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INTRODUCTION

This is a topical subject as elections of local coun-
cils (on 15 October 2017) and the administrative-ter-
ritorial reform (hereinafter referred to briefly as ad-
ministrative reform) were among the most important
changes in the Republic of Estonia in 2017. Many small
municipalities disappeared as a consequence and were
merged into larger municipalities. Such major changes
always have their pros and cons, thus the impact of the
administrative-territorial reform on the development
of business activities and provision of services, also on
the welfare of people in towns, small settlements and
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villages may be either positive or negative. The specific
consequences of this activity will probably be evident
most clearly only years later as it is not possible to as-
sess all impacts immediately.

The regional distribution of the Estonian population
is very uneven. This trend has increased during the last
decades, and in addition, rural population has rapidly
decreased. Continuation of these processes may lead to
a situation where some areas remain without any popu-
lation, businesses lack labour, and organisation of rural
life will become very expensive, even impossible, both
for the state and local governments. Business devel-
opment and organisation of the activities of local gov-
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ernments in rural areas largely depend on the national
regional development policy. Regional development
policy can help to reduce the trend of areas becoming
peripheries by supporting business activities and rural
development. For that purpose, the state has planned
special activities which should contribute to the devel-
opment of rural areas with different support measures
and reduce the development gap with urban areas.

The objectives of this article are firstly, to determine
the factors favouring and impeding the business activi-
ties of the North Sakala Rural Municipality after the ad-
ministrative reform and to make suggestions to the lo-
cal rural municipality government in order to improve
the competitiveness of the region and reduce the trend
of becoming a periphery to improve the business envi-
ronment for local businesses and prevent the relocation
of business activities to larger centres of attraction by
entrepreneurs, and secondly,! to determine the impact
of the administrative reform on the provision of services
in small settlements, analysing the opinions of the popu-
lation of villages, towns and small towns and making sug-
gestions on the basis of the results for making changes in
the range of services offered by local governments.

The following research tasks were set for the
achievement of this objective:

to study and provide an overview of the impact of
regional development policy, administrative reform
and rural business activities on the development of the
local business environment;

¢ to study and assess the current business situation
of the North Sakala Rural Municipality;

* to conduct a survey among heads of businesses of
the North Sakala Rural Municipality and to analyse the
results obtained;

* to examine and provide an overview on the impact
of the administrative reform on the provision and organ-
isation of public services by local governments;?

* proceeding from the research results to make sug-
gestions for the improvement of the business environ-
ment and welfare of the local population.

This article presents research results on the pos-
sible developments in business activities and partly
also services after the administrative reform. The ob-
jects studied were businesses of the North Sakala Rural
Municipality in the Viljandi County and the situation
of services provided to the population of small settle-
ments of the J6geva County.® Despite the large invest-

1 See also footnote 5 on the next page.

2 The secondary objective (in Italics) mentioned above
and the respective research task (services, in Italics) have been
treated only briefly in this article because of the limited volume
of this article. However, the article on services, which has already
been published (References: 7), will be developed further into a
separate publication - the second part of this article. We can also
say - this and the planned article will be closely interconnected.

3 The North-Sakala Rural Municipality is located in the
northern part of the Viljandi County (the Viljandi County borders
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ments already made, the populations of both the North
Sakala Rural Municipality and small settlements of the
Jogeva County are decreasing every year according to
the information of Statistics Estonia. This has also an
important impact on businesses which need labour.
Also the availability of services provided to the popula-
tion often depends on business development. Many en-
trepreneurs have the choice of either expanding their
operations in a rural area or moving their enterprise to
an area with enough labour. This may deprive the lo-
cal population also of some of the services. Some busi-
nesses have started to support local life themselves to
become better known among the community, acquire
more labour, be attractive and community-friendly. En-
trepreneurs have invited people to live in rural areas
and offered a pleasant work environment. This sup-
ports both community development and the capacity
of the local government and the broader choice of ser-
vices necessary for the population - the quantity and
better quality.

