy (71%)
(Estonian Ministry of the Interior 2009).
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sector 12%
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Tertiary
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Figure 2 GDP composition in Southern Estonia region, 2010 (adapted from Statistics Estonia 2013).

Importance of different economic sectors in the region

In order to determine which economic sectors are most relevant for developing a greener
economy in the region, two analyses have been carried out in parallel. To give an overall
picture of the regional importance of the different sectors, a quantitative assessment of
regional performance is based on the gross value added (GVA) pre-defined sectors
under analysis in the GREECO project (and based on NACE Rev.2, two-digit sector
delineations). Unfortunately, reliable employment data was available only at the NACE
one-digit level and therefore was not included in the analysis. Additionally, and perhaps
more importantly (from the perspective of what the region has already conceptualized in
terms of a place-based approach to the green economy) the counties’ development
strategies were analyzed in order to understand which issues are high on the agenda for
the next five to ten years, and which of the objectives are most relevant to green
economy.

From the analysis, three focus sectors were chosen: building and construction,
bioeconomy (agriculture and forestry) and experience economy (tourism).

> > KQ’QJ @ N
N N © < N B % GVA change

Figure 3 GVA change of the green economy sectors in Southern Estonia between 2000-2010 (own
elaboration).
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Figure 4 GVA of the green economy sectors in Southern Estonia in 2010 (own elaboration).

When it comes to the GVA of the sectors, building and construction sector has the
highest value added (Figure 4). Despite a recent slowdown in construction activities,
restoration of the existing building stock and increasing energy efficiency are very
important issues in the discourse of development policy and will stay on the agenda for
years to come. Like many regions in Eastern Europe, a primary driver in this aspect is the
fact that most of the houses were built during the Soviet era (i.e. communist style super-
blocks) and desperately require restoration activities in order to improve their livability
and resource performance. Notably, this applies to both urban and rural areas alike,
since many of the buildings in rural areas are Soviet era apartment blocks. Improving
energy efficiency and using of natural construction materials in the building sector are
among the issues that are high on the agenda of the government.

Bioeconomy sector has traditionally been a strong economic activity in Southern
Estonia. Although the agricultural activities have experienced a decrease in the last
couple of years, the sector accounted for the third largest share of GVA in the region in
2010. Knowledge and experience already exist today and a further development of the
sector is especially beneficial for the long-term sustainability of the rural areas. An
increase in biomass use from forestry and diversification of traditional agricultural
practices (e.g. organic farming) are among the future opportunities which also find
support in the strategic development plans at the county level.

The sector definition in this study included only A01 (Crop and animal production, hunting
and related service activities), A02 (Forestry and logging) and A03 (Fishing and
aquaculture). Unfortunately, we were not able to obtain data with a sufficient
classification on the trade of agriculture and forestry products because these activities
are generally accounted at the NACE three digit level.

Tourism sector contribution to the GVA is relatively small today but a positive GVA
change occurred between the years 2000 and 2010, which was the third highest among
the sectors analyzed in the study (Figure 3). Tourism development based on natural and
cultural heritage is high on the agenda of the county governments and in the region as a
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whole. Tourism plays an important role in creating new jobs in the rural areas,
diversification of the rural economy and increasing the attractiveness of the region for
young people through creating a positive image. In the light of a growing demand for
green products and services, the region sees its strength in development of tourism that
is based on region’s rich natural resources and cultural traditions, promoting of organic
food and also natural healing.

Transport sector’s contribution to the GVA is the second largest in the region, with H49
(land transport and transport via pipelines) and F42 (civil engineering) having a
significant share. With a growing number of motorized vehicles, road transport is
especially dominant in the region. County governments support this by prioritizing
investment in improving road infrastructure in rural areas, which is viewed as an
important prerequisite for the economic growth (increasing the efficiency of enterprises,
working and mobility opportunities of people, etc.) but does not have a direct link to green
economy.

Railway infrastructure has experienced a positive development over the past few years
as significant investments in infrastructure development and efficiency have been made.
If the positive development continues in future, more passengers and freight carriers will
be choosing rail over road transport, which would have a positive effect on carbon
reductions and minimization of pollution from the road traffic in the medium to long term.

The new Koidula railway station on the border with Russia (and a border crossing point)
was opened for railway traffic, mainly freight, in 2011. It merges the Tartu-Pechory and
Valga-Pechory railways just before the border. Further development of services related to
transit, especially rail freight, are planned in this area. Valga county is aiming to become
one of the distribution centres for the Chinese goods entering Europe by rail (Estonian
Ministry of the Interior 2009).

Rail Baltica one of the priority projects of the EU: TEN-T and is currently under
construction. It will intersect Southern Estonia region (Tartu-Valga- Joégeva). The first
phase of the construction is expected to be completed in 2015. The project is supposed
to link Finland, the Baltic States and Poland and also improve the connection between
Central and Eastern Europe and Germany.

Manufacturing is also quite important in the region. C31 (Manufacture of furniture)
accounts for the largest share of GVA, followed by C25 (Manufacture of fabricated metal
products, except machinery and equipment) and C22 (Manufacture of rubber and plastic
products). This sector experienced the highest GVA change between 2000 and 2010,
however this significant growth is attributed specifically to C21 (Manufacture of basic
pharmaceutical products and pharmaceutical preparations), which recorded 1459% GVA
change in this time period. Since the green component of these activities is not clear,
manufacturing sector was not chosen for further analysis in this study.
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Although green research and eco-innovation is not among the leading sectors when it
comes to the share of GVA in the regional economy today, the sector has a significant
development potential. GVA change of the sector was the second highest in the region
between 2000 and 2010. Such activities as M72 (Scientific research and development),
M74 (Other professional, scientific and technical activities) and M70 (Activities of head
offices, management consultancy activities) recorded the highest growth in this time
period. However, as long as the definition of the sector is quite general, it is hard to judge
how green the specific activities are.

The activities and potential related to green research and eco-innovation are unevenly
distributed across the region. Knowledge-intensive economy has the best prospective in
the larger growth centres, such as the city of Tartu. Hence it is logical to assume that
both jobs and knowledge will continue to concentrate in strong urban centres, which may
even aggravate the regional inequalities.

Lastly, the Energy sector’s contribution to the regional GVA is quite modest. Neither
mining of coal and lignite, nor extraction of crude petroleum and natural gas takes place
in Southern Estonia, and Water and waste management also has a very modest
contribution to the GVA.

ESPON 26



3.2 Description of the selected key sectors

3.2.1 Building and construction sector

When it comes to building and construction sector, this case study focuses mainly on
greening of the new and existing building structures, as these practices are currently
prioritized at the state level and the concrete initiatives have been taken. Although the
impact of construction and related branches — spatial planning, architecture, engineering,
and real estate is important to consider, an analysis on green performance of these
branches is difficult to perform.

In general, the building and construction sector in Estonia has had its ups and downs in
the development, closely linked to the overall state of economy and the purchasing
power of the population. From 2003 a significant growth occurred, with a peak in 2007. In
addition to the residential buildings (new private houses, semi-detached houses and
apartment buildings), a large number of shopping centers and office spaces were built.

In the following years of recession, the construction volumes decreased by almost half
and unemployment rose to the record levels. While many construction companies went
bankrupt, the tough competition on the market has also significantly improved the
performance of the construction enterprises. While the share of export has never been
higher than 3-5%, in the beginning of 2011 it rose above 10% (KredEx 2012).

When it comes to the building stock, about 70% of dwellings in Estonia are apartment
buildings originating from the Soviet era. According to the Statistics Office in Estonia, in
order to maintain the existing housing stock, which has an average life expectancy of 60
years, about 1/60 of existing building units or 670000 m? shall be newly built or
reconstructed per year (KredEx 2012).

It should be noted that almost 96% of Estonian housing stock is privately owned as there
is almost no municipal or social construction in Estonia. The share of reconstruction
works is projected to remain high in the following years, since not many can afford
building new houses and apartments in the current economic situation. However, when
the average income of the population increases in future, favoring building of new houses
should be prioritized (MKM 2013).

3.2.2 Agriculture

In Southern Estonia agriculture is most developed in Viljandi and Jogeva counties. Voru
county has the largest number of organic producers in Estonia.

After regaining the independence in 1991 and the following industrialization process in
the beginning of 2000s’, the role of agriculture in the economy of the country decreased
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rapidly.

Most of the state-owned enterprises were privatized and the number of agricultural
ancillary enterprises also decreased. From 2001 to 2010 the number of agricultural
holdings and the farm labor force have decreased by 65% and 60% respectively. A
similar trend occurred in other EU countries during that time (Statistics Estonia 2012).

