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INTRODUCTION

The Republic of Estonia is applying for full membership of the European Union. In
accordance with EC Regulation 1268/99 of 21 June 1999 on Community support for pre-
accession measures for agriculture and rural development in the applicant countries of
Central and Eastern Europe in the pre-accession period, Estonia is a country entitled to pre-
accession financial aid for sustainable agriculture and sustainable rural development. The
designated duration of the Programme is 2000 — 2006. Should Estonia join the European
Union before the end of that period, the respective EU structural funds will be accessible to
support agriculture and rural development.

This Rural Development Plan has been prepared as a basis for the implementation of the
above SAPARD programme. This Programme has been prepared by the Ministry of
Agriculture in co-operation with other state agencies and co-ordinated with various non-
government institutions.

The objectives of implementation of this Plan are:

1. to improve the efficiency of agricultural production, bringing it into compliance with the
market requirements;

2. to provide conditions for sustainable rural development, to complete land reform and
administrative reform;

3. to contribute to the socio-economic and infrastructure development of rural areas;
4. to ensure the development of a competitive and efficient food processing industry.

Numerous background investigations were conducted in the course of preparation of the Plan
to identify the main problems in each sector (agricultural production, food industry, rural
activities, and rural infrastructure). The four main measures to be applied under this Plan
were formulated on the basis of these investigations. These measures, which are an integral
part of the agricultural and rural development policy of the Republic of Estonia cover:

e Investments in agricultural holdings

e Improving the processing and marketing of agricultural and fishery products

e Development and diversification of economic activities.

e Development and the improvement of rural infrastructure

These measures will be assisted with Technical Assistance measure.

Additional measures will also be introduced at a later phase in the Plan in following areas:
e Renovation and development of villages (from 2002)

e Agri-environment (from 2003) and

e Forestry (from 2003)

The main beneficiaries of the measures applied under the Plan will be agricultural
undertakings, food industry undertakings, rural undertakings, non-profit associations, and
indirectly also local government bodies and the rural population as a whole.

The Plan will be implemented under the guidance of the Ministry of Agriculture (Managing
Authority) in collaboration with the SAPARD Monitoring Committee and the Agricultural
Information and Register Board (SAPARD Agency). Communication with the EU
Commission on financial matters will be carried out through the National Fund (Ministry of
Finance).



1. GENERAL DESCRIPTION OF AREA

1.1. GEOGRAPHY

The Republic of Estonia is situated on the East
Coast of the Baltic Sea, in the northwest part of the
East-European platform. The total length of
Estonia's land border is 663 km, including 294-km
land border with the Russian Federation and 339
km with the Republic of Latvia. The coastline
length is 3794 km; the scope of territorial waters is
12 miles. The area of the Republic of Estonia is
45,227 km?.

1.1.1. Climate

Estonia is the northernmost of the three Baltic States. The climate in Estonia is determined by
the country’s location at the north-western reaches of the Eurasian continent and the
proximity of the North Atlantic. For more than half of the days in the year, cyclones formed
near Iceland cause cloudy, windy and rainy weather in Estonia. The climate is characterised
by moderately cold winters, cool springs with frequent night frosts and little rainfall,
moderately warm summers with relatively little rainfall in the first half and heavier rains in
the second half, and long warm autumns. The climate is transitory from marine to
continental. Coastal areas and islands have marine climate and the Southeast has continental
climate. Humid marine air causes frequent cloudiness. There are an average 150-180 cloudy
and 30-45 clear days in a year. Sunshine hours are 1600-1870 per year. The annual radiation

balance in the Estonian territory is 3500 MJ/m*

The annual average temperature is 4-7° C. The lowest annual average temperature has been
measured in Jogeva (-0.3° C) and the highest one in Valga (8,9° C).

The relative air humidity in Estonia is 80 % on average. Winds are stronger on the islands
and in coastal areas, where the average wind speed is 6 m/s% in inland areas 3 - 4 m/s.

The vegetation period which lasts for an average 150 days start in the beginning of May and
lasts until the end of September. The average annual rainfall is 650 mm. Rainfall is generally
heavier in uplands (central and south Estonia), and lighter in coastal areas.

Soil formation is influenced by the uneven distribution of rainwater between different relief
elements. Surface and ground water accumulates in lower lands, causing the land to become
marshy. Rainfall also distributes unevenly throughout the year. Rainfall during the vegetation
period is 300-400 mm and generally covers the water needs of field crops. In May and June
rainfall is insufficient for field crops and consequently the yield of grasslands is substantially
reduced.

1 M/s = metres per second



1.1.2. Relief

The average height of land is 50 m above sea level. In more than one-half of the territory of
Estonia, land height is less than 50 m; in 40 % of the territory it is between 50 and 100 m;
and in 10% of the territory it is more than 100 m.

The territory can be divided into two relief categories: lowlands, which remained under water
after the Ice Age, and uplands, separated by the 80-metre contour. A slightly wavy moraine
relief alternated by ice-created lakes of different sizes and plains of sea sediments is
characteristic to north and west Estonia (lowlands).

The upland part covers slightly more than one-third of the territory of Estonia. It includes
areas rising to more than 100 metres above sea level. The highest part is the Haanja upland in
Southeast Estonia, which contains the highest point of Estonia, Suur Munamdgi (318 m
above sea level).

When compared to the neighbouring countries, the Estonian relief is somewhat more
articulated and varied.

Internal waters cover 6.2% of the territory. Estonia has 1150 lakes (4.8% of entire area) and
420 rivers more than 10 km long. The largest lakes are Lake Peipsi (3555 km?, incl. 1529
km? in Estonia), Lake Vortsjidrv (266 km?), and the Narva reservoir (191 km?). Estonian lakes
are relatively shallow - approximately 75% of lakes are less than 10 m deep. The deepest
lake is the Rouge Suurjarv (38 m). The longest rivers are the Rivers Parnu (144 km), Kasari
(112 km) and Emajogi (101 km).

Estonia owns 1521 Baltic Sea islands with a total area of 4130 km? (9.1% of entire territory).
The largest islands are Saaremaa (2922 km?), Hiiumaa (1023 km?) and Muhu (206 km?).
Only a small proportion of these islands is inhabited.

1.2. SYSTEM OF GOVERNMENT AND ADMINISTRATION

Estonia regained independence in 1991. The new Constitution, according to which Estonia
became a country of parliamentary democracy, entered into force on 3 July 1992.

Legislative power is vested in the Riigikogu, the unicameral parliament. The Riigikogu passes
laws and resolutions, decides on the organisation of referendums and solves other state issues
that are not vested in the President of the Republic, the Government of the Republic, other
government bodies or local governments. The 101 delegates of the Riigikogu are elected on
the basis of a proportional system for four years. The Riigikogu or an electoral body elects
the President of the Republic for a term of five years. The President of the Republic
represents the country in international relations, is the supreme commander of national
defence and performs other rights and obligations as laid down in the Constitution. All laws
passed by the Riigikogu enter into force only after the President of the Republic has
proclaimed them. The President designates the candidate for Prime Minister, on the proposal
of the Prime Minister appoints and releases from office members of the Government, makes
proposals to the Riigikogu for appointments to the office of Chief Justice of the Supreme
Court. The Riigikogu authorises the candidate for Prime Minister to form a government.
Executive power is vested in the Government of the Republic. The Government of the
Republic executes the domestic and foreign policies of the state, administers the
implementation of laws, resolutions of the Riigikogu and legislation of the President of the
Republic. It also prepares the draft state budget and submits it to the Riigikogu, administers
the implementation of the state budget and resolves other issues, which the Constitution and
other laws vest in the Government of the Republic.

The Republic of Estonia is a member of the United Nations Organisation (since September
1991) and the European Council (since May 1993) and WTO (since November 1999).



The territory of the state is divided into 15 counties. Each county has a county government
headed by the county governor appointed by the Government of the Republic.

Local issues are decided and organised by local governments. Local government units are
rural municipalities and cities. There are 206 rural municipalities and 47 cities in Estonia.
The Government of the Republic is located in the capital Tallinn.

1.3. POPULATION

The population of Estonia was 1,445,580 as of 1999 EI

In the beginning of 1998, 69.3 % of population (1,006,654 people) lived in cities. Rural
population density in the beginning of 1998 was similar to that in 1991 — 10.3 persons/km?.
As of the beginning of 1998, the ethnic constitution of the population

was as follows:
Estonians 64.6%,
Russians 28.5%,
Ukrainians 2.6%,
Byelorussians 1.5%,
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1.4. MACROECONOMIC CONTEXT

Since Estonia regained independence in 1991, economic development has gone through three
stages.

1.4.1. Transition from plan- to market economy (91-92)

Drastic changes in supply and demand conditions led Estonia to serious economic shocks in
the first few years after independence. Adjustment to these major external shocks, especially
the increase in energy prices and the disruption of trade with countries of the former Soviet
Union led to the decline of industrial output by nearly 40 % and agricultural output by about
20 % (1991/°92). Consequently Estonia was forced to allocate a major share of its scarce
foreign exchange to oil imports. In early 1992 there was a critical shortage of all imported
goods: not just oil, but also medical supplies, fertilisers, spare parts and food for human
consumption and animal feed. The international community mobilised emergency assistance
for Estonia; it was used to secure essential imported inputs and to provide the foreign

2 Estonian Statistical Office Yearly Report - by 01.01.1999
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exchange reserves needed to stabilise the economy. This was partly done via grants but
mainly via international loans from e.g. World Bank, EU etc.

