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1. Introduction

The CBCED project is investigating the challenges and prospects for cross border
co-operation (CBC) for entrepreneurs in border areas affected by EU enlargement.
The project seeks to identify sources of threat and opportunity for entrepreneurship
in a broadly based selection of different types of border region, together with the
types of policy response required at the EU, national and regional levels to influence
these. Following a review of the existing evidence base and of relevant theoretical
literature, the methodology employed involves a combination of secondary data and

primary, empirical investigation in the case study border regions listed below.

The document represents Deliverable 11 of the CBCED project. It contains the
regional summary report for the South East Estonia case study region, which is one
of 12 regions included in the CBCED project for detailed empirical investigation.
These case study regions are:

Imatra and Tornio in Finland

Gorlitz and Hochfranken in Germany
Biala Podlaska and Zgorzelec in Poland
Florina and Serres in Greece
Kyustendil and Petrich in Bulgaria

lda-Viru and the South East region in Estonia

The purpose of the regional summary reports is to present a summary of the main
results from each of the case study regions, in which empirical investigation has
been undertaken. The regional summary reports are intended to complement the

papers (Deliverables 12-16) related to each of the substantive work packages.

The content of each regional summary report follows a broadly harmonised

framework. Following this introduction, subsequent sections are:

Section 2, which provides a profile of the case study region in terms of economic

development; entrepreneurship; social, cultural and historical perspectives; the



policy environment for entrepreneurship development and cross border co-

operation; and an assessment of the future potential for CBC.

Section 3, which summarises cross border co-operation involving institutions,
paying attention to enabling and constraining influences; examples of positive
and negative experience of institutional CBC in the region; evidence of cross-
border clusters, if any; an assessment of any enlargement related effects on
institutional cross-border co-operation; and policies for institutional and
enterprise based CBC. This section is based mainly on the findings of interviews
with key informants and business support organisations in the region.

Section 4 is concerned with cross-border co-operation, involving enterprises.
Specific topics covered include: the types of CBC that enterprises are currently
involved in; characteristics of enterprises involved in CBC, including foreign
partners; evidence of change in CBC over time; the costs and benefits of CBC to
enterprises; positive and negative lessons from CBC; the role of trust in
enterprise-based CBC; enlargement-related effects (if any); use of external
assistance and patrticipation in public policy programmes; and policy issues
identified. This section is based on interviews with entrepreneurs and/or senior

managers of enterprises

Section 5 is concerned with informal and household-based cross border co-
operation. Specific topics covered include the characteristics and types of
informal and household-based CBC identified; the background and
characteristics of participants in this type of activity; enabling and constraining
forces; evidence of change over time, including current trends and future

prospects; the role of trust; any enlargement-related effects; and policy issues.

Section 6 contains a summary of the main conclusions. Following an overall
Assessment of CBC in the region, the section summarises findings in the region
in relation to each of the main substantive topics featured in the project. These
are enlargement-related issues; clustering-related issues; identity and
perception-related issues; trust-related issues; and policy issues. The section

ends with a summary assessment of future prospects for CBC in the region.
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2. Profile of the Cross Border Region
The aim of this chapter is to present Estonian case study region in the South-Eastern
part of the country (divided into Pdlva county and Véru county), which borders with
Russia in the east and with Latvia in the south.

m?;[ll; d Ladne-Viru Ida-Viru
maakond maakond
Rapla Jarva
Hiiu Ladne
maakond maakond
maakond maakond Jogeva
Piirnu maakond
Saare maakond = Viljandi Tartu
maakond maakond maakond
Polva
Valga maakond
maakond Voru
maakond

2.1 Economic Development: Characteristics and Key Issues

The South-Eastern region of Estonia bordering Russia and Latvia, is a former
agricultural area that has seen a sharp economic decline of the primary sector during
the period of economic reforms, remaining weak economically weak when
compared to the Estonian average level of development. The eastern border region
of Estonia - Setomaa (covering part of both Pélva and Véru County) is an interesting
region, with its traditional cultural identity. In 2005, GDP per capita in Pdlva county
was 47% and in Voru county 52.9%% of the average per capita in Estonia (Statistics
Estonia). The main problems of the region relate to its relatively old population and
the large number of inactive working-age people who have stayed outside the labour
market. These are a number of reasons contributing to a shortage of workers in the
region. Wages in South-East Estonia are relatively low. Entrepreneurship has started
to grow in the region recently, but there is shortage of people rather than ideas.



In South-East Estonia there is less capital and less foreign investment than in other
regions in the country (PHARE 2000 ESC 2003, 7). Poor quality infrastructure, low
density of population and incoherent governmental regional policy do not favour
foreign investments in this border region. However, important investments have been

made in the medicine and wood sectors.

The development of Setomaa area, as part of South-East Estonia case study region,
has been influenced by the borderline going through Setomaa, since Estonia’s
independence in 1991. At this time, the Estonian-Russian border was re-marked’,
although not where it should have been on the basis of the 1920 Tartu Peace Treaty.
As a result, some former Estonian, and historically Setomaa, areas are now in
Russia. Due to this, the Pechory based (now part of the territory of Russia now)
radial road and rail networks do not work anymore. However, there are current
attempts to restore cooperation as there seems to be interest on both sides of the

border.

Being literally at the crossroads between the East and the West, and close to
important cities, such as Tallinn and Pskov, the geographical location of the
Estonian-Russian border regions in South-East Estonia is perceived as an important
asset for cross border co-operation (CBC). The plans to build logistics and transport
centres in Luhamaa and Koidula border crossing points and a modern railway at
Koidula, along the Tallinn-Tartu-Pskov railway, will be important assets for CBC in
the future, because profit should be gained from the transit between Russia and EU
countries. Services related to transit should develop, which should increase the
importance of transport and logistics sectors in this region.

The landscape of South-East of Estonia attracts rural tourism and its importance in
the county's economy should increase considerably in the future. The town of
Véarska, near to the border, is home to a sanatorium that is famous in Estonia,

Finland and Russia. Varska also bottles mineral water.

A future vision of South-East Estonia is: a region of effective food and woodworking

industry of active recreation, nature and cultural tourism; with success based on

' As there no official border agreement between the two countries still, it is officially a control line.
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cooperation networks, innovation and a high education level of employees.
Traditional industries have been supplemented by alternative activities of rural
economy, including farm tourism and the production of berries, herbs, mushrooms
and energy production. Based on the purity of natural environment, production is
increasingly oriented towards ecologically clean products. There are attempts to
increase the competitiveness of food products and timber related value chains. Of
increasing importance are handicraft, arts and design. Products of the forest,
woodworking and furniture industries have found a market in Central Europe. Owing
to the increasing opportunities for sports and cultural events and active recreation,
the number of visitors to South-East Estonia has increased, stimulating the
development of rural economy and services and improving the quality of overall
business environment. Local natural resources, primarily wood and water, are
increasingly valued for recreation. The role of conference tourism is growing based
on research and educational institutions in Tartu. Development of smallscale
industries continues, based on sewing, metals, engineering and construction. The
border location, combined with the extensive use of information technology enables
growth in the transport, logistics and distribution sectors. The share of workforce with
technical preparation is growing, which creates better preconditions for using high-
technology solutions in enterprises (Leimann et al, 2003).

2.2 Entrepreneurship Development

On the basis of the Tax and Customs Office data, there are 25 enterprises per 1000
inhabitants in Pdlva county and 24 in Véru county, which is lower than in average in
the country as a whole (44) (Table 3). Enterprises in South-East Estonia are mainly
micro- and small enterprises. The share of micro-enterprises has risen in both
counties, as well as in Estonia on the whole. The share of enterprises with fewer
than 10 employees is higher in Pdlva county - 86,9%, in Voru county it is lower -
83.2%; the average for Estonia being 86.2% in 2005. As it is a relatively low-density
area, interviewees assess that large industries are unlikely to set up in this region.
The firm formation rate in Pdlva and Vdru County is lower than the average for all
Estonia, although some improvement has been noted recently. An increase in the
rejuvenation rate (Venesaar, 2006) of enterprises suggests that business activity in

the county will increase in the future.



The backwardness of regional development is also shown by the fact, that per
capita investment in fixed assets in South-East Estonia is much less than in Estonia
on average, and the share of enterprises’ net turnover spent on research and
development is very low (EV Rahandusministeerium, 2005). On the basis of
interview data, it can be suggested that innovation activities are not wide-spread in
the region. Small and micro enterprises have enough everyday problems and they
do not think far ahead. Moreover most of the enterprises in the region are active in
the traditional agricultural sector. Services and sectors where the role of knowledge-

based activities could be greater are not well represented in the region.

There are many cultural and environmental projects taking place with Russian
partners. Enterprises, on the other hand, do not have many business contacts
across the border. There are some entrepreneurs who have CBC despite numerous
difficulties and complicated border-crossing and customs procedures mean that
cross border business activity is less than the enterprises report they desire. Another
obstacle is that the Russian areas close to the border are relatively sparsely
populated and poor. However, one widespread activity is that woodworkers buy raw

materials from Russian business partners.

On the household level, interviewees mentioned that previously petrol, alcohol and
tobacco products were brought into Estonia. To some extent, this is still a business
today, but the diminishing price difference has reduced interest in this kind of trade.
Many people go across the border to buy cheaper products. For example, richer
Russians come to Estonia to buy (food) products because their quality is better. But

goods are bought mostly for own and household consumption.

2.3. Social, Cultural and Historical Perspectives

The population of South-East Estonia is more homogenous than in the country as a
whole: 95% are Estonians (in the whole state there are 68.6% Estonians and 25.7%
Russians). Setomaa, which is part of SE Estonia, is at the crossroads of Eastern and
Western culture. It is also a region that has managed to keep its face and identity.
The status of Setomaa has changed over time initially, under the power of Russian
rulers (1862-1920), then under the composition of the Republic of Estonia (1920-



1940). When the border was established in 1944 between the Russian SSR and
Estonian SSR, it divided Setomaa into two, although during the Soviet period, the
border did not restrict communication between communities. In 1993, the Russian
Federation unilaterally marked the border in the same place, which has caused
many problems for Setos. These include the separation of communities and the
divided locations of relatives or property on either side of the border. Both Russians
and Estonians have influenced the Seto culture and traditions. In order to preserve
the culture of Setomaa and develop the region furthering CBC between Estonia and

Russia in this area is important.

An agreement between Estonia and Russia has established a simplified border-
crossing regime for persons living in the border zone and for those who have close
relatives living near the border, and/or property or a full-time job near the border.
These persons may cross the border and stay in border areas with relevant
permission. Joining the EU has made the border crossing regulations stricter, as
there is now a need to apply for visa, although there is possibility to obtain visa with

lower state tax or for free.

2.4 The Policy Environment for Entrepreneurship and CBC

Possibilities for influencing entrepreneurship and CBC by municipalities are modest.
The activities of local government in Estonia are regulated by the Local Government
Organisation Act, which offers no advantages to local governments along the border
and allows then only tackling problems of border areas that are imperative for
survival. Border and customs laws regulate all communication issues of border
regions and these are a responsibility of central government. County administrations
have no budget to take part in different cooperation projects. They are rather
creators of possibilities and designers of the environment, i.e. Pélva and Véru county
administrations have concluded framework agreements for cross-border cooperation

with Pechory raion.

A key problem for Estonian municipalities is their small size and relatively small
budgets for self- and co-financing of various projects and other investments.

Especially small municipalities in South-East Estonia report that in communication



with Russia (where the partner is Pskov oblast or raions), even if the competencies
and human resources of the respective partners in project applications are similar,
differences in the scale of the regions are considerable. Therefore it is important for
the municipalities that the county governor takes part, at least nominally, in the
project and sometimes visits the partners. They also hope that the framework
agreements concluded by county governors will help in establishing cross-border
contacts.

There are two unions of municipalities in South-East Estonia, which enable small
municipalities to cooperate and develop the region. Moreover, the four Seto
municipalities have created the NGO Union of Rural Municipalities of Setomaa,
which is an association of local governments with the purpose to preserve, develop
and present the ethnic culture of Seto; value the cultural heritage; value the
economic development and human environment of Setomaa; develop learning and
entrepreneurial opportunities; represent and defend common interests of people of
Setomaa in all spheres of life; develop the relevant cooperation. There are also
unions of farmers in counties, which represent farmers and organise various training

courses and information days to farmers-entrepreneurs.