In 2010 there was 34.9% less agricultural land in use in comparison to 1991. At the same
time due to various support provided in the framework of CAP, the use of agricultural
land and crop acreage has increased from 2004 to 2010. Unused agricultural land which
is maintained in good agricultural and environmental conditions accounts for about 56%
of the increase.

Although the value added of agriculture to the country’s economy has decreased, it
continues to play a significant role in food supply, in the rural economy, and in shaping
cultural landscapes. Food industry is the main buyer of domestic agricultural produce.

Although livestock farming fell by 7% between 2001 and 2010, mostly due to the
disappearance of cattle breeding in small holdings, it is still the most important branch of
the agricultural production in Estonia. The main crops grown in Estonia today are cereals,
rape, vegetables and potatoes (Statistics Estonia 2012).

Dairy products account for almost one third of the food processing industry, followed by
meat products at 18%. More than a quarter of food industry production goes for export,
mainly to the other EU Member States. Estonian milk has a high export potential. About
half of all cheese and one third of pork produced in the country are exported.

Most of the holdings (75%) in the country are small, accounting for about 5% of the
standard output. There are relatively few large holdings in Estonia but they produce
about three quarters of the total standard output. In recent years the number of large
holdings has been growing. The predominance of large-scale farmers can be explained
by the fact that this form of production is more profitable in respect to the current prices
and the level of subsidies in Estonia today (Statistics Estonia 2012).

In contrast, small-scale farmers are having hard time to survive on the market. Very few
of them apply for grants and subsidies on investment. Many small farmers start to
develop activities in specific fields, such as organic farming. Therefore, despite a rapid
decrease in a number of holdings, the number of organic farming holdings and the size of
organically farmed agricultural areas are increasing.

3.2.3 Forestry

Besides agriculture forestry plays an important role in assurance of the sustainability of
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rural regions. Forest has cultural, socio-economic and ecological value and is therefore
an important sector of green economy.

About 36% of forest in Estonia is managed by State Forest Management Centre (RMK),
35% by private forest owners and 17% is unreformed land and out of active management
(Envir 2008). Today there are approximately 80,000 private forest owners (natural and
legal persons) in Estonia.

The average private- and state forest reserves in Southern Estonia is 219.6 m*/ha and
the average annual forest increment is 5.7 m*ha, which is significantly higher than
Estonian average values of 207.3 m*ha and 5.2 m*ha (Figure 5). About 2762496 m® of
forests are being cut in Southern Estonia region annually. Despite cuttings, the resources
of forest stands have been increasing over the past decade due to reforestation (TREA
2013).
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Figure 5 Forest reserves and annual increment in Southern Estonia by county in 2010 (adapted from
TREA 2013).

In the country as a whole, forest sector makes up one fourth of the
turnover of the Estonian industry. Timber is among the dominant export
industries in the region. It is mainly the lumber and pellets that are
exported whereas round wood is utilized domestically (Kiikas, M. 2013).

In addition to the use of timber in construction and furniture industry, forest is an
important source of renewable energy in the region. Firewood, wood waste (including
wood chips) and pellets are the three main wood-based energy products produced in
Estonia. One of the largest pellets manufacturers is located in Southern Estonia in Tdrva.

3.2.4 Tourism

The multitude of natural and nearly natural ecosystems, the rich cultural heritage and
traditional know-how form an essential strength of the region, especially considering the
development opportunities related to the growth of tourism. The most popular
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development trends are nature and rural tourism, as well as family and active tourism
(sports and cultural events).

The two main tourist attractions in Southern Estonia today are the city of Tartu and
Otepaa sport facilities. Otepaa is sometimes called the winter capital of Estonia, as it
hosts one of the best-known winter sports centers in the Baltic region.

Ethnic and cultural identity in Southern Estonia can also be considered as important
tourism resources. The best examples can be found in the area south of Lake Peipsi,
Setomaa. The Estonian part of Setomaa consists of lands in Pdlva and Véru counties
(Mikitamae, Meremae, and Varska rural municipalities). Another specialty of the region is
the community of Russian Old Believers on the west banks of Lake Peipsi.

There are a number of churches, manors and ancient building which are interesting from
the architectural point of view. Many of them require restoration and renovation.
Numerous former military, industrial and agricultural facilities left from the Soviet times
can be found both in urban and rural areas. People are moving away from the rural areas
and leaving their farms behind. On the one hand they are ‘littering’ the natural
environment, but on the other hand they could also become tourist attractions once taken
care of and renovated.

There are more domestic tourists than foreign ones in the region today (Table 8). The
majority of foreign tourists come from Latvia, Russian Federation, Finland and Germany.

The highest accommodation figures are in the city of Tartu, whereas the lowest are in
Jdgeva and Viljandi counties.

Accommodation in rural tourism accounts for approximately 66% of the tourist
accommodation in Estonia. Although the number of accommodation establishments,
rooms and beds almost doubled in Southern Estonia throughout 2004 to 2011, the
growth is still described as slow. Southern Estonia has more than 125 hiking and fitness
trails. The largest number of the trails is in Tartu and Pdlva counties. Hiking in the forest
is the most popular nature tourism service offered in the region today (74%), followed by
bog hiking (47%), landscape observations and cannoe hikes (LE-T 2009).

County 2005 2011

Jogeva Total number of tourists 21035 32156
domestic tourists 18618 28667

Polva Total number of tourists 74510 86254
domestic tourists 66923 69751
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Tartu

...Tartu city

Valga

Viljandi

Voru

Total number of tourists

domestic tourists

Total number of tourists

domestic tourists

Total number of tourists

domestic tourists

Total number of tourists

domestic tourists

Total number of tourists

domestic tourists

199537 321638

82683 175608

191754 276533

77783 141957

152345 146448

115265 100689

41900 60655

27710 47778

49407 76451

38213 64778

Table 8 Total number of tourists in Southern Estonia by county in 2005 and 2011 (adapted from LE-

T 2009).

In 2010 about 18% of the territory was protected within the EU Natura 2000 network in
Estonia. On the one hand, the economic activities in the conservation areas are limited;
on the other hand, these areas have a good potential for ecotourism development (SEIT

2011).

3.3 Main policy documents with an impact on green development of
the sectors

There is a large number of strategies, communications, directives and regulations, which
steer a greener development of the sectors looked upon in this case study. The tables
below highlight the most important ones.

Table 9 EU legislation and policy

Type of policy

Policy (and short description)
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EU Roadmaps

Europe 2020

Released in 2010, EU 2020 Strategy is a long-term growth strategy for the
EU, which aims to create the conditions for a more competitive economy in
Europe with a higher employment. It steers the transition to a greener
economy through promoting growth that is smart, sustainable and inclusive;
by promoting a more resource efficient, green and a more competitive
economy.

The Strategy has targets related to increasing the energy efficiency,
modernization the building sector and increasing the green investments.

The 20/20/20 target has a relationship to buildings and construction through
investment in renewables and modernizing the transport, energy and building sectors.

The Roadmap to a Resource Efficient Europe & the Roadmap for
moving to a low carbon economy in 2050

The two roadmaps are parts of the Resource Efficiency Flagship of the
Europe 2020 Strategy. The Resource Efficiency Flagship outlines how
Europe’s economy can be transformed into a more sustainable one by 2050.
It supports the shift to a low carbon economy, promotes the use of
renewables and increasing energy efficiency.

The Roadmap to a Resource Efficient Europe supports reducing fossil fuels
use via better energy efficiency and renewable energy use in the buildings;
building zero energy buildings and increasing the renovation rate of existing
buildings.

The Roadmap for moving to a low carbon economy in 2050 promotes the
reduction of the GHG emissions through improvement of energy performance
in buildings and especially supporting the refurbishment of the existing
buildings; as well as by applying the agricultural and forestry practices that
can improve the preservation and sequestration of carbon.
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Other important
communications

Communication from the Commission to the Council and the European
Parliament of 10 June 2004 - "European Action Plan for Organic Food
and Farming" (COM(2004) 415)

The Commission sets out its general guidelines on organic farming.

The Commission supports market development by providing information
about the principles, objectives and benefits of organic farming to the
consumers.

The Commission urges Member States to make full use of all the Community
instruments and measures, such as national and regional action plans,
available within their rural development programmes.

The Commission urges to preserve the integrity of organic farming to reduce
obstacles to trade caused by the existence of too many different standards.

Commission Communication of 27 March 2001 to the Council and the
European Parliament: Biodiversity Action Plan for Agriculture (Volume
1ll) [COM(2001) 162 final - not published in the Official Journal].

