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FOREWORD

Entrepreneurship is a key driver of economic
growth. Like all countries that have reached the
innovation-driven stage, Estonia needs to nurture
its entrepreneurial potential. But to harness the
potential of entrepreneurship and innovation,
Estonia does not necessarily need more entrepre-
neurs: it needs better, innovative and growth-
oriented entrepreneurs. To facilitate this goal,
Estonia needs a national entrepreneurship policy
framework. This report offers that framework.

Estonia is a small country with 1.3 Million inhabit-
ants. Its domestic market is small. To grow, there-
fore, companies with growth ambition need to go
beyond the local market. The only way for a small
country to compete is through innovation and the
smart use of scarce resources. While Estonia is
known to produce a disproportionate number of
innovative start-ups per capita, the majority of
entrepreneurial businesses in Estonia are not very
sophisticated and are stuck in subcontracting ac-
tivities. Because of this imbalance, the number of
innovative start-ups is not sufficient to produce a
major impact on the economy. In order to en-
hance the sophistication of the Estonian industrial
landscape, an ecosystem-wide approach is re-
quired.

Entrepreneurship ecosystems are complex: they
comprise numerous different stakeholders and
are shaped by laws, regulations and formal and
informal institutions. Therefore, policies facilitat-
ing entrepreneurship ecosystems need to go be-
yond individual policy initiatives designed to ad-
dress specific, well-defined market failures. A na-
tional entrepreneurship ecosystem policy needs
to look at the ecosystem as a whole, and it needs
to understand the ecosystem dynamic. Only by
taking an ecosystem-wide perspective and by
identifying strengths and bottlenecks at the eco-
system level, it is possible to design and orches-
trate coordinated policy actions that systematical-
ly address and correct ecosystem bottlenecks,
thereby paving the way for a higher-quality entre-
preneurial dynamic in the economy.
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To address this challenge, this report applies the
globally recognised GEDI methodology to analyse
the Estonian entrepreneurship ecosystem and
design policies to enhance it. This methodology
draws on extensive data to provide an overall,
internationally benchmarked look into the Estoni-
an ecosystem and identify bottlenecks that hold
back its performance. The methodology then
draws on stakeholder engagement meetings and
workshops to add insight that is not captured in
codified data. Combining ‘hard’ data and ‘soft’
experience-based insights, the GEDI methodology
then identifies priority actions to address the bot-
tlenecks identified through collective action.

The key objective of this report is to help bring
about a real improvement in how the Estonian
entrepreneurship ecosystem works. The main
content of this report is therefore the agenda for
collective action. As the report elaborates, many
elements of the ecosystem are in place and work-
ing, yet the performance of the ecosystem as a
whole could be improved. Estonia needs to devel-
op a coherent set of ecosystem resources with
distinct roles so as to be able to offer comprehen-
sive support for innovative, growing businesses.
Some of the ecosystem bottlenecks can be allevi-
ated through quick action (e.g. training programs
for entrepreneurs), while others require more
time and strategic changes, for example, in Esto-
nia’s education system (e.g., shaping positive atti-
tudes towards entrepreneurship should start al-
ready at the primary school level).

This report was commissioned by the Estonian
Development Fund, and the process was facilitat-
ed by the Global Entrepreneurship and Develop-
ment Institute (www.thegedi.org). Numerous ex-
perts, entrepreneurs, academics, policy-makers
and other stakeholders have contributed their
insight into this intensive process. The Estonian
Development Fund wishes to thank all individuals
who have contributed to this report.



EXECUTIVE SUMMARY

This report presents a GEDI analysis of the Estoni-
an entrepreneurship ecosystem. The GEDI ap-
proach is designed to identify and analyse bottle-
necks that hold back entrepreneurial performance
in countries, and to design policies that help alle-
viate those bottlenecks. The insights produced by
this exercise take the form of specific policy ac-
tions designed to coherently address Estonian
entrepreneurship bottlenecks, thus helping un-
leash the entrepreneurial potential of the Estoni-
an economy.

The key insights in this report are as follows:

- Estonia “punches above its weight” (rela-
tive to its GDP per capita) in terms of the
performance of its entrepreneurship eco-
system: Estonia ranks 21°" in the global
ranking of entrepreneurship ecosystems,
ahead of countries such as Latvia and
Lithuania, Spain, Portugal and Greece, and
even ahead of countries such as South Ko-
rea and Japan.

- Importantly, Estonia ranks high relative to
its GDP per capita. The only countries
ranking higher than Estonia in the GEDI
ranking with a similar level of GDP per
capita are Puerto Rico and Chile.

- While Estonian performance is strong
overall, its entrepreneurship ecosystem
also exhibits softness — notably, in indi-
vidual-level attitudes towards entrepre-
neurship. This bottleneck drives softness
in entrepreneurial skills, which further
drives softness in innovation and in en-
trepreneurial finance.

The four key bottlenecks that hold back Estonian
entrepreneurial performance are: Innovation; Fi-
nance; Attitudes towards Entrepreneurship; and
Skills for Entrepreneurship. The Attitudes and
Skills bottlenecks are closely related, and both are
key drives of the Innovation and Finance bottle-
necks.

This report concludes by issuing Calls for Action
intended to trigger coordinated policy action to
address the identified bottlenecks in the Estonian

entrepreneurship ecosystem. The Calls for Action
are listed below. More detail is provided later in
this report.

Innovation

e Increase the participation of start-ups in
research funding and public procurement.

e C(Create a soft landing package for foreign
talent.

e (Create an action plan to attract postgrad-
uate students (including doctoral level
students) to Estonia.

e Introduce scholarships and internships for
university students and student teams in
Estonian start-ups and nearby start-up
hotspots (e.g., the Aalto University eco-
system in Espoo, Finland).

e Introduce industrial companies to lean
start-up methodologies.

Skills and Attitudes

e Launch an’Entrepreneur at School’ initia-
tive.

e (Create a dedicated Executive MBA pro-
gramme for entrepreneurs.

e launch a programme offering support to
start-up teams to grow innovative global
start-up companies from conception
phase into start-up phase.

e Create a bank of teaching case studies of
Estonian entrepreneurial businesses.

e launch spin-out programme for people
with industry backgrounds and for univer-
sity spin-outs.

Finance

e (Create an employment tax honeymoon
for new businesses.

e Create a legal framework for crowdfund-
ing and related syndication activity.

e Create tax incentives to encourage busi-
ness angels and crowdfunding investors.

e Allow tax exceptions for in-moving global
talent.
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INTRODUCTION: MAKING ESTONIA MORE ENTREPRENEURIAL

Entrepreneurship is a crucial engine of economic
dynamism. Entrepreneurs are individuals who
identify opportunities for economic wealth crea-
tion and take action to realise those opportuni-
ties. Without entrepreneurship, there would be
little innovation, and the economy would stag-
nate. It is therefore important to think about how
Estonia can harness its entrepreneurial potential
for economic prosperity.

Not all entrepreneurs are the same, though. En-
trepreneurs come in many flavours, and only
some will create a real impact on economic de-
velopment. While all entrepreneurs create em-
ployment for themselves, much fewer create
many jobs for others. Thus, the success of entre-
preneurship policies should not be measured by
counting the number of self-employed individuals
only. What really matters for economic and
productivity growth are those entrepreneurs who
innovate and have the ability and aspiration to
grow their businesses.

In order to support innovative and high-growth
entrepreneurial activity, policies need to look be-
yond the entrepreneur and his or her business.
Innovative and high-growth entrepreneurs need a
fertile ground to grow.

Far too often, policies to support entrepreneur-
ship are limited to individual, often isolated policy
initiatives, such as provision of soft funding and
advice to already existing entrepreneurs. For gov-
ernments to effectively nurture and harness the
true potential of innovative entrepreneurship,
more far-reaching and coordinated policy actions
are required. Providing a fertile ground for inno-
vative and high-growth entrepreneurs does not
mean isolated policy programmes only: policies
need to cover the entire entrepreneurship ecosys-
tem in a coherent way.

In order to design policy to enhance entrepre-
neurship ecosystems, you need to understand
how the ecosystem works. This is challenging be-
cause entrepreneurship ecosystems are complex,
and there are few measurement frameworks that
cover the entire ecosystem. This report uses the
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acclaimed GEDI methodology' to analyse Estonia’s
entrepreneurship ecosystem and develop calls for
action to improve it. Widely recognised as the
global benchmark for profiling entrepreneurship
ecosystems, the GEDI methodology offers the
most comprehensive and sophisticated platform
currently available for this task. In addition to
providing detailed data for benchmarking Estoni-
an entrepreneurial performance against more
than 120 countries, the GEDI Stakeholder En-
gagement Process offered a way to combine prac-
titioner insights with hard data to develop an evi-
dence-based understanding of how the Estonian
entrepreneurship ecosystem works, what its key
bottlenecks are, and how those bottlenecks can
be alleviated.

The key part of this report is a list of calls for ac-
tion to improve the performance of Estonia’s en-
trepreneurship ecosystem. We use this term —
calls for action —on purpose. While recommenda-
tions are helpful, they amount to nothing if not
acted upon. Much like entrepreneurship itself is
defined by action, action is also needed to im-
prove Estonia’s entrepreneurship ecosystem. We
call for action in three key areas that we identified
as bottlenecks that hold back Estonia’s entrepre-
neurial performance: Innovation, Finance, and
Attitudes and Skills.

We next introduce the GEDI methodology and
describe how the GEDI analysis was carried out in
Estonia. We then lay out our key findings. These
are followed by our Calls for Action.

! See www.thegedi.org. Also see Appendix | for meth-
odological details.



THE MAKINGS OF AN ENTREPRENEURIAL ECONOMY

How do entrepreneurial economies look like?
Contrary to popular belief, the most entrepre-
neurial countries in the world are not the ones
who have the most entrepreneurs. This simplistic
notion is, in fact, misleading: the highest self-
employment rates in the world are observed in
countries such as Zambia, Nigeria, Ecuador and
Malawi. This is because developing economies
lack the human capital and infrastructure needed
to create high-quality jobs. Because of this, in
some developing countries, up to 40% of the pop-
ulation are forced to ‘subsistence entrepreneur-
ship’ to make a living. The result is many people
selling baskets and fruit in street corners but few
innovative and high-growth start-ups.

In entrepreneurship, quality matters more than
guantity. Therefore, to be entrepreneurial, a
country does not have to have the most entre-
preneurs: it suffices if it has the most innovative
and growth-oriented ones. However, achieving
this outcome is challenging, as many elements of
the entrepreneurship ecosystem need to work
smoothly together to facilitate high-quality entre-
preneurial activity. To prosper, innovative and
high-growth start-ups need skilled employees.
They need external sources of technologies, such
as universities. They need a well-functioning infra-
structure. They need specialised advise and sup-
port in, e.g., marketing, legal matters, and financ-
ing. They need access to appropriate forms of fi-
nance. They need business premises. They require
a supportive regulatory framework that reduces
regulatory compliance costs. And so on: this list is
not complete. Entrepreneurship ecosystems con-
sist of multiple, complementary elements, all of
which need to be in sync in order for innovative
and high-growth firms to prosper.

And even the above is not enough: to have inno-
vative, high-growth entrepreneurship, you need
the right kind of people to choose an entrepre-
neurial career over alternative occupations. This
means that social attitudes towards entrepre-
neurship also matter. If well-educated individuals
do not perceive entrepreneurship to be a desira-
ble and valued career choice, they will choose
other occupations. Individuals most able to start

innovative and high-growth firms also have many
other career choices available to them.

According to the Systems of Entrepreneurship
theory that underpins the GEDI methodology?,
well-functioning entrepreneurship ecosystems
combine action by individuals with favourable
framework conditions. Framework conditions can
be thought of as the ‘structure’, or ‘institutional
framework” within which new ventures operate. A
well-functioning institutional framework needs to
be in place to support the creation and growth of
new, innovative and high-growth ventures. This
framework consists of a number of broad ele-
ments, such as resources (e.g., finance, human
capital, networks); physical infrastructure (e.g.,
communication infrastructure, transportation in-
frastructure, business premises); service infra-
structure (e.g., research services, educational ser-
vices; business services); formal institutions (e.g.,
rules, laws, and regulations); and informal institu-
tions (e.g., social norms and attitudes).