Regional development policy, administrative re-
form and rural business development are very closely
interrelated and have a joint impact on the integrated
development of the area. The services, including pub-
lic services, should then be added as an area with an
important role in regional development and raising the
quality of life of the population. The decrease in the Es-
tonian rural population and the proportion of the gross
domestic product (GDP) of rural areas in the national
GDP is continuing and businesses lack labour as a con-
sequence of all these factors. These subjects need to be
addressed and fast solutions have to be found. With the
continuing decrease in rural population, local govern-
ments will not be able to provide services, since the cost
of a service per individual becomes very expensive and
businesses will not find labour, particularly top-level
specialists, from the local area, which also makes the
provision of services more complicated for them.

1. On the impact of regional development
policy and the administrative reform
on rural business activities

1.1 Regional development policy and its objectives
The Estonian administrative reform has a significant

role and importance for business development and
for the provision of services to the population both

on the Jogeva County in the east). According to Statistics Estonia,
both counties are a part of South Estonia, being the northernmost
counties of South Estonia. The Jogeva County is located between
the Viljandi County, incl. the centre of continental Estonia, and
Lake Peipus, bordering on Lake Peipus in north-east and the Tar-
tu County in the south. We can also tell the reader for the sake of
clarity - the North Sakala Rural Municipality is located in Central
Estonia, and the Jogeva County is located east of the North Sakala
Rural Municipality, they are almost neighbours.




from the aspects of the state as a whole and the region-
al development policy. They are closely interconnected,
however. The administrative reform should support busi-
ness development and better provision of services, and
business development and the market of services in their
turn should favour the progress and implementation of
the administrative reform. These processes will not be
completed overnight but unfortunately their progress
is slow and will take time. It requires also flexibility and
necessarily taking into account local interests and needs
and opportunities. Also planning and implementation of
the state reform in Estonia makes its corrections here. We
can also say that everything mentioned above is closely
connected to regional development policy which is a part
of one of the main areas of economic policy - structural
policy (next to order policy and process policy).

The objective of regional development policy is
the balancing of the state and its regions. A region is
deemed to be an area which is an integrated part of a
state territory as determined for administrative, po-
litical or analytical purposes on the basis of internal
connections and similar properties. According to Ster-
nberg, the EU regional development policy should sup-
port both cohesion and competitiveness more than it
currently does. Regional development policy has to
support the increase of activeness of business activities,
considering the specific needs .of each state and each
region (Sternberg 2012: 589).

Regional development policy has an important role
in the decentralisation of the geographical distribution
of the population. Concentration of business activities
creates strong centres which attract businesses and la-
bour from less attractive regions. It is possible to make
a redistribution with activities proceeding from objec-
tives of regional development policy, by allocating re-
sources to less developed regions.

Implementation of measures which develop com-
petitiveness of businesses is important for less devel-
oped regions. Regional development policy has to en-
able uniform development in the whole state, integrat-
ed and balanced development targeted at the quality of
life. Differences between the GDPs of different states are
considerable, and on the other hand, GDPs of regions
within countries also vary quite significantly. Such
differences are lower in developed countries where
regional development policy has been implemented
longer and is more carefully considered and takes into
account the peculiarities of regions. GDP of different EU
Member States per inhabitant varies by several times
among the states. For instance, in Estonia, the GDP per
inhabitant accounts for only 61.4% of the average in-
dicator of the EU; the same indicator for Liechtenstein,
however, is 507% (European Commission, 2019)

Although Estonia is small in territory, the develop-
ment of its regions considerably varies. The trend of re-
location of the population to larger urban areas around
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Tallinn and Tartu is continuing. The national regional
development policy of Estonia needs to find solutions
to reduce the gap which has deepened in the state in the
recent years. Regional differences within Estonia are
considerably higher compared to many other Europe-
an countries. The investment capacity of local govern-
ments has been low in comparison to the government
sector. The revenue base of local governments does not
allow them to make sufficient investments for the re-
duction of regional differences, and the gap has become
deeper in the recent years (Taat 2018: 6).

Considering the current Estonian regional devel-
opment policy, it can be concluded that more attention
should be paid to the state financing of regional develop-
ment, business activities in rural areas should be consid-
erably more supported. More integrated solutions should
be supported on the local level, proceeding not only from
basic needs. Development strategies of the counties are
inadequate as they lack regulated connections with the
state, county and local plans (Taat 2018: 18).