Communication of 7 December 2005 “Biomass Action Plan” (COM
(2005) 628)

The Communication points out measures to encourage the production of
energy and materials from wood, waste and agricultural crops. The Action
Plan aims to reduce the insecurity of investors by evaluating the physical and
economic availability of different biomass types and by setting priorities
regarding the biomass types in use and ways of developing them.

Communication on Sustainable Buildings (2013) is an indicative roadmap,
which is put forward to contribute to achieving the targets of the Roadmap to
a Resource Efficient Europe. It aims to improve the resource efficiency of the
building sector and, thus, boost its competitiveness while improving the
environmental and climate performance of the sector.

EU Directives

Directive 2006/32/EC

Directive on Energy End-Use Efficiency and Energy Services calls the
Member States to develop high quality and efficient energy audit schemes in
buildings. It sets the target of saving 9% of final energy consumption during
the period of 2008-2016.

The 2016 target for Estonia is to achieve 9.9 PJ savings as a result of the
energy conservation measures implemented in the period 2008-2016.

Directive 2010/31/EU

Directive on Energy Performance of the Buildings sets the following
requirements:

- all new buildings should be nearly-zero energy buildings by 31 December
2020;
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- after 31 December 2018, new buildings occupied and owned by public
authorities are nearly zero-energy building;

- Member States are required to draw up national plans for increasing the
number of nearly zero-energy buildings;

- large existing buildings that are to be renovated should meet minimum
energy performance requirements;

-energy certification of buildings should be applied;

- the general framework for a methodology of calculation of the integrated
energy performance of buildings should be developed.

EU regulations

Council Regulation (EC) No 1698/2005 of 20 September 2005 on support
for rural development by the European Agricultural Fund for Rural
Development (EAFRD).

This Regulation lays down the general rules governing Community support for
rural development, financed by the EAFRD. It also defines the aims of rural
development and the framework governing it.

The Fund contributes to improving:

o the competitiveness of agriculture and forestry;

e the environment and the countryside;

¢ the quality of life and the management of economic activity in rural
areas.

The Fund complements national, regional and local actions, which contribute
to Community priorities.

Implementing the national strategic plans of the EAFRD is carried out through
rural development programmes containing a package of measures grouped
around 4 axes.

EU Organic Farming Regulations (EC) No 834/2007 and (EC) No
889/2008 provides detailed rules for production, processing, marketing,
control and labelling.
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Table 10 National and regional policies

Type of
policy

Policy (and short description)

National
strategies

The Estonian National Strategy on Sustainable Development — Sustainable
Estonia 21 (2005)

The Strategy focuses on long term sustainable development of the Estonian state
and society until the year 2030, integrating the economic factors with the principles
of sustainable development and preservation of the traditional values of Estonia.
Four development goals outlined in the Strategy are:

1. Viability of the Estonian cultural space
2. Growth of welfare
3. Coherent society

4. Ecological balance

Within the third goal, the Sustainable Estonia 21 covers the societal aspect of green
economy. The aim is to achieve social inclusion and increase in regional balance,
develop a strong civil society and overcome the large in-country differences in
Estonia by 2030.

The fourth goal of the strategy promotes a more sustainable use of natural
resources, reduction of pollution and preservation of biodiversity and natural areas.
The strategy promotes the development of sustainable tourism products.

Estonian Environmental Strategy 2030

The main aim of the Estonian Environmental Strategy is to ensure a good status of
natural environment while taking into account the connections between economic
and social spheres.

Improving the indoor climate is among the objectives. The Strategy supports the
increasing development of ecological buildings and technologies and the
replacement of construction materials that contain asbestos with healthier materials.

In the field of forestry the strategy promotes the development of forestry sector that
satisfies ecological, social, cultural and economic needs in a longer than 25 years
perspective.

The vision is that agriculture will be dominated by organic farming and farm tourism,
as well as hobby farms. The pressure of economy on nature will be decreased.
Resources will be used much more efficiently and the application of environment-
friendly technologies will increase. Local products and the use of local renewable
resources will be preferred. Estonia is notable in the EU for low energy consumption
per production unit.

The Strategy is implemented through the National Environmental Action Plan of
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Estonia for 2007-2013, which is based on the current EU programming period 2007-
2013.

National Strategic Reference Framework (NSRF) for the EU Structural Funds for
2007-2013 is drawn up drawn up as part of the “State Budget Strategy 2007-2010".
The aim of the activities envisaged under the NSRF is to direct the development in
the long-term towards fulfillment the objectives set out in the Sustainable Estonia 21
Strategy with the contribution from the EU structural funds.

Increasing of the efficiency of energy consumption and energy conservation by
energy consumers is among the objectives. Support is foremost provided for the
auditing and reconstructing of apartment buildings.

Estonia 2020 Strategy

Estonia 2020 Strategy and its Action Plan 2011-2015 were developed in response
to the need to fulfill the obligations expressed in the Europe 2020 Strategy.

The targets set out in the Europe 2020 Strategy are translated into national targets
expressed in Estonia 2020 Strategy. Estonia 2020 Strategy outlines the main
political incentives and measures for increasing the competitiveness of Estonia.

The Strategy aims to reduce the general resource-intensity of the economy through
increasing energy efficiency. The Strategy sets a goal of keeping the final energy
consumption in 2020 at a level of 2010 (reducing the final energy
consumption by 11% in comparison to the forecasts for 2020) and 25% share
of renewable energy in gross final energy consumption by 2020.

Estonia 2020 Action Plan 2011-2015 includes measures relevant for the
building sector:

« Implementing stricter energy efficiency requirements for
new and reconstructed buildings starting from 2013. The
state will lead by example, constructing new public sector
buildings energy-efficiently;

e Continuing investments in energy saving measures in
public and municipal buildings;

e Continuing to provide the energy efficiency support
schemes for the reconstruction of apartment buildings;

e Developing a support scheme for energy-efficient
renovation of private dwellings, which includes
reconstruction of dwellings and application of renewable
energy solutions.

Regional Development Strategy of Estonia 2005-2015

The overall objective of the Strategy is to support the development of all regions
(not only problematic ones) in order to make all regions in Estonia attractive places
to live and work.

The strategy takes into account the particular characteristics of different regions.
About 80% of the activities are financed through the European Regional
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Development Fund (ERDF). In the field of environment, the support is provided to
the nature protection and environmental education infrastructure, the development
of supervision and monitoring and renewable energy.

The Estonian Rural Development Strategy 2007-2013 as a strategic document
and the Estonian Rural Development Plan 2007-2013 as its implementation
document are prepared to support the regionally balanced development of rural
areas, mainly through the European Agricultural Fund for Rural Development.

Estonia’s Rural Development Plan (ERDP) for 2007-2013

The ERDP aims at improving the competitiveness of the agricultural and forestry
sector, the environment and the countryside, improving the quality of life in rural
areas and diversifying the rural economy (incl. non-agricultural production, rural
tourism, crafts).

Building Act

The Building Act entered into force in 2003. It provides the requirements for
construction works, building materials, construction products, building design
documentation, and the basis and procedure for the design, building and use of
construction works.

The National Energy Efficiency Programme 2007-2013 was approved in 2007. It
is a key strategic document aimed at improving energy efficiency and fuel savings in
Estonia. It calls for applying stricter energy performance standards in new and
renovated buildings from 2013. The government should set an example by
constructing new public buildings with maximum energy efficiency.

In the Second Energy Efficiency Target Programme for 2007-2013 more than
100 measures for increasing energy efficiency in various sectors are presented. The
savings of fuels and energy have to make approximately 5.1 PJ from 2008 to 2013.

The Action Plan also sets out more strict criteria for public procurement. In
the field of building sector it sets the following objectives:

e continuing the support programmes for energy
conservation activities in multi-storey residential houses;

e implementing the new measures for energy saving in
private small houses;

e support for renovation of public sector buildings

The National Development Plan for Housing Sector 2008-2013 sets out the
targets for improvement of energy conservation in apartment buildings and for
raising awareness in order to improve the housing fund in Estonia.

National Development Plan of the Energy Sector until 2020

e to achieve 9.9 PJ savings as a result of the energy conservation
measures implemented in the period 2008-2016 ( 6.6 PJ in the
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period 2008-2013);

e to keep the final energy consumption in Estonia at the same level
in 2020 as it was in 2010. This means that energy consumption
must stay at 121.3 PJ;

e to construct at least 10 publicly accessible nearly zero-energy
buildings of various types with total usable area not less than
5000 m? in Estonia by 2015.