1.4.2. Creating a basis for economic stabilization (92-93)

Relative stability was attained through economic policy:

- introduction of the national currency (under a currency board arrangement with a peg to the
German mark at the rate 8:1);

- no external taxes or quantitative restrictions on either imports or exports and

- removal of price controls and subsidies for state enterprises.

The stabilisation reduced the inflation rate, unemployment stabilised and real wages began to
recover. The decline in gross domestic product stopped in late 1993.

1.4.3. Stabilization and growth (93-99)

From late 1993 - early 1994 there were clear signs of increasing efficiency and decreasing
macroeconomic imbalances, creating an environment conducive to sustainable growth.
Estonian economic output fell sharply over the 1991-1994 period, in the wake of the various
shocks associated with the dissolution of the Soviet Union. During this period, the
government liberalised prices and trade, privatised the bulk of enterprises, and introduced a
convertible currency and currency board. The benefits were recognised in the stabilisation of
the economy in 1994 and strong growth in the following years. The upward trend in output
became firmly established in 1995 (See Table 1). Still relatively low labour cost with good
general education level of the population, imported new technology and high productivity
growth led to economic growth of 10,6% in 1997. This was achieved despite the problems
that occurred all over the world as well as in Estonian financial sector in the fourth quarter.
Generally favourable development and high growth rates have led the Estonian economy into
a new phase of development. The main problems economic agents were facing were
inflexibility in the labour market, relatively high inflation and increasing current account
deficit.

Table 1. Gross domestic product (GDP), 1995-1999

Year | GDP Growth % | GDP in current prices (1000 | CPI,
Euro) Annual average change,%
1995 |43 2601.53 29
1996 |3.9 3351,89 23.1
1997 | 10.6 4111,02 11.2
1998 | 4.7 4686,33 8.2
1999 | -1,1 4816,38 33

Notes: CPI - Consumer Price Index

Source: Estonian Statistical Office Situation changed in late summer 1998. Economic crises in
Russia and worsening world economic environment influenced severely on the development
of Estonian economy. Economic growth turned negative in the 4t quarter of 1998 mainly due
to decreased foreign demand. Decreased demand for food products was the main factor
behind decline in inflation rates. From the second half of 1999 economy is growing again.
Although the preliminary estimates show about 5% growth in the first quarter of 2000, there
are still problems in the labour market. The unemployment rate was at a record high of
14.8% in the first quarter of 2000. Inflation measured by annual average CPI is close to 3%.
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2. ENVIRONMENTAL PROFILE

2.1. OVERVIEW

Agriculture has a major influence upon the rural environment and can both create and destroy
the quality of natural resources and the traditional features of rural areas. Estonian
agriculture is no exception to this.

Many centuries of traditional agricultural practices have contributed to the creation of varied
landscapes and valuable habitats in Estonia. However, the expansion and intensification of
agriculture during the Soviet period also resulted in major damage to the rural environment
with the deterioration of many landscape features, damage to valuable wildlife habitats, loss
of species diversity and the pollution of soil and water.

Although agriculture remains the predominant land use in Estonia, the area used for
agricultural production has significantly decreased during the last 10 years due to the effects
of agricultural restructuring and land reform. The resultant decline in animal and crop
production has also altered the traditional patterns of land use. Weeds and shrubbery are now
occupying large areas and this has caused landscapes of cultural value to further steadily
disappear (according to the Statistical Office data, unused agricultural lands in 1998 included
233, 432 ha of former cultivated land).

Many farmers in Estonia will now deal with some of the environmental problems, which
have been caused by agriculture, through the encouragement of “good agricultural practice”,
but others will require the implementation of appropriate legal restrictions (including those
contributing to Estonia's adoption of the Community Acquis). In many other cases the
achievement of real environmental benefits will require farmers to significantly change their
farming methods. This is likely to require the maintenance of reduced productivity combined
with additional work and management undertakings by farmers. Since few farmers will be
able to do this without compensation it is proposed that a public-funded national agri-
environment programme is introduced to ensure that the high environmental benefits wanted
from farmers are achieved. This will also further contribute to adoption of the Community
Acquis.

2.2. STATE OF THE ENVIRONMENT

2.2.1. Landscape

The diversity of landscape types in Estonia is due to a number of factors, including:

e the diversity of natural conditions;

e the preservation of natural and semi-natural habitats in a relatively large number of
landscape types, and;

e the presence of a large proportion of landscape types that have nearly disappeared in
the rest of Europe (e.g. mires, semi-natural communities).

The preservation of bogs, wooded meadows, wetland forests and several other landscape
types that mostly been destroyed in the rest of Europe has been possible due to a combination
of:
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= the stopping of new amelioration works before such activities had covered all areas;

= the relatively late introduction of intensive land use, and;

= the retention of manual labour in the agriculture of the country until the last quarter of
last century.

However of the total area of 4,5 million hectares, agricultural land covers 1,4 million ha, the
landscape has inevitably been affected by intensive agricultural usage and by amelioration
works (1965-1985), including the re-parcelling of land which significantly increased the
average field size. The current reform process is working against this and is splitting parcels,
often in conflict with the technical requirements of drainage systems. A significant part of the
former agricultural land has also remained unused, thus changing the landscape in
undesirable direction, often decreasing biodiversity.

Important method of landscape management is planning and zoning, which is based on
corresponding law. Unfortunately, current law is very building-centred and requires
significant amendment to include landscape management conceptions.

Estonian forests cover approximately 47,4% of Estonia's land area (2 142 263 ha). The main
tree species are pine, birch and spruce. The main research and development projects in
forestry sector started in the 1998-1999: Biodiversity Management Strategy for Commercial
(multifunctional) Forests in Estonia, Inventory of the Present and Potential Conservation
Areas, Afforestation Program and Inventory Key Biotopes in Commercial Forests (the field-
work for this last study will be completed by December 2000 and final reports in mid-2001).

Even if Estonia does have quite good legal basis in forestry, a problem exists with inadequate
forestry management, mainly reflected in the private forestry sector.

The main problems are:

e the lack of knowledge of how to manage the forest in a sustainable way;

e lack of co-operation between the private forestry owners including the need for private
forestry organisations who could advise forest owners and help them to manage the forest
and to find contractors;

e Tax Policy, which does not favour forest management. The policy favours selling the
forest as a property and not as a product.

2.2.2. Biodiversity

Natural diversity is an important guarantee of diversity and richness of culture, which is a
part of the same ecosystem. In the case of biological diversity in Estonia, several
internationally important aspects deserve attention.

Compared to other regions with similar areas situated to the north of the 57" northern
parallel, the diversity of Estonian flora and fauna is one of the richest in the world. The
reasons for it are geographically conditioned diversity of Estonian climatic conditions; the
existence of both islands and continent; the influence of the sea and large number of inland
waters; diversity of soils, a simultaneous incidence of Silurian limestone and Devonian
sandstone as the bases for the formation of soils, and the resulting incidence of neutral, lime-
rich and lime-poor soils; extension of a large number of species distribution ranging from
borders to the territory of Estonia; large proportion of natural landscapes in Estonia; retention
of traditional methods of land use until the middle of last century — and in many areas until
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the latest decades, relatively extensive retention of semi-natural habitats (or heritage habitats)
and the relatively unimportant role of alien tree species in forestry.

Estonia’s rich flora includes around 5,000 varieties of plants and 3,500 varieties of
mushrooms, some of which are under protection. In addition there are around 11,000
invertebrate and 500 vertebrate registered species.

The small-scale species of some Estonian habitats represents one of the richest of such
habitats in the world. Such are the communities in preserved wooded meadows under long-
term use in western Estonia, where the number of vascular plants may be as 74 species per
square meter. One of the important reasons for the fact is the retention of traditional
extensive methods of land use until the middle of last century.

Several studies and projects have been carried out to provide a reliable overview of
biological diversity. An increasing amount of information is being collected on areas in
respect of their biological diversity (habitats) including information on wetlands (marshes,
bogs and transitional bogs), coastal lands and semi-natural areas (meadows).

Numerous of vegetation types characteristic for Estonia, among them several rare
communities, have developed under intensive human activities. These semi-natural
communities include all inland grasslands, wooded meadows, alvar grasslands, most of
coastal meadows and floodplain grasslands. These traditional cultural landscapes have been
considered to be highly valuable, the same time representing the history of evolution of
human society and sustainable land use over thousands of years.

The area of species-rich semi-natural grasslands has considerably decreased during the last
five decades in Estonia (from 1952 to 1994 the total area of natural grasslands has been
decreased from 1,513,200 ha to 282,600 ha), but also everywhere in Europe.

Due to changes in agricultural activities, mainly for economic reasons (more intensive crop-
and livestock farming) and at the same time the increased need for crop cultivation areas,
there has been a noticeable decrease of floodplain grasslands. A decline in traditional
management (such as grazing by sheep and cattle or the combined pasturing of both animals
and mowing) of the remaining semi-natural areas has resulted in grasslands overgrown with
shrubs, trees and weeds and their species richness and diversity reduced.

According to the Estonian Wetland Inventory (1997), approximately 30% of the Estonian
territory is covered by wetlands. In the course of the cartographic inventory, the following
wetland areas were registered: marshes - 515,000 ha; transitional bogs - 114,000 ha, bogs -
278,000 ha. Only 310,000 ha of these were in the natural condition. However more than
700,000 ha of wetlands have been drained during the last decades.

At the end of 19-th century wooded meadows covered 850 000 ha of inland territory in
Estonia. According to the inventory of 1995-1996 their species-rich variants were preserved
only on 500 ha in western Estonia and in other regions about 200 ha of species-poor and
flooded wooded meadows were found. At the same time the Estonian wooded meadows that
have remained belong to some of most species-rich communities in northern Europe.
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2.2.3. Water

The supply of quality drinking water and the condition of swimming waters are important for
public health reasons. Although larger settlements have central water supply and sewerage
systems, problems with quality drinking water occur in several areas.