The main services connected with CBC are those, which support export activities,
participation in exhibitions and trade fairs in Russia and other countries. According to
the opinions of experts entrepreneurship policy is well regulated in Estonia and the
environment for entrepreneurship is supportive towards the enterprise development.
However, a common view is that specific support services are overly focused on
small enterprises and start-ups. Business support programmes have either not fully
reached the region or used ineffectively. For example the investment support could
have been used better, but the investment environment is lagging in its development,
although there are signs of improvement. The experts report that there is no need for
so called social programmes to address current issues, but rather for investment that
is directed to the future. Also fragmented programmes and projects should be
replaced by more long-term planning that would guarantee more sustainability.

Another thing that | expect is that government should adopt 25-year plan for developing border areas.

Current 3-5 year plans are not sustainable. | have an experience from Southern Denmark, where
there is a framework of development for 25 years, according to which they restructured the economy.
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Agriculture was gradually replaced by industry, which is not big, but fits to the rural environment. (Key
informant 02, non-profit organisation)

2.5 Potential for Future CBC

There are a number of under-used resources in the region, such as a clean
environment, beautiful nature and vacant land that could be better used. For
example, in an area which is thinly populated, the land could be used for gardening,
growing energy cultures and environmentally friendly agriculture. There is an
opportunity to support activities that improve the quality of life in the countryside, as
well as help in finding cooperation partners on the other side of the border in Russia

as the natural circumstances there are similar.

There are resources to develop tourism, as South-East Estonia offers rural and eco-
tourism, although Russians (mainly richer ones) are more interested in glamour and
urban tourism. Nevertheless, managers and other people came from Pskov oblast to
the sanatorium at Varska during the Soviet period. There are some spa-tourists from
Russia who now also visit larger centres, such as Varska and Puhajarve, but they
are not numerous. Inhibiting factors are difficulties with visas, which are expensive
and time-consuming to obtain; and the transport connections could be better.
Enabling factors are knowledge of Russian language and long-term relations.
Estonians and other tourists coming to South-East Estonia may well be interested in
visiting historical riches of the Pskov oblast, but at the moment it must be planned
long ahead because of the visa issues.

Implementing the Setomaa handicraft training programme and developing
cooperative relations is encouraging the development of a unique handicraft cluster,
involving both Estonian and Russian border areas. One opportunity is for the
formation of a network of cultural workers in the area and the development of cultural
tourism, in cooperation with other regions. However, from an economic development
perspective, there is potential for the development of logistics and servicing transport
flows going through Estonia. Although problematic in the short run, due to the border
crossing issues, there is potential in the longer term if bilateral relations between the
two countries improve.



3. Institutional Cross Border Co-operation

3.1 Nature and Extent of Current Institutional CBC: institutions involved; forms
of CBC; longevity; outcomes

Cooperation with local municipalities and Russian raions Administrations started
more intensively in 1993, when border controls were introduced after Estonia
regained independence. Both sides were interested in finding possibilities for
simplified border crossing. They also tried to find contacts in the sphere of tourism
and culture. Early in the 2000s the contacts weakened, but since 2005 have

increased again (as a result of activity of the Union of Setomaa Municipalities).

CBC has been fostered by EU programs (e.g. Phare cross-border cooperation
program, Baltic Sea INTERREG IlIB program) and is continuing in the framework of
new European neighbourhood and partnership instrument — Estonia-Latvia-Russia
cross-border cooperation program. Estonian regional policy is connected to EU
regional policy. One of its objectives is the enhancement of ties of Estonian regions
with cross-border regions and the rest of Europe, with the aim of alleviating negative

effects caused by the small size of Estonia (Regional, 2005).

In the South-East of Estonia and Pskov Oblast in Russia, cross-border cooperation
is seen as a mechanism for regional development. Within this context, the Council
for Cooperation of Border Regions was founded in 1996, with the aim of enhancing
living conditions in the border regions, supporting the local population, promoting
rational border management practices and facilitating border crossings for local
residents (Scott and Matzeit, 2006).

Although the central governments of Estonia and Russia do not have the warmest
relationship at the present time, the municipalities and counties try to communicate
and engage in practical projects together. Both Véru and Pdlva county governments
have a framework cooperation agreement with the administration of Pechory region,
under which they are developing specific cooperation projects in different spheres. In
addition, county development centres, which are public counselling and advisory
organizations that exist in all 15 Estonian counties, have taken part in cross-border
cooperation projects. Voru Development Agency has a project underway currently.
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The Union of Setomaa Rural Municipalities is a non-profit organisation, with
members in 4 Setomaa municipalities and active communication with Pechory raion.
Together they have launched an INTERREG project that includes a programme of
skills training in the handicraft industries, including selling skills so that traditional
handicraft could become a permanent job and income. The Union also has cultural
contacts with Seto organisations in Russia. Counties and municipalities have also

contacts in other countries and regions.

The Peipsi Centre for Transboundary Cooperation (CTC) is an international non-
profit institute, which works to promote sustainable development and cross-border
cooperation in the Lake Peipsi international water basin, in the Estonia-Russia
border area. Peipsi CTC has significant experience of participating in and
coordinating multi-institutional international scientific projects. They work close
together with research institutes and universities form Estonia, Russia, Sweden,
Netherlands, Germany, Hungary, amongst others.

The Estonian Tourist Board? (ETB) is subordinate to Enterprise Estonia. It has an
advisory council, consisting of the representatives of the tourism industry. The ETB
offers project-based services and funding in the field of marketing, product
development, market research, training and dissemination of information,
implementation of tourism projects. Enterprise Estonia has representatives in St.
Petersburg and Moscow that are responsible for promoting the tourism, export and
investment possibilities of Estonia.

The establishment of a Euroregion in 1996 was necessary in order to promote a
number of cross border initiatives: border trade, cooperation; investment in traditional
branches and in small businesses; to attract investment from private foundations and
European agencies; to provide businessmen with updated information, to solve
environmental problems; to develop a common tourism strategy for Pskov and Peipsi
lakes; and shape an international transportation corridor. Although institutionalization

is still in progress, these kinds of joint activities have already laid the foundations for

2 hitp://www.mkm.ee/index.php?id=3443
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a zone of cooperation. Since 2001-2002, Tartu county administration has cooperated
with the Novgorod oblast in the framework of the employment research project

between Estonia, Finland and Russia (Scott and Matzeit, 2006).

Municipalities and other organizations deal more with environment, culture,
education and other soft-projects, although they also try to create an environment
where enterprises can cooperate. Firms buy raw materials from Russia, e.g. timber.
Because of a scarcity of labour, they often count on partner’s personnel, although
this has not been officially recognised. Interviewees suggested that the insecure and
bureaucratic environment in Russia does not encourage large investments and

large-scale cooperation.

Most CBC starts from informal personal contacts. According to the opinion of experts
and key informants, written agreements, meetings and participation of relevant |
leaders in these meetings are important in contacts between administrations.
Various institutions have used opportunities offered by programs and prepared many
joint projects (with European finance). It seems that the communication is most
intensive between different institutions. A direct or indirect objective of many projects
is also development of business cooperation or searching for and creating business
contacts.

Cross-border activity of people is influenced by traditions, habits and knowledge.
There are many cultural contacts, they deal with environmental issues together, and
student exchange occurs. People in Setomaa have more active contacts and they
also try to improve the welfare of Setos living in Russia. Many people living in border
areas have relatives across the border and/or graves, some also property, which
intensifies contacts. Increasing cultural exchange and cooperation between
universities across the border appears to be a valuable practice with respect to cross

border economic activities (Scott and Matzeit, 2006).

3.2 Enabling Factors for CBC

A key factor contributing to CBC is the cooperation agreement between Véru and

Pdlva county governments and the administration of Pechory region, under which
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they are developing specific cooperation projects in different spheres. The Estonian
regions and Pskov Oblast have also formed Council for Cooperation of Border

Regions, with the aim of enhancing living conditions in the border regions.

Bilateral cooperation is supported by the possibility of taking part in international
(mainly EU) projects together with Russia and the level of interest on the Russian
side is reported to be considerable.. The experts stated that this has created a
trusting relationship with Russian cooperation partners, i.e. with administrations in
Petseri and Pihkva and with several institutions. The ways of cooperation are
searched for in spite of many obstacles.

The attitudes of Russian side and the entire environment have changed. The activeness of Russian
side has grown considerably in order to communicate with Estonia as EU member state. Also the

interest of Russian entrepreneurs has grown. The interest is not for Estonia, but for EU. Estonia is
seen as an intermediary step towards movement to EU. (Key informant 01, non-profit organisation)

From the stand-point of Euroregion Pskov-Livonia, an information data base and
network between the administrations of municipalities has been created. The
Euroregion develops since 1996 CBC in Estonian, Latvian and Russian bordering
regions. Different Estonian and Russian institutional levels (regional, local) provide
possibilities for cooperation in terms of exchanging experiences in planning social
and economic reforms; building entrepreneurship support structures; mediating
business contacts and organising meetings of business delegations. Estonia’s
accession to the EU has brought with it much interest on the Russian side for this

type of learning opportunity and cooperation.

In addition, the not-for profits sector in Estonia is involved in developing cooperation
with areas across the border. The Union of Setomaa Rural Municipalities has
contacts and initiatives with Pechory raion in order to develop culturally based
entrepreneurship. Peipsi Centre for Transboundary Cooperation has received
international funding for its projects covering the border areas and it has organized

regional development forums.
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3.3 Constraining Factors for CBC

The main barriers for CBC mentioned in expert and key informant interviews were
border-crossing queues and the length of time needed to wait for a visa; complicated
customs rules; insecurity with respect to Russia; poor land and a shortage of people
in Russian border areas. In addition, an insecure environment for entrepreneurship
and enormous bureaucracy, different procedural culture (e.g. quality of checks and
accounts, keeping deadlines.) were all mentioned as additional barriers. Russian
entrepreneurs fear customs related bureaucracy, problems and unclear rules, and

insufficient knowledge about (tax etc.) legislation.

Russia is a relatively centralized country and many things must be coordinated at the
level of the Federal Government. Regional authorities have to submit all drafts of
agreements for the approval of the Federal Government, the Ministry of Foreign
Relations, and then register the agreements in the Ministry of Justice, which
significantly slows the process. The position of the local authorities is even less
enviable, as there are no established procedures for the realization of their activities
in the sphere of cross-border co-operation.

The fact that Estonian and Russian governments have not established detailed
normative acts to regulate cross-border cooperation is also a constraint. According to
interviewees, Russian laws and rules are so vague that they can always be
interpreted negatively for foreigners. Cross-border cooperation has therefore been
based to a large extent on the formal and informal practices of the local and regional

authorities on both sides of the Estonian-Russian border (Scott and Matzeit, 2006).

The actual situation of cross-border cooperation is strongly affected by the
atmosphere of interstate relations and problems that are unresolved at the
intergovernmental level, such as the absence of a state border treaty.
Communication infrastructure is also problematic. Internet connections are poor and
the roads are in poor condition, which limits traffic; and cross-border cooperation is
also negatively affected by the closing down of the railroad between Petseri and
Pihkva. A further problem is language proficiency; for Estonians especially writing in
Russian and on the other hand, speaking in English. A lack of technical skills and
know-how could also be a problem in planning joint activities.
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There are problems also with the technical side, for example with the quality of project-writing and
availability of all sorts of professional skills. (Key informant 03, county government)

Russia does not want to let into its market goods that can be produced locally. By
some estimates, Estonian goods are not highly valued there. Business must be
conducted as slowly as possible; one cannot be too spectacular. Corruption and
bribes are a problem.

Corruption should be mentioned. Often people do not behave honestly. Therefore there is some fear
for Russia. (Key informant 03, county government)

Some people have admitted that Russians always communicate as a large nation
from the position of power. A lot depends on personal relations and knowing the

partner.