Organic Farming Act

Organic Farming Act was adopted in 2006. It provides for the requirements for
operating in the area of organic farming in the part not covered by regulations of the
EU; specifies control and labeling.

Estonian Organic Farming Action Plan 2007-2013

The action plan promotes the expansion of the organic sector in Estonia,
making it more easily available to consumers. Organic Farming Action
Plan has the following goals:

e to increase the organic agricultural area from 72 800 hectares
(2006) to 120 000 hectares by 2013;

e to increase the number of active organic farms from 1173 (2006)
to 2000 by 2013;

e to enlarge the number of organic processing facilities from 14
(2006) to 75 (2013);

e to increase the share of domestic organic products to from 0.15%
(2006) to 3% by 2013.

Estonian Forest Development Plan 2011-2020

The objective of the Forest Development Plan is to maximize the contribution of the
forest sector to national economy and the welfare of society in a sustainable way. It
aims to ensure the viability and productivity, diverse and efficient use of forests,
including the recreational and leisure activities. The plan regulates the forestry
development in such matters as forest renewal, biodiversity and forest protection

Forest Development Plan encourages in the long run the enhanced use of wood
in timber and energy in order to increase local consumption, as well as to
increase the international competitiveness of the forest and wood industry.
The plan calls for a maximum utilization of wood produced in the process of forest
management. According to the Development Plan, in order to ensure a sustainable
use of forest areas, 12-15 million m>of forest material should be used annually in
the country.

Estonian Forest Policy

Estonian Forest Policy was adopted in 1997. It acknowledges a high
environmental and ecological value of forests. The two important
objectives of the Estonian Forest Policy are supporting sustainability of
forestry and efficiency in forest management, which secures an efficient
production and effective use of forestry products and services. The policy
also sets the goals related to holiday and recreational opportunities that
forests provide. The policy also specifies the role and responsibilities of
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private forest owners.
Forest Act

The fourth version of the Act entered into force in 2007. The purpose of
this Act is to ensure the protection and sustainable management of the
forest as an ecosystem. The sustainable forest management should
satisfy the ecological, economic, social and cultural needs. It should
guarantee the biodiversity, productivity and the regenerative capacity of
forests.

National Waste Management Plan 2007-2013 promotes the use of
wood waste as biomass. One of the objectives is to stop direct depositing
of wood waste in landfills. It encourages the following treatment of wood
waste: composting together with waste water sediment and other
biodegradable waste; and burning for energy production (also in the form
of briquette).

National Long-term Development Plan for the Fuel and Energy
Sector promotes wood as an environment-friendly source of heating and
encourages the greater use of logging waste. The strategic objectives
are: to ensure that by 2020 electricity produced in CHPs forms 20% of
the gross consumption; until 2010, maintain the volume of primary
energy consumption at the level of the year 2003.

Development Plan 2007-2013 for Enhancing the Use of Biomass and
Bioenergy

Among other issues, the plan promotes the increased use of biomass (mainly
cutting waste and unconventional biomass), setting a target of 3% biomass used for
energy production of national gross consumption by 2013. It is stressed in the
development plan that public procurement should be used to motivate biomass and
bioenergy consumption.

Other targets 2013 include:
GHG emissions from agriculture: 702 CO, eq Gg
Area under energy crops: 100 000 ha

Share of district heat produced from renewables in total district heat: 33%

Estonian National Tourism Development Plan 2007-2013

The overall objective of the Development Plan 2007-2013 is to ensure a competitive
and sustainable development of tourism sector.

The focus is on promoting Estonia as a travel destination, increasing the number of
foreign and domestic tourists in Estonia, tourism infrastructure improvements,
supporting the development of tourism products and services based on national
traditions and typical features, as well as nature and countryside tourism products.
Among the overarching goals is to ensure that the tourism services and attractions
are of high quality and in accordance with the principles of sustainable
development.
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Measure 2.5 supports the promotion of sustainable tourism and include the
following activities:

* Promoting the implementation of sustainable development principles;
» Promoting the development of ecological tourism products;

* Promoting the implementation of environmental management systems and
certification.

Regional
strategies

Tourism Development Plan in Southern Estonia until 2020 was developed in
2009.

The Development Plan aims to improve the economic performance and value
added of the tourism sector — to increase the revenues, create new jobs and
promote the regional development in general. The Development Plan also aims to
contribute to building a visible and attractive image of the region, utilizing the
regional strength, which are the rich cultural heritage, beautiful natural environment
and purity. The Development Plan primarily supports the activities in the field of
marketing and product development, improving the quality of service and
strengthening the regional cooperation.

National
legislation
transposing
the
directives

The Regulation of the Government Minimum Requirements for Energy
Performance of Buildings (No. 258 of 20 December 2007)

Integrated energy performance indicators (kWh/m2 a year)

Building type New buildings | Buildings undergoing
major renovation

Family houses (incl. | 180 250
semi-detached

houses)

Apartment houses 150 200

The specific heat transmission of the rooms’ envelope cannot exceed the value of
0.5 W/(m2-K). The specific heat transmission through the outer shell (envelope) of
the building must be 1.0 W/(m2-K) or lower. For small houses the maximum heat
transfer values of building shell are fixed, for other types of buildings the influence of
internal indirect sources of heat may play an important role. The requirements are
fully in force since July 2009.

3.4 Description of interrelation between the sectors

Close linkages between the sectors can be observed. Development of tourism is highly
dependent on the accessibility to tourism attractions. Thus, better access to remote
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areas, as well as canalization, electricity and network coverage contribute to the
attractiveness of the tourist destinations. At the same time the development of
infrastructure puts a pressure on the environment, which is undesirable from the
sustainability perspective. Promoting of alternative means of transportation, such as
biking, could have a positive impact on tourism development.

Tourism is also interrelated with the agriculture sector, as it sustains the local agricultural
producers and the service sector. Tourists assign a great importance to the local food,
natural products and handcraft, which brings additional income to the local agricultural
producers. Organic food can become one of the trademarks for Southern Estonia in
future, which would also have a positive influence on food industry and tourism
development.

Forests provide a variety of wildlife and recreation activities to the tourists, which are
highly valued in Southern Estonia. In addition, tourism development is naturally linked to
the consumption of natural resources in other sectors, also in terms of buildings,
transport, water and waste management. There are a number of abandoned buildings
from the Soviet era, as well as old farms in the rural areas. Once renovated, they could
become popular tourist attractions and could be taken into use for tourism purposes.

Agriculture as we know it today is much more than just food production. Other functions,
such as environmental protection, tourism, tackling climate change, recreation and
preservation of cultural heritage are becoming increasingly important.
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4 Performance of the key sectors of green economy -
How green is the economy in the region?

4.1 Building and construction

The value added of building and construction sector to the country’s economy was the
highest in 2007-2008 and then dropped significantly due to the economic crisis (Table
11). In 2011 the construction sector accounted for about 6% of the GDP. According to
projections, the value added of the sector will rise in future coupled to the overall
economic recovery in Estonia but is unlikely to rise to the levels of 2007.
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Table 11GDP in Estonia and the share of construction sector in GDP during 2006-2011 (adapted
from KreEx 2012).

The employment in the sector has been decreasing over the last couple of years. If in
2007 there were about 82 000 people employed in the construction sector in Estonia,
then by the beginning of 2010 this number dropped to 48 000. In 2011, a slight increase
in employment rate was observed, which is primarily attributed to increased
reconstruction of buildings with the revenues received from the CO, quota trade.
Reconstruction works accounted for about 60% of the building related works in Estonia in
2011 (Table 12).

2006 2007 2008 2009 2010 2011
Total number of employed | 646 300[ 655300 656500] 595800 570900 605100
Emploved m the conshuction sector 63 600 82100 81 000 58 300 479001 59000
then share m total employment 9,8% 12,5% 12,3% 9,8% 8,4% 9, 7%

Table 12 The number of employed in the construction sector and their share in total employment in
Estonia (adapted from KredEx 2012).

In Estonian energy conservation policy, the main attention is on energy conservation in
buildings, as households are the largest energy consumers (Figure 6).
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When it comes to the quality of housing stock in Estonia, it can be noted that most
buildings are energy inefficient and require renovation. Estonian annual heating energy in
the buildings is about 200-400 kWh/m?2, which is considerably higher than the figure in
industrial nations with a similar climate — 150-230 kWh/m?2. This indicates that there is a
high energy saving potential in the existing housing stock (KredEx 2012).