In previous decades large-scale intensive farms with their environmentally non-conforming
mineral fertiliser, pesticide and liquid fuel storage facilities and insufficient facilities for
storing manure were important sources of water pollution in rural areas. Excessive use of
mineral fertilisers and manure caused the leaching of plant nutrients from soils, while the
direct discharge of untreated wastewater into water bodies reduces the quality of surface
water.

Drinking Water
The supply of quality drinking water is mainly related to three topical problems:
é in several places the water quality fails to meet drinking water standards because of
natural reasons;
é the existence of ground water pollution with oil products or nitrates (mainly residual
pollution);
é the high depreciation of drinking water supply systems and lack of preliminary
treatment in several areas.
According to the surveillance data of the Health Protection Service, 173 or (10%) out of the
total of 1732 wells/ water bodies of the central water supply systems failed to meet health
protection requirements in 1996. The technical condition of these systems is unsatisfactory as
shown by the large water losses typically 30-35% of water quantity and in some parts of
Northeast Estonia even up to 60%.

The number of single registered water supply sources in 1996 was 2401 (mainly in rural
areas). Of these, 31.4% failed to meet health protection requirements, including 53.1% of
shaft wells, 21.4% of small pump wells and 37.9% of other water supply sources.

The poor quality of drinking water resources in some rural areas, especially the upper layers
of ground water (shaft wells), is largely caused by pollution from earlier periods, but also by
incorrect manure storage and its disposal in fields.

Surface Water Bodies

With a view to protecting the Baltic Sea, proper treatment of all wastewater from human
activities prior to its discharge into watercourses or standing water bodies or into the grounds
is very important. High concentrations of nitrogen, phosphorus and organic matter in the
previous decades have caused the eutrophication of several water bodies important for
aquatic life, and a deterioration of the water of the Baltic Sea. Although the water quality in
Estonian rivers has continuously improved, research results from 1995, indicate that 10% of
the anthr(ﬁogenic pollution load that reached the sea environment originated from
agriculture®,

While the majority (about 80%) of wastewater in larger cities is properly treated in treatment
plants, the treatment of wastewater from the processing industry as well as from households

3 Eesti looduse mitmekesisus ja selle kaitse (Diversity of Estonian Nature and Its Protection). Eesti Teaduste Akadeemia
Looduskaitse komisjon (Nature Protection Committee of the Estonian Academy of Sciences), Tartu-Tallinn 1998 (ISBN
9985-50-193-4).
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in rural areas remains largely unsolved. The pollution load of surface water bodies has,
however, substantially decreased since the beginning of the 1990s as several industrial and
agricultural polluters have stopped operations.

2.2.4. Air
Air surveillance is conducted at 29 monitoring stations and posts. A comparison of data over
the years indicates reduced air pollution in recent years.

Air pollution problems on the local scale are mainly related to Northeast Estonia arising from
the power engineering and chemical industries and to the south and west Estonian islands,
where air pollution reaches from Central and Western Europe.

Due to structural changes in production, air pollution from point sources decreased by more
than 50% in 1996 compared to the years 1990-91. It should be pointed out that rural air
pollution volumes largely depend on the wind direction and transfers of pollutants from
outside rural areas in Estonia and abroad.

According to 1996 monitoring results, acidic rains are heaviest in South Estonia (pH<4.5)
and alkaline rains in Northeast Estonia (pH>8.5), which directly correlates with the level of
ambient air pollution in these regions.

The pollution load level does not exceed the critical level and guarantees the maintenance of
ecosystems in 95% of the Estonian territory.

2.2.5. Soil

Soil Erosion and Chemistry

Eroded soils and soils in risk of «ﬁosion account for 1.2% of Estonia's land territory and 3.1%
of it’s total arable land resource =, Wind and water erosion pose serious threats to field soils
in the south Estonian hilly lands and in coastal areas. In addition, land cultivation machines
and technologies, which are no longer suitable for the soil type mainly, cause technogenic
erosion. Up to 80% of the land cultivation machines are estimated to be older than 10 years
as is also the case for towed equipment, which is often unsuitable for the soil pattern of the
cultivated land, causing soil compression and creating preconditions for technogenic erosion.

According to detailed research carried out under the Estonian-Swedish co-operation project
(1994-1997) the leaching of nutrients from field soils is estimated to fall within the range:
nitrogen 10-32 kg N/ha and phosphorus 0.22-0.55 kg P/ha depending on the year and level of
rainfall. The average characteristics for leaching of nitrogen and phosphorus were 11 kg N/ha
and 0.37 kg P/ha respectively, which is on the same level with natural leaching from non-
agricultural lands. This is attributable to the low use of fertilisers. At the same time, a high
fertiliser deficit was identified in the preparation of fertiliser balances in some test fields.

Assessment of plant protection product residues in field soils and watercourses is not
included in the state environmental monitoring results reflecting the limited use made of

1. Eesti maakate. CORINE Land Cover projekti tditmine Eestis (Estonian Land Cover. Fulfilment of CORINE Land Cover
Project in Estonia). EV Keskkonnaministeeriumi Info- ja Tehnokeskus (Information and Technical Centre, Ministry of
Environment of Estonia), Tallinn 1999 (ISBN 9985-881-10-9).
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plant protection products. Official monitoring of soils is mainly targeted at assessing and
monitoring the levels of heavy metals (Cd, Pb, and Sr).
2.2.6. Environmental impact of Land Amelioration

The environmental impact of land amelioration systems is particularly apparent in changes in
the water quality of receiving waters, where fertilising substances accelerate the overgrowth
of water bodies. A water body begins to eutrophy when the NO3-N level is above 0.3 mg/I

(critical level 2,5 mg N/I) and the total phosphorus level is above 0.02...0.5 mg/I (critical
level 0.1 mg P/1). A major environment polluter arises from the erosion of mineral soil
particles to watercourses, where they are deposited in slow currents resulting in clogged
waterways. This is harmful for aquatic life, especially fish, as it has a direct deterrent effect
on life forms (deterioration of feedingﬁonditions and destruction of spawning places) and
facilitates the spread of disease agents™- Land amelioration sites are often prone to the
formation of soil erosion.

2.2.7. Waste

Total waste output (14.3 million tonnes, including 1934 tonnes of slaughterhouse waste) has
been relatively stable during recent years. The dominant waste producers are oil-shale
extraction, oil-shale chemistry and power engineering industry. Household waste constitutes
approximately 3.5% of total waste.

In 1997, the Estonian register of waste disposal sites contained 503 sites, including 350 sites
for mixed household waste, 106 burial sites for dead animals and 80 sites for industrial
waste. Only 61 of the 106 burial sites for dead animals currently operate, the rest are either
closed down or their activities are terminated.

Besides the above official registered sites for garbage and waste disposal, many
spontaneously created disposal sites can be found in rural areas, which ignore all
environment protection requirements and sadly reflect the lack of focus of local governments
on waste disposal issues.

Agricultural processing enterprises have contributed their share in waste production, as the
problems concerning utilisation of animal and organic waste has not been resolved on a
national scale. The main obstacle is the large amount of investment required.

2.3. ENVIRONMENTAL POLICY

2.3.1. Estonian Environmental Strategy

Nature and the environmental protection are integral parts of the Estonian culture. Regaining
independence in 1991 ended the fifty-year period, which, in the unbalanced economic
conditions of a closed society, there had been a failure to invest in machines and technology.
A high level of waste, irrational use and pollution of natural resources characterized this
period. Conflicting environmental practices developed in several parts of Estonia, especially
in areas sensitive in the context of water protection and mining activities. Soviet Army

5 Maaparanduslikult efektiivse ja loodustsddstva maaparandustehnoloogia ja téokorralduslike aluste valjatootamine.
Lepingulise t66 Nr. 9 aruanne (Preparation of economically effective and sustainable land amelioration technology and
bases for organisation of work. Report for contract work No 9). EPMU Veemajanduse Instituut (Water Management
Institute of Estonian Agricultural University), Tartu 1998.
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activities had a severe impact on the environment and the correction of the damage will take
many years. At the same time some nature areas remained untouched as a result of restricted
access arising from military reasons. These areas included some islands, the Soomaa
protection area and some other border-zone areas.

In March 1997, the Riigikogu approved the Estonian Environmental Strategy. This defines
the broad development directions for nature use and environmental protection as well as the
priority objectives and the main tasks up to the years 2000 and 2010. The main strategic
goals outlined in this document are following:
e Promotion of Environmental Awareness
Clean Technologies
Reduction of Negative Environmental Effects of the Energy Sector
Improvement of Air Quality
Reduction of Waste Generation and Improvement of Waste Management
Elimination of Past Pollution
Better Use and Protection of Ground Water Resources
Protection of Surface Water Bodies and Coastal Seas
Maintenance of Landscapes and Biodiversity
Improvement of the Quality of Built Environment

2.3.2. Environmental impact assessment of SAPARD projects

An appraisal of the likely environmental impacts of the projects will be undertaken, as will
be prescribed by the County Environment Service (competent environmental authority), in all
cases where any significant negative impact might reasonably be anticipated. The Service
will decide whether an Environmental Impact Assessment (EIA) must be carried out or not.
This screening procedure as described in Environmental Memorandum is based on threshold
criteria, approved by Ministry of Environment, indicating the necessity of an EIA in
accordance with the annexes I and II of the Commission Directive 97/11 (amending directive
85/337).