Different regions of the state require different mea-
sures for economic development. Regional develop-
ment policy targeted at infrastructures is the most im-
portant strategy for less developed regions. A strategy
is along-term planned system of development opportu-
nities of regions, which is implemented bearing in mind
the peculiarities of the necessary tasks and the region.
The Estonian Regional Development Strategy defines
the intended development trends, bases for the nation-
al regional development and the bases for impacts. Or-
ganisation of the Estonian regional development policy
proceeds from the guiding principles and policies of
the EU regional development policy. According to the
monitoring report of the Ministry of Finance, the ful-
filment of the planned objectives of regional develop-
ment policy has only partially succeeded. Considerable
differences persist and the necessary activities have not
been sufficiently justified (Ministry of Finance 2018: 3).
Differences between the development and quality of
life of the region of the capital Tallinn and the rest of
Estonia persist and have even increased. In regional de-
velopment, the proportion of larger cities is increasing,
the potential of knowledge and skills is concentrating
in them. The state, not the EU, should be able to find
sufficient resources for the fulfilment of the objectives
to direct regional development in the future. This is cur-
rently not the case yet but Estonia is surely moving in
that direction.

1.2 Impact of the administrative reform on the
local government as the developer of the business
environment and on business development

According to Pawel Swianiewicz, three major waves
of administrative-territorial reforms have taken place
in Europe. Mergers of administrative units started in
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the 90s of the last century and during the first decade of
this century in the countries of both Western and East-
ern Europe and are still continuing. They became more
intensive after the financial crisis of 2008. The mergers
took place both in waves of voluntary or compulsory
mergers and in the form of one-time reforms. Pawel
Swianiewicz has conduc-

ted different surveys on whether the mergers of mu-
nicipalities have an impact on the development of

the region (Swianiewicz 2017: 2).

The results of the mergers of the last 20 years were
studied by Antonio Tavares who classified their im-
pacts into three categories: 1) economic efficiency and
cost-effectiveness; 2) administrative impacts and 3)
impacts of mergers on democracy. According to him,
several studies have pointed out making compromises
between efficiency and democracy in the organisation
of reforms with mergers. Although earlier studies con-
ducted before 2000 showed the dependence of success
on the history and spatial and economic situation of
the region, these studies were very general according
to his evaluation. Economic efficiency was mainly seen
in general administrative expenses but no high returns
to scale would be created according to his evaluation
(Tavares 2018: 9).

It depends on the capacity of the local government
to what extent the objectives of regional development
policy can be achieved. The local government needs
enough resources to ensure integrated development of
the local region. Activities proceeding from objectives
are very important - particularly when making large
investments. According to the concept of the adminis-
trative reform, the minimum population of municipali-
ties would be 5,000 inhabitants to have capacity for the
preparation and implementation of projects of living
environment and infrastructure and provision of public
services (Concept of the administrative reform 2015:
7). This is the minimum population which ensures a
local government the capacity to organise efficiently
the services imposed on it with laws and to develop the
municipality and the living environment (Ministry of
Finance 2015: 79) *

There were 213 municipalities in Estonia before the
administrative reform. As regions with less than five

4 Besides, M.R. (Matti Raudjdrv): considering that the
service society and extensive provision of services have been func-
tioning for a long time both in the EU and in the rest of the world
(Bullinger, 1997), this should become normal development also
in Estonia in the next few years. Fortunately, this has already been
started (both in practical economic activities and in education, for
instance, two curricula in the master studies of the Parnu College
of the University of Tartu — Wellness and Spa Service Design and
Management (daytime study, in English) and Service Design and
Management (sessional study). This will surely contribute to the
formation of the service society and implementation of the Esto-
nian regional development policy.
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thousand inhabitants were deemed to be small munic-
ipalities, we can say that there were 169 small munici-
palities in Estonia. After the reform there were chang-
es both in the sizes and number of municipalities. By
now there are 79 municipalities in Estonia (Results of
local... 2019). The following table (see Table 1) shows
the number and population of municipalities in Estonia
before the administrative reform and the same figures
after the mergers of municipalities.

Due to the administrative reform, the problems of
provision of public services in small settlements is very
topical. Many municipalities have become larger, mu-
nicipality centres for many villages, towns and small
towns are located further away, the people in the ad-
ministration of municipalities have changed,

in some municipalities the provision and availability
of public services has changed. The population of small
settlements of municipalities is always the best source
of information when determining the positive and neg-
ative aspects of the provision of public services (Lepis-
te, Raudjarv 2019: 139 (CD)). (see table N1).