The interim target of 3.3 PJ of energy savings set in the Energy Efficiency Plan 2007—
2013 for 2010 was achieved as a result of the energy conservation measures. However,
the mid-term overview of implementation of Energy Efficiency Plan 2007-2013 showed
that so far there are not enough data to perform a thorough analysis of the effectiveness
of the energy conservation policy.

There are no specific policy targets in the building and construction sector in Southern
Estonia region. The stricter requirements when it comes to energy performance of the
new buildings apply across the whole country.
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Figure 6 Estonian energy consumption structure by energy sources and sectors in 2008

Until 2015 several samples nearly zero-energy buildings will be constructed, as stipulated
in the National Development Plan of the Energy Sector until 2020.

The saving potential in residential sector is especially high in houses built before 1990.
Unfortunately there is no statistics available about the implemented refurbishment
measures and their contribution to energy saving. It is estimated that about one third of
heat can be saved, depending on the level of investment for refurbishment measures
(Table 13).
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Indicator Unit Value
Average specific heat consumption
.. before refurbishment kwh/m’ a year 250

... after refurbishment kWh/m? a year 200

Reduction of energy demand

... final energy GWh 360

___ primary energy GWh 566
Reduction of emissions

. CO; 10° ton 115

... 502 ton 560

... NOy ton 230

Table 13 Estimated results of refurbishment measures during 2003 - 2006 (adapted from TTU
2007).

The majority of reconstruction measures today are aiming at increasing energy efficiency
of existing buildings by improving thermal insulation, replacing windows, renovating the
heating system etc.

Other important pillars of greener construction are the choice of environmentally friendly
materials, minimizing the use of resources while maximizing the reuse. Since 1 July 2013
the Regulation No 305/2011 of the European Parliament and the Council entered into
force in Estonia, which promotes sustainable use of natural resources, notably taking into
account the recycling and/or reuse of construction works or materials and the use of
environmentally-friendly construction materials. Since the regulation has been recently
introduced, it is quite difficult to judge its implementation in Estonia today.

An important factor which contributed to energy

efficiency improvement in households has been
the introduction of heat metering (incl. hot water
meters in apartments) between 2000 and 2010
which gave incentive to take efficiency
measures.

Although improving the indoor climate
affected by building and design errors
and the extensive use of artificial

materials in building and furnishing is

The first passive house in Estonia, as well as
in the Baltic States, was built in Valga in June
2009. It is a kindergarten ‘Kaseke’ and its
construction was initiated by Valga Town
Council with the financial support from the EU.
The heating costs declined by 50% while the
electricity bill increased by 30%. The monthly
total energy bill is about 30% lower than
before the reconstruction of the building.

among the objectives of the Estonian Environmental Strategy 2030, these
measures are given considerably less attention in Estonia today.

Estonians have traditionally used round logs for construction of farm houses.
Manufacturing of wooden houses is quite well developed today and it is a highly
competitive industry. There are about 140 enterprises involved in production across the
country and significant share of them comes from Southern Estonia. About 85-90% of
wooden houses produced in Estonia are exported. Estonia is the 4th largest exporter of
wooden houses in the EU (Puitmajaliit 2013).
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The use of alternative construction
techniques is growing in Southern Estonia
(Text Box below).

Small wind turbines are installed mainly in
rural areas and the total number in Estonia is
about 50. The solar collectors for heating up
the water are becoming more popular over
the years. They are being installed both on

The traditional construction ways and local
construction materials are becoming more
popular in Southern Estonia. The original log-
constructing traditions are being popularized, as
well as the renovation of traditional clay buildings.
NGO Vanaaja maja arranges series of practical
renovating trainings on clay-construction and
raises awareness of clay construction traditions in
Véru county.

multi-storey and private houses, as well as commercial buildings. The total number of
solar collectors across Estonia is estimated to be around 100. The number of

photovoltaic panels in Estonia is smaller.

There are no reliable data available about the number of renovations and the overall
performance of building and construction sector in Southern Estonia regional. In general,
the situation in the region is similar to the rest of the country. The renovation activity is

higher in Tartu than in the peripheral areas.

4.2 Agriculture

Coupled to increased investments in agriculture in the beginning of the centrury, the
gross value added of agricultural producers in Estonia increased more than three times
from 1999 to 2012 (from 101.6 million euros to 345 874 thousand euros). Animal
husbandry makes up the biggest part of production value (51,3% in 2005).

Only 15 years ago a substantial part of labor force in rural areas of Southern Estonia was
occupied in agriculture, but this number is much smaller today. As shown in Table 14,
from 2001 to 2010 the number of people employed in the agricultural holdings in the
region dropped from 66 310 to 27 914. In 2010 the employment in agriculture, forestry
and fishery sectors together accouted for 4.2% of all jobs in Estonia, whereas in 1990 it

was 19.5% (EMU 2011).

Between 1995 and 2010, the share of agriculture in the employment has decreased by

about 60% in the whole country.
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Direct labor force of holdings

2001 2010
Jogeva county 11 346 4 608
Pdlva county 10 136 4200
Tartu county 14 123 5398
Valga county 6 560 3186
Viljandi county 12 228 4 840
Voru county 11917 5682
Total in Southern Estonia 66 310 27914

Table 14 Number of people employed at the agricultural holdings in Southern Estonia in 2001 and
2010 (adapted from Statistics Estonia 2013).

At the same time organic farming has been experiencing a rapid development in the last
decade (Figure 7). By 2012 organic land (144 149 ha) accounted for about 15.3% of all
agricultural land in use in Estonia. Additional 129 212 ha of natural areas were certified.
According to EUROSTAT (2010) Estonia has the third highest share of organically
farmed land among the EU countries — the highest was only in Austria (17%) and
Sweden (14%).
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Figure 7 Area of organic land 1999-2012 (adapted from Vetemaa 2013).

Southern Estonia has the largest number of organic farming enterprises (689 producers
in 2012), which is about 47% of the total number of organic farming holdings in the whole
country (Agricultural Board 2012) (Figure 8). According to the Rural Economy Research
Centre (2012), Tartu county came second in terms of the amount of organic land (14 694
ha) in Estonia in 2012.

Figure 8 Number of organic enterprises by county in 2012 (adapted from Agricultural Board 2012).

In 2011 Estonia achieved the target of 120 000 ha organically farmed land set in the
Organic Farming Actin Plan 2007-2013. Achieving a target of 3% share of domestic
organic products by 2013 in comparison to 0.15% in 2006 might be challenging.

Such a rapid increase in organic production can be attributed to an increased support to
organic farmers from the state and the EU structural funds. The farmers were especially
motivated since they could make use of the land that is not suitable for an intensive
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agriculture and would not have been used otherwise. The largest share of organically
farmed land is under semi-natural grasslands, which are appropriate for livestock
breeding. Nearly 2/3 of the organic farming enterprises in 2011 were involved in livestock
breeding, mainly sheep and goats. More than half of Estonian sheep is considered
organic.

At the moment, less than 15% of organically produced wheat and barley and only 0,4%
of organically produced milk are sold as organic product due to badly functioning
production-processing-marketing chain in Estonia (Agri 2010a).

When it comes to the energy consumption in the agricultural sector, the fossil fuels are
still prevalent. The energy consumption of the agricultural sector in Estonia was about 1.1
TWh in 2010, of which renewable energy constituted about 0.9%. Machinery fuel
consumption accounted for about 70% of the total energy use in agriculture. Optimizing
the productivity and efficiency of machinery is of a crucial importance for increasing the
energy efficiency in Estonian agriculture (Ahokas 2012).

The agricultural holdings are starting to improve their energy performance (including the
agricultural buildings), especially the larger ones since their investment capacity is
usually higher (Ahokas 2012).

There is a greater focus on on-site energy use. The indirect energy use, which also
includes pesticides, fertilizers, etc., is not measured in Estonia today. A study on indirect
use of energy by the enterprises involved in plant cultivation in Estonia showed that
about 65% of all energy consumption was actually attributed to the use of fertilizers
(Ahokas 2012).

In relation to climate change impact, the greenhouse gas emissions from the agriculture
sector have decreased over the years. This is also a result of decreased production and
the number of farm animals. Ammonia emissions into air, originating from livestock-
farming, account for about 70% of total emissions. National legislation today sets the
requirements to cover liquid manure storage facilities to avoid the emissions of nitrogen
compounds. The methane emissions from agriculture have decreased three times
between 1999 and 2004.

Since water use is not an issue of concern in Estonia, it is not often measured even in
livestock breeding, which is actually a big consumer of water.