An acceptance of the project by the County Environment Service must be provided for those
projects where any significant negative impact on the environment could reasonably be
anticipated and in particular for those covered by measures 1,2,4. Information should be
given on the potential negative environmental effects of the project (e.g. land use, chemical
use, emissions, atmospheric, water and soil pollutants) and the method of their attenuation
particularly in the environmentally sensitive areas.

2.3.3. Protected Areas

Estonia has a rich asset base of wildlife habitats, plant communities and landscape
designations. There are 4 national parks and more than 300 other protected areas, which form
about 12% of the entire territory; 7.8% of these comply with the IUCN classification. Special
protection areas or nature reserves cover 1.7% of protected areas. There are also two special
programme areas: a biosphere protection area in the west Estonian islands, and the Pandivere
water protection area in central part of Estonia.

The Act on Protected Natural Objects set out the principles for the organization of protection
in protected areas. In accordance with the Act, the protected areas are divided into four
categories: national parks, nature reserves, landscape reserves and programme areas. The
protection of these areas is managed on the basis of Protection Rules approved by the
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national government (up to now more than 100 have been approved), through a system of
legal restrictions and obligations, which are related to the different zones within protected
areas.

The first Red Data Book was compiled in 1976-1979, the second in 1985-1988. Both releases
corresponded to the international system used in [UCN Red Data Books. In 1993 was
published also the Red Data Book of the Baltic Region, and the third release, published in
1998, is compiled in accordance with the categories of the Red Data Book of the Baltic
Region was also published. The current release includes 1318 endangered species (Fungi,
Lichens, Algae, Bryophyta, Vascular plants, Invertebrata, Vertebrata).

The legal basis for the maintenance of biodiversity outside protected areas is provided in the
Act of Planning and Construction and the Act of Forestry.

The objective of the Coast and Shore Protection Act (RT I 1995, 31, 382) is to establish the
extent of coasts and shores of water bodies, their protection and the organisation of the use of
their ecosystems proceeding from the principles of sustainable development and preservation
of natural diversity.

2.3.4. National Biodiversity Strategy and Action Plan

The preparation of the Estonian National Biodiversity Strategy and Action Plan was carried
out from the second half of 1998 until the second half of 1999. The work was conducted in
ten sectors headed by responsible experts. The sectors covered the following areas: genetic
resources and biotechnology; education; landscapes; nature conservation; agriculture;
forestry; fishery; transport; tourism; industry. More than hundred people participated in the
work.

The strategy includes 29 objectives, for the realization of which 408 actions are planned up to
the year 2005.

2.3.5. Natura 2000

Transposition of the requirements of Council Directive 92/43/EEC on the conservation of
natural habitats and wild fauna and flora (Habitats Directive) and Council Directive
79/409/EEC on the conservation of wild birds (Birds Directive) into Estonian legislation will
be carried out in 2001. A new Act on Nature Conservation considering all requirements of
the EU directives in the field of nature protection is being drafted and will be adopted in
2001. It means that both directives will be transposed in 2001.

During the technical consultations with the European Commission it was agreed that Estonia

would submit by accession:

» anational list of sites eligible for identification as Sites of Community Importance (under
the Habitats Directive);

» anational list of Special Areas of Conservation (under the Birds Directive), and;

» NATURA 2000 database containing all relevant scientific information concerning the
sites mentioned above according to Article 4 (1) of the Habitats Directive.

The Government on July 25, 2000 has approved the National Programme for the

implementation of NATURA 2000 network. Preparation of the implementation of NATURA

2000 network has already begun via several prior and ongoing projects and inventories listed

below:
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» 212 sites of EU importance were selected and a database was compiled during the
Estonian CORINE Biotopes project;

» the list of Important Bird Areas in Estonia, which includes 43 areas, has been prepared;

» the wetland database, which includes areas outside the currently protected territories, has
been compiled;

» the inventory of old forests, coastal and floodplain meadows have been carried out. The
inventories of other grasslands and forests are underway;

» the Estonian-Danish co-operation project on National Inventories of Internationally
Important Species and Habitats in Relation to International Conventions and Directives in
Estonia will be completed in 2000. Within the framework of this project all the sites
hosting relevant species of Birds and Habitats directives will be mapped and distribution
maps of the relevant habitats types will be prepared. An Interpretation Manual of EU
habitats types (Annex I of the Habitats Directive) for Estonia will also be prepared in the
course of the project;

» the Estonian-Danish co-operation project on Regional Implementation of the Habitats
Directive (92/43/EEC) and Birds Directive (79/409) in Ladne and Rapla Counties was
started in 2000. The aim of the project is to prepare a basis for implementation of the
Birds and Habitats Directives in two counties, as well as create a basis for management of
the proposed sites selected under the Birds and Habitats Directives in the region on a
long-term basis.

All the projects and inventories mentioned above form a good basis for the designation of
Special Protection Areas under the Birds Directive and for the preparation of the list of sites
eligible for identification as Sites of Community Importance under the Habitats Directive.
The data collected during these projects and inventories will be used for the compilation of
NATURA 2000 database.

Total territory of protected areas in Estonia is 533,700 ha (12% of the total territory) and
Natura areas are considered to be mostly in the existing protected areas. The Act of Protected
Nature Objects determines the procedures of taking nature objects under protection and the
nature of measures of protection.

2.3.6. Nitrates Directive

Preparing for implementation of the EU Nitrate Directive (91/676/EEC) is a high priority in
Estonia and has been the subject of co-operation between the Ministries of Agriculture and
Environment since 1999. Support for this process was also provided for the Ministry of
Environment in early 2000 from the PHARE project entitled “Support to the EU accession
process in Estonia” (ES No. 9620.01.01).

General requirements for water protection (including agricultural practice) are already
defined in the Estonian Water Act and amendments to this Act will harmonise it fully with
the Nitrate Directive. The Nitrate Directive will be fully transposed into Estonian legislation
in 2001.

In accordance with Article 3(2) of the Nitrate Directive, it is proposed to designate two
Nitrate Vulnerable Zones (NVZs) in the Pandivere Upland and Adavere karst regions. These
zones will be established during 2000-2001 and will be treated as ‘pilot areas’ for monitoring
and evaluation during the implementation of the first 4 year Action Programme. A draft
Action Programme has been prepared in accordance with the requirements of the Nitrate
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Directive and will impose mandatory restrictions upon the activities of farmers in the NVZs.
Implementation of the Action Programme will require farmers to receive some financial
assistance, notably for the renovation and construction of manure stores and the improvement
of fertiliser and manure spreading equipment.

In accordance with Article 4 of the Nitrate Directive, a draft Code of Good Agricultural
Practice has also been prepared for implementation by farmers on a voluntary basis outside
of the designated NVZs. This Code is very comprehensive and addresses a range of
environmental issues other than just nitrate pollution (see below).

2.3.7. Code of Good Agricultural Practice

A comprehensive Code of Good Agricultural Practice has been prepared and will be
submitted for approval to producer unions, ministries and Government while draft of
amendments to the Water Act (see above) will be approved by Parliament.

The Code contains chapters on planning in agriculture, buildings, manure handling, good
crop husbandry, crop nutrition, managing fertilisers and manures, crop protection, waste
water management, landscapes and biodiversity. It is an advisory document that explains to
farmers the legislative restrictions on their activities and the good practice for farming in a
sustainable and environmentally sensitive way.

Adoption of the Code is voluntary for farmers, except for those parts of the Code, which are
included as part of the Action Programme implemented in the designated Nitrate Vulnerable
Zones.

2.3.8. Agri-environment Programme

Estonia is planning the implementation of a national agri-environment programme (AEP) in
accordance with the adoption of Regulation 1257/99, the Rural Development Regulation.
Agri-environment measures are defined by Regulation 2078/92 and according to Article
43(2) of Regulation 1257/99 are the only obligatory element of the Rural Development
Regulation.

The national AEP for Estonia will use a complimentary mixture of general scheme plus
supplementary schemes (including an abandoned land scheme) to encourage the adoption of
a variety of agricultural production methods designed to protect the environment and
maintain the countryside by:

& using agricultural land in ways which are compatible with the protection and
improvement of the rural environment and natural resources, including air, water, soil
and genetic diversity;

&5 the conservation of high nature-value farmed environments which are under threat;

&5 the upkeep of traditional landscapes and historical features on agricultural land;

&5 the use of environmental planning (a ‘whole farm agri-environmental plan”) by those
farmers participating in the programme.

The details of AEP are described in Chapter 6 (Strategy).
Estonia started developing proposals for AEP in 1997 with support from the Dutch-funded

MATRA Programme (International Nature Management Programme) for a project entitled
“Agri-environmental Programmes in Central and Eastern European Countries”.
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Comprehensive proposals for a national AEP have completed by an international team
(Agriconsulting Temporary Association - ATA) in December 1999 under the PHARE CBC
project "Development of an Agri-Environmental Scheme in Estonia"” (OSS No.
9507.03.01.001). An action plan for implementation of the national AEP has been prepared
in September 2000 with assistance of the PHARE project entitled “Support to the EU
accession process in Estonia” (ES No. 9620.01.01).

Estonian AEP commitments involve more than the application of good agricultural practice
(GAP). As GAP is apparently still under review — some proposed AEP measures should after
the approval of GAP be looked through in this light.

Financial envelope — unfortunately it is possible to include only proposals, as the actual
results (allocations) will be clarified within budget procedures. Another problem lies in the
fact, that the budget covers one year, while the required contracts with farmers cover five
years.

Land reform

Land reform began in June 1991 with the entry into force of the Principles of Ownership
Reform Act. The Land Reform Act followed in October 1991. The actual process started in
February 1993 with approval of the procedure for the return of unlawfully expropriated land.