The Green Paper on the Organisation of Public Ser-
vice points out some problems related to the provision
and use of public services.. One of the main problems
is the administration of public services on all levels -
both on the political and the local level. Concerning
problems related to the use, one large problem is the
unawareness of people about what public services are
and what are the public services provided by local gov-
ernments. There are also the problems that people live
far from the centres and possible points/sites of pro-
vision of services; also the conformity of the services
with the needs of the population (Avalike teenuste ...
2013: 6-11).

Based on the current practice, in the opinion of the
authors, specialisation of officials is possible above all
in larger municipalities. For instance, larger munici-
palities (unlike smaller ones) are able to organise the
preparation of financial analyses and perform better
personnel work, communication and many other tasks.
A larger municipality is able achieve more integrated
development of the region, proceeding from the estab-
lished development plans, and maybe also the adoption
of unreasonable decisions can be avoided more often.
The success of rural areas depends on counteractive
processes which are difficult to direct and which re-
quire coordinated cooperation, resources and time.
Agriculture and forestry have historically played an
important part in rural development in Estonia. Both
plant production and animal production, including
dairy production, have been important in Estonian ag-
riculture, their produce mostly comes from rural areas.

Rural life is largely influenced by the communities
which had also an important role in the administrative
reform, and their impact is certainly increasing. Consid-
ering the objectives of the administrative reform, local




TABLE 1. CHANGES IN THE NUMBER AND POPULATION
OF MUNICIPALITIES IN THE COURSE OF THE ADMINISTRATIVE REFORM

Population of municipalities

No. of municipalities before the
reform

No. of municipalities after the
reform

Less than 5,000 inhabitants

169 municipalities

15 municipalities

5,000-11,000 inhabitants

28 municipalities

36 municipalities

Less than 11,000 inhabitants

16 municipalities

28 municipalities

Total No. of municipalities

213

79

Source: (Results of local... 2019).

governments should be able to organise regional devel-
opment. According to the results of different studies,
mergers increased the capacity of local governments to
organise life in the region. A larger municipality is able
to organise better well-considered development which
takes into account regional peculiarities and does not
have overlapping activities. According to the conclu-
sions of different studies, the prices of the services pro-
vided may decrease in a larger municipality. Decrease
in political activeness during elections and increasing
distance of the local government from local people
were deemed to be the most important disadvantages.

1.3 Rural business activities

Business activities, including production, are the
basis for the economy of any country. Many factors fa-
vouring or impeding business development have been
shaped by entrepreneurship policy. Different studies
have been conducted on the impact of business activi-
ties on economic development. For instance, Harshana
Kasseeah found in her study that business activities are
increasingly viewed as a factor influencing the develop-
ment of the region. She also found that countries which
value and favour business activities, have faster eco-
nomic development (Kasseeah 2016: 907).

Business environment largely depends on how the
state plans its decisions on economic policy which have
different impacts on business activities. From the as-
pects of the business environment, main areas of eco-
nomic policy can be viewed as factors influencing the
business environment. Regional and municipal policy
can shape together the conditions which enable busi-
ness activities. Supporting of the infrastructure policy
is important in shaping the business environment in
order to ensure the infrastructure network required for
business development.

Sternberg stressed in his article that besides busi-
ness activities also the attitudes of the community con-
tribute to regional development. These may influence
people to be too careful to start business activities or
also increase their fears of failures (Sternberg 2012:
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8). Rural business activities require a well-considered
strategic approach to increase the activeness of busi-
ness activities in peripheries.

Business activities are very important for commu-
nity development. Entrepreneurs have a considerable
impact on local economy, creating jobs, increasing the
incomes and wealth of the population. According to the
trends of recent decades, people prefer to live in larger
centres. Therefore also the population in Tallinn and
Tartu and their immediate vicinity has increased. Ru-
ral population has, however, decreased every year, ac-
cording to the information of Statistics Estonia on an
average 1-2% annually. The same applies to smaller
settlements where the population of rural municipality
centres decreases more slowly or remains the same at
most but the population of more distant villages is de-
creasing faster. Municipalities are not able to pay equal
attention to centres and smaller villages. Decrease in
population has also led to closing many government
agencies and increasing the distance to services. Long
distances, a low number of jobs and distance from cen-
tres make people start rural business activities them-
selves and offer jobs also to others, if possible.®