Due to complicated border-crossing and customs procedures, business activity is
lower than they desire and a severe border crossing regime (compulsory visas) has
restricted movement across the border.

Some years ago there was possibility for tourists to buy visa on the border. Then it was relatively
popular that people stayed overnight in Estonia and went to one-day trips to Russia. At the moment
the visa application procedure means that you have to plan ahead and be more troubled by it. (Key
informant 10, business support organisation)

Another obstacle may be that the Russian areas closer to the border are relatively
sparsely populated and poorer. The development of this border region has been very
slow so far.

An obstacle is uneven development on either side of the border. (Key informant 09, non-profit

organisation)

In April 2007, the relationship between Estonia and Russia worsened because of
political tensions between two countries. Various interviewees have mentioned
different impacts of these events. Some think these events have not affected
communication at the grass-root level, where Russians are interested in
communication with Estonians and in doing business with them. At the same time,
freight traffic by railway (round wood) that is easier to influence on the state level has
been curbed and it is not known what will happen to business cooperation in this
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field in the future. Interviewees are mostly cautious, stating that they cannot predict
future relations. But all consider it important that the relationships and politics
between the two nations stay away from enterprise and individual level cooperation
and let them do business undisturbed.

3.4 Examples of Positive Experiences of CBC

Cross-border cooperation has been based to a large extent on the formal and
informal practices of the local and regional authorities on both sides of the Estonian-
Russian border substituting often for the lacking legislative framework. Both Voru
and Pdlva county governments have a framework cooperation agreement with the
administration of Pechory region, under which they are developing specific
cooperation projects in different spheres. The Union of Setomaa Rural Municipalities
has active communication with Pechory raion. The aim is to develop
entrepreneurship based on cultural traditions. They have launched an INTERREG
project that tries to teach employees handicraft and managers marketing skills so
that traditional handicraft could become a permanent job and income. As a result of

this cooperation it is possible to develop cross-border handicraft cluster.

Also county development centres have taken part in cross-border cooperation
projects; they have made contacts, helped to get to know the partners. Voéru
Development Agency has a cross-border cooperation project underway currently.

3.5 Examples of Negative Experiences of CBC

The experts and key informants did not mention any special negative experience of
CBC, but emphasized the constraining influence of the self-financing requirements of
local government to be able to participate in cooperation programmes. Secondly,
project-based developments are often short-term. When the project ends the
activities that were started discontinue and this decreases the benefits of the project.
In order to guarantee the sustainability of activities that were begun the cooperation
projects should be more long-term. Thirdly, often the projects are too narrowly
focused that does not enable the approach to cooperation between regions to be
complex , meaning that it leaves unsolved those problems that are not within the
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scope of the project. And it is also difficult to find information about all previous
projects.

3.6 Evidence of Cross Border Clusters

There are mainly small enterprises in the region, which are not very actively
cooperating. There is more cooperation in sectors such as woodworking, handicraft
and tourism; and the most important industry in the region is food industry.

In South-East Estonia there is a wood cluster with the main activities being felling
and cutting of timber, production of firewood, sawn timber, various wood products
and furniture. The initiator of the wood cluster was the Voru Development Agency.
According to both the initiators and the interviewed enterprises, the cluster has not
fulfilled its objectives, although it has potential. An objective was to join woodworking
entrepreneurs in three South-Estonian counties (P6lva, Véru and Valga). Some co-
operation has been facilitated between Voéru county enterprises, although not s much
as was expected. It was also mentioned that those who cooperate would do it
anyway whether or not there was a project, whilst other enterprises would not

cooperate within a project unless they can be convinced of its relevance.

In South Estonia, there is well-developed cooperation in tourism. There are unions of
tourism entrepreneurs in both counties and also in smaller regions (e.g. NGO
Setomaa Tourism). Interviews indicated that cooperation is still in the initial stage
and there is still room for considerable development. Thanks to joint projects
cooperation between tourist enterprises in Setomaa and Petseri raion is expected to
develop across the border.

In Setomaa, a union of handicraftsmen (NGO) was mentioned, although this is not a
working cluster yet, rather an initiative that might develop into something. At the
same time, interviewees gave an impression that they think cooperation is
developing, but they cannot see its potential yet. One problem is also that
enterprises in the region are mostly micro and small enterprises, lacking both
human and financial resources to contribute to cooperation. Slightly larger

enterprises already cooperate on national level.
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Overall, no functioning cross-border clusters were detected, although contacts exist.
The Union of Setomaa Municipalities expects that their joint project with the
administration of Petseri raion will provide an opportunity for a cross-border cluster to
emerge. Also the tourist and woodworking sectors might have some potential for
cross-border cooperation, although for this to be achieved, the political environment

and border crossing regulations need to be supportive.

3.7 Enlargement-Related Effects on Institutional CBC

It is difficult to find official data on the impact of EU enlargement. After Estonia’s
accession to the EU, the Estonian-Russian border became a ‘hard’ border, which
until 1991 was not a real obstacle to people’s movement. As one of the interviewees
stated, the EU is a new phenomenon foe Estonia, the negative impacts of which
have not reached us yet. European Union policy helps to find strengths of the region
and use them. They hope that regional programmes will be realised in the way they
were planned and that they reach South-East Estonia. One positive aspect is that if
South-East Estonian institutions and entrepreneurs are not always competitive in
applying for other programme funds, at least the special border programmes should

be available to them.

Though in South Estonia there are relatively less supporters of EU accession, the
region has gained more from Accession (e.g. by receiving money from
programmes), because of its location and because within the EU, cross-border
cooperation is a priority. In the region, there is a willingness to engage in CBC, as
well as skills and experiences from the previous budget period (especially in
Setomaa thanks to programmes meant specifically for Setomaa) to develop ideas
and use the financial resources that are available.

Russia has recently exhibited serious interest in South-East Estonian partners, as
together with Estonian and Latvian partners they can access EU programmes.
Therefore, both sides are interested in mutual communication and cooperation. The
European Union has liberalised movement from Russia to Europe via Estonia and
therefore also the interest of Russian institutions in Estonia has increased. One can

also notice the interest of Russian citizens in the Schengen visa zone> Many people
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are interested in double citizenship and an Estonian passport, because this provides
better possibilities for movement within the EU. They also expect the future
development of logistics and trade, especially when the border between Estonia and
Latvia will disappear, as part of an extension of the Schengen zone. It will then be
easier to transport goods to Russia through Setomaa (previously there were 4 border
crossing points on about 30 km, now only 2).0One effect on entrepreneurship is that
Russia has been forced to abolish double customs tariffs on goods coming from
Estonia. To some extent, entrepreneurship is fostered by that, since when an
entrepreneur in Pskov co-operates with an Estonian partner, he has exit to EU.
Entrepreneurs would have co-operated without EU funds, but they see these as an
opportunity to establish oneself in Estonia and maybe use this as a launching pad to
go to other parts of Europe. At the same time, there were opinions that EU impact on
entrepreneurship is relatively small. The Russian market is actually so large and
sufficient for Russian producers. However, in some sense (in terms of size) opening
of the European market has improved opportunities for Estonian enterprises and has
equalized them with Russians.

Entrepreneurs cannot describe direct effects on entrepreneurship and small
enterprises, but rather provide information on opinions and attitudes. Key informants
think the impacts of EU accession are not much felt in the region. Entrepreneurs
have mentioned removal of double customs tariffs. Representatives of institutions
have noticed that Estonia as a part of Europe has become a desirable partner in
projects. They also feel a better attitude, because if there is no wish to cooperate,
funds of cross-border programmes cannot be used.

European Union has widened without doubt our communication possibilities. Firstly in material sense,
as there is an opportunity to develop projects financed by the EU. (Key informant 03, county
government)

Both institutions and enterprises expressed concern about finding finances for the
self-financed part of the projects (5-25% and more), which limits their involvement on

project proposals and in participating in them.

In conclusion, the opinion of key informants about the main impacts of the EU

enlargement is:
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- certain rise of stability in the entrepreneurship environment;
- Increase of access to European markets for larger enterprises;

- Increase of availability of finances for investments and research.

3.8 Policies for Institutional and Enterprise CBC

At the moment there is no special policy in Estonia for supporting CBC. Only EU
policies have supported that area, especially through the use of agricultural support
measures. In 2003-2006, PHARE EBI and later INTERREG Ill programmes were
accessible for cooperation between Voru and Pdlva counties and Russia. PHARE
External Border Initiative programme (EBI) was PHARE sub programme with the
main objective being the promotion of a balanced and sustainable development of
Estonian border regions. The specific aim of the programme was to strengthen the
ability of local actors to fully utilise the opportunities for development offered by the
INTERREG programme (after accession to the EU), providing them with a wider
experience for the design and implementation of cross-border projects. The External
Border Initiative programme supported institution building and investment projects in
the following areas: transport, environment, and tourism, institutional and economic

development.

Between 2007 and 2013 a total of more than 50 cross-borders, 13 cross-national
and 1 interregional cooperation programmes were launched in the EU. Estonia will
participate in eight of them. The objective of the European territorial cooperation is
aimed at increasing cooperation in and between border regions and regions, as well
as development of cooperation between towns, borderlands and rural areas. Pdlva
and Voru counties and Russia together are in the target zone of the EU Estonian-
Latvian-Russian cross-border cooperation programme; an objective of which is to
support sustainable development of border regions, promote cooperation to improve
socio-economic coherence and competitiveness, using the already existing potential

of the regions and taking the common challenges.

One domestic assistance programme worth mentioning is the Setomaa development
programme, which is aimed at the sustainable preservation of vitality of Setomaa.

This is to be achieved through the development of local entrepreneurship and human
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capital; and marketing the region based on the development potential of its cultural-
natural specificities. This programme is specifically aimed at Setomaa. The
programme itself does not support entrepreneurs, but rather the activities of umbrella
organisations and the municipalities that promote entrepreneurship and business
environment. In addition, The unions of municipalities in Pdlva, Valga and Voéru
county have set up the NGO Euregio Pskov-Livonia. The objective of the NGO is to
support economically and morally backward border areas toward a stable and

balanced development through cross-border cooperation

4. Enterprise Cross-Border Co-operation

4.1 Types of Current CBC Identified

In terms of field research, 20 interviews were conducted with enterprises during the
period June-October 2007 in South-East Estonia.
The forms of cross-border cooperation of the interviewed entrepreneurs were:
- Export of goods (dairy products, paints, packages);
- Import of goods (rubber products, wood, fish, fuel)
- Services for customers from Russia in cooperation with enterprises across the
border (recreational and accommodation services);

- Transport services (cars, people).

4.2 Characteristics of enterprises involved in CBC, including foreign partners

The enterprises were selected from different sectors; they varied in terms of size and
age, and were engaged in CBC to a different extent. Most were industrial enterprises
(10) producing dairy, wooden, carton and paint products, then there were service
providers in the field of accommodation and recreation (4), transport firms (3) and

retailers (2), and others.

The owners, managers and employees of enterprises were interviewed were all were
men except for one and mainly in the. 36-50 years old age group (see appendix
4.1.). The interviewed persons were mainly Estonians by nationality, which is also
the dominant language of the cross-border region. They lived mostly in the same
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border region. There were no special links to the other side of border for most of the
interviewees, only two of them had migrated patterns and one had family origin links.

Most enterprises had been functioning for quite a while (15 had existed for 5-15
years and 3 for more than 15 years); only one enterprise had existed for 1-5 years
and one less than a year. A few enterprises were growing in terms of employees,
although in 11 enterprises the number of employees had not changed during the
past year; and in 6 enterprises the number of employees had decreased. Enterprises
were all in private ownership and mainly wholly domestically owned (16). Legal form
was divided between two forms: limited liability company (7) and joint stock company
(13).

The size of turnover in 2006 was rather varied between enterprises: in 8 enterprises
the turnover was less than 2 million Euro, in 9 enterprises it was between 2 and 50
million Euro and in one enterprise over 50 million Euro. 18 enterprises were currently
involved in CBC; one had been previously involved; and one enterprise attempted
but failed to be involved in CBC. The CBC took mainly place in cross-border country
and for 5 enterprises in cross-border region with mostly more than two partners.

Partners came mainly from a more distant region.