The reform strategy prescribes the determination of land retained in state ownership as the
first stage. This was followed by the return of land to lawful (former) owners, taking into
account the pre-emptive right of the present land users, and the privatisation of the remaining
land by selling. It was initially considered possible to complete the reform in five years, but
several processes have unfortunately lagged behind the planned schedule. The determination
and registration of land retained in state ownership has consumed more time and resources
than planned. The activity of persons applying for return of land has substantially decreased
after the government decided not to cover returning expenses to distant relatives of legal
owners. The slow pace of privatisation of agricultural land has certainly been caused by the
extremely low profitability of the agricultural sector.

The Land Reform results, as seen from the graph show two features: on the one hand it is still
necessary to register whole country coverage. On the other - the most important aspect is
resolving all claims for land, wherever these occur, regardless of actual ownership.

Figure 2 Registrations in the Land
Cadastre, 1993 — 2000
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that the remaining 1,85 million ha would take another 3 years (2003). However, this estimate
is too optimistic as there are considerable regional differences (see Figure 3), which cannot
allow the yearly level to be more than 400,000 ha, in turn moving the target farther by
another 2 years (2005). (It should be noted that data for 2000 covers only the result of 9

months).

The regional differences of reform process are seen from figure 3.

Figure 3 Land registration by administrative division, 30.09.2000
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Besides land restitution, the reform structure allows land privatisation through a pre-emptive
right for those, who own buildings on said land, to service the buildings, up to 2 hectares for
a private individual, up to 50 ha for a agricultural producer (entity). Through simplification
of the reform process it became possible for agricultural producers to privatize up to 200 ha
of agricultural land and up to 10 ha of forestland. This procedure is valid for parcels, where
there are no claims from former owners for restitution or for pre-emptive privatization, on
equal conditions with pre-emptive privatization. (The possibility exists to use privatization
bonds, to pay for land within up to 50 years).

The ability of farmers to buy land is anyhow difficult due to the lack of credit resources.
Mortgage banking is developing but is mostly limited to urban areas, as the market price for
agricultural land is rather low (being about 200 EUR per hectare on average, in 1998-99).
Therefore, the scheme of long-term leasehold agreements with optional further privatisation
will be improved to provide active farmers certainty on long-term land use, without losing
financial resources for immediate full-scale purchase of land.
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3. SOCIO-ECONOMIC PROFILE OF RURAL AREAS

3.1. RURAL POPULATION AND EMPLOYMENT

The number, share and density of the rural population have not changed substantially in the
recent years. Since 1990 the population in rural areas has been fairly constant whereas the
urban population has declined significantly and accounts for the overall decline in Estonian
population. Rural municipality population statistics provide a general overview of rural
population in the 1995 to 1999 period (Table 3).

Table 2. Employment in Rural Estonia, 1995 — 1999

Indicator 1995 1996 1997 1998 1999
Total number of people in rural areas 440784 | 436459 | 438106 | 444616 | 437566
People of working age * 237959 | 236014 | 245802 | 249176 | 246501
Employed people 172565 | 167910 | 166114 | 167352 | 162268
People working outside the parish 40692 45856 52176 55372 57587
People of working age studying full time 21555 21128 23351 26145 27688
Employed people under working age 145 93 55 68 74
Employed people over the working age 13098 12516 10598 11660 12283
People of working age on maternity leave 8168 9551 9636 9789 9409
People of working age, retired and disabled | 8957 10327 11201 12426 12457
Estimated shortage of job opportunities 39957 39707 46153 45192 47036
Officially registered unemployed 7379 6504 7083 6957 7395

Notes: * The definition of the people of working age population differs from that in Table 2. In this instance working age
is from age 16 years to 61 for males and 56 for females. This definition was used in Soviet times.

Source: Estonian Statistical Office

The total number of people in rural areas was 437,566 as of 01.01. 1999. The working age
population constituted 246,501 as of 01.01.1999, which is 1,1% less than in the beginning of
1998. The relative share of employed persons in the total working age population has
reduced from 73% to 67% from 1995 to 1998. The rural birth rate has been negative in recent
years, the slight growth of the rural population in 1996-97 (by 819 persons in total) resulted
from reduced mortality and positive immigration.

Table 3. Employment gender analyse

Indicator 1995 1999

males |females |total males |females |total
Total number of people in rural (212563 (228221 (440784 (212050 |225516 |437566
area
People of working age* 128973 [108986 237959 (133703 |112798 (246501
Employed people 93946 |78619 [172565 (89135 [73133 162268
People of working age studying [10480 11075 (21555 |13562 (14126 |27688
full time
People of working age on 44 8124  |8168 |75 9334 (9409
maternity leave
People of working age, retired  [5598  |3359  [8957  |7790  |4667  |12457
and disabled

Notes: * The definition of the people of working age population differs from that in Table 2. In this instance working age

is from age 16 years to 61 for males and 56 for females. This definition was used in Soviet times.

Source: Estonian Statistical Office
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In terms of gender comparisons, there has been little change in the ratio of males to females
amongst those who are employed. In 1995, approximately 55% of employed people were
male compared to 45% of females.

The age structure of rural population is slightly better than that of urban population: the share
of children between 0-15 years of age as of 01.01.98 was 23.4% in rural areas and 20.5% in
urban areas; the respective shares of persons of retirement age were 20.5% and 21.3%.

According to Labour Force Survey, the number of non-active persons in rural areas was
139,300 in 1998, accounting for 40.1% of the total rural population between ages of 15 and
74.

The main reason (44.5%) for non-activity is attributable to retirement age, as the non-active
population is calculated from the population between ages of 15 and 74. The most significant
among other reasons (illness, disability, maternity leave, studies) is the share of discouraged
persons who no longer believe in finding a job — their total number is 10,600, i.e. 7.6% of the
non-active population.

3.2. THE RURAL EMPLOYMENT STRUCTURE

During the Soviet times the division of labour between different member states of USSR
determined the employment structure. Estonia’s function was to promote agricultural
production, which has lead to a one-sided economy with the forced growth of the agricultural
sector out of proportion to the rest of the economy.

Therefore the beginning of the 1990s with the liberalisation of markets brought substantial
changes into the sectoral structure of rural employment.

Figure 4 Rural employees by sectors (1989-1999) '000

Notes: * primary sector - agriculture, hunting and fishing; secondary processing industry, power engineering, water supply
and construction; tertiary service sector

Figure 4 illustrates the

changes in the
250 employment structure
64 of the rural population
200 7 Gy ] in absolute numbers.
— — — O Tertiary*
5 80 As can be seen from
150

72| |74 |77] |80| |s7| | O Secondaryl | he Figure 5, primary
sector employment has

100 43 | B Primary
46 147 |so| 50| o QGcreaseq by ‘92,000
50 jobs, while the increase
I I I I in the secondary and
0 ‘ ' ‘ ‘ ‘ ‘ tertiary  sectors  has
1989 1994 1995 1996 1997 1998 1999 provided only 27,000
jobs.

The decrease in the share of the primary sector that started at the beginning of the 1990’s
continued up to 1999. The percentage of people employed in the primary sector has halved in
this period. The share of the tertiary sector started to increase at the beginning of the 1990’s
and reached 44.3% in 1998. The change in the percentage employed in the secondary sector
in the 1991 - 1999 period has not been as great.

55,372 or 33.5% were employed outside of their home rural municipality. The number of
persons employed outside of their home municipality increased by 6.1% in 1997 alone. As
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urban employers offer better working and salary conditions for rural people, the number of
rural jobs is decreasing.

Approximately 83% of employed rural municipality inhabitants had salaried jobs, 6.4%
worked producing products for home consumption, 6.2% worked in their own farm, 3.1% in
their own company and 1.2% were self-employed or freelancers.

The contingent of working-age persons in an unidentified employment position has increased
alarmingly. The rural municipality household statisticians have only negative information on

every sixth working-age person: not employed, not a full-time student, not on maternity leave
and not a recipient of disability pension.

3.3. UNEMPLOYMENT

During the Soviet times there was no unemployment as such due to the political ideology,
which promoted equal rights to work for every citizen. Many jobs were just generated to
reflect full employment in the labour market. . The system lacked efficiency and there were
many unnecessary jobs. With the beginning of the transition from a planned economy to a
market economy, the unemployment rate started to increase rapidly.

According to the ILO definition, the number of unemployed people in 1999 was 24 100 in
Estonian rural areas. The unemployment rate has risen during the last nine years from 1.2%

to 11.7% in rural areas (figure 6).

Figure 5. Unemployment rate (%) by gender in rural areas 1991-1999
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labour market in case of long-term unemployment.

The creation of registered jobs continuously decreased during 1996-1999. The
unemployment to vacancy ratio, which characterises structural unemployment increased from
19.9 to 30.3 during this period. The ratio was the highest for skilled labour in the agriculture
and fisheries sector, where it grew from 42.4 to 91.0. In other words, 91 registered searchers
for a job existed for each vacant job in these sectors in the beginning of 1999. The actual
ratio is probably even higher, as by far not everyone registers at an employment service.

As the low employment rate has a negative effect on the income basis of the local
government, the quality of public sector services is also poor. The high structural
unemployment and the poor quality of services cause younger people to leave the rural areas,
rendering the prospects of the local social environment even more desolate. It is increasingly
difficult to attract purely private initiative-based investments to rural areas.
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persons in unidentified employment position and increase in the share of discouraged people
combine to create an unattractive social environment for the rural population.