To bring these framework conditions to life, we
need action by individuals. This action, and the
quality of it, is regulated by different factors. As
noted above, social attitudes towards entrepre-
neurship matter. It also matters who starts new
firms, as human capital carried by the founders of
the venture sets up the venture’s initial productiv-
ity potential. Abilities matter —i.e., what kind of
new ventures are created, in which areas they
operate, and so on. Finally, aspirations matter:
new venture growth seldom happens by accident,
and even with strong growth aspirations, achiev-
ing growth will be challenging.

In summary, entrepreneurship ecosystems are
complex, dynamic, living wholes where the quality
of the ecosystem —i.e., its ability to facilitate in-
novative, high-growth entrepreneurial activity
depends on many factors. This presents many
challenges for any attempt to profile the quality of
such ecosystems:

’See Acs, Z. )., Autio, E., & Szerb, L. 2014. National
Systems of Entrepreneurship: Measurement Issues and
Policy Implications. Research Policy, 43(1): 476-494.
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- You have to measure many constituent
elements of the system

- You need to measure both individual-level
attitudes, ability and aspirations, and the
framework conditions that regulate the
initiation and outcomes of individual-level
action

- You need to recognise that the system is a
dynamically evolving while where the sys-
tem performance is ‘co-produced’
through the interaction of the system’s
constituent elements

Because of these complex demands, almost no
existing measurement approach is sufficiently
broad and sophisticated to meaningfully profile
the functioning of entrepreneurship ecosystems.
The only measure that is able to handle all the
above demands is the GEDI index, as GEDI is the
only index that directly builds on the Systems of
Entrepreneurship theory:

1 GEDI combines individual-level data
on entrepreneurial attitudes, ability
and aspirations with data on country-
level framework conditions into a
composite index that profiles coun-
tries’ entrepreneurship ecosystems

2 GEDI allows index components to in-
teract to ‘co-produce’ ecosystem per-
formance

3 GEDI’s Penalty for Bottleneck algo-

rithm enables it to identify bottleneck
factors that hold back system perfor-
mance
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As the GEDI index covers over 120 countries, we
can benchmark any individual country’s perfor-
mance against a large number of others. Because
GEDI also provides a whole-systems perspective
to entrepreneurship systems, it provides an ideal
platform for entrepreneurship ecosystem policy
analysis and design. As detailed in Appendix |, the
GEDI Index consists of fifteen indicators of entre-
preneurial attitudes, activities, and aspirations.
Each of the indicators — or pillars, as GEDI calls
them —is composed from national-level aggre-
gates of individual-level data, weighted by data
describing national framework conditions for en-
trepreneurship.



ENGAGING POLICY STAKEHOLDERS

Even with its sophisticated features, the GEDI in-
dex itself is insufficient to truly understand how
any given ecosystem works. In essence, the GEDI
index provides ‘hard’ data to describe the ecosys-
tem. Although GEDI covers 14 constituent ele-
ments of the ecosystem (or ‘pillars’, as we call
them), we know that entrepreneurship ecosys-
tems are more complex than that. To really un-
derstand how the ecosystem works, you need to
combine ‘hard’ data with ‘soft’” experience-based
insights from within the Estonian’s entrepreneur-
ship ecosystem. Without such experience-based
insight, ‘hard’ data would be sterile. In contrast,
experience-based insights without ‘hard’ data to
back them up are easily reduced into mere opin-
ions. Both are needed, and this is why we used a
stakeholder engagement approach to combine
the two.

1.

Measuring
and
benchmarking

5.

Collective
Impact

4.

Identification
of actionable
solutions to
bottlenecks

Figure 1

To combine "hard’ data and ‘soft’ insight, we en-
gaged with numerous stakeholders of the Estoni-
an entrepreneurship ecosystem to ‘ground’ the
conclusions suggested by the GEDI index data by
combining it with insights and input from different
stakeholders. Because entrepreneurship ecosys-
tems are so complex, no single stakeholder can
possibly have a comprehensive understanding of
all aspects of the Estonian entrepreneurship eco-
system. We therefore used the GEDI analysis as a
platform that enabled many different stakehold-
ers to consider the system as a whole and recog-
nise bottlenecks outside their own domain. Facili-
tated stakeholder debates helped draw out ‘soft’
insights from within the ecosystem on Estonian’s
real bottlenecks and how they work. The five
steps of this process are shown in Figure 1.

2.

Sensitivity
analysis,
identification
of bottlenecks

3.

Validation
using
stakeholder
focus groups

Five Steps of the GEDI Stakeholder Engagement Process
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ESTONIAN ENTREPRENEURSHIP ECOSYSTEM PERFORMANCE

With the methodological approach explained,
how does Estonia perform? Estonian global rank-
ing is shown in Table 1. We can see that Estonia’s
entrepreneurship ecosystem ranks 21* among
120 countries, well within the top quartile. The
globally leading entrepreneurship ecosystem is
the United States, followed by Australia. After
these, we have a cluster of European countries:
Sweden, Denmark, and Switzerland. This is fol-
lowed by Finland, Netherlands, and the UK.

Importantly, Estonia ranks high relative to its GDP
per capita. Of the top countries, only Chile and
Puerto Rico have lower GDP per capita than Esto-
nia. This is important, because the quality of infra-
structure is strongly correlated with national
wealth, and the quality of infrastructure is also an
important driver of the GEDI index score. Com-
pared against similar countries, Estonia ranks
comfortably ahead of Slovenia, Lithuania and Lat-
via. Relative to Lithuania and Latvia, Estonia’s en-
trepreneurial system performance is 19% and 22%
better, respectively.
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It is also notable that Estonia ranks ahead of such
old EU countries such as Greece, Italy, Spain, and
Portugal. Estonia’s entrepreneurial ecosystem
performance is almost 50% higher than that of
Italy, in spite of Italy’s higher per-capita GDP. Es-
tonia’s entrepreneurial ecosystem performance is
also significantly better than that of Japan. This is
impressive performance.

Overall, Estonia’s entrepreneurship ecosystem
performs significantly better than what its eco-
nomic wealth would lead one to expect. This is
confirmed in Figure 2. Figure 2 presents the GEDI
index score of Estonia relative to a trend line that
plots the relationship between the GEDI score and
GDP per capita (PPP). From the plot we can see
that Estonia’s ‘proper’ GEDI score (i.e., its GDP-
predicted score) should be approximately 47 in-
dex points, given its GDP per capita. The ‘Estonian
surplus’ —i.e., the difference between Estonian’s
actual index score and its GDP-projected score is
thus over 20%. This surplus is produced by quali-
ties within the Estonian entrepreneurship ecosys-
tem that help it produce above-average perfor-
mance.



Table 1

Rank Country GEDI Rank Country GEDI

1 United States 82.5
2 |Australia 77.8
3 | Sweden 73.7
4 |Denmark 72.5
5 | Switzerland 70.9
6 |Taiwan 69.5
7 | Finland 69.3
8 |Netherlands 69.0
9 UK 68.6
10 |Singapore 67.9
11 Iceland 67.5
12 |France 67.2
13 Belgium 66.5
14 |Norway 65.1
15 |Chile 65.0
16 |Germany 64.6
17 |Austria 63.9
18 |lIreland 61.8
19 | Puerto Rico 61.7
20 |lIsrael 59.6
| 21 |Estonia 58.9 |
22 |Slovenia 52.7
23 Qatar 52.6
24 | Colombia 49.8
25 |Lithuania 49.6
26 |Poland 49.0
27 | Latvia 48.4
28 UAE 48.2
29 Oman 47.6
30 |Portugal 46.9
31 Spain 46.8
32 | Korea 46.7
33 Hong Kong 46.5
34 |Slovakia 46.5
35 |Japan 46.1
36 | Bulgaria 454
37 Bahrain 45.4
38 | Uruguay 45.3
39 Turkey 447
40 |Romania 44.6

41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80

Global GEDI Ranking 2014

Czech Rep.
Hungary
Kuwait
Malaysia
Saudi Arabia
China

Peru

Italy
Croatia
South Africa
Cyprus
Montenegro
Brunei
Lebanon
Barbados
Argentina
Mexico
Greece
Tunisia
Costa Rica
Namibia
Macedonia
Botswana
Thailand
Panama

Dominican Rep.

Indonesia
Serbia
Russia
Gabon
Albania
Jordan
Nigeria
Jamaica
India
Moldova
Bolivia

El Salvador
Kazakhstan
Brazil

44.5
445
442
441
43.4
41.6
41.3
40.9
40.9
40.3
40.2
39.5
39.2
38.9
38.5
38.4
38.2
37.7
37.2
37.2
36.8
36.1
35.6
35.5
34.8
34.3
34.2
33.9
33.2
32.7
32.6
31.7
31.6
31.4
31.3
31.1
31.1
31.0
30.6
30.4

Rank Country GEDI

81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120

Trinidad & Tobago 30.3
Ukraine 30.2
Morocco 29.5
Ecuador 29.2
Algeria 29.1
Swaziland 29.0
Paraguay 28.8
Angola 28.7
Philippines 28.5
Zambia 28.4
Bosnia-Herzegovina  27.7
Venezuela 26.4
Ghana 26.2
Egypt 25.2
Senegal 24.7
Benin 24.6
Cameroon 24.6
Liberia 245
Iran 241
Honduras 23.9
Kenya 23.8
Tanzania 225
Nicaragua 22.1
Rwanda 21.0
Gambia 21.0
Malawi 20.8
Guatemala 20.7
Mozambique 20.6
Burkina Faso 19.8
Ethiopia 19.8
Madagascar 195
Cote d’lvoire 194
Uganda 19.3
Mali 18.8
Pakistan 18.7
Mauritania 18.5
Sierra Leone 17.6
Burundi 155
Chad 15.0
Bangladesh 13.8
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Figure 2

Estonia’s performance in terms of the Entrepre-
neurial Attitudes is shown in Figure 3. For this sub-
index, Estonia’s score is 53.7 on a scale from 0 to
100. Thus, Estonia’s Attitudes score is lower than
its overall GEDI index score (the GEDI index score
is calculated as a simple arithmetic average of a
country’s Attitudes, Ability and Aspirations sub-
index scores). Nevertheless, even for this measure
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Estonia’s GEDI Performance Relative to GDP Per Capita

Estonia’s score is 17% higher than its GDP-
predicted score, which is approximately 46 index
points for a country with Estonia’s level of GDP
per capita. However, this sub-index also exhibits
the lowest score of the three sub-indices, high-
lighting Entrepreneurial Attitudes as a relative soft
point in Estonia’s entrepreneurship ecosystem.
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Figure 3 Estonia’s Performance in Entrepreneurial Attitudes Sub-Index
Estonia’s score of the Entrepreneurial Ability sub- (which is approximately 46 index points). As En-
index is shown in Figure 4. For this sub-index, Es- trepreneurial Ability is measured with actual en-
tonia’s score is 59.6, which is 30% higher than Es- trepreneurial activity, this is encouraging news.

tonia’s GDP-predicted score
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Figure 4

Finally, Estonia’s Entrepreneurial Aspiration sub-
index score is shown in Figure 5. Estonian score
for this sub-index is 63.6, which is the highest of
any sub-index scores for Estonia. For this sub-
index, Estonia’s performance is some 33% better
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Estonia’s Performance in Entrepreneurial Ability Sub-Index

than its GDP-predicted score would lead one to
expect, suggesting a particularly significant “Esto-
nian surplus” for this aspect of the Estonian en-
trepreneurship ecosystem.
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Figure 5

It is interesting that the relative strength of Esto-
nia’s Entrepreneurial Aspirations is almost mir-
rored by Estonia’s relative weakness in Entrepre-
neurial Attitudes, when only Estonian’s internal
strengths and weaknesses are considered. This is
in the sense that the Entrepreneurial Aspirations
sub-index score for Estonia is high relative to its
overall GEDI score, whereas Estonia’s Entrepre-
neurial Attitudes score is low relative to its overall
GEDI score. This is interesting, because Entrepre-
neurial Attitudes reflect general attitudes towards
entrepreneurial skills, fear of failure and so on,
whereas Entrepreneurial Aspirations reflect aspi-
rations within ventures that are already in the
start-up pipeline.