4.3 Evidence of Change in CBC over time

Changes in CBC are connected firstly with the development of legislation, which
regulates economic activities in Estonia and/or cross-border cooperation between
enterprises, influenced by accession to the EU. In addition, because of the
differences in the development of Russia and Estonia, changes occurred in the
motivation and interest towards CBC, but also in business culture (e.g. keeping one’s
word, trust, and deadlines, etc). Estonia’s rapid development has caused differences
in the level of prices, which favoured and still favours the interest of Estonian
entrepreneurs for CBC in terms of certain type of goods, although the price
difference has diminished. In many cases, the reduction in the price difference has
reduced Estonian interest in Russian goods (e.g. buying raw materials), although the

large size of Russian market remains attractive for Estonian entrepreneurs. The
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accession of Estonia to the EU increased the flow of goods across the border
through Estonia to Russia.

According to the opinion of interviewees, there were positive and negative changes.
Positive changes have to do with simplification of trade with EU countries.

Trade with the European Union and with Latvia and Lithuania improved much after the accession to
the European Union. We have a firm in Latvia and this is suitable for us. And also the customs
arrangements are simpler, or the speed and price of commodity movement. Actually the same
standing of trucks on the border; the same logistics. There was beyond comprehension (complicated)

paper work. Now it is much easier. Just the speed of movement of goods towards Europe (changed).
(E02)

Negative changes have occurred connected with trade regulations with Russia, as it
is EU’s external border. Competition in the Russian market and prices have also
increased rapidly, although there are also some positive developments connected to

economic growth.

The biggest (change) was the European Union customs tariff, for us it is 12% of customs tariff (on
import from third countries). It raised our price, there is nothing we can do and my competitiveness
with Russian rubber boots diminished, that of Polish boots increased. (E02)

After joining the EU the trading has become more efficiently organised, but competition on the
Russian market has increased. The prices have risen and are rising even more. Russian partners
have been relatively stable. It's hard to be a newcomer there. We have had long-term partners and
they have developed much over the last 3-4 years. They have built new warehouses, buildings, they
use new technology, logistics. The chains become bigger and bigger in Russia. We can compare their
development to ours 5 years ago. (EQ7)

In some cases there was no influence from EU enlargement:

Since the start of the company nothing has changed much in the Eastern direction. The number of
buyers has grown, e.g. in Western-Siberia, Krasnodar, etc. The turn-over has grown about 15% per
year; competition has grown. The enlargement of the EU hasn't influenced it. (E20)

4.4 Costs and Benefits of CBC to Enterprises

There are various benefits to enterprises from CBC between Estonia and Russia.

The main benefits are connected with an opportunity to find raw materials for
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manufacturing at a lower price; find a larger market for goods and services, to
increase trade turnover and profit, as well as increase clients coming to Estonia for

tourism trips. So CBC is of vital importance for South-East Estonia.

One benefit is the wider market in Russia that offers bigger and more varied source
of supply (e.g. if raw materials are needed in big quantity or with specific quality) at
better prices:

From Russia we buy materials, birch planks. There are mainly four firms now from whom we buy
(timber). Two are such constant ones, who we are working with; two are those that when they can
(then they sell us), because our condition for purchasing material is that we need A and B grade, i.e.
knotless, without pith (timber). We buy from Estonia also (timber), but there is a price difference
(compared with Russia). As we know that birch in certain places in Russia has higher quality and
bigger diameter and as the Russian market is large, then they can select for us from each truckload
the A-grade materials, knotless in the middle. Grade A is very hard to find in Estonia, because such

beautiful birches don’t grow in Estonia. And in Russia there are certain regions where dwarf birch
grows, where there are red branches ... Russia is large and there is a large variety there. (E13)

Another aspect is large market and favourable price and possibility for profit that
motivates entrepreneurs to cooperate with Russia.

The Eastern export is very important for the company (i.e. 70% of the whole production). The Russian
(but also Belarusian and Ukrainian) market is not yet over-flown by goods so the demand is great. In
spite of growing competition there are a lot of ways of increasing the sales and of finding new
partners. Also the financial costs are smaller when exporting to Russia than to Western-Europe. (E20)
Then there are also cultural factors that contribute to cooperation in the Eastern
direction like long-term relations, knowledge of neighbouring culture and language.

Russian transporters find it easier to come to Estonia than to the rest of Europe because of the
language problem. Also our drivers are mostly Russians. (E19)

At the same time, there are several factors that influence trading with Russia
negatively. These include the strong connections between Russian politics and the
economy, which means that sometimes political decisions that are economically
harmful are taken.

Also the connectedness of politics and economics is problematic. It happened with railway wagons
this way that since 1° of June 2007 the Russian October railroad didn’t issue wagons any more to
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transport wood to Estonia. Transport is not prohibited, but there are just no wagons. We all know what
the reason was. Russian explanation was of course the renovation of the railroad. The system works
in this way that the wagons come from Russia, you have to order them for each month. Usually you
order half a year in advance and get the wagons. Then the price is lower. If you want the wagons for
the next month, then the price doubles. So also now the orders have been made - but no wagons.
(E15)

Then there is instability and uncertainty in Russia both politically and economically,
which manifests itself in the insecurity of supply in case raw materials or goods that

is imported from Russia to Estonia.

There are all the time negative aspects. One is instability. Russia isn’t so far a stable country Also
Russian business partners can’t be seen as very stable. You can ftrust your partner up to a point as
there are all kinds of obstacles all the time. The obstacles have to do with the Russian side — laws
and regulations, queues at the border, closing of local roads. We have cooperated less and less with
Russia. Since there is so much instability, you become lazy and look for more stable sources of
supply, e.g. from Latvia. It's more expensive, but it’s also more stable. (E15)

There are also border crossing restrictions like customs and visas, queues at the
borders, poor infrastructure, road licences and road taxes in order to be able to

transport in Russia.

It's possible to cooperate with everyone, but it makes more sense to do it with neighbours as the
distances are smaller and communication is easier. But with Russia the advantages that the distance
brings disappear as getting the visa is difficult, it’s expensive to cross the border by car and then there
are high road taxes. For me it was more expensive to go to Pihkva than to Finland by boat. You have
to get the goods very cheaply from Russia; otherwise there is no point to trade. Our relations with
Russia are just for enriching the buying channels, it’s not directly necessary. The raw materials can
also be bought from elsewhere. (E14)

When evaluating development, it depends on which criteria to use. On one hand nothing has
changed. E.g. in case of transport there are only queues; in Koidula border crossing point 100 cars
stand in line. The drivers have no elementary sanitary conditions. Now the local government owns the
land, but it takes time to make preparations and draw up the plans for building the border crossing
infrastructure. (E16)

Then there is Russian bureaucracy, which can be rigid and complicated, and
sometimes unrealistic to follow. There are also problems with enforcement of
legislation, meaning that it can be time-consuming.

The problematic issue in dealing with Russia is the rigidity of documentation required. The Russian
side requires documents that the Estonian side doesn’t need. It's difficult to do even the quality
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reclamation and often the Russian companies decide not to sell because of that, e.g. last summer a
deal was not finished. (E14)

There is also a different work culture in Russia that shows in the inefficiency of
dealings with state officials. Bribes used to be quite common and sometimes still are,
as there is quite a big discretion on the part of officials in terms of how to enforce
laws and regulations. Also the attitudes are not always friendly towards private
business.

Then there is Russian bureaucracy and bribing. In Russia the orders come top-down — from Tsar to
his subordinates. Our official communication is horizontal, in Russia it's vertical. In Russia people
can’t influence decision-making, instead they use bribes. We as an Estonian company haven't paid,
but our Russian partner gets 110 controlling institutions. The bureaucracy is so big that you have to

apply for all kinds of permits and there are some sort of double systems. One office comes with its
requirements, and then another. (E16)

And this bureaucracy, every moment you have to prove that you are not a crook. | have never read
anything more ridiculous than the slogan that hanged on the wall of the North-West Russian customs
committee on Vassili Island, that the customs - this is neither a service bureau nor a law enforcement
body. And if they are constantly inculcating this to them (Russian officials) and they themselves
believe that they are standing in defence of their homeland, that this entrepreneur, that this taxpayer,
this ant who creates money is actually an enemy, who must be spied upon, watched closely and
cooped up. (E11)

4.5 Positive and Negative Lessons from CBC

There are two different examples of positive lessons learned from cooperation with
Russia. The first firm has been able to overcome the problem of insecurity by asking
advance payments from its Russian partners. This has lead to long-term
cooperation.

Cooperation with Russia dates back for a long time. It continued also after the collapse of the Soviet
Union. Only the partners in Russia have changed over the years. The cooperation is based on written
agreements and payment is asked in 100% of cases first. The Russian partners first pay for goods
and then the goods are sent to them. Western market functions as a rule differently, as first the goods
are sent and then payments are made. (E08)

Another positive example comes from a firm that has solved the problem of customs
restrictions on Estonian-Russian border by by-passing this border and transporting
its goods through Finland. The road that has to be travelled is longer, but it still saves

time and money which would be otherwise spent in standing in border queues.
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Our direction is from EU to Russia. 97% are new cars to Russia. We have grown, our capacities are
bigger, we can guarantee clients the trade flows plus supply time, and additionally we clear customs
at our customs terminal in Russia, carry goods to final consumers, meaning that we take them to
dealers. They may be in Samara, or Komsk, or wherever. We are using Finland and avoid bringing
goods to Estonia; a small quantity of goods still comes to Paldiski, Fords, but the border crossing time
plus convoying in Russia, all this creates a situation where it makes no sense to bring goods through
Estonia. In Finland everything is OK, the border is faster, no convoying. (E09)

Negative lessons have to do with differences in mentality. A different working culture
results in attitudes such as not caring for quality and long-term development. It has
been learned from this that any change in attitudes takes time.

A new generation of businessmen is growing up in Russia who understands the problems and
conditions of the business world. For two years we tried to get contacts and then old state forest
farms were selling wood, their chairmen were all Old School men. Their principal was such that give
them money, they buy wood and sell it at its cost price to us. And this was not sure that we received
this material. And they have so that the Old School men don’t want to invest money. When they got
the first portion of money they should have invested in buying a new forest — no, they went with their
family to Crete to holiday, bought themselves a new car, lived comfortably. (E13)

Instability of supply is also a negative lesson, which has to be taken into account. It
means that an entrepreneur has to be prepared and has had other sources of supply
in case Russian partners fail.

The company has organised things this way that if Russian supply stops, it’s possible to continue with
other sources. It means that the risks are diminished as much as possible by keeping wood in stock.
Previous experiences tell me how it goes. | know that | won'’t get wood from Russia in May, in June. |
can make an agreement, but either | get nothing or | get cull. In August I'll also get cull, at the end of
September may-be there is a possibility to get also normal wood. (E15)

There could also be unexpected changes in laws, such as an increase in the
customs tax on logs that are exported out from Russia, which can stop trade entirely,
forcing a firm to look for new markets.

Two significant changes in raw material procurement have occurred in the direction of Russia
recently. Of course, the amounts have decreased and now in 2009 customs duties will enter into

force, which makes it zero for us to get logs from Russia. In recent years transportation of logs by
ships has also increased. Previously there was only rail transport. (E10)
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4.6 The Role of Trust in Enterprise-Based CBC

In more than half the cases (12), the initiative for CBC came from the Russian side;
the rest (8) assessed that it came from Estonian side (see table 4.1). More than half
(11) of respondents thought that CBC was influenced positively by common history,
culture and language as initial motives for selecting partners, but there were also
numerous opinions (8) that these factors were not important. Most had sometimes
experienced cultural problems during CBC. Staff background has helped CBC. EU
enlargement impact was estimated positive in 9 cases and neutral in 10 cases. CBC
was mainly regulated on the basis of formal agreements, in order to guarantee that
the agreed transactions actually take place, increasing trust between partners.