The creation of new jobs is thus crucial, as it increases the local income basis, reduces the
need for social benefits and has an indirect positive effect on the overall development of
Estonia. Support for investments in alternative activities and in the diversification of rural
activities, financed under the third SAPARD measure, is aimed at solving these problems.

3.4. AGRICULTURAL EMPLOYMENT

In 1989-1998 the employment in agriculture has decreased 3 times. In 1998, 47,000 people
were employed in the agricultural sector, the same figure being 138,900 in 1989. While
agricultural employment was 56.4% of total rural employment in 1989, the respective figure

for 1998 was 26 %.

Table 4. Annual average agricultural employment, 1989-1998

Agricultural Rural Share of agricultural employment in rural
employment employment employment (%)

1989 | 138900 246300 56

1990 | 136800 243000 56

1991 | 128900 237300 54

1992 | 114600 226300 50

1993 | 91900 207500 44

1994 | 75900 201100 38

1995 | 55500 177500 31

1996 | 52100 176200 30

1997 | 47000 176200 27

1998 | 47000 180600 26

Figure 6 illustrates the agriculture sector by form of employment in 1998. This shows that the

majority of those in employment in the sector are employees.

Figure 6. Persons engaged in the agricultural sector by status of employment, 1998

When characterising the agricultural sector by the main professions, it can be said that the

relative share of positions requiring a high qualification has decreased (Table 5).

Table 5. Trend in Employment in agriculture by profession, 1989 - 1997

Main profession 1989 | 1997 | Trend
% %

Senior officials and managers | 8,5 5,6 v

Top specialists 5,9 1,2 v
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Medium-level specialists 8,1 8,1

Officials 2,6 1,3 v
Agricultural skilled labourers 23,5 454 N
Other skilled labourers 17,7 6,3 7
Operators and compilers 263 17,8 |V
Unskilled labourers 5,6 129 | A

With the exception of skilled and unskilled agricultural labour there has been a decrease in
employment. In other words the number of “white collar” workers has decreased and “blue
collar workers” increased. The category “other skilled labour” showed the greatest fall in
percentage point terms.

3.4.1. Employment in Small Business

There are no data on the establishment, development and number of SMEs in rural areas.
Neither the Estonian Official Statistics nor the commercial register gives the place of activity
of such undertakings.

General conclusions on the situation and development of SMEs and their main problems can
be drawn on the basis of research carried out by the European Union PHARE SME
programme and the Ministry of Economic Affairs in preparation of the Estonian National
Development Programme. The research was titled “Situation in Estonian Small
Entrepreneurship (1998)”.

In general, the SME sector has made very rapid development in Estonia and contributed
greatly to the economic growth in the 1990s. The number of SMEs increased continuously
and reached nearly 28,500 in 1997. In 1996-1997, there were ca 20 SME-s per 1000
inhabitants in Estonia and in 1997 year 324,350 persons were employed, i.e. 55% of salary
jobs were in this sector.

Table 6 provides an overview of the SME sector in different fields of economy. It contains
data on undertakings registered in the commercial register by 1997 and on the number of
employees for each field of activity.

Table 6. Small businesses by activities, 1997

Field of activity Businesses Employees
Number | % Number | %
Agriculture, forestry, fishery 1933 6.9 30148 9.4
Processing industry, power engineering, 4391 15.6 84808 26.4
water supply
Construction 2225 7.9 34142 10.6
Commerce, accommodation, catering, 14075 49.9 122689 | 38.2
transport, communication
Finance and business services 3995 14.2 33650 10.5
Education, health care and other services 1567 5.6 16076 5.0
Total 27865 100 318676 | 100
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Table 8 shows the distribution of rural working-age population by activity and employment
as 0of 01.01. 1998.

Table 7. Distribution of rural working-age population

Employment Status & Sector %
Agriculture, hunting, forestry, fishery 23
Outside of rural municipality 22
Students and persons on maternity leave |12
Unemployed 10
Processing industry 10
Commerce, servicing 7
Education, health care 6
Other activities 5
Retired and disable persons 5

The research carried out by the Ministry of Economic Affairs showed the following data for
SME-s at 1997 including ca 2000 SME-s, located mostly in rural areas (in particular case,
whole country excluding Tallinn city):
» forestry enterprises — 478 in number, employing a total 4,750 persons or an
average 10 persons each and
» fishery enterprises — 159 in number, employ a total 2,123 persons or an average
13 persons each.

0 In addition to the above, the following types of small agricultural processing
enterprises with 1-9 employees exist in counties and small towns are ca 350
) meat processing enterprises located on farms — small abattoirs, meat cutting,

and small-scale processing for food. The number of such enterprises is 190;
) primary milk processing and dairy processing enterprises — total number circa
30, main products — cheese, yoghurt, curds and other products for the local market;

e grain mills, which sell their production to small bakeries and farmers — total

number circa 50;

) small bakeries — total number circa 40, main products — rye and wheat bread
and

) enterprises producing alcoholic beverages, beer and soft drinks, potato starch

and potato chips, rapeseed oil etc. — total number ca 40.
The estimated number of catering and entertainment enterprises is circa 600. They are
usually family undertakings with 2-4 persons employed.
There are about 200 enterprises, which offer machine services to individuals and agricultural
enterprises. Each of them has approximately 4- 9 employees.
Besides that there are about 200 self-employed persons who offer services with their own
machines.
The main instrument for ensuring an accelerated establishment and development of non-
agricultural activities is investment support for diversification of rural economic activites for
the implementation of their business ideas. The objective is to provide ca 2700 new non-
agricultural jobs in rural areas in the next 6 years. This would result in the following
distribution of rural activities and employment of rural working-age people by 2006:

Table 8. Distribution of activities and employment

Employment Status %
Agriculture, hunting, forestry, fishery 25
Servicing and other non-agricultural activities, including |23
processing
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Employed outside of home municipality 20
Retired and disabled persons, students, persons on 17
maternity leave

Education, health care, local government

Unemployed

Comparing the data presented in Tables 7 and 8 it can seen that the division of the employed
population by fields of activities is expected to change considerably in the period up to 2006.
First of all, unemployment is expected to decrease by 3-4%. The non-agricultural enterprises
and the establishment of the social economy are continually creating new jobs, and their
importance in employment is likely to increase from 17% to 23% in the period. An increase
of 2% in the number of jobs in the agriculture, hunting, forestry and fishery sectors is
anticipated. Although the number of jobs will decrease in agriculture, it will be offset by the
increases in employment in wood processing and fish sectors.

3.5. URBAN-RURAL COMPARISON IN ESTONIA

3.5.1. Population

The urban population of Estonia has mainly decreased on account of emigration during the
last ten years, while the rural population (1989 — 446,800; 1999 — 437,566) has remained
quite stable.

Figure 7 The rural
population density and
rural population share in
total
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Dependency Ratio

The dependency ratio shows the ratio of pre-working-age and post-working-age population
to working-age population. The rate in rural areas is 54.6, which generally implies a worse
demographic situation than that of the urban areas, where the respective rate is 46.7.

3.5.2. Employment

The employment in rural areas has been lower than in towns during 1990-1998, since 1993
the difference grew steadily. In 1998 the decline in the employment of the rural population
stopped, and the employment of women in the countryside even increased slightly. Still,
despite the small increase during last two years, the rural employment rate is lower than in
urban areas.
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3.5.3. Income

The disparity in the incomes of urban and rural households has continuously increased during
the last two years. While the average net income of the rural population was 76.5% of that of
the urban population in the fourth quarter 1997, the respective figure for the fourth of 1998
was 72.7%. In money terms, the increase in the income of the rural population was lower
than that of the urban population by twofold, and the increase in the incomes of the rural
population was mainly attributable to transfers (selling land and other fixed assets).

The structure of the income of urban and rural people is very different. In the fourth quarter
of 1999, wages accounted for less than a half (45.8%) of the income of rural people, and
66.5% of the income of urban people. Transfers accounted for 33.3% and 22.7% and income
from individual activities accounted for 15.4% and 4.2% respectively.

3.5.4. Poverty

According to an in-depth analysis of household studies (Poverty relief in Estonia in 1999),
the rural-urban disparities in Estonia are the following:

o there are much less households with more than two children in urban areas, and the
average number of children in urban households is significantly smaller;

8 the frequency of households with employed persons is much higher in urban areas;

8 the frequency of household’s unemployed members is higher in rural areas;

é the consumption structure is generally rather different in urban and rural areas;

8 the volume on non-forced consumption is much lower in rural areas, despite the lower
rent and communal utility expenses;

8 rent and communal utility expenses are lower (in absolute) in rural areas.

3.5.5. Services

The availability of services has deteriorated in rural areas when compared to urban areas. The
former collective farm centres that used to function as the local service centres do not operate
anymore and the same services are only available at a longer distance. The relative share of
public transport has also decreased - it is not subsidised in the former manner, and movement
has become more expensive and complicated for rural inhabitants.

3.5.6. Other

To characterise the rural population more generally, it can be said that the rural inhabitants
keep more to traditions and are less innovative than urban inhabitants. This is a major
problem for a restructuring economy, where most of the population have to adapt to new
circumstances, undergo conversion and complementary training and be open to everything
new. This problem is evident in the structural unemployment of rural areas, where an
undertaking cannot find enough employees with sufficient skills despite the high
unemployment level.

3.6. THIRD SECTOR

In Estonia, the first non-governmental (civic-voluntary) societies and associations have
established during the era of awakening in the 1860s, mostly by Estonian peasants. These
organizations emphasized mainly the development of culture, education, and the local
agricultural economy, and were active until 1940, when the Soviet occupation closed down
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all associations based on free initiative. During the Soviet period the communist party mainly
led the people’s voluntary activities.