In summary,

- Estonia “punches above its weight” (rela-
tive to its GDP per capita) in terms of the
performance of its entrepreneurship eco-
system

- Estonia tops Baltic countries in terms of
its entrepreneurial performance (i.e., Es-
tonia, Latvia and Lithuania)

0 10000 20000 30000 40000
GDP Per Capita, $ (PPP)

50000 60000 70000

Estonia’s Performance in Entrepreneurial Aspiration Sub-Index

- While Estonia performs better than its
GDP-predicted performance for all sub-
indices of the GEDI index, its performance
is particularly strong for Entrepreneurial
Aspirations and relatively soft (relative to
its GEDI score) for Entrepreneurial Atti-
tudes

While the overall index scores tell us something
about Estonian entrepreneurship ecosystem’s
general performance, they do not provide enough
detail about Estonia’s ecosystem bottlenecks. To
understand this better, we next take a look at in-
dividual pillar values.

Page 17| 66



ESTONIA’S PERFORMANCE IN AN INTERNATIONAL COMPARISON

Estonia’s GEDI index data relative to all 120 GEDI
countries is shown in Table 2. Table 2 first shows
framework variable data for Entrepreneurial Atti-
tudes, Entrepreneurial Ability and Entrepreneurial
Aspirations (see Appendix | for explanations of the

variables). The middle column shows data for in-
dividual-level variables. The rightmost column

Table 2

Market Agglomeration
Tertiary Education
Business Risk

Internet Usage
Corruption

INSTITUTIONAL VARIABLES

79
27
25
20
27

INDIVIDUAL VARIABLES #
Opportunity Recognition

Skill Perception

Risk Acceptance
Know Entrepreneurs
Career Status

shows data for the resulting pillar values. Normal-
ised values are shown for all variables, each varia-
ble normalised to a range from 0 to 1. Next to the
normalised value Estonia’s rank is shown within
the sample. Colour codes highlight whether Esto-
nia is ranked in the bottom quartile, lower middle,
higher middle or top quartile.

Estonia’s GEDI index data compared against all 120 GEDI countries

PILLARS #

Opportunity Perception
91|Start-up Skills

98 [Nonfear of Failure
71[Networking

Cultural Support

30
38

ENTREPRENEURIAL
ATTITUDES

Entrepreneurial Attitudes 19

= Economic Freedom 0.73] 32|Opportunity Motivation 29|Opportunity Startup

g Gender Equality 0.88| 38|TEA Female 84|Gender

5 E Technology Absorption 0.78| 29(Technology Level 14|Technology Sector

E E Staff Training 0.66| 40([Educational Level 41 [Quality of Human Resources

= = Market Dominance 0.64| 42|Competitors 8|Competition

(=

g Entrepreneurial Ability
Technology Transfer 27 [New Product 30(Product Innovation

57|Process Innovation
24 [High Growth
21|Internationalisation
0.62| 52|Risk Capital

INSTITUTIONAL

-Bottom quartile

Lower middle quartile
Higher middle quartile
Top quartile

-
=
e 2 [GERD 24|New Technology
=]
E 'C:> Business Strategy 45]|Gazelle
= é Globalisation 8|Export
o
E 2 |Capital Market 0.41| 71[Informal Investment
2
w

# Estonia’s ranking for the variable is indicated next to its pillar value

Entrepreneurial Aspirations

Countries included are: Albania, Algeria, Angola, Argentina, Australia, Austria, Bahrain, Bangladesh, Barbados, Belgium, Benin, Boliv-
ia, Bosnia and Herzegovina, Botswana, Brazil, Brunei Darussalam, Bulgaria, Burkina Faso, Burundi, Cameroon, Chad, Chile, China,
Colombia, Costa Rica, Céte d’lvoire, Croatia, Cyprus, Czech Republic, Denmark, Dominican Republic, Ecuador, Egypt, El Salvador, Esto-
nia, Ethiopia, Finland, France, Gabon, Gambia, Germany, Ghana, Greece, Guatemala, Honduras, Hong Kong, Hungary, Iceland, India,
Indonesia, Iran, Ireland, Israel, Italy, Jamaica, Japan, Jordan, Kazakhstan, Kenya, Korea, Kuwait, Latvia, Lebanon, Liberia, Lithuania,
Macedonia, Madagascar, Malawi, Malaysia, Mali, Mauritania, Mexico, Moldova, Montenegro, Morocco, Mozambique, Namibia,
Netherlands, Nicaragua, Nigeria, Norway, Oman, Pakistan, Panama, Paraguay, Peru, Philippines, Poland, Portugal, Puerto Rico, Qa-
tar, Romania, Russia, Rwanda, Saudi Arabia, Senegal, Serbia, Sierra Leone, Singapore, Slovakia, Slovenia, South Africa, Spain, Swazi-
land, Sweden, Switzerland, Taiwan, Tanzania, Thailand, Trinidad & Tobago, Tunisia, Turkey, Uganda, Ukraine, United Arab Emirates,
United Kingdom, United States, Uruguay, Venezuela and Zambia
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Table 2 reveals many interesting insights. We can
immediately spot a relative weakness within the
Estonian entrepreneurship ecosystem: individual-
level entrepreneurial attitudes (refer to Appendix
| for explanations of the variables). Estonia only
ranks 111" among 120 countries in terms of how
high a status they believe an entrepreneurial ca-
reer enjoys in Estonia. Similarly, Estonia only ranks
98" in terms of Risk Acceptance — or Estonians’
responses to the question of whether fear of fail-
ure would prevent them from starting new busi-
nesses. Estonia ranks 91° in terms of entrepre-
neurial Skill Perception, 71*" in terms of how many
people personally know entrepreneurs and 67" in
terms of how many people believe there to be
good opportunities for starting a new business in
the area where they live.

The poor attitudes toward an entrepreneurial ca-
reer choice are bad news. When considering
which career to choose, individuals consider not
only money, but also, whether the career is val-
ued by others. Poor attitudes towards entrepre-
neurship are therefore likely to deter people from
choosing this career.

The data also indicates a general gap between
entrepreneurial attitudes by individuals and the
quality of the Estonian framework conditions for
entrepreneurship. For Entrepreneurial Attitude
framework variables, we can see that most varia-
bles are highlighted with a dark blue or pale blue
colour, suggesting ranking within the top quartile
or in the higher middle quartile. Thus, it is atti-
tudes by individuals that hold back Estonian en-
trepreneurship performance (for Market Agglom-
eration we do see a low ranking for Estonia: 79"
among 120 GEDI countries. This is because Mar-
ket Agglomeration is partly determined by the size
of the domestic market, which is small in Estonia).

The comparison against all 120 GEDI countries is
not a very strict test, given that this group in-
cludes a large number of low-income countries in

Africa, South America and Asia. Therefore, we
next compare Estonia’s performance against 29
the EU countries in the GEDI sample. This compar-
ison is shown in Table 3. Compared to Table 2, we
see that the Estonian entrepreneurship ecosystem
shows less strengths, as Estonia ranks in the lower
half of the sample for seven out of 15 pillars.

This comparison reveals that Estonia’s framework
conditions remain relatively weak when compared
against EU countries. The two framework condi-
tions that are particularly weak are Market Ag-
glomeration and Capital Market. Table 3 also con-
firms Estonian relative weakness in individual-
level Entrepreneurial Attitudes — although these
weaknesses show up as less dramatic in European
comparison. The comparison also confirms that
Estonia underperforms in terms of Career Status
(where it ranks 27" out of 29 EU countries), Risk
Acceptance (18™) and Skill Perception (15™).

In the EU comparison, Estonia’s weakest pillar
overall is Risk Capital (27"), followed by Cultural
Support (19", Quality of Human Resources (19'"),
Start-up Skills (16™), Product Innovation (16™),
and Process Innovation (16™). Summarising:

- Estonia performs relatively less well in
comparison against EU countries than
globally

- Overall, the EU comparison suggests Es-
tonian weaknesses for framework condi-
tions, where Estonia mostly lags behind
EU mean

- Inthe EU comparison, Estonia’s weakest
pillar overall is Risk Capital (27"), followed
by Cultural Support (19"), Quality of Hu-
man Resources (19"), Start-up Skills (16™),
Product Innovation (16™), and Process In-
novation (16")

- Overall, the comparison suggests bottle-
necks in Innovation; Finance; Attitudes;
and Skills
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Table 3

Estonian performance against 29 EU countries*

INSTITUTIONAL VARIABLES # INDIVIDUAL VARIABLES # PILLARS

= Market Agglomeration 28 [Opportunity Recognition 7|Opportunity Perception 0.39( 15
g «n |Tertiary Education 0.80( 17(Skill Perception 0.53| 15|Start-up Skills 0.60( 16
= 8 [Business Risk 0.72| 12[Risk Acceptance 0.43| 18[Nonfear of Failure 0.46| 14
e E Internet Usage 0.92| 14{Know Entrepreneurs 0.57| 12|Networking 0.79] 11
E E Corruption 0.78| 16|Career Status 27|Cultural Support 0.55| 19
=

& Entrepreneurial Attitudes 53.7 | 13
3 Economic Freedom 0.73| 17|Opportunity Motivation 0.80] 11|Opportunity Startup 0.65] 13
g Gender Equality 0.88| 14(TEA Female 0.53| 14|Gender 048 11
‘é" E Technology Absorption 0.78| 13|Technology Level 0.83| 11|Technology Sector 0.79] 12
E n__n‘ Staff Training 0.66| 14|Educational Level 18[Quality of Human Resources 0.52] 19
u < | Market Dominance 0.64| 18[Competitors 4|Competition 0.70] 11
=

g Entrepreneurial Ability 59.6 | 14
2 Technology Transfer 0.72| 16(New Product 7|Product Innovation 0.67| 16
g 2 |GERD 0.81 15(New Technology 0.61| 14(ProcessInnovation 0.69( 15
s g Business Strategy 0.61| 17|Gazelle 0.85 8[High Growth 0.73] 10
w

< é Globalisation 6 |Export 0.87| 12[Internationalisation 4

[-%

E 2 |Capital Market 25(Informal Investment 25(Risk Capital 27
2

w Entrepreneurial Aspirations | 63.6 | 13

-Bottom quartile

Lower middle quartile
Higher middle quartile
Top quartile

* Includes Iceland, Norway, Switzerland and Cyprus
# Estonia’s ranking for the variable is indicated next to its pillar value

Countries included in the comparison are: Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland,

France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Latvia, Lithuania, Netherlands, Norway, Poland, Portugal,
Romania, Serbia, Slovakia, Slovenia, Spain, Sweden, Switzerland and United Kingdom
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ESTONIA’S PERFORMANCE AGAINST SELECTED PEER COUNTRIES

How does Estonia compare against individual
countries? Although rankings within different
groups of countries are informative, benchmark-
ing against relevant peers may reveal aspects and
issues where Estonia could stand to learn from
others. In the following, we compare Estonia’s
profile against selected peers: Latvia, Lithuania
and Slovenia. This comparison is shown in Figure 6
below. Estonia’s profile is shown in Figure 6 with
thick blue line.

The comparison against relevant peers does not
suggest serious bottlenecks where Estonia lags
behind peer countries. Estonian performance ap-
pears weakest, relatively speaking, in Human Cap-
ital. This is an area where Estonia might stand to
learn from Lithuania: at least the comparison sug-

gests that a closer look at Lithuania in this regard
might reveal interesting insight.

On the other hand, Estonia exhibits strengths in
Internationalisation and Competition pillars.

The High Growth pillar is interesting. Although this
pillar was suggested as an Estonian strength in
comparison against efficiency-driven economies,
we can see that both Latvia and Lithuania exhibit
stronger performance in this pillar.

Slovenia stands out for two pillars in particular:
Startup Skills and Technology Absorption. For both
of these pillars, Slovenian performance is at the
top globally, so a closer examination of Slovenia
might reveal what it is doing well.

14. Internationalization
(ASP)

13. High Growth (ASP)

12. Process Innovation
(ASP)

11. Product Innovation
(ASP)

10. Competition (ABT)
9. Human Capital (ABT)

e@==Fstonia

1. Opportunity
Perception (ATT)

Latvia

2. Startup Skills (ATT)

3. Risk Acceptance (ATT)

4. Networking (ATT)

5. Cultural Support (ATT)

6. Opportunity Startup

(ABT)
7. Gender (ABT)
. Technology
Absorption (ABT)
Lithuania Slovenia

Figure 6

Estonia’s profile compared against Latvia, Lithuania and Slovenia
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Figure 7 shows Estonian benchmarking against
Finland, Israel and Singapore. These countries
have been selected as ‘aspirational’ reference
points. The comparison being against less similar
countries, more significant differences are ob-

served. We can see that Estonia lags consistently
behind the aspirational reference countries in
terms of Process and Product Innovation, in Risk
Capital, in Human Capital, and, to a lesser extent,
in Gender.