According to Rivo Noorkdiv and Garry Raagmaa,
communities should not remain passive in the organ-
isation of regional life, and they consider the activities
of Leader regions important for favouring cooperation
between the public sector, businesses and citizens’ as-
sociations, to ensure new development and jobs. Rural
business activities have undergone a huge structural
change in the course of which earlier kolkhozes-sovk-
hozes have been replaced by small businesses. Approxi-
mately 90% of agricultural jobs have disappeared in ru-
ral areas since the regaining of independence of Estonia
until now. The number of businesses has increased in
rural areas but the number of employees has constantly
decreased (Noorkdiv and Raagmaa 2013: 43).

5 M. R.: On the other hand, such a necessity is useful for
people as they will get a job themselves and will offer jobs also
to other members of their family or community. A person does
not always have to be a contractor and employee-worker, after all.
Therefore — people themselves would be more active then as well.
Obviously, also certain favourable conditions would be required.
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Larger (M.R.: also wealthier) counties can offer
more resources which makes starting business activ-
ities easier and more flexible. Infrastructure and also
availability of labour are better near large cities, which
are very important preconditions from the aspects of
business activities (Ministry of Agriculture / Estonian
University of Life Sciences 2012: 18).

The role of businesses has considerably changed in
the society in the recent years. Businesses are not only
expected to follow laws and ethical standards but the
manner of their positioning themselves in the society
and balancing the expectations of different stakehold-
ers have become more important.

It is the task of the local government to create a
business environment and living environment where
entrepreneurs can produce goods and provide services
according to the conditions created and the employees
would like to live. The local government has to preserve
and value the cultural, historical and natural heritage of
the region and favour cooperation between entrepre-
neurs and research institutions and government agen-
cies. The responsibilities of entrepreneurs are no less
important - to care for the environment and their em-
ployees, valuing the environment and bearing in mind
that profits are not the only objective.

2. Factors influencing rural business activities: the
case of North Sakala Rural Municipality - survey
among heads of businesses and analysis of results

The main focus of the survey consisted in the chang-
es that had taken place in the business activities of four
former municipalities of the Viljandi County - Kdo,
Kopu and Suure-Jaani rural municipalities and the Voh-
ma Town (which merged into the North Sakala Rural
Municipality) - in 2014-2017, description of business
activities and conduction of a survey among heads of
businesses.

The survey questionnaire was sent to 96 entrepre-
neurs and 36 of them, i.e. 38% responded to the survey.

The businesses selected had at least one employee,
positive sales results and an e-mail address. The selec-
tion was made from among businesses operating in
2017.

The survey was based on the quantitative research
method and the questionnaire consisted of three parts,
the first of which focused on gathering general informa-
tion. The second part (I) required an evaluation of the
activities, future and connection with the community of
businesses, the third part (II) inquired about the main
problems and obstacles of the businesses and their ex-
pectations from the local government or the state.

As of the beginning of 2017, 345 businesses were
operating in the North Sakala Rural Municipality ac-
cording to the information from the Commercial Reg-
ister (excluding self-employed entrepreneurs). Most
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businesses, i.e. 95%, were microenterprises with less
than 10 employees. 27 small businesses had 10-49
employees and three medium-sized enterprises in the
region had more than 50 employees. The company Ees-
ti Héovelliist OU alone had more than 200 employees.
There were no large businesses with more than 250
employees in the rural municipality.

The number of businesses has changed in the
course of the four years studied (350 ... 368 ... 382 ...
345). While during the first three years the number of
businesses increased, their number decreased by 10%
in 2017 compared to 2016. At the same time, the sales
and profits of businesses increased by 5% and 68%,
respectively. Despite the decrease in the number of
businesses in 2017, the average increase in the sales of
businesses was 15%.

40% of the businesses surveyed were engaged in
agriculture and forestry, 11% in construction, 10% in
wholesale and retail trade and 8% in processing. Devel-
opment of agriculture in the North Sakala Rural Munic-
ipality has been favoured by highly fertile agricultural
lands of the region. Businesses of processing and agri-
culture had the highest profits in 2017. Accommoda-
tion and food service businesses operated with a loss.
According to the information of the Tax and Customs
Board, the average salaries and wages of the businesses
of agriculture and forestry and processing in the North
Sakala Rural Municipality were higher than the average
level in Estonia in 2019.