Since the end of the 1980s a rapid development of the third sector has taken place in Estonia.
The number of non-profit organizations and foundations registered by state authorities has
been rapidly growing. As of September 1996, the number of registered non-profit
organisations was 3200. By July 2000, there were some 13000.

The legal framework for the activities of the third sector in Estonia has developed in much
the same way as the society itself. During the last seven years four different laws referring to
the activities of voluntary organizations have been passed by Parliament.

Thanks to NGOs people in rural areas get new possibilities for jobs and leisure activities. The
activities of NGOs in rural areas are a crucial factor for helping local people to become active
participants in local development. In general, NGOs need to be more visible, enhance their
credibility, and demonstrate that they are sustainable organizations.

In total, approximately two thirds of the financial assets of the Estonian civic sector is of
foreign origin. The majority of foreign assistance in Estonia has come from the European
Union and through various PHARE projects. Other major contributors to the sector have
been the UNDP, the US Embassy, and various organizations operating in the Scandinavian
countries and the Open Estonia Foundation. The Estonian State is also supporting the sector,
either through the State budget directly, or through various funds.

Civil society embraces the broad range of human activity outside the market and the state,
although it ultimately influences and is influenced by both. The population in the rural areas
of Estonia is getting older and unemployment rates are getting higher. NGOs in rural areas
express the interests and aspirations of people. They have started to provide mutual support
as well as services, especially for those who are not able to do it by themselves or whom
Government and markets have failed to reach. They are the ones who can create livelihoods
and economic opportunities as well as promote human rights and improved justice systems to
secure normal life in the countryside.
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4. OVERVIEW OF AGRICULTURE AND THE RURAL ECONOMY

4.1. AGRICULTURE IN NATIONAL ECONOMY

Agriculture has been one of the most important sectors in the Estonian economy. In 1996,
agriculture accounted for 5.5% of GDP and employed 8.1% of the labour force. These
figures were above the EU average (which were 1.8% and 5.3% respectively in 1995). By
1998, agriculture accounted for 3.8% of GDP and employed 6.9% of the labour force — still
above the EU average but below the average for the 10 applicant countries. These figures
contrast sharply with the period before independence where the primary sector employed
20% of the labour force. Taken together with forestry and fisheries the contribution of
agriculture to GDP in 1998 was 7.3%. Despite these changes in the overall relative share of
agriculture in GDP, the food industry remains the largest industry in Estonia. It accounted for
32% of total industrial output in 1997.

Table 9. Relative share of agriculture and forestry in GDP (in '000 Euro)

1994 % (1995 |% (1996 |% 1997 (% [1998 |%
GDP in market prices 1934.1 2601.0 3351.2 4110.1 4679.2
Gross output in 139.3]| 7.2 142.4| 5.5| 174.0| 5.2| 177.6] 43| 175.4| 3.8
agriculture and hunting
Gross output in forestry 243 1.3| 30.3| 1.2 39.0] 1.2| 53.8| 1.3| 66.8| 1.4

Source: Estonian Statistical Office.

Figure 8 Trade Balance 1994-1999
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4.2. TRENDS AND CHANGES IN AGRICULTURAL SECTOR

Between 1992 and 1996, gross agricultural output declined by 27.6%. The decrease in
livestock production of 36.9% was more significant than in crop production (-14.2%). During
the same period the share of crop production of gross agricultural output increased to 48.8%.
The loss of markets and the reduction of producer prices had a critical effect on animal
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breeding. In addition arable cultivation required less investment than animal production and
is easier to rebuild.

Over the period 1989 to 1999, the production of most agricultural products has decreased in
Estonia reflecting a decrease in the area under crops and the number of animals. Over the last
three years, production volumes have remained relatively stable reflecting improved
productivity. In 1999 a decrease in production volumes meant that production has fallen
below the domestic market demand level for most agricultural products.

The agricultural sector began to decline drastically in 1998 with the world market price falls
for all agricultural products, especially dairy products.

As the Estonian foreign trade policy is very liberal, the price fall on the world market had a
direct impact on Estonian agriculture. The disappearance of the Russian market in the second
half of 1998 and unfavourable weather conditions had a further negative effect. Support has
had a positive effect on the agricultural sector. Direct support and capital support are
especially important for increased revenues in basic agricultural activities and the impact
should extend into future years. Figure 9 shows that agricultural production in the current
conditions would be rather questionable without support.

Figure 9 Net added value in agriculture, 1995 — 1999 (MEUR)
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Figure 10 Producer Subsidy
Equivalent 1986-1999

Figure 10 shows the sudden change,
which occurred between 1991 and
1992 when all input support was
eliminated together with market
support for foreign trade.

As a result the relative income level in the agricultural sector decreased sharply. As the sector
was not able to react quickly to the policy change, the producer support estimate became
negative. A gradual increase in the producer support estimate took place between 1992 and
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1996, which can be explained. Government measures (Table 10) with a direct effect on
agricultural incomes were significantly increased from 1997.

Table 10 Government support to Agricultural producers — 1996-2000 (MEUR)

1996 (1997 (1998 (1999 (2000
Direct support - - 26,52 (15,28 (12,55
Dairy cow support - - 4,47 5,67 7,18
Arable crop support - - 7,55 8,90 4,86
Sow support - - - 0,19 -
Young and meat cattle support - - - 0,40 -
Ewe support - - - 0,13 0,13
Organic farming - - - - 0,25
Certified seed potato - - - - 0,03
Certified hey seed - - - - 0,10
Loss compensation - - 14,50 |- -
Input support 5,32 |7,64 13,23 |13,02 (7,73
Interest rate 1,02 0,77 0,98 1,79 1,79
Capital grant - 1,28 3,27 4,68 3,56
Insurance support - - - 0,04 0,12
Liming support 0,26 0,28 0,89 1,10 0,95
Seed propagation support 0,06 - - - -
Fuel excise tax compensation 2,46(3,78 5,69 3,80 -
Amelioration maintenance 1,52 1,53 1,63 1,41 1,31
Credit guarantee - - 0,77 0,20 -
General support 6,09 18,08 (10,46 10,19 |8,21
Research, training, consultation  |0,47 0,58 0,59 0,62 0,43
Breeding 0,70 0,78 0,72 0,63 0,77
Control of epidemics 0,13 0,15 0,15 0,15 0,15
Infrastructure support 3,83(5,11 7,49 7,30 3,54
Market research 0,08 0,19 0,17 0,17 0,03
Other state programmes 0,89 1,29 1,34 1,32 1,99
Support for co-operation -|- - - 1,31
Other support (tax exempt.) |3,83 [1,98 (1,92 |2,11 |2,11
TOTAL 15,25 (17,71 |52,13 |40,59 |30,59

The share of agricultural support was 3.9% of the state budget in 1997 rising to 5.1% in
1998, though this increase was due to additional compensation for weather related damage
paid out to farmers at the end of the year. Excluding these compensations, agricultural
support amounted to 3.7% of the state budget rising only to 3.9% designated for 1999.

4.2.1. Agricultural Credit

In 1993, the Government established the Agriculture and Rural Life Credit Fund (ARLCF),
which has been the main source of credit for agriculture, and rural life. The highest interest
rate is 10 %. The loan portfolio of the Fund is 30 million EUR and every year the state has
given 16 million EUR to the budget. In 1998, long term loans worth 6 million EUR and short
term loans worth 4,4 million were given, of which 71,5 % were given to the agricultural
sector, 7,7 % to the industrial sector and 8,5 % to the forestry sector.

The Rural Credit Guarantee Fund was established in 1997. This institution concluded co-
operation agreements with 7 banks. The institution is entitled to secure loans by up to 60 %
of the total amount of the loan. Today the amount of collateral is 9 million EUR if necessary;
this number can be increased to nearly 30 million EUR. A half can be used for securing
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agricultural loans; the other half will be for the support to rural entrepreneurs. The amount of
the collateral per entrepreneur can be up to 160,000 EUR at present. With the help of the
Rural Credit Guarantee Fund, loans worth 2,7 million EUR were given in 1998 and
additional loans worth 332,000 EUR have also been approved.

In 1996, interest rate subsidy payments were started in co-operation with ARLCF. Interest
support has been paid to the interest calculated on agricultural sector investment loans of the
previous year. Estonia’s territory has been divided into three zones, taking into account the
soil quality grade and the principle of regional approach. In the most underprivileged zone,
interests on loans are up to 7% but not more than 9 percentage points are compensated. On
the other hand, in the most privileged zone, interests on loans are up to 9% but not more than
7 percentage points are compensated.

4.3. LAND USE

4.3.1. Land resources and soil fertility

Figure 11 The distribution of
land resources by counties
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for 1992, a decrease in land use is revealed, as only 1% of field area was unused in 1992.
The low use of agricultural lands is caused mostly by economic reasons — low profitability of
plant production and difficult access for financial markets. The slow pace of Land Reform is
considered as result of economic factors, being itself only indirectly reason for low land use.
Estonian soils are extremely varied with differences especially sharp in the qualities of
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4.3.2. Drainage

Nearly two-thirds of the arable land was drained over the past 40 years but as collective
farms were dismantled after 1991, the drainage system has not been well maintained. It is
estimated that around 60% of Estonia’s most fertile lands are excessively moist. As a
consequence, drainage systems are an essential need. Moreover over 50% of the drainage

systems were built more than 20 to 25 years ago and therefore

Figure 13 The share of drained agricultural lands
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A related problem in this context is the ability of the private sector to co-finance these works.
Experience from the assistance received from the World Bank towards land amelioration
suggests that a public sector contribution of 60-80% is required for such projects.