14. Internationalization
(ASP)

13. High Growth (ASP) //
12. Process Innovation
(ASP)

11. Product Innovation
(ASP)

1. Opportunity
Perception (ATT)

l; A
N AR
’4‘ o

\RA
e

Ny o
vl
3‘ = d

0% '4'//
\

9. Human Capital (ABT)

e=@m=Estonia == Finland

',\ 5. Cultural Support (ATT)
‘ 6. Opportunity Startup
7. Gender (ABT)

8. Technology
Absorption (ABT)

Israel Singapore

Figure 7 Estonia’s profile compared against Finland, Israel and Singapore

Page 22|66



Prompted by the observation that Chile achieves a
higher GEDI score with smaller per-capita GDP, we
also compared Estonian ecosystem profile against
Chile. This benchmarking is shown in Figure 8. We
can see that the difference exists mainly in Atti-
tude variables: Opportunity Perception; Start-up

Skills; and Risk Acceptance. Chile also outperforms
Estonia in terms of Risk Capital and Product Inno-
vation but lags behind notably in Process Innova-
tion. This comparison again reinforces the im-
portance of addressing Attitudes in Estonia, par-
ticularly at the individual level.

14. Internationalisation
(ASP)

13. High Growth (ASP)

12. Process Innovation
(ASP)

11. Product Innovation
(ASP)

10. Competition (ABT)

9. Human Capital (ABT)

1. Opportunity
Perception (ATT)

e=@=[stonia = Chile

2. Startup Skills (ATT)

(ABT)

7. Gender (ABT)

8. Technology
Absorption (ABT)

Figure 8  Estonia vs Chile

Finally, Figure 8 provides insight into the com-
pleteness of the Estonian entrepreneurship eco-
system. Remember that the Penalty for Bottle-
neck philosophy maintains that an even, round
profile should be better than an uneven profile,
since this means that there are no particularly
serious bottlenecks that hold back ecosystem per-
formance. Looked in this way, Estonia’s profile
does not appear particularly even, suggesting that
Estonia’s bottlenecks do hold back its ecosystem
performance.

In summary,

- Estonia lags behind relevant peer coun-
tries (Latvia, Lithuania, Slovenia) in High

Growth and Human Capital but is ahead in

Competition, Internationalisation and Op-
portunity Perception

- Estonia lags consistently behind the aspi-
rational reference countries in terms of
Process and Product Innovation, in Risk
Capital, in Human Capital, and, to a lesser
extent, in Gender

- The difference between Estonia and Chile
is mainly explained by three Attitude pil-
lars

- Inaninternal comparison, the Estonian
ecosystem profile is relatively uneven,
supporting the existence of bottlenecks
that hold back Estonia’s entrepreneurship
ecosystem performance
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ESTONIAN ENTREPRENEURSHIP BOTTLENECKS

The above analysis highlighted Estonian entrepre-
neurship ecosystem profile in the light of GEDI
data. This analysis suggested several bottleneck
candidates that might hold back Estonia’s entre-
preneurial performance. The analysis (and the
analysis of secondary data) was debated in several
Stakeholder Engagement Workshops, which add-
ed considerable nuance and insight into the GEDI
analysis. The major insights are summarised here.

In short, the Stakeholder Engagement Workshops
agreed and confirmed that four major bottlenecks
appear to hold back Estonia’s entrepreneurial per-
formance. These were:

- Innovation: Moving Up the Value Chain
and Incentive Regime for Innovation

- Finance: Capital Availability for Entrepre-
neurship

- Attitudes: Perceptions of Risk and Re-
wards Associated with Entrepreneurship

- Education: Skills for Entrepreneurship

The wider labels reflect the qualitative insight
provided during the stakeholder debates. We next
summarise the main insights arising from the
stakeholder debates and present a causal map
that illustrates the main factors driving each bot-
tleneck.

INNOVATION: MOVING UP THE VALUE CHAIN AND INCENTIVE REGIME FOR INNOVA-

TION

Both the GEDI analysis and secondary data sug-
gested a bottleneck in the area of innovation. The
stakeholder group discussions supported this view
and added considerable nuance. In this summary,
we first summarise the analysis that suggested an
innovation bottleneck. We then summarise and
content analyse the stakeholder discussion. This
summary results in a causal map describing the
Estonian innovation bottleneck.

Estonian Innovation Bottleneck in the
Light of Secondary Data

In terms of innovation development, Estonia re-
mains in institutional capability development
phase. Typical for catching-up economies, Esto-
nia’s early policy emphasis was on establishing a
regulatory environment that would not unduly
hamper economic activity, would help attract For-
eign Direct Investment to exploit Estonian cost
advantage, and would facilitate the conditions for
knowledge-intensive and innovation-driven
growth in the medium term.

These efforts have resulted in an industry land-
scape that is dominated by low- to medium-
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technology activities and exploits Estonian costs
advantage through subcontracting. This is illus-
trated by the facts that the revealed competitive
advantage of Estonian firms continues to empha-
sise low- to medium-technology, and the share of
low-technology and medium-technology industry
exports of Estonian total exports is almost twice
as high as the corresponding share in other OECD
countries (2009 figures). On the other hand, the
gross expenditure on R&D has increased rapidly,
attaining 1.63% of GDP in 2010. However, this
investment is driven by public funding, notably EU
funding, and the private sector share of GERD is
less than half.

The low share of private-sector R&D is problemat-
ic, since public-sector R&D spending in Estonia
draws heavily on EU structural funding, which is
temporary in nature. Building sustained private-
sector capacity for innovation in Estonia is there-
fore a priority. At the moment, progress appears
strong, as Estonia has increased its innovation
performance the most rapidly among the EU 27
countries during the period from 2008 to 2013,
with an average annual increase in the Innovation
Scoreboard score of some 7%. This performance
increase puts Estonia into the tail of the “Innova-



tion Follower” group in the EU Innovation Score-
board.

This progress has resulted in a situation where the
industrial landscape remains dominated by rela-
tively low value-adding activity, and the transition
to an innovation-driven mode is far from com-
plete. Several legacies of the inherited industry
structure are transformed only relatively slowly.
For example, human capital is not easy to upgrade
quickly, and the received mode of industrial activi-
ty also tends to shape attitudes that are con-
sistent with this mode. This is indicated in data
suggesting that innovation in Estonian SMEs is
hampered by lack qualified personnel, and the
share of Estonian large firms from industrial value
added is much lower than in richer economies.
The low value added by large firms in Estonia due
to their specialisation in low to medium technolo-
gy sectors constrains domestic demand for
knowledge-intensive products and services.

Innovation Bottleneck: Content Analysis

The stakeholder discussions reflected the situa-
tion described above. The discussion suggested a
revised description of the innovation bottleneck,
paraphrased as: “Lack of motivation for the vast
majority of companies to innovate: Low sophisti-
cation and value-added entrepreneurship and
incentive regime of innovation”.

A content analysis reveals that issues raised in the
stakeholder discussions fell into ten major catego-
ries (some mentions overlapped categories):

- Industry Structure (5 references)

- Attitude Problems (8/10 references)

- Human Capital issues (11 references)

- Networking problems (4/6 references)

- Cluster development (2 references)

- Lack of Spill-Overs (4 references)

- Infrastructure challenges (2/3 references)
- IPissues (2/3 references)

- Public Sector bias (4 references)

- Incentive problems (3/4 references)

Industry Structure

The Low Value Added category reflects Estonian
inherited industrial base, which is characterised by
strong subcontracting tradition, dominant focus

on subcontracting activities that represent rela-
tively low value added, and consequent lack of
innovation tradition and poor labour productivity
in these sectors, which remain prominent in Esto-
nia’s industrial landscape. This structure exhibits
fairly strong lock-in effects, meaning that struc-
tural change is likely to be gradual.

Given that this is an inherited characteristic, the
subcontracting focus is a structural condition that
feeds some of the other categories, notably, atti-
tude problems and human capital issues.

Attitude Problems

There were a total of right references to attitude
issues plus an additional two that overlapped with
networking. The stakeholder discussions high-
lighted a continued attitude problem that inhibits
innovation. Risk aversion inhibits innovation, as
individuals and entrepreneurs prefer operating in
a safe comfort zone and run lifestyle ventures. In
consequence, there is little growth ambition and
internationalisation orientation, reinforced by risk
averse and short-termist shareholders. Entrepre-
neurs often misunderstand innovation and cannot
therefore efficiently incorporate this aspect into
their business operations. Attitude problems also
inhibit networking, thereby inhibiting collabora-
tion crucial for innovation. As a result, there are
too few innovation role models for entrepreneurs
to follow.

Human Capital Issues

The subcontracting dominance has shaped human
capital. This appears a pervasive issue, with the
highest number of references, eleven in total.
Human capital issues were reflected in labour
skills, experience effects (arising from a lack
thereof), and foreign human capital.

Labour related human capital challenges are man-
ifested in the low skill base of industrial work-
force, particularly in manufacturing sectors and
low- and medium-technology industries. Thus, the
skill base does not support innovation. Low skill
base also means low value added per employee.

The inherited industrial base has also shaped in-

herited experience base. Many entrepreneurial
firms lack professional management experience,
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which inhibits them from undertaking innovation.
This is partly a symptom of the lack of serial en-
trepreneurs with innovation experience, the first-
generation entrepreneurs having gained their ex-
perience in low-tech sectors such as construction.
This means that there is a general lack of growth
experience and growth skills, as well as interna-
tionalisation experience, particularly the crucial
form of ‘Born Global’ experience, which is particu-
larly relevant for economies with small domestic
markets such as Estonia.

Human Capital issues are compounded by Esto-
nia’s relative inability to attract foreign talent and
the generally low level of foreign participation in
Estonian entrepreneurial businesses. Combined,
these issues inhibit the ability of Estonian firms to
integrate innovation as an integral element of
their growth and internationalisation strategies.

Networking Problems

Networking challenges are partially linked with
Attitude and Human Capital issues. As such, net-
working received 6 references, two of which over-
lapped with Attitudes. A general issue here is that
there are too few networks in general, and Esto-
nian entrepreneurial businesses do too little of it.
Networking is a key driver of innovation due to its
effect on demand creation, experience exchange,
experimentation and knowledge spill-overs. This
problem is partly driven by attitudes, as low levels
of trust hamper collaboration and open exchange
of ideas. Collaboration is poor between small and
large firms due to lack of trust and legitimacy, as
the poor innovation track record of entrepreneur-
ial businesses in Estonia undermines their credibil-
ity as innovation partners. This is an issue particu-
larly in traditional sectors, where large firms could
be a potent source of demand for knowledge-
intensive products and services.

Cluster Development

Poor networking results in poor cluster develop-
ment, an issue which received two references.
Overall, the dearth of expertise clusters in Estonia
was noted. Innovation proliferates in clusters.
Thus far, Estonia has not yet developed strong
enough cluster effects around its potential
strengths, such as e-governance. This lack of focus
on areas of potential innovation strength holds
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back innovation opportunities for entrepreneurial
firms.

Lack of Spill-Overs

Poor networks and clustering mean few
knowledge spill-overs, an essential ingredient for
innovation. There are few spin-outs from estab-
lished corporations, meaning that R&D that could
give rise for innovation remains underutilised or is
left entirely unexploited, as potentially valuable IP
gets stuck in large corporations. There is also an
externality effect linked to clustering, as spill-
overs are partially hampered by the lack of a suffi-
cient number of technology-based new ventures.

IP Issues

A lack of innovation tradition means that there is
a poor understanding of Intellectual Property as
an asset that could underpin competitive ad-
vantage in new firms and thus drive their growth.
This is partly a manifestation of an Estonian lack of
innovation culture. The problem is partly com-
pounded by a disjointed IP system that connects
universities, research institutions and industry.