There is no biogas production in Southern Estonia today. The 2010 Agricultural Census
showed that 34% of all holdings with agricultural land use manure as an organic fertilizer
and half of these holdings have applied manure with immediate incorporation. According
to one of the respondents, since agricultural production is not that intensive in Estonia,
the amount of manure available is rather too little than excessive (Statistics Estonia
2012).
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Almost no biomass is produced in the fields in the form of energy crops. Cereals straw is
not used as raw material for energy production, whereas rape and cereals are mostly
used for producing food and fodder (EBAP 2007). The grants for energy crops cultivation
were provided under Estonian Rural Development Plan during 2007—2009. Under this
support scheme, the energy crops were cultivated on 12 200 ha in Southern Estonia in
2009 (Table 15).

County 2007 2008 2009
1000 ha 1000 ha 1000 ha

Jogeva 1.2 2.1 2.8
Polva 0.5 0.6 0.8
Tartu 1.4 25 2.8
Valga 0.4 1.1 0.5
Viljandi 2.3 3.6 4.7
Voru 0.1 0.3 0.6
Soqthern Estonia 5.9 101 12.2
region

Table 15 The area that received grants for energy crops cultivation in Southern Estonia from 2007 to
2009 (adapted from TREA 2013).

When it comes to food habits of the population, which steer the demand for agricultural
products and thus have an indirect impact on green performance of agriculture, the
overall level of consumer awareness is still quite low. Although the popularity of organic
food is growing, the demand is relatively low and market is developing slowly.

Several vocational schools and the Estonian University of Life Sciences offer organic
farming courses, but it is not possible to obtain a degree in organic farming or to
specialize in organic farming (Maheklubi 2011).

4.3 Forestry

Wood industry is well developed in the region. Estonia is processing its
own and imported raw material. Estonia is one of the four European
countries, where the share of forestry sector in the GDP is higher than
10% (after Finland, Sweden and Slovenia) (Agri 2010a).

Wood processing industries are important employees in Southern Estonia.
18 900 people were employed in the forest sector in the whole country in
2010, which is about 3.3% of all jobs. As shown in Figure 9, the humber of
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people employed in

of a drop in 2008.

mechanical

sector (Valitsus 2012).

wood processing
expected to provide most of the jobs in forestry

the state forest was
increasing from 2007 to 2011 with the exception
In the coming vyears

In Voru town about 92% of heat
production comes from biomass
(mainly woodchips). The price for
heat energy is one of the lowest in
the region. By using biomass in
district heating, the town avoids

industries are

> e 2100 @ =vkenooy|  about 13 000 tons emission of CO,
2008 -:Eli 2900 Other people .
in the state fi per year

2010 851 4000

2011 819 4100

Figure 9 Number of people employed in the state forest. Source: RMK 2011.

Forestry sector can have a significant contribution to the green economy
through increasing the share of sustainable bioenergy production. In
Southern Estonia biomass (firewood, wood chips and forest waste)
accounted for about 7411 TJ or 37% of the total primary energy
consumption in 2011 which is higher than in Northern Estonia. The share
of biomass in the total primary energy consumption was the highest in
Voru and Valga counties — 53.3% and 42.6% respectively and smallest in
Pdlva county - 28% (TREA 2013).

Estonia fulfilled the obligations in the framework of Europe 2020 regarding
the 25% share of renewable energy in gross final energy consumption
already in 2011. Biomass accounted for 97% of the consumed renewable
energy. The share of renewable energy in heating and cooling accounted

The development of southeast Estonia
wood cluster was initiated in 2009 in a
project financed from the ERDF 2007-2013
and supported by the Enterprise Estonia.
The goal is to increase export capacity of
timber producers and raise a value added
of the companies operating in the region.
The project promotes an increased
cooperation between the companies and
sets the preconditions for the development
of a nation-wide wood cluster.

for 46%.

Under the Directive 2003/30/EC biofuels
should account for 5.75% of road
transport fuels in the EU by 2010. The
share of biofuels in road transport in
Estonia was only 1.82% in 2010, which
shows that Estonia is lagging behind the
EU targets (Agri 2013a).

Forest biomass is the main renewable
energy source in Estonia, which has been
traditionally used for heating for ages.
The advantage of the forest biomass is
that it does not require transformation
and can be utilized directly, whereas

energy production from manure, sludge and biodegradable municipal
waste is a more complicated and expensive process.

According to the estimations made in the Estonian Forest Development
Plan until 2020 about 2 million cubic metres of low-quality wood is being
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produced per year in the process of forest management. Logging waste
and sawdust are used mainly for improving the quality of forest roads
since the soils are swampy in Estonia. Forest residues can also be sold to
the CHP plants if the distance to the plant is short. About two thirds of
timber residues are left unused today. Ensuring an effective use of the
timber residues (forest residues, wastes and other raw materials) are
among the important objectives related to greening of the forestry sector
(Kiikas 2013; Aun 2013).

In 2011, RMK sold more than 200 000 m?® of forest cutting waste.
According to the RMK, much more of the forest residues could have been
sold if the demand was higher (Timberg 2013).

One of the indicators of sustainable forest management is that the mean
annual increment of growing stock exceeds the felling. In this regard
Estonian forestry has been doing well during the last decade since the
felling volumes remain at 70-80% of the allowed capacity per year.
According to Statistics Estonia (2010), forests have been underutilized
during the recent years in Estonia and to some extent forest felling can be
temporarily increased in the region, especially when it comes to mature
stands (Figure 10).

Figure 10 State forest reserves. Source: RMK 2011.

Integrating of sustainable forest management principles is more common among the
state owned forests. The state forest has hold the FSC certificate since 2002 and PEFC
certificate® since 2010, so it’s about 40% of all forests in the country. In case of privately
owned forests, the certification is not that common — about 50 000 ha of privately owned
forests are PEFC certified (Aun 2013).

The reforestation and maintenance of forest in case of privately owned forests is paid
considerably less attention in comparison to the state owned forests. In most cases
logging activities prevail. From the ecological point of view these forests have more
diverse composition of the forest cultures, so it's difficult to say whether it is positive or
negative.

3 PEFC is a national forest certification scheme, which has an overall objective to support the implementation of
sustainable forestry in Estonia.
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In total, about 10% of forest land in Estonia is under strict protection. When it comes to
the state forests, about 17% are strictly protected (Figure 11).

DIVISION OF

STATE FOREST (%) | 2007 | 2008 | 2009 | 2010 | 2011 %

Strictly protected forests 15 15 ‘ 17 ‘ 16 17 %
mic limitations 2( 20 2(

19
64

s 19%

Figure 11 Division of state forest. Source: RMK 2011.

In 2011, the budget for nature conservation works (restoration and
maintenance works and species protection) in state forests was EUR
750 000, which is three times more than in 2010. About 80% of the works
were funded by the European Regional Fund (RMK 2011).

When it comes to energy consumption in the forestry sector, the machines used to
perform forestry operations use the conventional fuel. Having in mind that most of the
equipment is not up-to-date their fuel consumption is considerably higher.

4.4 Tourism

Although tourism is not an economic sector with a high value added to the economy of
Southern Estonia (Figure 4) and will probably never rise to the level of bioeconomy or a
building sector, it has a high development potential in the region. Moreover, it makes a
useful contribution to the green economy.

In Estonia in total, about 18 610 people were employed in tourism related activities
(accommodation and food service, travel agencies and tour operator) in 2005 and 20 593
in 2011. The value added of these activities has increased by almost 1.4 times between
2005 and 2011 (from 155 248 to 215 142 thousand euros) (Table 16). There is no
statistics available on the employment figures in the tourism sector in Southern Estonia
region.

Considering that most of the tourism businesses are micro- or small-sized enterprises
(often family businesses) the employment in the sector is currently quite small. At the
same time, having in mind weak socio-economic structure and fewer employment
opportunities in the rural areas, tourism plays an important role in job creation and
diversification of the rural economy.
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Number of persons Value added,

employed thousand euros
Accommodation and food 16 810 135 428,3
service activities, 2005
Travel agency, tour 1800 19 819,7
operator reservation
service and related
activities, 2005
Accommodation and food 19 004 187 127,2
service activities, 2011
Travel agency, tour 1589 28 014,8
operator reservation
service and related

activities, 2011

Table 16 Number of persons employed and value added of accommodation and tourist enterprises
in 2005 and 2011 (adapted from the Statistics Estonia 2013).