Table 4.1 Interviewees’ opinions about identity and trust issues

Initiation of CBC
From this side of the borders 8
From the other side of the borders 12

Common history, culture and language as initial motives for selecting partners
Yes

No 11

Irrelevant 1
8

Cultural problems arisen in CBC

Always 0

Sometimes 15

Never 5

Relevance of staff background in CBC development

Hindrance 0

Irrelevant 2

Help 18

EU enlargement impact

Positive 9

Negative

Neutral 10

Regulation of cross-border cooperation

Formal agreement 17

Informal agreement (e.g., handshake) 3

Origin of main cooperation partner
Western Europe

Eastern Europe

Not applicable

» 00 O

The issue of trust has improved in terms of Russian entrepreneurs over the years as
more “entrepreneurial” behaviour can be identified.

Cooperation with Russia has become more positive over the years. Russians have abandoned the
early capitalistic business behaviour. In the early time an agreement meant nothing, and if there was

a better offer, then the partner was gone. It can be said that the businessmen are almost trustworthy,
business can be done if agreements are made and if the state doesn't interfere. (E17)
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Trust depends on personal contacts and prior experiences; it develops over time. In
smaller companies, relations are typically more personal, whereas in larger firms the
processes are more institutionalised and transactions take place irrespective of
individual persons.

Russian businessmen should be trusted the same way as Estonian ones. Trust comes with joint
activities, it has to be created. It doesn’'t come at once, no matter if the partner is Russian or
Ukrainian. The cooperation develops step-by-step and slowly also trust comes. It’s important to have
agreements with Russians. There can be oral agreements, but only with very long cooperation
partners. Written agreement is already demanded by Russian customs. (E15)

When we talk about trust for companies, then it applies to bigger companies. Where there is a
structure, work processes, guidelines and where it doesn’t depend so much on one person to finish
the task as persons can be replaced. This is so only in bigger firms, big office with divided functions.
But with smaller firms the importance of personal relationships increases — it depends on who you can
trust. Personal contact is better if people know each other. But the nature of relationships depends on
the persons, and people could be very different. (E14)

Regular meetings are important for maintaining trust.

Trust is very important indeed. If you are a company, then the partner must be trustworthy, this comes
with years. | know my partners ten years; in this respect | have experience. It begins from small
contacts and until you can come along with growth and develop yourself, you can gain a firm footing
with one or two partners and cooperate with them. And then the years go by, trust is also growing. My
visits to Russia take place every month and several times (a month). In this respect we (with partners)
communicate frequently, no big pauses. They come here (Estonia), we meet in EU, | go to Russia,
Finland. (E09)

Similar background and use of Russian language also helps to creates trust,
especially for the older generation.

A bonus (in case of Russia) is the similar background, language definitely. It depends on a concrete
case whether there is an obstacle or not (because of not-speaking the language). When there is a
good business plan, then | think this is no obstacle. If it is a new generation, younger people in
Russia, they do not presume language proficiency; they can manage with other languages. If it is old
generation, then they of course want to hear Russian language. (E09)

There is not much difference between dealing with Western or Eastern partners.
Eastern partners are at times even more concrete.

My comment is that EU partner is not as concrete as in Russia. That from Russia you receive a

concrete answer - yes or no — the payment is made or not, the contract is concluded or not. In EU it
takes quite a lot of time. There is relatively much hamming and various coordinating to be done. On
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the level of EU there is bubbling, this takes time and whether there will be a result or not, one doesn'’t
know. (EQ9)

Political relations and uncertainty create problems for trust and for cooperation.

Exporting is preferred if there is a reasonable chance of earning money. If there are benefits, then
risks, mainly political ones, may not be so important. However, cooperation with Estonia is difficult -
both historically and currently. (E14)

It is possible to trust Russian entrepreneurs as individuals, although changes in the
overall political and economic environment can have unexpected consequences for
business relations.

Trust is very important. With new clients there is little trust in the beginning, there is a need to check,
that’s why down-payments are used. This is not distrust for specific businessman. Since in Russia the

economic and political life is as it is, then you never know when payments stop. It can happen
irrespective of the specific firm. (E08)

4.7 Enlargement-Related effects (if any)

The assessment of slightly less than half of the entrepreneurs about the impact of
EU enlargement for CBC was positive (e.g. number of customers increased; larger
flows of goods), but half the respondents mentioned no notable influences (see table
4.2.). One respondent said that the impact was both positive and negative and for
one it was negative. More than half thought that EU enlargement brought no notable
influence to the differences between regions and to competition.

Table 4.2 Interviewees’ opinions about EU enlargement issues

Influence of EU enlargement on existing CBC
mainly positive

mainly negative

both positive and negative

no notable influence

— a a0

Influence of EU enlargement on existing CBC
mainly direct

mainly indirect

both direct and indirect

no notable influence

= O N o

Influence of EU enlargement on CBC during the existence of the enterprise (in
retrospect)

mainly positive

mainly negative

both positive and negative

no notable influence

NDNO OO

Influence of EU enlargement on CBC during the existence of the enterprise (in
retrospect)
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mainly direct 0
mainly indirect 0
both direct and indirect 0
no notable influence 2

Influence of EU enlargement on disparities between two border regions in terms of
legal and institutional environment

differences increased 5
differences decreased 0
no notable influence 1

Influence of EU enlargement on border type
created a ‘soft’ border 0
created a ‘hard’ border 20
no change 0

Influence of EU enlargement on the competitiveness of the cluster NA
increased competitiveness
decreased competitiveness
no notable influence

Influence of EU enlargement on the competitiveness of the enterprise
increased competitiveness

decreased competitiveness

no notable influence

=N o

The majority of enlargement related effects are connected to changes in Estonia’s
foreign trade on joining the EU. This was accompanied by the abolition of customs
taxes on the export of food-stuffs to EU; the establishment of joint customs and non-
custom restrictions on import from third countries; introduction of production and
export subsidies;, following technical standards in order to be able to export to the
EU market; and similar treatment by third countries as in case of other EU member
states, e.g.. Russia abolished double tariffs on Estonian export. These changes have
had both positive and negative effects. In broad terms, trade with EU countries
became easier. For example, customs on food-stuffs were abolished, although
technical standards have been problematic due to the amount of investment that
they require. Trade with Russia was restricted, because customs and non-custom
restrictions for third countries were introduced, although double tariffs were
abolished. More specifically, customs taxes were abolished on the export of
agricultural products and food-stuffs to EU, and also other restrictions from the free
movement inside EU were more or less removed.

Joining the EU has had an influence, trading became easier. We traded before the EU also with
Europe, but then the paperwork was much more complicated and time consuming. Today as long as

the truck is loaded, paperwork is completed and the truck can go. The Russian direction is not much
different. (E08)
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In Russia EU’s effect is that the deficient road licences are now only in the direction of Russia,
previously this was the case for all European directions. Speaking about bilateral transport permits,
then these disappeared in the European direction. This created a situation where we could more
freely obtain and transport cars. This was positive, let’s say for transportation firms definitely.
Additionally, that borders disappeared from EU and this is a big time saving. (E09)

Joint customs and non-custom (e.g. quotas) restrictions on imports from third
countries were introduced, which made Russian goods less competitive in Estonia,

as Russia was now third country in terms of the EU internal market.

Russian goods are after accession to the European Union less competitive. Competition has reduced,
or let'’s say — increased, this is the European Union approach that Russia is still a third country for
them. And their (Russian) goods are subject to excise taxation. | have a headache to buy certain
goods. Russian producers do not prepare customs documents. Many things are so that | have to buy
with the Russian sales tax, as (Russian) sellers cannot re-claim it and | can choose whether to buy
with the sales tax or not buy at all. (E02)

Production and export subsidies that were provided previously have now
disappeared.

The external environment has indirect effect on CBC as there are no export subsidies in EU any
more. The whey powder was sold from intervention store-houses already 2-3 years ago, today there
are no such stocks in EU any more. There butter store-houses were bought empty this spring. It
meant that the price and period of buying some product was set and then a decision was made
whether to open intervention stock up or not. If the market price was higher than certain level, then
the intervention stock up was not opened, but if the market price fell below that level, then the stock
up was opened — it was an opportunity for producers to sell their products 10% more expensively.
(E08)

Technical standards had to be followed in Estonia in order to be able to export to the
EU internal market or provide services there.

And secondly, the European Union requirements for catering establishments. This involved approval
of catering places and health protection and this entire circle, we had to organize everything there.
(E03)

Third countries had to treat Estonia in the same way as other EU member states,
e.g. Russia abolished double tariffs on Estonian exports.
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Joining the EU was important. Russia abolished double tariffs. Then the veterinary obstacles were
created by Russia, but we were able to pass also that problem. It was something like a year and
meant that the Russian side had to recognise Estonian firms one-by-one and allow them to export to
Russia. At some point no-one had the permit and all export stood still, then there came inspectors
from Russia, wrote a report and after 3 months came a favourable decision. (EQ7)

There was also unification of prices and quality indicators with the rest of Europe.

Accession to the European Union brought changes. There was the VAT change and export change.
This involved that VAT on bed and breakfast fell to 5% like it is elsewhere in Europe; previously it was
18%. For Estonians it went cheaper. For foreigners there was a rule that sales to them were VAT free.
More-or-less in the mid-2004 our clientele started to change; previously it was 70:30 (foreigners:
Estonians) and now started to change 30:70. Due to the change in VAT export prices rose and
bringing Estonians here went cheaper. This was economically good for the enterprise. (E03)

Then there was a possibility to participate in EU programmes and projects and
submit applications for external support.

One (positive thing) is the European Union Structural Fund, or aid, these are good measures to
support entrepreneurship development. When the value balance of our enterprise is 100 million, then

we have received from there (funds) 2-3 million over several years. Million is small with respect to
hundred. We haven't received very much assistance, but this assistance is positive. (E03)

EU membership also increased the market for entrepreneurs.

It’s easier with Latvians as crossing the border is simpler. But transport costs make up a considerable
part of the price of the raw materials and in order to buy from Latvia, we have to pay more than to
Estonian suppliers. The firm is trying to make cooperation with Latvia more intense and become
leading buyer in Northern-Latvia as it's a home region. (E17)

As the market became wider, competition increased as entrepreneurs from other
countries could compete more actively in the domestic market.

Joining the EU has made the transport of goods easier, relations with Russia have changed. If before
the enlargement of the EU the market was divided mainly between former Soviet Republics, then now
the competitors are more Polish and Hungarians from Central- and Eastern Europe. There are
problems and queues at the border as the Polish and the Hungarians have language problems,

issues with preparing the documents, mistakes in the documents and understanding them takes a lot
of time. (E19)

With accession to the EU the attractiveness of Estonia as a country and tourist

location increased.
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(Russian clients) may have some emotions in connection with EU. | have been myself, was it last year
now, to meet a group of people at Koidula. And an older lady, she was a university teacher, at the
beginning grumbled a lot of course that she had to come on foot from one border crossing point to
another, but still, when she reached the car, then the first thing was: mbl npuexanu e asporie (we
arrived Europe). A kind of sighing that at long last (we are there). (E01)

Some entrepreneurs also reported that EU accession had had no notable effect.

I even think that EU accession has had no effect, because let’s say in 2003-2004 Russian imports
were a rising trend and this rising trend lasted till 2006. About this year (2007) | can say that this is
falling. | daren’t say whether it (EU) has had a positive or negative effect, simply the need and
opportunities led to that it was possible to get (timber) from Russia. Moderate (impact), this EU

accession has not directly caused any effect or vibration. (E10)

4.8 Use of External Assistance and Participation in Public Policy Programmes
(a) in general (b) in relation to CBC

Slightly less than half of the enterprises had used external support. None had
received support especially from CBC programme because these programmes do
not exist in Estonia, although some assistance had been received for partner search,
business to business contacts and in some other fields (Table 4.3.). Most of the
respondents stated that their enterprises needed external help. Half of the
enterprises had joined different umbrella associations in order find support there. In
spite of modest use of external assistance, the general support system in Estonia
and its availability was considered to be average, for the most part. One respondent

thought that the external support was very good; five thought that it was not good.