Infrastructure Challenges

The primary and secondary data analysis suggest-
ed that overall, Estonia is still building and
strengthening its infrastructure for innovation.
This issue cropped up also in stakeholder discus-
sions. It was noted that Estonia lacks an infra-
structure for supporting the testing of ideas. As
was noted above, while many elements of an IP
system are in place, the system as a whole re-
mains disjointed, which means among other
things that clustering effects are not well support-
ed. As a whole, the small domestic market pre-
vents scale building, an issue linked with a lack of
positive attitudes toward and experience in early
and proactive, innovation-driven internationalisa-
tion.

Public Sector Bias

A symptom of Estonia’s continued emphasis on
building an infrastructure for innovation is that
Estonia’s innovation system remains dominated
by the public sector. This issue manifests itself in a
high proportion of public funding in Estonian



GERD and too small private investment in innova-
tion. The dependence on EU funding is a problem
given the prospect of gradually diminishing EU
support. Public sector bias also means that inno-
vation as a whole remains too much in a push
mode, and demand pull for innovation remains
insufficient —an issue linked to the structure of
Estonia’s inherited industrial base, poor network-
ing and small domestic market size.

Incentive Problems

Finally, an issue was observed concerning Esto-
nia’s incentive structure, which does not effective-
ly support innovation. This is a multi-faceted issue.
First, high labour tax inhibits the ability of entre-
preneurial firms to hire skilled personnel, thereby
hampering their innovation capability. There are
few tax incentives for R&D and innovation — an
issue associated with Estonia’s tax structure. A
partly attitude-driven issue is that talented indi-
viduals are not inclined to become entrepreneurs
and have few incentives of doing so. Finally, Esto-
nia offers few incentives for registering IP in Esto-
nia, unlike many other countries, thereby depriv-
ing the Estonian ecosystem of a potent source of
knowledge spill-overs.
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Innovation Bottleneck: Causal Connec-
tions

The discussion above suggested that the roots of
the Estonian relative weaknesses in innovation are
varied and interlinked. As such, the content analy-
sis suggests a number of causal connections be-
tween the various issues. We elaborate on these
below. The causal map elaborated from the con-
tent analysis is shown in Figure 10.

Figure 10 shows the associations between issue
categories in a rough order of precedence. Ulti-
mately, the innovation landscape in Estonia is in-
herited and represents the accumulation of as-
sets, resources and institutional structures over
time. Hence, the industry structure is positioned
in the left. The inherited industry landscape has
directly shaped both the attitude climate within
Estonia, as well as its human capital stock. While
there is little one can quickly do to shape the in-
dustry structure, it is useful to understand this
inheritance when considering policies designed to
address the attitude climate and human capital
stock.

Policies to address industry structure could in-
clude measures designed to help Estonian sub-
contractors move up the value chain, as well as
policies designed to strengthen the local value
chains supporting the subcontractors. For exam-
ple, policies encouraging personnel training could
support such a development while also alleviating
human capital problems.

As such, the attitude issues are multifaceted,
ranging from risk aversion to reluctance to move
beyond one’s comfort zone to short-termism and
an under-appreciation of the importance of inno-
vation. It seems that many such attitude issues
are driven by inherited industrial culture and
could perhaps be alleviated by education policies
that aim at fostering more entrepreneurial atti-
tudes in the younger generation. This is not a
short-term measure, however. Another, perhaps
more rapidly achievable outcome may be
achieved through encouraging networking, role
models and peer learning.

Similar to attitudes, the human capital issues are
multifaceted, and many derive from the dearth of
experience in growing innovative new firms.
Again, experience accumulation is slow and grad-
ual. Possible ways to speed up experience accu-
mulation could be, for example, through accelera-
tor activities and facilitating network and cluster
formation. In Sweden, for example, learning- and
innovation oriented SME networks have been
found to be an effective mechanism for facilitating
experience accumulation and exchange.

The above considerations would suggest that Es-
tonia needs to invest more in facilitating network-
ing between large and small firms, and also,
among new firms and SMEs. Coordinated SME
and new firm networks can effectively facilitate
trust formation, experimentation, experience ac-
cumulation, technology adoption, and knowledge
exchanges, all relevant for facilitating product and
process innovation, and also, for creating demand
pull for these. This is an area that is susceptible to
market failure: therefore, public-sector interven-
tion appears necessary.

Correctly deployed, such networks can aid cluster
formation, another stumbling block for innova-
tion. From an innovation perspective, clusters op-
erate as an externality that facilitates knowledge
accumulation and innovation benefits through
knowledge spill-overs. The stakeholder discussion
already identified potential strengths in Estonia
broadly in the area of digital technologies and e-
governance. Given the strong emphasis on smart
cities and sustainability, these strengths could
conceivably harness pull generated by an empha-
sis on these in European policy and research fund-

ing.

As such, the Estonian IP culture appears in need of
continued attention. This is partly a human capital
and attitude issue but also connects with cluster
formation and the Estonian innovation infrastruc-
ture. In particular, measures and initiatives de-
signed to facilitate spin-off and spin-out formation
and strengthen incentives for IP creation might be
useful.
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Innovation Bottleneck: Conclusions

In summary, the stakeholder discussions both
resonated with and added nuance to the GEDI
and secondary data analysis that identified inno-
vation as a bottleneck that holds back the Estoni-
an entrepreneurship ecosystem. Above, we have
explored issues that underpin this bottleneck and
identified causal connects between the issues
identified. It seems that both long-term, country-
wide policy initiatives are called for, complement-
ed by more short-term and cluster-oriented policy
actions. It is suggested that potentially the most
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fruitful area for policy action to address this bot-
tleneck could be found in policies designed to ad-
dress networking and cluster formation, because
these drive many corollary effects from attitudes
to experience accumulation to human capital
formation and spill-over creation. These should be
accompanied by a continued focus on developing
the Estonian infrastructure for innovation and up-
grading the Estonian stock of human capital. Giv-
en the multi-faceted nature of innovation sys-
tems, such policy actions should be coordinated
with and supported by, e.g., labour and education
policies and fiscal policies that directly affect in-
centives for innovation.
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Figure 10 Causal Map of Issues Underlying the Innovation Bottleneck
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EASING THE INNOVATION BOTTLENECK: CALLS FOR ACTION

The stakeholder discussions identified action in
four major domains. One of these related to how
the Estonian labour force and human capital have
been shaped by the subcontracting manufacturing
tradition, and also, by the lack of experience and
skills in innovative entrepreneurship. These issues
were related to the relatively weak development
of clusters and networks within the Estonian
economy. To address these gaps, five specific ac-
tions were identified:

- Incentivise industrial companies to under-
take innovation and to identify their
Unique Selling Propositions (USPs). This
could be done by introducing them to
‘lean start-up methodologies’ to enhance
their market and customer validation
skills. Also networking between estab-
lished companies and new start-ups
should be further encouraged to enhance
cluster formation.

- Train the trainers. Bring in best practition-
ers from abroad to educate local business
trainers to spread lean start-up skills with-
in the Estonian start-up community.

- Make the content of entrepreneurship
education more practical by increasing
the weight of coaching and business incu-
bation elements, as well as by increasing
the weight of internships in the curricu-
lum.

- Offer scholarships to support the place-
ment of university students and student
teams into start-ups as part of the formal
university curriculum. Internships could
be implemented locally, but also, in for-
eign subsidiaries and affiliates of Estonian
start-ups companies (e.g., in the UK and
USA). Another possibility is to offer in-
ternships in proximate entrepreneurship
hotspots, such as the Aalto University
ecosystem in Espoo, Finland, and in the
Stockholm start-up ecosystem.

- Create a’'Skype Campus’ in Estonia follow-
ing the model of Google Campus in Lon-
don. his would be a central point for
technology start-ups to meet, for mentor-
ing, series of events and meeting inspira-

Page 32|66

tional speakers. It would be an environ-
ment that truly encourages innovation
and helps entrepreneurs realise and pur-
sue their ambitions.

The Estonian shortcomings in networking also ex-
tend to international networking. To strengthen
this aspect and help strengthen Estonian innova-
tion culture, three actions were identified:

- Support the international connectivity of
Estonian new ventures by creating a men-
toring network among Estonians who live
overseas (‘Overseas Estonians Mentoring
Network’).

- Arrange trade mission -style events to ex-
pose Estonian new ventures to foreign
markets and improve their connectivity to
platform ecosystems (e.g., smartphone
platforms, gaming platforms).

- Increase efforts for international brain
gain. Estonia should actively seek to at-
tract post-graduate students globally to
increase its pool of talent. Today there al-
ready are some bachelor’s and master’s
students who come to study in Estonia for
a short period of time, but this flow of tal-
ent should be substantially increased and
upgraded also to include PhDs.

Although Estonian investment in R&D has in-
creased rapidly, it remains dominated by public-
sector investment and basic research. To move up
the value chain, it is important to strengthen the
applied research skills of Estonian SMEs and new
ventures. Three specific actions were identified:

- Create a dedicated technology funding
agency in Estonia (similar to Tekes of Fin-
land or TSB in the UK) that supports ap-
plied research by private-sector entrepre-
neurial businesses.

- Increase the participation of start-ups in
applied university research by prioritising
research funding to projects with start-up
and industry involvement. Projects with
industry involvement would be rewarded
with top-up funding. Furthermore, mech-
anisms need to be created to allow aca-



demics gain a stake in their universities’
technology spin-outs to which they have
contributed.

Upgrade the innovation skills of Estonian
supply chain SMEs by extending the use of
innovation vouchers. The monetary value
of the vouchers should be increased, and
the range of partners should be diversi-
fied, for example, by supporting prototyp-
ing services.

Finally, public sector procurement was identified
as an important mechanism to introduce demand
pull for innovative products and services in the
Estonian entrepreneurship ecosystem. To facili-
tate this outcome, one specific action was identi-

fied:

Develop Estonian public procurement pol-
icies, standards and regulations to favour
procurement of innovative products and
services from Estonian start-ups when
possible. Ministries and government
agencies can act as lead customers to new
technologies. Line ministries should be
engaged into the allocation of funds for
research funding to articulate demand for
innovation.
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FINANCE: CAPITAL AVAILABILITY FOR ENTREPRENEURSHIP

Finance was identified as another bottleneck in
the Estonian entrepreneurship ecosystem. We
first briefly summarise conclusions from the GEDI
analysis and related discussions and then highlight
insights from secondary data. We then summarise
the stakeholder discussions on this bottleneck.

Estonian Entrepreneurship Finance in
the Light of GEDI Analysis

During the analysis stage, both the GEDI data and
the secondary data identified Finance as a poten-
tial bottleneck that holds back the Estonian entre-
preneurship ecosystem. Subsequent discussions
confirmed this bottleneck. The discussions con-
cluded that there is a general bottleneck in do-
mestic capital accumulation due to Estonia’s eco-
nomic history. It was also concluded that there
may be a bottleneck in terms of Angel Funding,
due to the first generation of Estonian entrepre-
neurs having mostly made their fortunes in real
estate and thus lacking the skills and confidence
to invest in innovative and technology start-ups.
Also structural issues were identified, one concern
being about the mostly foreign control and con-
sumer lending orientation of Estonian banks,
which make them poorly equipped to fund start-
ups. It was also noted that the Estonian private
equity market appears two-tiered, with weak-
nesses in domestic supply of venture capital fund-
ing and connectivity to foreign sources of equity
funding. Finally, the discussions highlighted a de-
mand-side concern. The ‘financial absorptive ca-
pacity’ of Estonian entrepreneurs —i.e., their abil-
ity to take on external funding — was found to be
weak, perhaps because of Estonia’s relatively
weak equity funding culture.

Insights from Secondary Data

Also the analysis of external supported the notion
of a finance bottleneck in the Estonian entrepre-
neurship ecosystem. The analysis suggested that
while the Estonian financial institutions are in rel-
atively robust health particularly when compared
against some other EU countries, gaps and chal-
lenges remain in entrepreneurial finance. First,
the venture capital industry in Estonia is still quite
young. This is important because entrepreneurial
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finance requires experience. Experience accumu-
lation in the venture capital industry takes time,
since cumulative collective experience is required
that covers at least one full, preferably two indus-
try cycles. For example, the Estonian Develop-
ment Fund was established only in 2006 and
made its first investments in 2008. The Estonian
Venture Capital Association has 15 members who
had made investments in 82 portfolio companies
by late 2013. They had a total of 192 million euro
under management — although these funds are
not exclusively earmarked to Estonian markets.