The main questions and opinions of the survey:

Part I of the survey: Activities, future and connection
with community of businesses

Has the business made significant investments
from own funds during the last five years?

The responders could choose: product develop-
ment, human capital, productivity, marketing and have
not made investments. 30% of responders had invested
in productivity, followed by investments in human capi-
tal and product development in which 28% and 26% of
businesses had invested, respectively. 4% of businesses
had not made investments. Investments in human cap-
ital were made above all by new and older businesses.
For larger microenterprises, investments in product
development were most important.

Has the business used EU or state support during
the last five years?

Above all businesses which have been operating lon-
ger have applied for support. Medium-sized businesses
were more active in applying for support. According to
the survey, 67% have not applied for any support with-
in the last five years. 5% had applied for them but had
not received. Support had been applied by businesses
operating in the fields of tourism, accommodation and
food service, industry, other services and forestry.

Does the business plan investments for the next
five years?




Three of every four respondents (77%) will rather
invest or definitely invest within the next five years.
17% of businesses do not plan any investments. Small-
er businesses and those which have operated for 6-12
years are less certain about making an investment com-
pared to others.

Labour requirement of businesses in 2019-
2020?

36% of businesses need more labour, i.e. a little
more than every third of all businesses which respond-
ed. 3% of businesses plan to reduce their labour. New
businesses plan to hire labour most and businesses at
medium age the least. Businesses which currently have
up to three employees have more labour needs.

How many employees of the businesses live in
the North Sakala Rural Municipality?

With the growth in the size of businesses the pro-
portion of employees from other municipalities in-
creases. All labour of businesses at medium age is from
the local municipality. The proportion of employees
from outside the municipality was the highest in larger
businesses. 10% of small businesses do not know the
home address of their employees.

Whether and how has the business supported
local life and community development in the last
five years?

The response choices were: monetary contribution
of more than 1,000 euros, monetary contribution of up
to 1,000 euros, non-monetary contribution, or the busi-
ness has not separately supported the development of
local life.

According to the results of the survey, 42% of busi-
nesses, including small and new businesses (20%), had
made non-monetary contributions. On an average, 22%
of businesses have made no contribution to communi-
ty development. Older and medium-sized businesses
(19% in total) have made a larger monetary contribu-
tion (more than 1,000 €) or up to 1,000 € (the same,
in total 17%). However, in total, approximately 80% of
businesses have made different contributions to com-
munity development. For instance, some businesses
have provided free transportation as a non-monetary
contribution.

Part Il of the survey: Problems and expectations from
local government

Please evaluate the importance of the following
problems for your business.

Problems were divided into three main groups: 1)
infrastructure and environment; 2) problems related
to the business; 3) the state, local government and the
community.

The most problematic areas according to the evalu-
ation of entrepreneurs are the internet, mobile cover-
age and roads. The responders evaluate more positively
the transaction of affairs at the local government, avail-
ability of land for business activities, attitude of the
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local government and availability of water and sewage
systems.

Smaller microenterprises have evaluated many top-
ics more positively compared to others. For them, avail-
ability of specialists is the most important problem.
The most important differences arising from the size of
businesses are related to the internet and specialists.
Smaller businesses evaluate problems in these two top-
ics as very critical. Roads are the biggest problem for
larger microenterprises.

The transaction of affairs by the local government
concerning plans, permits and other proceedings has
been evaluated most highly by businesses. The atti-
tudes of the local government towards entrepreneurs
have also received a rather high evaluation. The lack of
own funds for investments and also the lack of qualified
specialists received critical evaluations in the activities
of the businesses themselves.

The region was considered to be secure, and issues
related to land and the water and sewage system of the
rural municipality are of no concern. The local govern-
ment together with the water undertaking have built
approximately 90% of the water and sewage system of
the rural municipality.

What could the rural municipality government
do to support your business or for business devel-
opment more generally in the rural municipality?