The goals of the National Tourism Development Plan 2007-2013 are quite vague and
general, such as ‘the Estonian tourism products and services are of a high quality and in
accordance with the principles of sustainable development’. The targets set in the
National Tourism Development Plan 2006-2013 include measurable goals against which
the performance can be monitored and evaluated (number of overnight stays, export of
tourism services, decreasing seasonality, raising labor productivity in hotels and
restaurants etc.). There are no specific targets and indicators set in regards to
sustainability performance of the tourism sector, which makes it challenging to speculate
about the distance to policy target.

In the forthcoming National Tourism Development Plan 2014-2020 the sustainability
related objectives are given a notably greater emphasis. Activities aimed at development
of sustainable tourism are (MKM 2012):

e Raising awareness of sustainable tourism principles and recognition
of successful businesses and destinations;

e Development of guidelines for sustainable tourism based on the
sectorial needs;

e Development and implementation of international eco-labels (Green
Key, PAN Parks);

e Raising awareness of local eco-labels;

e Development of measures to increase the environmental
sustainability of tourism businesses (e.g., energy audits, advice on
energy saving measures and investments in increasing energy and
water saving).

e Development of environmentally sustainable transport solutions in
tourism destinations
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The tourism stakeholders stress in the interviews that the elements of sustainable
tourism have been usual for the tourism businesses for years since tourism in Southern
Estonia region is built on or around the attractions of the natural environment. Therefore
it is in the interest of tourism enterprises to ensure a valuable use of nature and
resources and to minimize the negative impacts on the environment. The respondents
note that many tourism enterprises are behaving sustainably, often unconsciously. The
share of tourism enterprises that have a strategic approach to sustainability is rather
small today. In most cases, the communication about the sustainability performance to
the customers has not been prioritized or considered important. Only a handful of tourism
enterprises applied for the Green Key4 eco-label in Southern Estonia.

The travelers’ awareness of the negative impact of tourism on the environment is
constantly growing, as well as the willingness to pay more for environmentally friendly
products and services. Recognizing this fact, more and more of tourism business today
are offering organic and locally produced food and other products, which gives them a
considerable competitive advantage.

Tourism infrastructure development and marketing of the region have been among the
prioritized actions in the recent years. These activities are important starting points for
tourism development, as without a proper infrastructure the convenient access to the
tourism attractions in Southern Estonia will be limited. Among the infrastructure
development projects are also those that contribute to the green economy, such as rail
transport and water transport on rivers and lakes (Peipsi and Vértsjarv).

There is a sufficient number of professional and higher education institutions offering
education and training in the field of tourism and hospitality in Southern Estonia and the
country as a whole. Today these subjects are taught at Parnu Colledge of the University
of Tartu, the University of Life Sciences and Véru County Vocational Training Centre.
The programmes also include such modules as rural tourism and environmental impacts
of tourism sector.

* More information about the Green Key eco-label can be found in section 6.2.7
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5 Key milestones

5.1 Building and construction sector

After regaining the independence in 1991, the Ministry of Construction was closed. The
bureaucracy and a complicated structure of the Ministry were rather hindering the
development of the sector.

The Ministry of Economic Affairs and Communications (MoEAC) became a responsible
authority. The National Energy Efficiency Programme and an Action Plan of the Energy
Efficiency Programme for 2001-2005 were elaborated. Due to modest financing of the
action plan and other significant events, such as accession to the EU, the implementation
level was not that high. Some positive results were achieved in the field of development
of methods for energy certification of buildings, for example (MKM 2007). Also, some
preparations were made for implementing the first version of Directive on Energy
Performance of Buildings (2002/91/EC) — 28 energy auditors were trained and several
information campaigns were arranged.

In 2001, KredEx Foundation (Estonian Credit and Export Guarantee Fund) was
established by MoEAC to provide expertise on energy efficiency when it comes to
renovation of apartment houses.

In 2003 the Building Act entered into force which provides the requirements for the
operation of construction companies when it comes to quality, building material and
documentation.

In 2003 Estonia’s National Housing Development Plan for the years 2003-2008 was
approved. In conjunction with the plan, the Government started to provide assistance to
the refurbishment of apartment buildings built before 1990. The support covered 10% of
the cost of the works.

The government introduced the income tax exemption on the accrued interest of housing
loans which increased the affordability of housing loans. In addition, since 2003, KredEx
Foundation has been providing loan security for the unions of apartment owners on loans
for reparation or renovation of the heating system, roof, thermal insulation of outer walls,
window replacement or insulation etc. of the house. The loan security (guarantee)
programme has played a significant role when it comes to implementing major
refurbishments in apartment buildings.

Throughout the years 2003 — 2006 KredEx Foundation supported 1413 housing
associations, apartment union and housing unions in refurbishment for the sum of 3.71
million EUR. During these years the energy audits (technical inspections) in dwellings
were supported by 50% of the cost and more than 260 energy audits were realized.
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In response to the EU Directive on energy end-use efficiency and energy services the
Energy Efficiency Target Programme 2007-2013 was developed. It calls for applying
stricter energy performance standards in new and renovated buildings from 2013.

An important milestone was the introduction of the Governmental regulation 258 “Energy
efficiency minimum requirements” which came into force since January 2008. According
to the regulation, it is necessary to prove whether the new and majorly reconstructed
buildings meet the minimum energy performance requirements. In 2013 a new Building
Regulation was adopted which requires 20-40% higher energy performance in the
buildings in comparison to the requirements in 2008 (Laaniste 2013).

Likewise, since 1 January 2009 all new constructed buildings and the sold/bought
apartments and buildings are required to have energy efficiency labels (MKM 2013).
Since September 2010, the renovation grants for apartment building are available. The
public funding comes mainly from the revenues from the trade of CO, quotas which
opened up the new possibilities for improving energy efficiency in the existing buildings.

5.2 Agriculture

The development of organic farming started in 1989 when the Estonian Biodynamic
Association was founded. The experience of the international organizations and available
standards (mainly the International Federation of Organic Agriculture Movements) were
used to work out the first Estonian organic agriculture standards.

In 1997 the first Organic Farming Act was introduced. It should be noted that the
investments in agriculture have been very low since regaining the independence, so was
the competitiveness of the sector. The positive change occurred in the beginning of 2000
when Estonia started to receive support to agriculture and rural development from the
EU. The state support has also increased considerably.

The development of organic farming, and more environmentally-friendly farming methods
was fostered from the year 2000, when Estonia started to implement agri-environment
support (AES) schemes.

In general, from 1999 to 2003 Estonia’s agricultural and rural policy was strongly
influenced by the preparations for accession to the EU. The country focused on
harmonization of the legislation and adaptation of agriculture to the EU framework.
During this period Estonia participated in the special pre-accession programme for
agriculture and rural development SAPARD. The resources of the programme were used
for fostering the sustainable development of the agricultural sector and rural areas,
including the investments into agricultural and rural enterprises in order to bring them into
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compliance with the EU standards.

After joining the EU, the country prepared Estonian National Development Plan (NDP)
2004-2006 and the Estonian Rural Development Plan (RDP) 2004 — 2006 which adopted
the main principles of CAP. New possibilities have opened up for the rural areas of
Estonia through a number of rural development, agricultural and forestry measures under
these plans and the CAP. The farmers started to receive the direct payments and AES
payments continued. The access to credit has also improved.

Within the new programming period 2007-2013, the new standards and obligations
concerning the performance of the agricultural producers are being applied. Bigger stock
farmers, for instance, are obliged to use the best available techniques (BAT).

In 2007 the Estonian Organic Farming Action
Plan 2007-2013 was introduced which set the
goal to increase the organic agricultural area
from 72 800 hectares (2006) to 120 000 hectares
by 2013. The goal was accomplished in 2011.

For more than 10 years the State Forest
Management Centre has implemented a
different strategy for forest felling during
Apriil and May. The felling volumes
decrease significantly in order to avoid the
damage to the forest soils and to create
favorable conditions for nesting of birds

and animal breeding.

5.3 Forestry

After regaining independence in 1991 the privatization of forests started. The forest and
land that were nationalized have been returned to the owners or their predecessors.

The first Forest Act after regaining the independence was adopted in 1993. It provided
the legal basis for managing of the private forests that emerged in the process of land
reform.

In 1995 the Ministry of the Environment launched the Estonian Forestry Development
Programme, which resulted in the document “Estonian forest policy” (approved in 1997).
The Programme laid the foundations for development of the liberal forest policy and
monitoring. It was much influenced and inspired by the Scandinavian example (ELF
2013).

In 1997 the felling volumes increased almost twice in comparison to 1993. A new Forest
Act was approved by the Parliament in 1998. The State Forest Management Centre
(RMK) was established to maintain, grow and manage the state forest. The private forest
owners got more freedom in managing the forests. The accurate number of private forest
felling was not known. The situation in forest sector was quite chaotic.