Second, available indicators suggest a gap in Esto-
nian entrepreneurial finance. The 2013 Venture
Capital and Private Equity Country Attractiveness
Index ranked Estonia as 51 in terms of the depth
and functioning of its market for corporate and
new venture finance. In the Index, Estonia’s score
is five points (10 %) behind that of Lithuania
(ranked 43™). This is a composite index that
measures a number of different aspects of the
functioning of markets for equity funding and
corporate finance.

Third, OECD surveys have identified a gap in terms
of the financial literacy of Estonian citizens. While
primarily linked with private-sector credit growth
and associated pro-cyclicality problems, this ob-
servation also resonates with the observation
made during the Stakeholder Workshop discus-
sion that Estonian new businesses may lack requi-
site knowledge to take on external financing.

Finance Stakeholder Discussion: Content
Analysis

The stakeholder discussions on Finance reflected
the GEDI analysis as well as the analysis of the
secondary data. Issues raised in the stakeholder
discussions fell into five categories:

- VCSupply (5 references)

- Funding Absorptive Capacity (8 refer-
ences)

- Regulatory Framework (6 references)

- Incentives (4 references)

- Equity Gap (3 references)



These categories are more overlapping than in the
case of Innovation and also involve Human Capital
and Attitude issues. One could also arrive at a
broader categorisation and assign the references
to Supply Side, Demand Side and Regulatory
Framework issues. However, such a broad catego-
risation would make it difficult to explore causal
connectivity between the issues.

In this content analysis, Equity Gap emerges as
the outcome, or as the manifestation of the Fi-
nance bottleneck. We next elaborate on the five
categories.

VC Supply

This category refers broadly supply side issues and
covers also forms of funding other than VC alone.
Broadly, competence and supply issues in the Es-
tonian entrepreneurial finance sector reflect lack
of an equity culture in Estonia. Because the ven-
ture capital sector is not yet well established in
Estonia, there is a lack of informed investors spe-
cialising in given sectors and in entrepreneurial
ventures. The young age of the VC sector also
means that the networks critical for referral and
syndication are not well developed. There is a
general lack of specialised, patient investors that
would invest, e.g., funds accumulated through
prior entrepreneurial activity. Banks are unable or
unwilling to invest in venture funds, because most
banks are headquartered abroad and emphasise
consumer lending. Because of these defects, a
finance monoculture dominates, and there are
few hybrid solutions, contributing to an equity gap
in the €1M - €3-4M range.

Absorptive Capacity

This category refers to the inability or unwilling-
ness of the entrepreneurial sector to productively
take on and use equity funding to fuel entrepre-
neurial growth. Altogether, this category captures
demand side issues and received the largest num-
ber of references. The demand side gap again re-
flects lack of tradition, experience and a weak eg-
uity culture. There is a general lack of fundraising
knowhow among entrepreneurial businesses.
Combined with a lack of entrepreneurial manage-
rial expertise and low ambition, this constrains
demand for entrepreneurial finance. This is exac-
erbated by a dearth of attractive investment tar-

gets because of inadequate supply of competent
entrepreneurial teams, which in itself is contrib-
uted to by a lack of national cluster policy, an is-
sue also mentioned in the Innovation bottleneck
discussion. These issues are exacerbated by low
labour productivity especially in low- and medi-
um-technology sectors due to inadequate supply
of skilled labour.

Combined, these demand-side issues contribute
to a paradoxical-sounding imbalance between
funding supply and demand, with raw supply out-
stripping high-quality demand. Although there is
funding available, there is a lack of specialised
funding that could productively invest in high-
quality entrepreneurial teams, partly because
there is an insufficient number of such teams.
There thus seems to be a difficult-to-resolve
chicken-and-egg problem that afflicts the Estonian
entrepreneurial finance sector. Resolving this is-
sue requires attention to the causal links between
bottleneck-specific issues, as well as interactions
across bottlenecks.

Regulatory Framework

The regulatory framework of the wider financial
sector in Estonia contributes to both demand- and
supply-side problems. In the supply side, re-
strictions on pension fund investment in venture
funds constrain supply of funding to entrepre-
neurial finance. Funding application procedures
are cumbersome, with document requirements
that confuse entrepreneurs and discourage them
from applying. Tax authorities often do not under-
stand entrepreneurs, with the result that there
are tax burdens such as social security tax that
make it costly for entrepreneurial businesses to
employ skilled labour. Regulatory constrains to-
gether with foreign ownership of most Estonian
banks also probably contribute to the fact that
money remains locked in deposits and is not circu-
lated to fuel entrepreneurial businesses.

Incentives

The stakeholder discussion also noted a general
lack of incentives to invest in entrepreneurial
businesses. There was also a lack of incentives
that would help more entrepreneurial businesses
to develop in ways that would make them more
attractive as investment targets. There are no UK-
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style tax reliefs for investment in entrepreneurial
businesses. Corporate income tax is nominally 0%
but taxed with income tax, resulting in fairly high
tax on entrepreneurial income. High social securi-
ty tax pushes up the cost of hiring employees. In
general, the tax system is inflexible and does not
recognise the special needs of entrepreneurial
businesses.

Equity Gap

Many of the issues noted above contribute to dis-
tinctive gaps in the supply of equity funding for
entrepreneurial businesses. The very earliest
stages are reasonably covered, as are situations
where the venture is already ‘bankable’ (i.e., can
show steady, positive cash flow). In between,
there is a domestic equity gap in the range from 1
to 4 M€, with the implication that if sufficient
funding in this range cannot be raised in Estonia,
foreign investors will demand the relocation of
headquarters abroad. Also, there are no equity
instruments available in the range of 1 to 3 M€,
and the finance monoculture contributes to a lack
of hybrid investment solutions.
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Finance Bottleneck: Causal Connections

The review above suggests a number of causal
links between the issue categories mentioned in
the stakeholder discussion. Both supply side and
demand side issues are partly driven by regulatory
problems, partly by lack of incentives. Supply and
demand are also constrained by a general lack of
equity culture in Estonia. The connections are il-
lustrated in Figure 12.

First, regulatory restrictions affecting pension
funds in particular constrain the flow of funding to
the entrepreneurial finance sector. This problem
is accompanied by the structure of the banking
sector, which is dominated by foreign banks
headquartered abroad and unwilling to invest in
venture funds. This issue thus calls for attention to
regulatory measures that could make it easier for
pension funds to invest in domestic venture funds
in Estonia. However, getting the balance right is
complex because of the self-reinforcing links be-
tween supply and demand of entrepreneurial fi-
nance.

Second, burdensome regulatory procedures and
tax incentives discourage entrepreneurial busi-
nesses from applying for funding and from invest-
ing in the pursuit of innovation and growth that
would make them more fundable. This link calls
attention to fiscal measures that could be de-
ployed to encourage entrepreneurial growth, as
well as legal and potentially other measures to
simplify application procedures.

Third, disincentives introduced by an inflexible tax
system prevent entrepreneurial businesses from
effectively seeking innovation and growth. This
link suggests visiting the aspects of the tax system
that most dis-incentivise entrepreneurial growth
aspirations.

Fourth, lack of UK-style tax reliefs directly con-
strains investment in entrepreneurial businesses.
This link suggests consideration of ways of intro-
ducing tax relief for private investment in entre-
preneurial businesses.

Fifth, weak equity culture, underdeveloped VC
sector with underdeveloped VC networks, few
patient and specialised investors and finance
monoculture contribute to an equity gap especial-
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ly in the 1—4 M<€ range and to a finance monocul-
ture. This link suggests consideration of measures
to strengthen the equity culture and the VC sector
in Estonia. However, there are complex interac-
tions between supply and demand that need to
be taken into consideration.

Sixth, weak equity culture, dearth of high-
potential teams, low ambition, and lack of entre-
preneurial managerial competence contribute to
an imbalance between high-quality demand and
funding supply, perpetuating the equity gap. This
link suggests consideration of what could be done
to enhance the entry of competent entrepreneur-
ial teams into the entrepreneurial sector, perhaps
through a more widespread deployment of new
venture accelerators.

Seventh, the above causal links imply that supply
and demand-side links reinforce one another, cre-
ating a chicken-and-egg problem. This observation
suggests that careful attention needs to be paid to
the sequence in which different policy measures
are introduced, so as to avoid excessively disturb-
ing the balance between supply and demand.
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Figure 12 Causal Map of Issues Underlying the Finance Bottleneck

Fixing Finance: Conclusions

In summary, the stakeholder discussions added
much nuance to the GEDI and secondary data
analysis that identified finance as a bottleneck
that holds back the Estonian entrepreneurship
ecosystem. Our content analysis identified five
major categories of issues and a chicken-and-egg

problem between funding supply and demand.
Overall, it seems that a range of policy measures
should be considered, addressing both fiscal,
regulatory and incentive issues, as well as existing
weaknesses both in the supply and demand of
equity funding to fuel entrepreneurial growth.
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EASING THE FINANCE BOTTLENECK: CALLS FOR ACTION

The stakeholder discussion around Finance identi-
fied several areas where action could be intro-
duced to relieve the Finance bottleneck. The first
focused on enhancing the demand for new ven-
ture finance by Estonian entrepreneurial busi-
nesses. Two actions were identified:

Develop an assisted spin-out programme
to support entrepreneurial venture crea-
tion by people with managerial experi-
ence (e.g., former Skype employees). The
Founder Institute provides a good exam-
ple. In addition to established corpora-
tions, also universities should offer similar
programmes supporting start-up ventures
created by university researchers and
students.

Provide training for existing entrepre-
neurs so they can better pitch for Venture
Capitalists (VCs) and raise their horizons
beyond the domestic market. This could
be achieved, e.g., by scaling EAS’s Export
Bulldozer-style training to universities.

Another side of the coin is the supply of special-
ised funding for innovative and high-growth start-
ups. Three actions were identified:

Develop the legal framework for crowd-
funding and syndication approaches so
that more experienced Business Angels
can syndicate and lead investor rounds
with more substantial capital input. Today
there are no equity-based crowdfunding
portals in Estonia, and a regulatory
framework for crowdfunding is also miss-
ing. Creating the legal framework for
crowdfunding is needed to catalyse the
development of the Estonian start-up eg-
uity model. Also the procedures for lead-
ing a crowdfunding investment round
have to be appropriately regulated, so
that new investors will have the possibility
to back Lead Investors that have track
record in angel investing, so as to learn
the basics of angel investing from these.

To avoid the need to sell equity too early,
introduce soft-loan type funding for seed-
stage businesses (payable back only if the
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venture is successful). The loan amount
would have to be in the range of 5 000 —
30 000 EUR to make a difference in the
start-up stage.

Since family offices and endowment funds
are missing in Estonia, a legal framework
should be created to kick-start the family
office culture in different industry sectors.
A legal framework for trust fund activities
is currently missing in Estonia and needs
to be created. Also examples of family of-
fices from Scandinavian countries, special-
ising in specific industries, could be used
as inspirational examples in Estonia.

The regulatory framework and, in particular, fiscal
(dis)incentives can influence both the demand
and supply of new venture funding. Four actions
were identified:

Introduce UK-style tax incentives for busi-
ness angel and crowdfunding investors.
These incentives should allow profits from
previous investments to go untaxed if
rolled over to new investments.

To enhance the growth orientation of Es-
tonian new ventures, create an employ-
ment tax honeymoon by reducing em-
ployment taxes for the early years of the
new venture. Alleviating early-stage em-
ployment tax burden is particularly im-
portant for innovative start-ups, whose
growth demands employing the best tal-
ent, and for whom salary-related indirect
expenses can prove prohibitively high.

Reduce fringe benefit taxation for new
ventures to enhance their ability to recruit
and retain managerial talent. Today the
employer has to pay close to 70% tax on
all fringe benefits, which reduces the at-
tractiveness of the Estonian entrepre-
neurship ecosystem relative to other re-
gions. Bringing in expats and providing for
their apartment, schools, and other relo-
cation and settling costs can be prohibi-
tively expensive and hampers Estonian
start-ups’ ability to compete for the best
talent.