In total, the suggestions and wishes were as follows:

e to continue the established business support prac-
tices;

¢ to develop and ensure fast data communication
(internet and mobile coverage);

* lack of high-quality living space (for rent and pur-
chase);

¢ lack of modern rental apartments;

¢ maintenance of gravel roads from spring to au-
tumn should be regular;

e cooperation with large businesses for the improve-
ment of the living conditions of the labour;

e to improve the public transport;

¢ it would be important to respect the law - the rural
municipality should not be able to do what it wants;

 to support small businesses of the rural munici-
pality;

« faster development of the industrial sector;

¢ joint marketing in the field of tourism;

¢ the rural municipality should use the services of
local businesses, not purchase cheap and often sub-
standard services from large companies.

The rural municipality government has to treat all
businesses on an equal basis. If rural small businesses
can maintain sufficient quality and standards, also the
population continues to live and work in rural areas.

Factors arising from both the micro-environment
and macro-environment have an impact on business
activities in rural areas. In many EU countries and re-
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gions where regional development policy has been
pursued for decades, support of business activities is
considerably more effective and regional disparities
are smaller than in Estonia. As a result of the adminis-
trative reform, local governments have more capacity
for making the business environment more attractive.
The sense of responsibility of a business itself is very
important in the organisation of local life and the ac-
tivities of the whole community. It has been found as
a result of different surveys that in addition to earning
profits, the social responsibility of businesses for local
development has increased.

Analysis of the information obtained from the sur-
vey showed that businesses are generally doing well in
the rural municipality. The situation is better in man-
ufacturing, agriculture and construction. Accommoda-
tion and food service businesses have a more difficult
situation and operated with a loss.

CONCLUSION

As a result of assessment of regional development
policy of different Estonian regions we have to state that
several indicators of regional development have aggra-
vated within Estonia and the gaps have become deeper.
Despite different types of regional support there are too
high regional socio-economic differences. Population is
decreasing in peripheries and concentrating mainly to
the regions of larger cities, Tallinn and Tartu.

The research took into account very many differ-
ent studies on the impact of business activities in rural
areas. Several subjects are overlapping - for instance,
support requirements for the creation or expansion of
businesses; finding new activities instead of traditional
ones; more innovative and more modern approaches.

The article discussed three very interrelated subject
areas®:

o firstly - regional development policy which should
support the development of the region and reduce in-
equalities both within the EU and within Estonia;

e secondly - administrative reform which should re-

6 According to the results of the fourth subject area of
the survey (services), the impact of the administrative reform on
the provision of public services has unfortunately been negative in
the opinion of the population of small settlements as very many
services have become less accessible for the population of villages,
towns and small towns after the merger of municipalities. The rea-
son for this result is mainly the transfer of the necessary services
which used to be close-by, to a larger centre of attraction of the
municipality, with poor public transportation opportunities. An-
other main reason was the unsuitability of times, i.e. while the es-
tablishment which provided the service earlier had been open five
days a week, the opening hours were now shortened to three or
two days after the reform in some municipalities (Lepiste, Raud-
jarv 2019: 151 (CD)). The problems related to the public services
will be more extensively covered in a future publication.
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sult in sufficiently large municipalities which are capa-
ble of organising regional development;

e thirdly - rural business activities and business en-
vironment which allows making contributions to the
area to make it sufficiently attractive to businesses.

The measures developed through regional develop-
ment policy can be used both by local governments and
businesses. Local governments have become capable
enough as a result of mergers and are able to develop
the business and living environment. We hope that the
environment created for entrepreneurs provides suffi-
cient labour and is considerate to businesses.

The survey conducted brought out the main busi-
ness problems in the region, the three most important
of which are the poor condition of roads, lack of fast
internet connection opportunities and poor mobile
coverage quality. The local government has to take care
of these issues, some problems should be solved in co-
operation with service providers, others require assis-
tance from the state to increase the funds.

Shortage or lack of own funds is a serious obstacle
for businesses to make the necessary investments for
businesses. Regional development measures from the
state should surely be required here to find sufficient
funds for the support of rural small businesses during
the new support period.

It has been planned to perform in-depth analyses of
the comprehensive impact of the administrative reform
on the Estonian economy and the welfare of the popu-
lation in 2017-2021 and to draw conclusions (the next
elections of local councils will take place in the autumn
of 2021, 2025 and 2029). In 2021-2025 the next stage
of the administrative reform and another stage of merg-
ers of municipalities will be prepared, and the reform
activities developed as a result of the preparations will
be implemented in 2025-2029.
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