In 1999 the statistics inventory to measure the actual felling volume was initiated, which

ESPON 57



showed that about 12 million m? of timber is cut per year (four times more than in 1993).
Although this number is in line with the objectives set in the Estonian Forest Policy, the
estimations show that the actual logging volume was higher. The share of illegal logging
is considered to be approximately 10% in the years 1999 to 2002 (ELF 2013).

Since 2002 the forest sector in Estonia started a journey towards a more sustainable
development. An important milestone has been the approval of the national FSC forest
management standard in 2002. The Estonian national forest certification scheme PEFC
has also gained recognition.

The felling volumes decreased in the beginning of the 2000 which can also be explained
by a low interest of private forest owners to manage their forest and market situation. The
state has taken some measures to improve the situation, such as financing the
establishment of the local owners association, national owners association, and
introduced various support schemes for sustainable management of private forests.

The Estonian Forest Development Plan was introduced which aimed to take at least 10%
of the Estonian forest land under strict protection. In 2006 a renewed Forest Act was
introduced which imposed a stricter supervision over the activities of the private forest
owners and put unnecessary bureaucratic burden for harvesting. The environmental
inspectorate was launched in order to monitor the compliance with the legislation. The
felling volumes reached about 5 million m? per year in 2006 and 2007.

The reviews of the environmental inspectorate show that the cases of violation of the
forest related laws have decreased considerably over the years. In the years 2005-2008
the situation with illegal logging has improved significantly. During this period the process
of forming Natura 2000 protection areas was technically over. Public funding for private
forestry increased both from the EU structural funds and the state budget.

5.4 Tourism

Sustainable tourism has been addressed in several strategic plans since the late 90’s.
Sustainable tourism was among the principles formulated in the National Tourism Master
plan for Estonia for 1995-2000 and the National Tourism Development Plan 2007- 2013.

The Estonian Ecotourism Association was created already back in 1996, which has
contributed to popularization of ecotourism through developing of plans, strategies at the
national, regional and local levels. In 2000, the Association Estonian Rural Tourism was
established to support the development of tourism based on nature and cultural heritage.
It has played an important role in promoting the sustainable tourism and improving the
quality and popularity of rural tourism. Today the association has about 300 members.
The association worked out the Development Plans of Estonian Rural Tourism 2004-
2007 and 2010-2014. In the latest version of the development plan, the Estonian rural
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tourism by the year 2014 is seen as an important branch of the rural economy,
supporting the economic growth and rural entrepreneurship, which is also a significant
employer in the rural areas and an important part of the Estonian tourism sector. Among
the targets in the new plan are 3000 employed people in rural tourism by 2014.

Since 2000 EHE — Ecotourism Quality Mark in Estonia helps to develop a positive image
of the ecotourism operators and it is on the way to becoming an important marketing tool.

There was almost no funding available for eco- and rural tourism development until the
accession to the EU and only a handful of enthusiasts were involved in the development
activities. After joining the EU in 2004, Estonia could receive funding for tourism projects
under the ERDP 2004-2006 and 2007-2013, which played a crucial role in fostering the
development of sustainable tourism.

A permanent position was created at the Enterprise Estonia Foundation to
deal exclusively with the development of sustainable tourism in the
beginning of 2012, which shows that the state has started to pay more
attention to sustainable tourism issues.
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6 Drivers, barriers and enabling conditions

6.1 External drivers

Only a handful of external drivers that contribute to a greener development of the sectors
were identified. Most of the external factors have actually performed as barriers and will
be discussed in Section 6.3.

Rising prices on energy and other products and services are among the most important
drivers for a greener development of the sectors. People are simply interested in saving
costs and are therefore looking for possibilities to minimize the energy consumption, food
waste etc. Rising energy prices was identified as the key driver for improving the energy
performance of the buildings. In future, rising prices on conventional energy are expected
to trigger an increased use of biomass for energy production.

Customer demand (mainly foreign) for sustainable products and services is growing,
which motivates the tourism enterprises to apply the sustainability principles in their
everyday operations.

In addition, a small population size and dispersed settlement in Southern Estonia are
among the factors that favored the development of rural tourism in particular. Another
important asset for tourism development in the region is its geographic location — on the
crossroads between EU and the Russian Federation. The potential has not been
exploited until today but a further development of rail and water transport may help to
attract a larger number of tourists to the region.

A small size of the country can also be considered as an advantage in some cases, as
the changes are easier to introduce and the development is easier to monitor.

6.2 Identification and description of internal drivers

6.2.1 Insights on efficiency of EU policies in the region

In most cases the regional actors claim that the EU policies have been taken into account
and referred to when drafting the county strategies. In reality, the EU policies have
played a significant role in framing the national targets and policies, especially when it
comes to increasing the energy efficiency and renewable energy use. At the regional
level the EU policies and regulations have been identified as important only in case of
agriculture. As noted in the interviews, the main reason for it is that agricultural sector is
the most dependent on the available support schemes from the EU. The CAP and the
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Rural Development Programme are the strongest development motors for agriculture.

The EU regulations in forestry sector mainly apply to Natura 2000 sites. In other cases
the role of the EU regulations in forestry is insignificant both at the national and regional
level.

6.2.2 Insights on efficiency of national/local/regional policies

National policies

Building and construction

The state has been an important development motor in improving the energy efficiency of
the buildings by introducing the policy targets and providing financial support for energy
saving measures in public and private buildings since the beginning of 2000. The
objectives outlined in the national policies are translated into the development strategies
at the county level, such as stricter energy performance requirements of the new
buildings.

At the individual level, the constructors and planners are required to follow the building
related laws and regulations. In order to get a construction permit from the municipality or
town, carrying out energy audits of the buildings has become compulsory. However, the
respondents stress that many companies are doing and issuing the energy performance
certificates today. It is seen as a new business opportunity and a real impact of such
measure is questionable. In case there is an interest to get around the law, it is always
possible to find a way.

The national policy is not a single and most effective driver for greener buildings. As
reflected in the interviews, it is a combination of rising prices on energy and the national
policies, which have the largest impact on steering the development of building sector
towards the green economy.

Reconstruction of the existing public buildings and construction of new ones by local
authorities depend considerably on the state’s support for investments. In the last 10-15
years the state’s support to refurbishment and reconstruction of buildings in Estonia has
been higher than the contribution from the EU. During the last couple of years the public
financing came mainly from the revenues of CO, quota sales. Funding from the state
budget until 2013 is 150 million euros for public buildings (besides investments from the
structural funds). State funding for apartment buildings is 30 million euros. Together with
a targeted low-interest loan scheme, the total funding is about 150 million euros. The
financing for the reconstruction projects after 2013 is not secured which is impacting the
number of projects that are in the planning phase. A new financing solution needs to be
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developed in order to continue financing the reconstruction actions.

The support schemes and loans for apartment building reconstruction are managed by
KredEx Foundation. Investments are applied for in a competitive way and the
environmental impact of the projects is taken into account. There are no support
schemes for construction of new buildings or using of alternative construction techniques
today.

Programmes managed by KredEx:

Kredex has provided support to the reconstruction of the apartment buildings for the
buildings constructed before 1993. The available support has been 15%, 25% and 35%
of the total reconstruction costs. Currently there is no support available as the
reconstruction funds have been exhausted. Since most of the apartment buildings are
privately owned, the support has been provided to the private persons, which in reality is
the juridical establishment (union or association of apartment owners) who received the
grant.

One third of Estonian families live in small houses, which also have poor energy
efficiency and bad indoor climate. The income tax refund on reconstruction loan interest
applied so far has been failing to motivate owners to insulate their buildings. Last year
KredEx provided a support scheme for energy saving measures in small private houses.
The measures were dedicated to improving energy efficiency and indoor climate, but also
installation of renewable energy appliances — solar cells or wind generators. The grant
programme for small buildings renovation started in April 2012. The total amount of
support available was 4 million EUR and has already been spent.

A state support scheme for reconstruction of public buildings allowed energy-efficient
reconstruction of nearly 480 public buildings. The budget until 2013 is 146.5 million EUR.
According to the National Energy Efficiency Programme 2007-2013, the reconstruction of
the public buildings is assigned a special importance in setting an example and being a
model for other sectors.

The Government is committed to continuing providing support to the renovation of
existing apartment buildings in Estonia beyond 2013. The largest share of support is
expected to come from the revenues from the trade of CO, quotas and the funds
allocated to Estonia under the next EU programming period.

Agriculture

According to the interviewees, organic agriculture