Table 4.3 Interviewees’ opinion about policy issues

WP6 Use of business support infrastructure

Yes 9
No 11
WP6 Assistance Received with regard to CBC

Increased awareness of opportunities 4
Partner search facilities 1
Business to business contacts

CBC support programme 4
Other 11
WP6 Membership of business associations

Yes 10
No 10
WP6 Support needs
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Yes 16
No 4
WP6 Availability of business support services (in region)

Services not offered in the region 2
Services offered in the region 13
Do not know 5
WP6 Quality of business support

Very good

Average 14
Not good 5

External assistance in general has been used for investment in technology, buildings
and for training the employees. The overall evaluation of this kind of assistance is

positive as these are costly undertakings for entrepreneurs to undertake.

The firm has received investment support, firstly through Sapard programme (pre-accession measure)
and later from EU structural assistance. It was very positive and came at a right point of time as it
allowed to invest in necessary things like cooling systems, warehouses and hygiene. It’s a pity that
there are no more such support for manufacturing industry. (EQ7)

Enterprise Estonia has supported with infrastructure support; there was support for establishing a
health care part of the hotel, also support for training has been received. The effect has been positive.
Although there is a need to go to Tallinn and meet with people personally, only then things start
moving. (E18)

External assistance in relation to CBC has been used for making contacts and
finding partners by means like visits, fairs, marketing. It has also been used for
developing export plans. Making contacts is considered to be necessary, although
there is no guarantee that the contacts will develop into serious business relations. A
general criticism of external assistance is that the bureaucracy required to access it
is too complicated and time-consuming.

And then we have received small amounts for marketing, visiting fairs. Lately we received an export
refund. This was a two-year Enterprise Estonia programme and was divided into halves, so that half
of the money from enterprise and half foreign aid. We carried it out, its amount was 1.1 million. With

this we could also promote ourselves more abroad. Large Russia to the right has quite a big potential.
(E03)

A problem of external assistance is its rules and administration. An enterprise must be very rich
indeed if they want to have cooperation with EAS. Because there is a condition that you must finance
operations first yourself and then the x moment has passed before this (money) comes back from
somewhere. We had the last project so-called export. It was for North-Western Russia, Latvia and
Lithuania. It has been realised best in Latvia, in Lithuania we can manage, but in Russia we quite
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failed. This (project) was for three years and during that time we, | guess, had 8 of these contact
persons (in EAS). (E11)

4.9 Policy issues identified

There is an expectation that the EU should contribute to the alleviation of border
crossing problems, but also a fear that the EU is not really interested in the problems
of small peripheral areas. Entrepreneurs are also hesitant about voicing their needs
and thoughts in this regard.

Cooperation doesn’t depend so much on the will of the two regions on either side of the border, but on
other things. It depends on all the Russian restrictions, its legislation and regulations. Estonian
regulations are quite liberal. The EU can assist with the CBC. The EU can interfere with adopting the
regulations. There are international agreements between the countries. There should be some
agreements regulating the border crossing. But | don’t know if the EU is interested in the problems of
some border area, perhaps it’s not in its general interests. And sometimes exceptions bring more
harm as they distort competition. (E14)

Entrepreneurs are concerned about bilateral political relations between Estonia and
Russia and their effect on business activities.

CBC could be in addition to wood and fish in the tourism sector, and also in agriculture. Our truck-
drivers calculated that about 500 trucks go to Moscow daily loaded with food-stuffs that come from the
EU. Russia doesn’t have its own agriculture, the villages are falling apart, so there is a need to import
food-stuffs. The bronze solder (removing a statue in Tallinn) created obstacles as Estonian goods

were boycotted in Russia, but CBC depends on both sides. In order for the transport and paper-work
to be quicker, political will is needed. (E16)

Another issue is that external assistance and business support can make a
potentially valuable contribution, but applying for it is too bureaucratic (application
procedure, reporting) and time-consuming (costs are refunded at some point after
the investments have been made), or the support available does not meet the needs
of entrepreneurs.

What regards measures, the fair assistance list has never contained packaging fairs held in Russia;
we have always been there at our own expense. And you cannot go there otherwise. And these visits
of the president in the businessmen’s company, | don’t know who they are targeted at. As regards

e.g. Byelorussia, Ukraine, | have been there on my own. So, if necessary, it is possible to make these
scouting trips also on your own. (E11)
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Prices and labour costs in Estonia are rising fast and the competitiveness of
enterprises is threatened. Entrepreneurship should also become more capital-

intensive (instead of labour-intensive).

Economically it (enterprise’s activity) is influenced by the labour price. On the one hand, being in the
European Union we compare Germany to Estonia, or England to Estonia, that things cost almost as
much. Only that wages are several times different. And the pressure on labour force is very strong;
people go where they receive with the skills they already have much more. Our medical personnel
and hotel employees at the health centre go elsewhere. There is enormous wage pressure, growth of
labour costs; our labour costs are quite heavily taxed. Profit is decreasing and you also have to pay
interest to the bank. And prices cannot be raised very much. (E03)

A larger problem is that there is economic growth in Estonia, but its basic driving forces are not
understood. It’'s not understood that money has been basically being poured into Estonia and at some
point there is a need to balance it or use our resources in a way that considerable proportion of the
benefits will stay here. (E17)

Sometimes EU regulations are too restrictive and sometimes Estonian officials are

too eager in monitoring their implementation.

The external environment is not over-regulated. It's more likely that if something is set by regulations
then the civil servants tend to implement it very accurately and at times things are over-dramatised,
but when things find their due course then everything is back to normal. These hygiene and
environmental issues are an enforcement mechanism for the firms to invest. The attitudes in different
countries are quite different. There has been a possibility to visit different manufacturing firms in
different countries — the varieties e.g. in terms of hygiene are great. (E08)

There are also propositions that the Estonian state should do more to foster
business activities, by actions such as improving the infrastructure and reviewing the

taxation system.

There are also other things that the state hasn’t done. When a railroad wagon comes to me from
Russia, it comes from Pihkva and goes to Tartu, in Tartu the customs procedures are carried out,
then the wagon goes to Valka and only then here to Voru. There is no railroad from Tartu to Véru.
And | pay all the extra transport costs. | think that the nationalisation of the Estonian railroad was
good and that now Orava railway station will be built that will become a border station and that will
allow the trains to move from the border straight to Véru. So there is no need to make such a big
circle any more. (E15)

A negative aspect is the taxation of private forest owners. The forest owners pay tax not on their
profit, but on turnover or benefits. This means that forest owners don’t earn profit from their relatively
small forests and there is an incentive to conduct these dealings via shadow companies. The state
doesn't receive due to that a lot of revenue from taxes. It's an aspect where wood processors have
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the same views as green activists. The Wood Union has tried to solve the problem and reached an
agreement with political parties that the law will be amended, but then the political situation changed.
(E17)

5. Informal and Household-Based CBC

5.1 Characteristics and Types of Informal and Household-Based CBC Identified

In terms of field research on informal and household CBC, a total of 10 interviews
were conducted during the period June-October 2007 with experts (official of border
crossing point, journalist) and people involved in CBC either directly (selling goods)
or indirectly (bringing goods for their personal use). Field research was conducted in
South-East Estonia at Koidula border crossing point and in bigger centres (Pdlva,
Voru).

Informal CBC flourished in this region in 1990s and at the beginning of 2000,
although since then converging price differences have limited it. At the moment,
petty trading takes place mainly from Russia to Estonia, as a difference in the
prices of some items still exists (i.e. they are cheaper in Russia). The main items
that people from Estonia bring with them across the border are cigarettes, alcohol,
petrol, medicines, and some specific goods that cannot be found in Estonia (certain
brands of clothes, some medicines, etc).

People bring from Russia alcohol, tobacco, medical drugs, fuel, etc. There are Russian goods sold in
markets near the Russian border, gumboots and other clothing items. (H04)

People used to bring to Estonia iron goods, starting with nails and other building materials. Now there
are other materials that are used in Estonia, also the price is the same or even higher in Russia.
There are certainly always some items that it's worth to bring into the country. For example people
used to trade with special kind of plastic, they brought it behind Pihkva in Russia. (H04)

Although the most wide-spread motive is to earn a profit, there are also people who
look for specific goods and wish to contribute to local economic development.

She is a regular customer of books of art, presents and gifts for children, clothes for children and for
men, handmade baskets used for various purposes, wall paper, ceramics, and onions. Some of these

goods are bought from the local households (food, onions, etc.), some are bought from specific local
shops and some are bought from shops in large towns of the region. The products are bought by
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respondent from the Russian side of the border on demand of her acquaintances. She is not bringing

any medicine, alcohol drinks, cigarettes and food. (H09)

Goods are brought for people’s own use, for family and friends, but part is sold

privately from hand-to-hand or publicly in the market place.

There is much less cross-border trade than there used to be, but people bring things across the
border: fuel, alcohol, tobacco, medical drugs, e.g. aspirin is much cheaper in Russia. These goods
are not sold more widely in the market-place, people bring them more for themselves and for their
acquaintances. When people go to Russia for a visit or on a trip then they bring something with them,
sometimes they go there especially to buy something. (HO6)

When talking about trade the price is favourable in Russia in terms of clothes, more specifically for
certain items. For example a leather jacket costs there about 2000 croons, in Estonia about 4000. It’s
also easier to bring clothes across the border as you can just wear them. It's forbidden to bring food
across, and the food prices are higher in Russia and quality is poorer (e.g. for Bologna sausage). In
general the goods brought across the border are sold at the market, in Varska the market is small, in
Pélva and Répina they are bigger. (H03)

The quantities that can be taken across the border are limited and certain items like
food-stuffs are prohibited. One person may take each from a non-EU country to
Estonia, without customs payment: 1 litre of strong (above 22%) alcohol; 2 litres of
lighter alcohol; 2 litres of wine; up to 175 EUR (2700 EEK) worth of beer; a pack of
cigarettes; one tank load of gas + 10 litres in a canister for using oneself; 50 grams
of perfume; other goods (except for food-stuffs) to a value of 1000 EUR or 1000 kg.
So being active in petty trade requires ingenuity.

As to fuel, it’s allowed to bring a tank load (but different cars have different tanks — some have
smaller, some bigger), so there are possibilities to bring fuel. There was for example a bus that
crossed the border whole day with different people (as there was a limitation that 1 person can cross
the border once in a day). There was quite extensive fuel business, people used to lease houses
close to the border. Since then the price difference of fuel has decreased and fuel trade also. The

price of fuel in Estonia affects trade across the border, if prices rise in Estonia (e.g. due to excise),
then trading blooms (prices in Russia are fixed by the state). (H04)

In Pélva market one can buy Russian Priima cigarettes. If the quantities that one trades with are
bigger then there are of course cases when value-added-tax is paid at the border (and the goods are
brought to the country legally). (H07)
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5.2 Background and characteristics of participants, including foreign partners

As to the background of household members who were interviewed, they were
mostly middle aged, i.e. 36-50 (6 persons) male (8 persons) and Estonian. They also
typically had no concrete foreign partners; no intention of registering their activities;
and had concluded agreements with handshakes i.e. informally (see appendix
5.1).These days, people are not so much involved in petty trade as bringing items
across the border for their personal use. This has not always been the case,
however, as for example at the time of the Russian monetary crises in 1998 when
petty trade increased rapidly, as prices fell in Russia. However, more recently, prices
have been rising and this limits trade. Since goods are mainly bought from markets
and shops there are usually no specific partners and written agreements.

People buy these goods at the Petseri and Pihkva markets or shops, there are no agreements with
suppliers. (HO1)

People bring alcohol and tobacco to Estonia. Many people bring just for themselves. They go to buy it
in Petseri and Pihkva. There are no agreements as they buy for cash from the market or shops. This
trading has been there since the emergence of the border between Estonia and Russia. (H02)

The people most active in pretty trading are those who live near the border; who
have economic interest in it; have free time (e.g. pensioners, unemployed); and
whose border crossing is less restricted. People living near the border who have
living relatives and/or graves of relatives and/or property on the other side of the
border can obtain a Russian visa on more favourable terms than other citizens
(estate tax is lower).

People still bring goods from Russia to Estonia. Those who have it easier to cross the border are

active in trade; it's most active across the Luhamaa border crossing point. In Russia there are even
gas-stations near the border to sell fuel. (H07)

In the border areas of South-Estonia where the locals have obtained a Russian visa on favourable
conditions (relatives living in Russia, graves in Russia), they have the possibility to go and buy
cheaper goods from Russia. (H10)

People can also combine their social, cultural and economic interests, meaning that

crossing the border serves different objectives.