A specific supply-side problem is insufficient coor-
dination and complementarity between different
financial instruments. This creates funding traps
where new ventures may get caught at certain
points of their life cycle. Three actions were iden-
tified:

- Create a taskforce to identify and facili-
tate synergies with major Estonian fund-
ing agencies (e.g., KredEx and Enterprise
Estonia).

- Introduce a'Team Estonia’ approach un-
der which different stakeholders commit
to advancing jointly shared national goals
(e.g., developing a fertile environment for
new growth ventures). This action is con-
sistent with and could be merged with the
‘Made in Estonia 3.0’ initiative.

- Organise an annual Slush-style event
where selected and trained new ventures
can pitch for an international VC audi-
ence. Some events are already happening
(e.g., the Latitude59 Annual Conference in
Tallinn), yet the scope of existing events
cannot yet be compared with that of
Slush.

Developing supply side sometimes requires long-
term orientation. For example, developing ven-
ture capital skills is done best through experience,
which takes time. Therefore, continuity is required
also in policy. The stakeholders identified two
specific actions:

- Create long-term policy guidelines to en-
hance policy coherence and visibility be-
yond year 2020. For example, the fund-of-
funds initiative and BIF and training pro-
grammes (e.g., Startup Estonia) should be
extended beyond their current duration.
This is important so as to allow time for
the private sector to properly establish
themselves and take over from public-
sector agencies. Consistent with this, a
new fund-of-funds should be launched in
2017.

Change the current business law to better
accommodate the needs of innovative
start-ups. At present, private limited
companies (most start-ups use this form)
cannot issue shares with different share-
holder rights; this constrains their ability
to raise funding. This call for action recog-
nises existing work in progress, notably,
the Ministry of Justice task force that
works on recommendations to amend the
business law.
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ATTITUDES: PERCEPTIONS OF RISK AND REWARDS ASSOCIATED WITH ENTREPRENEUR-

SHIP

Attitudes were identified as a key individual-level
bottleneck in the Estonian entrepreneurship eco-
system. We again briefly summarise conclusions
from the GEDI analysis and related discussions
and then highlight insights from secondary data.
We then focus on the stakeholder discussion on
this bottleneck.

Estonian Attitudes Towards Entrepre-
neurship in the Light of GEDI Analysis

The GEDI analysis suggested that Attitudes were
the most consistent individual-level bottleneck in
the Estonian entrepreneurship ecosystem, and
also, the weakest pillar category. This was is the
indicator category that most consistently flagged
below-standard performance for Estonia, and this
was the pillar-level category that explained the
performance difference (i.e., the GEDI score) dif-
ference between Estonia and Chile.

Although poor attitudes may reflect a weak en-
trepreneurial culture, this is a multi-faceted issue.
In countries with not such a strong entrepreneuri-
al culture, such as Finland, entrepreneurs enjoy a
much stronger societal and career status than
they do in Estonia. The core group discussion not-
ed that status attributions can be an important
career choice consideration particularly for more
highly educated individuals, as these typically
have access to a range of “safe” employment op-
tions, and also, because the opportunity cost of
choosing between alternative careers is higher for
better educated individuals.

Finally, it was observed that Attitudes and Educa-
tion are closely linked, as education can have an
important direct and indirect influence on atti-
tudes, in addition to directly shaping skills
development.
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Estonian Attitudes: Reflections from
Secondary Data

Although there is not a huge amount of data de-
scribing Estonian attitudes towards entrepreneur-
ship, a number of interesting indicators were
nevertheless found. The European Values Survey
(part of World Values Survey), provides the most
recent general review of Estonian attitudes, alt-
hough the most recent wave dates from 2008. In
comparison against Finland and Sweden it was
observed that:

- Estonians lag significantly behind other
Baltic countries in terms of how important
it is considered for children to learn inde-
pendence at home

- Estonians think to a greater extent than
Finns or Swedes that the State should
provide for individuals’ needs as opposed
to the individuals themselves

- Estonians lag behind Finns in believing
that hard work brings about success (alt-
hough they were ahead of Latvians, Lithu-
anians and Swedes in this regard)

- Estonians lag behind Finns and Swedes in
terms of their attitudes towards risk-
taking and change

- There was a significant gap between the
Baltic countries and Finland and Sweden,
respectively, in terms of individual-level
willingness to assume responsibility

Overall, such attitudes appear to reflect a contin-
ued hangover from the times when the economy
was centrally planned. In part, they may also re-
flect a ‘deprivation reaction’, with individuals put-
ting a higher value on factors they currently per-
ceive are lacking. The deprivation reaction might
help explain why Estonians put more emphasis on
the state as opposed to the individual in providing
for individuals’ needs.



Attitude Stakeholder Discussion: Con-
tent Analysis

In terms of content analysis, the Attitudes bottle-
neck appears to comprise a much more inter-
twined set of overlapping issues than do the Inno-
vation and Finance bottlenecks. There could have
been a number of different ways to categorise the
issues mentioned, but eventually the analysis con-
verged upon five major, partly overlapping cate-
gories:

- Entrepreneurial Culture (7 references)

- Status of Entrepreneurship (4 references)
- Small Business Tradition (4 references)

- Education System (5 references)

- Networks (3 references)

In particular, the notion of an Entrepreneurial Cul-
ture is a little diffuse and multifaceted and would,
as such, constitute a relatively poor target for en-
trepreneurship policy measures because of its
elasticity. Nevertheless, this category captures a
broad range of issues that are relevant to the Es-
tonian attitude climate towards entrepreneurship.

It is also noted that attitude issues received fre-
guent mentions also in the Innovation and Fi-
nance stakeholder discussions. We next elaborate
on each issue category.

Entrepreneurial Culture

As noted, the notion of an entrepreneurial culture
is somewhat elastic. This category mostly captures
references to issues that reflect a poor under-
standing of what entrepreneurship actually is all
about. It was noted that the older generation
tends to continue to see entrepreneurship as
speculative action — an attitude overhang from
the socialist times. The young generation, howev-
er, also seems to have unrealistic misconceptions
and think that much wealth can be created with
internet businesses without much effort. Both
attitudes reflect an insufficient understanding of
the essence of entrepreneurship and the effort
and skill required to create entrepreneurial value
added through opportunity pursuit. A poor under-
standing is also reflected in the misconception
that running and growing an entrepreneurial
business is no different from general manage-
ment. Overall, there is a general under-

appreciation of the role of entrepreneurs in the
creation of new economic value (as opposed to
the reallocation of existing value). This issue is
particularly salient in peripheral regions.

Status of Entrepreneurs

There are two broad status issues attached to en-
trepreneurship in Estonia: first, the societal status
of entrepreneurship and entrepreneurs; and sec-
ond, the career status attributions attached to
entrepreneurship. The image of entrepreneurs as
speculators and the failure to see them as value
creators deducts from the societal status enjoyed
by entrepreneurs. The bias (reinforced by the ed-
ucation system) towards attaching greater value
to employment rather than an entrepreneurial
career contributes to low career status attribu-
tions. These may be particularly salient among the
academically educated, who tend to prefer safe
employment over entrepreneurship.

Small Business Tradition

A misconception arising from the general misun-
derstanding of entrepreneurs is the failure to dis-
tinguish between small business management and
entrepreneurship. This partly contributes to the
preference on employment, which is seen as a
safer route to income creation rather than entre-
preneurship. A small business attitude is also ap-
parent in the general risk aversion among Estoni-
ans, as also noted in the Innovation and Finance
content analysis. There are strong cultural norms
against providing collateral for entrepreneurial
risk taking, for example, and a short-termist
bookkeeping mentality dominates, which empha-
sises the short-term balancing of income and ex-
penditure over capital accumulation and invest-
ment. Overall, fear of failure and bankruptcy, and
social stigma attached to these, serve to lock new
businesses into a ‘small business mode’, rather
than a growth-seeking and innovative, ‘entrepre-
neurial” mode.

Education System

The education system contributes to the attitude
deficit in a number of ways. First, the education
system emphasises the importance of getting a
good job over the value of creating new economic
value through opportunity discovery and pursuit.
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A structural issue is that teachers in Estonian
schools and higher educational institutions often
do not understand the essence of entrepreneur-
ship. Entrepreneurial skills are not widely taught,
as business and management education tends to
teach theory and economics over entrepreneurial
skills. This means that entrepreneurial attitudes
are not sufficiently cultivated by the education
system. Insufficient teaching of life and career
planning skills also contributes to a failure by stu-
dents to perceive entrepreneurship as a career
option that could logically follow from and con-
tribute to different career and life stages.

Networks

Finally, there were a number of networking issues
linked to attitudes towards entrepreneurship.
First, as already noted in the Innovation discus-
sion, Estonians exhibit low propensity for net-
working. This inhibits entrepreneurial opportunity
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recognition, opportunity creation, experience
sharing, role models and resource mobilisation.
There are also weaknesses in international net-
working, which contributes towards an under-
appreciation of entrepreneurial value creation.
Finally, a networking related issue is the absence
of societal safety nets that could help prevent fail-
ing entrepreneurs from ‘falling flat on their face’.
This last issue contributes to risk aversion and low
career status attributions.
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Attitude Bottleneck: Causal Connec-
tions

The review above suggests a number of causal
links between issue categories that emerge
from the content analysis. It should be kept in
mind that the categories in this content analy-
sis are much more overlapping than in the case
of Innovation and Finance. A closer examina-
tion of causal connections between issue cate-
gories suggest that poor attitudes are ultimate-
ly driven, reinforced and perpetuated by the
Estonian education system and by the Estonian
small business tradition. When it comes to atti-
tudes, the role of the education system cannot
be ignored. Combined, status problems and
weak entrepreneurial culture constrain the
flow of talent to the entrepreneurial sector.
The causal connections between attitude is-
sues are illustrated in  Figure 14.

First, although the education system cannot be
fairly said to have caused weak entrepreneurial
culture or weak status attributions, it does play
arole in reinforcing and perpetuating these. In
itself, the education system is as much a reflec-
tion of low status attributions and weak entre-
preneurial culture as a driver of them. Howev-
er, there are clear causal links that can be ad-
dressed through policy action. First, teachers in
Estonian educational institutions mostly lack
sufficient understanding and appreciation of
entrepreneurial value creation, and they there-
fore cannot effectively instil these on pupils
and students. As such, the education system is
biased towards a strong preference of salaried
employment over entrepreneurship. Teaching
is also biased towards economics and manage-
rial skills rather than entrepreneurial skills.
These issues serve to weaken the status of en-
trepreneurs as well as the Estonian entrepre-
neurial culture.

Second, poor teaching of entrepreneurial skills
directly inhibits talent flow to the entrepre-
neurial sector.

As such, it appears that coherent and sus-
tained policy action is necessary to address the
causal links from the education system. Impli-
cations for primary and secondary, as well as
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tertiary and graduate education should be ad-
dressed separately.

Third, one distinctive aspect of a weak Estoni-
an entrepreneurship culture is the confusion
between small business management and en-
trepreneurship. A bias towards a small busi-
ness tradition reinforces risk aversion, short
term orientation and low capital accumulation,
and it also contributes to a low societal and
career status of entrepreneurship. As such,
these issues appear amenable to manipulation
through education policies, perhaps also
through media campaigns and role model
promotion.

Fourth, underdeveloped entrepreneurial net-
works and poor networking propensity in gen-
eral inhibit entrepreneurial orientation (an as-
pect of entrepreneurial culture) and perpetu-
ate poor status attributions. This issue links to
the Innovation bottleneck and should perhaps
be addressed in coordination with networking
policies.

Fifth, in itself, poor entrepreneurial culture
inhibits network formation. This two-
directional causality can probably be ad-
dressed by investment in network facilitation.

Sixth, weak entrepreneurial culture inhibits
entrepreneurial career choice by failing to un-
derstand entrepreneurship, particularly among
the better educated individuals. This inhibits
talent flow to entrepreneurship. It appears
that media strategies could help alleviate this
problem alongside with education policies.

Seventh, poor status of entrepreneurship
(both societal and career status) inhibits en-
trepreneurial career choice. As above, a mix of
media and education policies should help ad-
dress this problem.

Finally, absence of societal safety nets for en-
trepreneurs inhibits entrepreneurial career
choice, and also, likely inhibits risk taking
among entrepreneurs, thereby inhibiting en-
trepreneurial growth. This issue appears to call
for a different set of policy measures, designed
to provide cushion in the case of entrepre-
neurial failure.