In the context of the need for drainage rehabilitation, Estonia makes use of polders, which
were built near lakes and the sea, where the high level of receiving waters required excess
water to be pumped off the area under drainage. Currently 12 pumping stations are
technically in order but their continued operation is necessary. Taking account of on
environmental protection and landscape maintenance considerations, and reflecting the need
to continue agricultural production in the area, around 14 polders covering around 6500

hectares (from a total of over 10,000 ha) should be kept in use.

4.4. PLANT PRODUCTION

Trends and Investment Needs

Between 1989 and 1999, there has been a 30% decline in the area under crops (Table 11).
This decline has varied by crop. For example, the largest reduction took place in the area
under potatoes (over 40%) while the area under rapeseed increased 5.5 times. The area of
unused land has increased nearly 18 times to around 267,500 hectares.

Table 11. Area under crops in Estonia, 1989-1999 (‘000 ha)

Grains  |Potatoes |Open field|Rapeseed |Fodder [Area Unused
and vegetables crops under field lands
legumes crops

1989 (395.9 52.0 5.5 4.4 468.0 1100.0 |15.0

1990 (397.1 45.5 52 32 468.5 1116.3 15.7
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1991 |418.2 52.2 5.7 1.1 635.2 1114.3 14.0
1992 14235 46.3 5.1 2.9 627.0 1106.6  |12.7
1993 |375.5 42.6 4.6 1.3 632.3 1057.0  |62.9
1994 |320.2 39.9 4.4 2.6 566.9 935.0 179.1
1995 |308.0 36.9 4.6 6.0 493.8 850.7 254
1996 |294.6 353 4.2 8.6 515.5 859.1 243.5
1997 |335.2 35.2 3.9 7.9 480.8 864.2 231.1
1998 1360.5 325 4.2 17.5 446.0 861.1 133.4
1999 [327.2 31.1 4.3 242 421.7 809.0 267.5

Grain cultivation is an activity with the largest impact on the Estonian rural landscape next to
grasslands and pastures. Fodder grains such as barley and fodder wheat were the most
common crop in the Soviet period; more attention has now been paid on the improvement in
the quality of food grains such as oats, wheat and malting barley. Large production units of
over 100 hectares produce the bulk of grain.

As part of the preparations for the RDP, research was conducted to identify the current
situation and the main problems facing this sector. This work showed that a major problem in
current grain cultivation was the weakness of the seed cultivation system. This requires
modernization and new equipment. In addition, major investment needs have been identified
for new plant cultivation technology including investments in land cultivation technology,
fodder harvesting technology and grain cultivation technology in order to reduce production
costs. Since 1991 there has been a gradual decline in the purchasing of new tractors grain
harvesters and other agricultural machines. There is also a need to ensure that plant
protection machinery (such as pesticide sprayers, manure and fertilizer spreaders as well as
combined sowing machines are consistent with EU requirements. Expert assessment show
that there is an estimated annual financing need of 30 million Euros required to modernize
Estonia’s agricultural machinery and technologies in order to reduce agricultural production
costs and to improve the overall quality and competitiveness of the country’s agricultural
products.

4.4.1. Oil crops

The main oil crops in Estonia are rapeseed and turnip rape. The area under these crops and
their total output is small, but owing to the relatively better market situation, the area under
these crops has substantially increased in the recent years. The strength of the sector is the
development of co-operative activities. This contributes to the faster spread of new
knowledge, optimisation of production and sale of ready products. Seed cultivation and
technology are in need of development. A new food oil processing plant was launched in
Estonia in 1999, which considerably extends the marketing possibilities for rapeseed and
turnip rape and the area under these crops can therefore be expected to continue to increase.

4.4.2. Organic farming

The organic farming movement in Estonia started in 1989 with the establishment of Estonian
Biodynamic Association (EBA). During the first years advice, training and control was
organised with the help of foreign experts. During the middle 1990s the development of this
movement slowed down including its training activities. The next development occurred in
1997 when an Act on Organic Farming came into force. A year later a standards and
certification label “MAHEMARK” was introduced. Certification was delegated to two
private organisations: EBA and Kagu-Eesti Bios. State supervision was undertaken by
Estonian Plant Production Inspectorate. In 1999 there were 89 farms, 2 processors and 1
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catering company, which were certified according to the requirements of the State label.
There were also 25 additional farms (with 600 ha of agricultural land) that were certified in
accordance with the EBA standards label “OKO”, (used since 1990). In total there was
around 4000 hectares of controlled agricultural land in 1999 accounting for 0,4% of
agricultural land in production.

In the year 2000 there are more than 238 farmers (including converting) with around 10 000
ha who have applied for the state label “MAHEMARK”. This increase in applications is
mainly due to the intensive promotion work by organic producers’ organisations in 1999, the
increased interest of the state in developing organic farming (including area support
payments from 2000) and better training possibilities in the spring 2000.

Most of the organic farms including those converting to organic farming are concentrated
into three regions - South-East Estonia (Voru, Pdlva and Valga counties), Saaremaa island
(Saare county) and West-Estonia (Ld4ne county). These areas have had traditionally
extensive agriculture because of the natural conditions and therefore the conversion into
organic farming is relatively easy. Recently there are several larger farms and agricultural
enterprises in the regions of intensive agriculture that have shown interest as well.

The marketing of organic products is rather weakly developed. Consumers have difficulties
in finding organic products in the shops. The most common methods of marketing are on-
farm sales, selling to the hospitals, schools, kindergartens and local shops. There are some
organisations dealing with the development of marketing: Urtica Ltd and recently established
NGO Organic Producers Union.

There are relatively few farms selling processed products, although there is potential for
development in this respect. A relatively high share of organic products is not being sold as
organic (such as for the large dairies and is therefore mixed up with conventional milk) or is
sold without using the organic label (even if the farm is certified and has the right to use the
label).

Most of the training for farmers has been organised by non-governmental organisations
(EBA, Kagu-Eesti Bios, Centre for Ecological Engineering, Répina Training Union) and
there is much need for this training. As there are only three accredited advisors on organic
farming in Estonia there is a need for training additional advisors specialised in organic
farming, conventional farm advisers could also be introduced to the general principles of
organic farming. There is also a lack of appropriate information materials with only a few
booklets published to-date.

Relatively little organic farming research has been done but the importance of research is
clearly recognised by several institutions dealing with organic farming. Interest in developing
research in organic farming exists, but finding the necessary financing is problematic. Up to
now there are few projects implemented by the Institute of Plant Protection of the Estonian
Agricultural University and the Centre for Ecological Engineering, but also by some organic
farmers.

From the year 2001 the present system where the “MAHEMARK” label is granted by two
non-governmental private bodies, will be changed since these private bodies are not
accredited according to EN45011 standards. The present Organic Farming Act (passed in
1997) is not fully in accordance with EU regulation 2092/91. By January of 2001 this act and
accompanying regulations will be harmonised with EU legislation in organic farming
(including 1804/99).
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Taking into account the present agricultural situation and the developments, which have
already taken place, there is a great potential for the rapid development of the sector in the
future. It is estimated that there will be an increase of between 50 to 100% in organic
production per year over the next few years.

4.4.3. Potato farming

During the Soviet period, the area under potatoes was 70,000 - 100,000 ha and the production
volume was 700,000 - 1,300,000 tonnes, which is much more than at the present time. The
area under potatoes was also substantially larger in 1989 when compared to recent years.
Estonian potatoes were used to supply St. Petersburg (former Leningrad), Moscow and other
cities of the Soviet Union. Potatoes were also used as animal feed. In recent years the area
under potatoes has been from 31,000 to 35,000 ha and total output has been in the range of
317,000 - 500,000 tons. Around 2.5% of total agricultural land is under potatoes. To improve
the competitiveness of potato farming, the seed cultivation system needs fundamental
improvement. Investments are also needed for storage facilities and for the modernisation of
potato cultivation technology.

4.4.4. Horticulture

Horticulture includes vegetable, medical and spice herb, fruit and berry cultivation,
decorative gardening, cultivation of young plants, and apiculture. Nearly one half of the
vegetables and all of the fruits and berries consumed in Estonia are produced in small
gardens. The suitable soils, relatively favourable climate, cheap labour and energy enable the
production of quality gardening products at a low cost. Fruit, vegetable and berry cultivation
provide good development potential for small farms (under 20 ha) in regions where local
conditions do not favour large-scale production (South and South-East Estonia, the vicinity
of Lake Peipsi).

In order to extend as far as possible the period of domestic vegetable supply, investments in
new storage facilities are required. Investments are also needed to establish new greenhouses,
as horticulture in the Estonian latitude requires pre-sowing cultivation. Investments are also
needed for the reconstruction of old and the establishment of new more economic hotbeds
(together with wetting and ventilation systems). It has been estimated that up to 8 million
Euros are required for greenhouse reconstruction by the year 2006. New methods of fruit
cultivation also require additional investments including the reconstruction of fruit storage
facilities.

An important source of additional income besides traditional agricultural production is the
cultivation of medical and spice herbs. The production volumes for these products have
increased in the recent years, but the supply is still not enough to satisfy domestic demand,
which is about 22-30 tonnes of different herbs. The need for herbal teas may even be 4-5
times more than that. The cultivation of medical and spice herbs is the least mechanised
production process in the horticulture sector. The high proportion of manual work required
does not allow the increase in planted or production volume. Small machines suitable for 1-2
ha plantations have to be found. A problem to be solved is the development of a cheap,
quick, clean and energy efficient drying device. In addition, product development through
packaging is essential for adding value to medical and spices herb products. Undertakings
need to purchase packaging machines and/ or lines, extend the assortment of 