40



She is involved in regular cross-border crossing due to four reasons: 1) the existence of her family
house; relatives, friends, her parents are buried there; 2) she is shopping various goods for others
and herself (consuming activities); 3) every summer she spends some time visiting different places in
Russia; 4) some goods are cheaper; she wants to contribute to maintaining the local economy. (H09)

5.3 Enabling and Constraining Forces

The main enabling factors for this type of activity are economic and administrative.
What motivates people to engage in petty trade is the possibility to earn profit (due to
price difference in different countries). Administratively, a visa obtained on more
favourable conditions for visiting relatives or for taking care of property can be also

used for purposes, such as petty trading, although it has not been issued for that.

The key enabling factor for petty trade across the Estonian-Russian border is the
existence of price differences that motivates people to cross the border in order to
make their purchases. At the moment, prices are rising rapidly in Russia and in case
of many items there is no economic benefit any more. In these circumstances, the
motivating factor could be habit (people are used to some goods that are not
available in Estonia) or availability (e.g. some medicines are not available in Estonia,
but they are on sale in Russia) or different and wider choice (bigger variety).

The main thing driving people to Russia is cheaper fuel and alcohol, which can be sold in Estonia with
profit. Many people standing in line to cross the border are known to border-guards. Some people go
there and come back several times a day. There is no need to travel far on the Russia side, already a

few kilometres after the border there are a group of four gas stations (some say that these are like
made for Estonians). (H08)

The prices of goods made in Russia are rising, but still the same brands can be found there with lower
price, clothes for example. One has to find the right place where to buy. The person being interviewed
is a regular customer of Narva mall. People bring also medical drugs to Estonia; they bring drugs that
aren’t available in Estonia or that are cheaper in Russia. (HO7)

Another enabling factor is that part of the visa regime, which allows visas to be
issued according to simplified rules to those people in the border regions who have
close ties, graves of relatives, property, etc, across the border and need to go to the
neighbouring country. There are also people with double citizenship (Estonian and

Russian) who can cross the border without any movement barriers.
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Some people cross the border more often, who have received their visa on more favourable
conditions; their extra income from cross-border trade is certainly bigger. (H02)

The person interviewed earns about 10 000-15 000 per months with these (various) jobs. He has
yearly visa on favourable conditions for border crossing (his uncle lives in Pihkva). It can be assumed
that he brings goods from Russia that he sells in Estonia; that it’s part of his income. (H03)

Some phenomena that encourage trade across the border may be constraining
factors in certain circumstances. This applies to both price differences and the visa
regime. Other obstacles include rules of customs, border crossing queues and
expenses related to transport.

The fact that price difference between Estonian and Russian goods is decreasing is
a constraint for petty trade. It has even changed the direction of trade.

During the last five years before joining the EU (in 2004) the price difference was very lucrative for
people living near the border who used it for earning extra living. For example the sugar business was
conducted this way. Before joining the EU sugar was taken often from Estonia to Russia. Then the

price difference decreased. Since joining the EU the trade has been to the opposite direction — from
Russia to Estonia. (HO8)

The need to have visa to cross the border (in case of those people who are not
eligible for visa on more favourable terms) is also a constraining factor as it is costly
and time-consuming to apply for it, and there are difficulties related to obtaining visa
on simplified terms.

The border regime creates difficulties in cross-border activities. The main problem has to do with
visas. Estonian citizens acquire visas according to different regimes. (H09)

The problems are connected to bureaucracy in applying for visa. Also especially in the territories
bordering South-Estonia one can sense the negative influence of Russian propaganda for Estonia
(e.g. not to buy Estonian goods, sell more expensively to them, etc). This is still rather minor influence
as those with personal good contacts and long-term relations in Russia cope very well and have no
remarkable problems. (H10)

Other inhibiting factors are customs rules, which restrict on the quantities of goods
that can be taken to Estonia. In addition, bringing food-stuffs into Estonia is
prohibited, and is importing any endangered species.

The main thing that inhibits the trading for households are the limits of the quantities of goods that are
allowed to be taken across the border. In order to transport good legally, it takes ingenuity and
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organising. For example people cross the border several times in a day (there is no limit for how many
times one can cross the border) or they assemble 5-6 persons and go over the border by bus,
everyone buys something, later the goods are assembled and sold to consumers in Estonia. The
same faces cross the border several times in a day. Still, trading is modest as the quantities are
limited. (HO1)

In spite of the tightened control people are sometimes very inventive in order to bring illegal goods
across the border. Mostly they try to bring alcohol and cigarettes more than the allowed quantity.
Lately some tourists brought to Estonia more tobacco for the water-pipe than was allowed. Also the
CITES regulation is violated a lot that applies to trading with endangered nature. At the eastern border
the occasions are more frequent when people try to bring with them medicines. The customs officers
are forced to confiscate goods brought across the border illegally (cigarettes, fuel, and alcohol) and

prosecute people. (H10)

Then there are also other inconveniences and costs, such as border queues and
transport across the border. People prefer to cross the border on foot and take a taxi
afterwards as it's expensive to drive by car in Russia.

There are a lot of taxes in Russia, for example the road tax is ca 200 croons, i.e. expensive. So
people cross the border on foot and take a taxi to go to Petseri, which is cheaper than the road tax

costing ca 50 croons. The main vehicles standing in a border crossing point are transit trucks going to
Latvia, Lithuania, Poland. This creates queues. (H03)

She complained a lot about the border restrictions, the delays at the border check points (up to 4
hours of waiting) and the limited transportation infrastructure. She is very upset with the border regime

and is trying to adjust herself to the existing situation. (H09)

5.4 Evidence of Change over Time, including Current Trends and Future
Prospects

Petty trade, which was very active in 1990s and at the beginning of 2000, has
decreased. The reasons for that have been both administrative and economic. The
introduction of a visa regime and customs restrictions after Estonia joined the EU
has influenced movement across the border. The main economic change has been
first an increase and later a decrease in price differences. A side-effect that petty
trade has had is that local small businesses (shops, drug-stores, gas-stations) are

not competitive in relation to cheaper foreign products.

The main changes have been restrictive border crossing rules (visas, quantity limits,

item limits, queues and waiting time, customs procedures) especially when

43



compared with the conditions pertaining during the Soviet period of virtually no
border. What used to be internal border has now become external border between
the EU and Russia.

The number of people has decreased who earned extra living from bringing cheaper Russian goods
into Estonia and selling them here with profit. This is still done to some extent, but it's not worth any
more due to the restrictions. (H10)

The allowed amounts of goods that one can bring across the border are limited that inhibits wider
trading. If one goes to Russia several times, it's expensive, it's not worth it. (H05)

Another change is that price difference for many items is disappearing, making it
economically unprofitable to purchase goods in Russia as its economy is growing
fast.

People used to buy children’s clothes from Russia for their kids, but at the moment the price
difference has disappeared, there is no point in bringing children’s clothes as it doesn’t pay off any
more. In Petseri market for example the prices are specially increased if Estonians come. (H02)

There is no noteworthy trading across the Estonian-Russian border, the high-time has passed, when
the prices in Russia were lower. At the moment the prices in Russia have risen, the prices of food-
stuffs are in Russia even higher than in Estonia. Perhaps it's beneficial to buy clothes in Russia.
People bring goods for their own use, not for sale or at least not for sale in big quantities. It would be
good if it were possible to bring work-force across the border to Estonia. (H05)

The third trend that can be observed with petty trading is that it is beneficial for
individuals or households engaged in it, but can have wider negative effects for small
businesses in the bordering regions (i.e. shops, drug stores, gas stations) as the
latter cannot compete with lower prices across the border.

This trading hasn’t been good for Estonian firms, especially for those who were in business in the
same area (small shops, gas-stations, drug-stores). This kind of trade has brought more harm than
benefits on the general level. For example there used to be a drug-store near the Orava border
crossing point. But it was very convenient for the people in Orava to bring cheaper drugs across the
border from Russia. No-one visited their own drug-store any more. So the owner finished his activities
and moved to Tartu, there is no drug-store any more, although there is a need for one. The house has
fallen into pieces and it takes big investments to restore it. In Russian times it used to be vice a versa
that people came to Estonia to buy goods and medical drugs. (H04)
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This has had an effect on the activities of Estonian smaller shops near the border. Since the prices
were as a rule higher in Estonia, people preferred going to Russia to buy something. For that reason
for example Orava shop near the border was closed. (H10)

5.5 The Role of Trust

Since there are mostly no formal agreements involved in petty trading activity, trust
has not been an obstacle in petty trade across the border. Geographic, economic
and administrative factors seem to influence (either positively or negatively) petty
trade more than cultural factors as the interviews concentrated mostly on them.

An overview of identity related issues is given in Table 5.1, which indicates that
cultural and social barriers have not been frequently encountered. Only two
respondents had family background that had influenced cross-border activities.
Contacts were initiated from Estonian side. Enlargement had mostly negative impact

in terms of stricter border-crossing regulations.

Table 5.1: Interviewees’ opinions about identity issues

Cultural and social barriers in CBC communication

Yes 1
No 9
Initiation of the CBC

From this side of the border 10
From the other side of the border 0
EU enlargement impact

Positive 0
Negative 9
Neutral 1
Previous family experience relevant to CBC

Yes 2
No 8

5.6 Enlargement-related effects (if any)

Joining the EU created EU external border between Estonia and Russia with the
respective restrictions and protection measures for the EU internal market. Another
effect is price convergence within EU’s internal market. Also slight changes in

attitudes have been mentioned by some the respondents.
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In petty trade, customs restrictions, such as limitations on the quantities of goods
that can be taken into Estonia, are the most effect, although since border controls
are stricter, there are less illegal activities.

When Estonia joined the EU, common rules for goods were set as it's now the outside border of the
EU. (HO1)

Cross-border trading increases the pressure on prices due to competition — this was most notable
before, when one could cross the border more freely. But at the moment the so called ‘hard border’
has diminished the illegal activities at the border. Also in connection with the enlargement of the
Schengen visa area the control of the EU external borders will become stricter since 21°' of December
2007. (H10)

Another aspect is that after joining the EU, prices started to rise fast in Estonia due
to the price convergence within the EU internal market. Before the recent period of
economic growth in Russia which has resulted in an increase of prices there, this
increased demand for cheaper Russian goods. Also, if prices rise in Estonia due to
internal reasons (e.g. increase of excise tax on fuel, tobacco, alcohol) then this
increases demand for cheaper foreign products.

There was a man who used to go to Russia every month at least three times on order to bring
cheaper fuel for his own use. Also the taxi drivers have used this opportunity. Those who couldn’t find
employment in Vérumaa went to Russia to bring fuel (with a car with a big tank), cigarettes and
alcohol in order to sell it. The EU and higher prices for fuel and cigarettes increase the demand for
cheaper Russian goods. The people involved in this trade used to earn at least an average wage,
although if you cross the border at Koidula border crossing point you have to pay in Russia for driving

on a private road. The biggest profit was earned by those who bought goods in Russia and realised
them in Estonia. (H08)

It may also be suggested that EU had neutral or slightly positive effect on attitudes,
although the political problems between Estonia and Russia still remained.
The influence of the EU hasn’t been much felt. Russia’s attitude towards the EU is as condescending

towards the EU as it is towards Estonia, Russian doesn’t take the others into account, sets its own
rules, changes them. Everything has to do with politics. (HO1)

In her opinion, the EU expansion has not influenced the situation in the border apart from the fact that
the attitude of the Russian border guards has slightly changed (i.e. they respect the Estonians as EU
citizens). (H09)
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5.7 Policy Issues Identified

The main political issue is cold bilateral Estonian-Russian relations that influence the
attitudes of Russians not to buy Estonian goods. This is a matter that cannot be
solved at the regional or local level.