Ameliorating Attitudes: Conclusions

In summary, the stakeholder discussions have
added nuance to the GEDI and secondary data
analysis that identified Attitudes as a bottle-
neck that holds back the Estonian entrepre-
neurship ecosystem. Our content analysis
identified five major categories of issues and
considerable overlap and feedback
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Education

Figure 14

mechanisms between these. Overall, educa-
tion policies emerge as a major category for
policy attention, but it appears that also media
campaigns and social security policies could
help address this bottleneck area.

Because Attitudes and Skills are closely related,
we discuss Calls for Action after the Skills bot-
tleneck review, which follows next.
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Talent Flow
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Causal Map of Issues Underlying the Attitude Bottleneck
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ENHANCING EDUCATION: SKILLS FOR ENTREPRENEURSHIP

Skills for entrepreneurship were identified as
the final bottleneck in the Estonian entrepre-
neurship ecosystem. This theme is closely
linked to entrepreneurial attitudes described
above. Skills for entrepreneurship also matter
for innovation and for the demand for entre-
preneurial finance. Consistent with preceding
discussions we first briefly summarise conclu-
sions from the GEDI analysis and then highlight
insights from secondary data. We then focus
on the stakeholder discussion on this bottle-
neck.

Entrepreneurial Skills in the Light of
GEDI Analysis

The education bottleneck was not extensively
discussed during the workshops debating the
preliminary analysis, although it was clearly
recognised that Education plays a major role in
shaping Attitudes, while also facilitating the
development of human capital, both in the
form of primary training (new graduates) and
workforce re-training (upgrading of skills of
employees).

In the GEDI analysis, this bottleneck is suggest-
ed by the lower-than-average level of tertiary
education relative to 29 EU countries, lower-
than-average skills perceptions and the result-
ing Start-Up Skills Pillar, as well as in the lower-
than-average level of education of Estonian
entrepreneurs relative to their EU counter-
parts and in the resulting Human Resources
pillar.

The core group discussions raised several
questions around the Skills for Entrepreneur-
ship theme, including the following:

- Does the primary and secondary edu-
cation provide sufficient grounding in
terms of entrepreneurial attitudes and
skills such as opportunity recognition;
self-sufficiency and self-confidence;
risk acceptance; learning orientation;
and performance orientation?
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- Do higher educational institutions
(HIEs) provide sufficient training and
grounding in entrepreneurial skills?

- Do science and engineering universi-
ties sufficiently support innovation in
terms of developing and spinning out
new knowledge-based ventures?

- Does education at different levels pro-
vide sufficient examples and inspiring
role models for students to emulate
later in their lives?

Entrepreneurial Skills in Secondary
Data

There is no source of secondary data that di-
rectly addresses the question of Skills for En-
trepreneurship. The European GUESS survey is
not usable, because it is based on a self-
selection of respondents and reports respond-
ent perceptions rather than objective assess-
ments. In the core group discussions, the role
of Education was highlighted in several ways:
first, as a regulating influence on Attitudes;
second, as a source of entrepreneurial skills;
and third, as an influence on human capital for
entrepreneurial businesses, such as labour
force skills. As regards the third aspect, we al-
ready noted that Estonian businesses perceive
lack of specialised human capital as a con-
straint on innovation to a greater extent than
their Finnish counterparts. Second, secondary
data also confirms that the average education-
al attainment of Estonian adult-age population
remains behind European Innovation Leaders.
Furthermore, spending on labour market poli-
cies in Estonia lags behind most European
peers: this includes investment in, e.g., re-
training and upgrading inactive labour force.
This is a problem in a context where an im-
portant part of industrial competitiveness is
based on low labour costs. As labour costs in-
evitably go up, industrial labour needs to be
upgraded in order to migrate towards higher
value-added activities. These inferences are



supported by the high share of under-skilled

and under-qualified workforce and the rela-

tively low number of hours spent by Estonian
labour force on education and training.

We next consider issues raised in the Stake-
holder workshop debating this bottleneck.

Skills for Entrepreneurship: Content
Analysis

The stakeholder discussion on skills for entre-
preneurship focused largely on education: its
structure, content, proper ways to teach en-
trepreneurship, as well as the effect on result-
ing skills and attitudes. During the content
analysis, four issue categories emerged:

- Primary and Secondary Education (4
references)

- Higher education (9 references)

- Entrepreneurial Attitudes (4 refer-
ences)

- Entrepreneurial Skills (6 references)

As the discussion around this bottleneck partly
overlapped with the other categories — nota-
bly, Attitudes — we also will draw on the other
discussions for insight on this bottleneck. The
content analysis is shown in Figure 15. We
elaborate on each category below.

Primary and Secondary Education

The stakeholder discussion clearly recognised
that the proper teaching of entrepreneurial
skills and attitudes requires coordinated action
across the different stages of education. With
reference to attitudes, it was emphasised that
the teaching of the right attitudes should be
started early, as many core attitudes are al-
ready fixed before graduation from high
school. Structural problems were also recog-
nised, as teachers in primary and secondary
(and also tertiary) education are not know!-
edgeable enough of entrepreneurship, lack
entrepreneurial expertise, and therefore can-
not effectively instil entrepreneurial attitudes
and skills or act as effective role models. Thus,
entrepreneurial attitudes are not sufficiently

nurtured at school, which makes it challenging
to address the gap later.

Higher Education

We refer to any education after secondary ed-
ucation as higher education. This category at-
tracted the largest number of references —a
total of nine — that addressed both content,
structure, and wider coordination. Similar to
primary and secondary education, it was noted
that teachers are not sufficiently knowledgea-
ble about entrepreneurship. Teaching also
tends to be too much fact-based and ignore
practical training and the development of the
kind of soft skills (such as social and leadership
skills) that are critical for successful resource
mobilisation. Also, teaching tends to ignore
many relevant skills such as internationalisa-
tion. Because teachers do not effectively de-
ploy role models, the theoretical bias is rein-
forced. In terms of structural issues, it was ob-
served that different education systems such
as formal and informal training are too dis-
jointed, and mutually reinforcing effects are
thus lost. Access to entrepreneurship educa-
tion and training varies too much across re-
gions in Estonia. Formal and informal educa-
tion and training systems are too disjointed. At
the education system level, entrepreneurship
education is not systematic, and national cen-
tres of excellence and expertise are not suffi-
ciently leveraged. Finally, because of the mis-
understandings and misconceptions resulting
from teachers’ lack of knowledge and insuffi-
cient focus on practice, the higher education
system fails to strengthen career status attrib-
utions to entrepreneurship.

Entrepreneurial Attitudes

In terms of entrepreneurial attitudes, com-
ments were made that resonated with our
content analysis of the Entrepreneurial Atti-
tudes bottleneck. Because of education gaps,
graduates do not truly understand the essence
of entrepreneurship, and the entrepreneurial
career enjoys a lowly status among graduates.
Also, graduates do not possess the right atti-
tudes of that reinforce an entrepreneurial ori-
entation. The misconceptions regarding entre-
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preneurship cause graduates to confuse en-
trepreneurs with managers.

Entrepreneurial Skills

The entrepreneurial skills category received
the second largest number of mentions, six.
These represent the outcomes and thus reflect
the current situation as perceived by the
stakeholders. Education and training relying
too much on the teaching of ‘facts’, graduates

Higher
Education

Teaching does
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Prlmary & informal educa-

Secondary tion disjointed
Education

lack soft skills and also experiential knowledge
such as growth skills. This is reinforced by the
insufficient exposure to entrepreneurial prac-
tice during the studies. Thus, the education
system contributes to a skills mismatch with
the needs of the economy. In particular, more
service skills are needed.
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Skills for Entrepreneurship: Causal
Analysis

Finally, we explored causal connections be-
tween the issue categories emerging from the
stakeholder discussion. As such, the causal
maps are relatively straightforward, given that
the stakeholder discussion was quite focused
on education structure and content and on the
resulting skills and attitude deficits.

The causal map of issues affecting the skills
bottleneck is shown in Figure 16. Because of
the focused nature of this discussion, the
causal connections are relatively straightfor-
ward and point to policy action addressing the
education system. Note that the causal map
ignores some skill aspects, such as the training
and education of workforce to facilitate mov-
ing up in the value chain in subcontracting
businesses. This issue was addressed in the
context of Innovation. Also, the discussion
around Attitudes made several references to
education that are not repeated here.

The above suggests that the apparent simplici-
ty of the Education causal map can easily mis-
lead. Education is intimately connected with
Attitudes and Innovation, and also, indirectly
connected with Entrepreneurial Finance
through its effect on the demand side. This
does not imply, however, that all problems
could be solved through formal education. We
next elaborate on the causal connections.

First, primary and secondary education play an
important role in shaping entrepreneurial atti-
tudes, and also, to some degree, entrepre-
neurial skills. Because teachers in primary and
secondary education lack understanding and
personal exposure to entrepreneurship, they
are unable to convey the essence of entrepre-
neurship or instil appropriate attitudes that
would strengthen an Entrepreneurial Orienta-
tion among pupils. This is important because
many attitudes get fixed during primary and
secondary education and may be difficult to
change later.

Policies appropriate for addressing this gap
could include, for example, introducing a co-
herent agenda for teaching attitudes compati-

ble with entrepreneurship, such as proactive-
ness, initiative and independence, goal and
accomplishment orientation and an apprecia-
tion of the contribution entrepreneurs make in
the economy. Such policies could be strength-
ened by media campaigns and inviting success-
ful entrepreneurs to present in class. It is pos-
sible that also teachers’ education may need to
be addressed.

Second, the above issues also prevent teachers
from teaching entrepreneurial skills — although
the importance of skills teaching is relatively
more important in higher education. Policies to
address this issue are largely similar to the
above, complemented with skills-oriented ac-
tivities.

Third, higher education institutions fail to
strengthen entrepreneurial attitudes because
teachers there do not understand entrepre-
neurship. This results in misconceptions and
failure to understand what entrepreneurship
fundamentally is about, which then contrib-
utes to an insufficient appreciation of entre-
preneurship as a career choice. The policies to
address this gap are probably similar to those
already discussed above.

Fourth, higher education institutions fail to
sufficiently strengthen entrepreneurial skills
because teaching is too theory based; does not
emphasise practical skills and soft skills; is too
disjointed; and offers too limited coverage
both geographically and in terms of target
groups. Policies to address this issue should
probably address both teaching content and
the structure and coordination of teaching of-
ferings. The importance of giving practical ex-
posure has already been mentioned. For ex-
ample, internships could prove an effective
means of strengthening entrepreneurial skills
and attitudes, as could the more widespread
deployment of entrepreneurial role models.
Specific, coordinated measures to address this
gap should be discussed in detail in the policy-
oriented stakeholder discussion.

Fifth and sixth, weak attitudes and skills con-
strain the flow of talent to the entrepreneurial
sector. This is an outcome link, which can be
alleviated with measures discussed above.
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Skills for Entrepreneurship: Conclu-
sions

In summary, the stakeholder discussions ad-
dressing Skills for Entrepreneurship repeated
points raised by the other bottleneck discus-
sions while also adding nuance. Our content
analysis identified four major categories of is-
sues and considerable overlap and feedback
mechanisms between these. Despite the ap-
parent simplicity of the causal map, the Skills
theme is extensively linked to the other bot-
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tleneck analyses, suggesting that the Skills as-
pect could be a bridging theme that connects
all bottlenecks. That said, although the focus of
this stakeholder discussion has been mostly on
formal education, the Skills theme is obviously
broader, and planned policy actions should not
be limited to formal education and training
delivery alone. It appears that in addition to
focused (perhaps as such relatively straight-
forward) policy action, also some out-of-the-
box thinking and debate may be useful to alle-
viate the Skills bottleneck.
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Skills for Entrepreneurship: Causal Connections



EASING THE ATTITUDES AND SKILLS BOTTLENECKS: CALLS FOR ACTION

The Attitudes and Skills theme underpinned, at
least in part, the two other bottlenecks. In In-
novation, this bottleneck manifested itself as a
relatively soft innovation culture in Estonia,
labour force re-training needs, as well as in
poor innovation and networking skills. In Fi-
nance, this bottleneck manifested itself as de-
mand-side constraints best addressed through
training programmes. Thus, the actions identi-
fied in this theme partly echoed and over-
lapped those laid out above. In addit