Local governments can do nothing to further cross-border trading. The solution can emerge in the
future only at the governmental level. The director of Koidula border crossing point has made

agreements with his Russian counterpart, but these are more temporary, when it's necessary to solve
something quickly. (HO1)

Some people may rely more on cross-border trade for income. But in general this activity has
decreased. Also political events influence when propaganda is made in Russia not to buy Estonian
goods. (H04)

Secondly, both visa requirements and customs regulations (in terms of items and
quantities) were mentioned by the interviewees as the main issues influencing petty
trade.

The problems are connected to bureaucracy in applying for visa. (H10)

The main thing that inhibits the trading for households is the limits of the quantities of goods that are
allowed to be taken across the border. (HO1)

6. Conclusions
6.1 Overall Assessment of CBC in Region

CBC between institutions and enterprises is currently not very active in South-East
Estonia due to several constraining factors. However, it is seen as a mechanism for
regional development, as institutions have been established with the aim of
enhancing living conditions in the border regions, supporting the rational border

management practices and facilitating border crossings for local residents.

Although the central governments of Estonia and Russia do not have the warmest
relationship currently, the municipalities and counties try to communicate and
implement projects together. Both Véru and Pdlva county governments have a
cooperation agreement with the administration of Pechory region, under which they
are developing specific cooperation projects in different spheres.
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There are a number of institutions which have active communication with Russian
institutions, working in different fields with the aim of promoting CBC. These
institutions are: the Union of Setomaa Rural Municipalities, Voru Development
Agency, Peipsi CTC, the Estonian Tourist Board, municipalities and other

organisations.

The establishment of a Euroregion became necessary in order to promote a number
of cross border initiatives, including cross-border trade, cooperation and investments
in traditional branches and in small businesses, to attract investments from private
foundations and European agencies, to provide businessmen with updated
information, to solve environmental problems, to develop a common tourism strategy
for Pskov and Peipsi lakes and to shape an international transportation corridor.
Although institutionalisation is still in process, these kinds of joint activities have
already laid the foundations for a zone of cooperation.

Most of the CBC starts from informal personal contacts. According to the opinion of
experts and key informants written agreements, meetings and participation of
relevant level leaders in these meetings are important in establishing contacts
between administrations. Various institutions have used opportunities offered by
programmes and prepared joint projects (with European finance). It seems that
communication is most intensive between different institutions and less intensive
between entrepreneurs. However, a direct or indirect objective of many projects is to

make business contacts and develop business cooperation.

There are many cultural contacts across border, dealing with environmental issues
and student exchange. People in Setomaa have more active contacts and are also
trying to improve the welfare of Setos living in Russia. Many people living in border
areas have relatives across the border and/or graves, some also have property.

Enterprises in the wood industry are buying raw materials and a number of
enterprises are dealing with export-import activities. Experts and key informants, as
well as entrepreneurs, assessed possibilities of CBC to be rather moderate as there
are number of obstacles. Most important of these are obstacles connected to cold
bilateral Estonian-Russian political relations, due to which there is no border

agreement between the two countries. In addition, several other legislative acts are
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missing that could influence CBC activity However, despite the interest of institutions
and entrepreneurs to cooperate in the border regions and supportive social,
economic and cultural factors, there are political problems that need to be solved at
state level. Current study has made several propositions for the improvement of
CBC.

6.2 CBC: Enlargement Related Issues Emerging

According to the opinion of experts and key informants European Union policy helps
them to find the strengths of the region and use them. They hope that regional
programmes will be realised as planned and that they would reach South-East
Estonia.

Although in South Estonia there were relative less supporters of EU accession than
in other regions, this region has gained relatively more from it (received money from
programmes). This is partly because of its location, because in EU regional policy,
cross-border cooperation is a priority. In the region there is willingness to engage in
CBC and appropriate skills and experience from previous periods (especially in
Setomaa thanks to programmes meant specifically for Setomaa) to put down the

ideas and use the finances available.

Russia has recently shown serious interest in South-East Estonian partners, as
together with Estonian and Latvian partners they get access to EU programmes.
Therefore, both sides are interested in mutual communication and cooperation. The
European Union has liberalised movement from Russia to Europe and therefore also
the interest of Russian institutions in Estonia has increased.

One has also noticed interest of Russian citizens in the Schengen visa zone. Many
people are interested in double citizenship and an Estonian passport, because these
provide better movement possibilities in the EU.

They also expect development of logistics and trade, especially when in the
Schengen visa zone border between Estonia and Latvia will disappear; it will be

easier to transport goods to Russia through Setomaa.

One effect on entrepreneurship is that Russia was forced to abolish double customs
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tariffs. Key informants suggested that the impacts of EU accession are still not fully
felt in the region. Representatives of institutions have noticed that as a part of the
EU, Estonia has become a desirable partner in projects. They also feel increased
readiness, as when there is no wish to cooperate, funds of cross-border programmes
cannot be used.

Institutions and also enterprises are worried about finding finance for the self-
financed part of the projects (5-25% and more), which limits their participation in
projects. One problem is the system of application, which does not allow ensuring
sustainability of outcomes achieved as a result of the projects.
In conclusion, in the opinion of key informants the main impact of the EU
enlargement is:

- Rise of stability in the entrepreneurship environment;

- Increasing access to markets of the European countries for larger

enterprises;

- Increase in availability of financing for investments and research.

6.3 Co-operation and Clustering Related Issues

Clustering activities in South-East Estonia are at the moment still at the level of
meetings and discussions. Discussions about the need to co-operate have
developed a way of thinking and understanding of the need to cooperate, especially
when going to foreign markets. In South-East Estonia, the potential for a cluster of
enterprises is developing in three areas: wood, handicraft and tourism sector. CBC
between Setos in Estonia and Russia is expected to develop in the future.

6.4 Identity and Perception-Related Issues

Part of South-East Estonia, Setomaa, is today at the crossroads of Eastern and
Western culture and a region on the eastern border of the Republic of Estonia, which
has managed to keep its separate identity, despite several changes in its status over
time. The line of the border between Estonia and Russia, after Estonia regained
independence, has caused many problems for Setos: separation of communities,

location of relatives or property on one or the other side of the border. Both Russians
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and Estonians have influenced the Seto culture and traditions. In order to preserve
the culture of Setomaa and develop the region furthering CBC between Estonia and

Russia in this area is important.

For the rest of South-East Estonia, there is no such close identity with border regions
in Russia. Even when there is knowledge of Russian language and common

historical past, this has not created joint historical-cultural identity.

6.5 Trust and Learning Related Issues Emerging

According to the opinion of key informants and entrepreneurs the issue of trust has
improved in terms of cooperation with Russia as the understanding of
entrepreneurship have become more similar. Their specific opinions about trust were
as follows:
- Mistrust is created by inadequate information, the more there is
communication, contacts and information, the higher the trust;
- Trust depends on personal contacts and prior experiences, it develops
with time;
- Regular meetings are important for maintaining trust;
- Similar background and use of Russian language also creates trust;
- Political relations and uncertainty create problems for trust;
- It is possible to trust Russian entrepreneurs as individuals, but there could
be changes in the overall political and economic environment that have

unexpected consequences.
6.6 Policy and Governance Related Issues

The experts are of the opinion that the influence of local governments is rather
modest for CBC and communication. Cross-border cooperation is institutionalised at
different levels of governance (multiple agreements regulating Estonian—Russian
intergovernmental activities and cross-border cooperation were signed and
cooperative structures established on the intergovernmental as well as on the
municipal level), this creates a good ground for the cross-border cooperation in

border areas.
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There is an expectation that EU membership should contribute to the alleviation of
border crossing problems, but there is also a fear that the EU is not interested in the
problems of small peripheral areas. Entrepreneurs are hesitant about voicing their
needs and thoughts. Entrepreneurs are concerned about bilateral political relations
between Estonia and Russia and its effect on business activities.

Another issue is that external assistance and business support has a potentially
valuable contribution to make to CBC, but applying for it is too bureaucratic
(application procedure, reporting) and time-consuming (costs are refunded at some
point after the investments have been made) or the choices available do not meet
the needs of entrepreneurs. Sometimes EU regulations are too restrictive, although
sometimes Estonian officials may be too eager in monitoring their implementation.
There are also propositions that the Estonian state should do internally to foster
business activities, such as improving infrastructure and reviewing the taxation

system.

6.7 Future Prospects for CBC.

Cross-border cooperation supports regional development and municipalities and
other different institutions, as well as enterprises are involved in various CB
activities. CBC is encouraged by some enlargement related effects (e.g. removal of
double export tariffs; increasing interest for CBC from Russian side). The
establishment of a Euroregion became necessary in order to promote a number of

cross border initiatives.

There are a number of underused resources in the region, such as the clean
environment, beautiful nature and vacant land that could be used better. For
example in an area which is thinly populated, the land could be used for gardening,
growing energy cultures and environment-friendly agriculture. There is an
opportunity to support activities that make life in the country-side more attractive and
that would enable to find cooperation partners on the other side of the border in

Russia as the natural circumstances there are similar.

There are resources to develop tourism as South-East Estonia offers mostly rural

and eco-tourism, and also cultural tourism. Estonians and other tourists coming to
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South-East Estonia would probably be interested in visiting historical riches of the
Pskov oblast, but now it must be planned too long ahead because of the visa
problems. Other sectors with development potential include handicrafts, such as in
Setomaa, where a handicraft training programme and the development of
cooperative relations could contribute to the emergence of a cross-border handicraft
cluster.In addition, the logistics sector and the servicing of transport flows is
expected to grow as traffic flows through Estonia increase. Although these are
problematic currently due to the border crossing issues, ths could improve in the
future, with regional development benefits for both sides if bilateral relations

between the two countries improve.
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Appendix 4.1. Characteristics of enterprises involved in CBC

1 Region South-
East
Estonia

2 Age of Interviewee

18-35 2

36-50 15

51-65 3

Over 65 0
3 Position of interviewee in enterprise

Owner 5

Manager 5

Employee 7

Owner-manager 3
4 Gender of Interviewee

Male 19

Female 1
5 Ethnicity/nationality of Interviewee

Estonian 19

Russian 1
6 Language skills of Interviewee

Dominant language of cross border region 19

Minority language of cross border region 1

Other languages 0
7 Place of residence of Interviewee

Same as region 16

QOutside region 4
8 Links to the other side

Family origins 1

Migration patterns (i.e. studies, work, former residence) 2

No links 17
9 Current total number of employees of enterprise

less than 10 employees 4

10-49 3

50-250 13

more than 250 0
10 | Employment change over last 12 months:

Increase 3

Same 11

Decrease 6
11 | Firm’s Age

Less than a year 1

1-5 years 1

5-15 years 15

Over 15 years 3
12 | Legal status of enterprise

sole trader

partnership

limited liability company 7

joint stock company 13

other 0
13 | Ownership of enterprise

Private 20

state/public owned 0

mixed ownership 0

other (municipal) 0
14 | Ownership 2

Majority foreign owned 4

55




minority foreign ownership
wholly domestically owned
equally owned

15

Main sector(s) of activity
Agriculture

Industry

Services

Transport

Retail and distribution (i.e. trade)
Other

16

Main markets (abroad)
Cross border region
Cross border country
Not applicable

Other country

- oo

17

Total sales turnover in 2006
less than Euro 2 million

2-10 million

10-50 million

more than 50 million.

Not applicable

N =01~

18

Experience of CBC of enterprise
currently involved

previously involved

attempted but failed to be involved

19

Number of foreign partners
One partner

Two partners

More than two partners

20

Location of foreign partner
Adjacent region

A more distant region
Capital
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Appendix 5.1. Characteristics of households involved in CBC

1 Region South-
East
Estonia

2 Age of Interviewee
18-35 2
36-50 6
51-65 2
Over 65 0

3 Gender of Interviewee
Male 8
Female 2

4 Ethnicity/nationality of Interviewee
Estonian 10
Russian 0

5 Language skills of Interviewee
Dominant language of cross border region 10
Minority language of cross border region 0
Other languages 0

6 Number of foreign partners NA
One partner
Two partners
More than two partners

7 Nature of arrangements for CBC
Handshake agreements 10
Formal contracts 0
Guarantee by third party 0

8 Intentions of registering their activity
Yes 0
No 10

9 Location of foreign partner NA

Adjacent region
A more distant region
Capital
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