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Summary 

Estonia (EE) has had conservative government financial policy, including social protection 

financial policy, over recent decades. Also, the current government sector budget strategy 

proposes nominal surplus and structural balance during the coming years. 

The social protection budget is relatively small, at 16.6% of GDP, compared to a number 

of other EU countries, including neighbouring Nordic countries (EU average 28.2%). Still, 

the growth of expenditure in real terms has been on average higher in Estonia – since 

2005, it has increased by 4.9 percentage points. The increase could be explained by a co-

occurrence of different factors, including the demand for more welfare and the focus of 

policy making, convergence with ‘social Europe’, recession and population ageing. 

Around 80% of the financing of social protection in Estonia comes from social contributions 

that are paid by both employers and the persons protected. During the last decade, the 

general government contributions and other receipts have not changed significantly. This 

makes the Estonian social protection system more similar to a Bismarckian social insurance 

model. Neither the taxation of benefits, nor the tax allowances nor the country’s means-

tested benefits have significant implications for the level of expenditure and receipts of 

social protection in Estonia. 

The social contributions are social tax and unemployment insurance tax collected by the 

central public administration. The social tax is paid by employers and the self-employed, 

and it funds the pension insurance and the health insurance. The social tax rate is 33%, of 

which 13% is transferred into the Estonian Health Insurance Fund and 20% into the 

pension insurance schemes (the first and the second pillars). The unemployment 

contribution payment base is the same as the social tax base. The unemployment insurance 

contribution rate was 1.6% for employees and 0.8% for employers in 2018. 

Aside from population ageing, the sustainability of the social protection system depends 

on changes in the employment level, type of employment and productivity. It has been 

suggested that, in order to keep the social protection system afloat in the long run, there 

is a need to consider changes in the tax system – and also some alternative sources of 

financing, including the introduction of private insurance. 

The relatively high proportion of government revenue comes from proportional payroll and 

consumption taxes, while revenue from capital taxes is among the lowest in the European 

Union. During the coming decades, we could see Estonia gradually diversifying the revenue 

base away from the earmarked social payroll tax, and also making the tax system more 

diverse and progressive, which may also influence social protection expenditure. 

Also, as consumption taxes tend to be regressive, with a proportionally bigger impact on 

lower-income than on higher-income households, the revenue from capital taxes in 

financing social protection could be increased. That would also influence expenditure – for 

instance, spending on minimum income support would decrease. 

A considerable part of the financing of the social, labour and health sectors comes from EU 

aid. However, in many cases there is no clarity yet on how expenditure (e.g. work ability 

benefits) will be financed after 2021, when the current EU funds will run out. 
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1 Current levels and past changes in financing social protection 

In Estonia, the tax system is largely a unified, national system consisting of social tax, 

unemployment insurance contributions, income tax, value added tax and excise taxes. The 

relatively high proportion of government revenue comes from proportional payroll and 

consumption taxes, while revenue from capital taxes is among the lowest in the European 

Union. Estonia has followed conservative government financial policy, including social 

protection financial policy, over recent decades. In 2017, the lowest ratio of government 

debt to GDP was recorded in Estonia (8.7%, compared to an EU-28 average of 81.6%). 

Also, the current government sector budget strategy proposes nominal surplus and 

structural balance during the coming years. 

There are several classifications for welfare states in general, and for social protection 

systems in particular (e.g. Esping-Andersen, 2013. In most of the analyses based on these 

classifications, the Estonian social protection system is classified as a liberal welfare 

system, due to its relatively low level of redistribution and protection provided, and its 

reliance on social insurance schemes (Masso et al., 2018b). 

Financing social protection is closely linked to the role of government in the economy. In 

2015, the government tax revenue was 35% of GDP in Estonia – lower than the EU-28 

average of 39.7% (Eurostat database, 2018). Due to the modest role played by the 

government in the economy, the social protection budget is also relatively small, compared 

to a number of other EU countries, including neighbouring Nordic countries. In 2016, the 

share of gross expenditure on social protection was 16.6% of total GDP, while the EU-28 

average was 12 percentage points higher, at 28.2% (see Figure 1). The share of financing 

social protection has increased, and during the economic recession expenditure peaked, 

due both to a decrease in GDP, and increased expenditure on unemployment. 

Figure 1: Gross expenditure on social protection 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 

 
About 41% of total expenditure goes on old age (see Figure 2), 29.8% on health and 

sickness, and 28.7% on other branches, such as family (13%), disability (11.4%), 

unemployment (2.9%), social exclusion (0.6%), housing (0.4%) and survivors (0.3%). 

Over the years, there has been more continuity than change in expenditure on social 

protection by function; however, there have been increases in spending on disability (from 

9.4% in 2005 to 11.4% in 2015) and unemployment (from 1.3% in 2005 to 4.2% in 2010) 

which were attributed to the economic recession. 

  



 
 
Financing social protection  Estonia 

 

6 
 

Figure 2: Gross expenditure on social protection by function, % of total 

financing 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 
 

Neither the taxation of benefits nor the country’s means-tested benefits have any 

significant implications on the level of expenditure and receipts of social protection in 

Estonia. As replacement income provided by the social protection benefits are taxed,1 net 

social protection expenditure was 0.3 percentage points lower than the gross figure in 2015 

– a considerably smaller difference than in the EU on average (2.2 percentage points in 

2015). The effective tax and social contribution rates on social protection expenditure are 

considerably lower in Estonia (2.1%) than in the EU-28 on average (7.8%).  

 

Means testing is not used extensively in the Estonian social protection system to target 

benefits at those most in need. The share of expenditure on means-tested benefits has 

been less than 1% during most of the past decade. Also, tax allowances2 are not 

considerable, making up 0.2% of GDP. 

                                                 

1 The following income sources are non-taxable: all family benefits (except parental benefit), unemployment 
allowance, unemployment retraining benefit, subsistence benefit, annual refund for low-paid employees (in 
2016), scholarships and grants, voluntary maintenance payments and dividends, on which firms pay only 
corporate income tax in Estonia. 
2 In the Estonian social protection system, tax allowances do not play a major role. First, there is the basic 
allowance, which was €144 (per month) in 2011-2014, €154 in 2015, €170 in 2016 and €180 in 2017. Secondly, 
there is the pension allowance, which was €210 in 2014, €220 in 2015, €225 in 2016 and €236 in 2017 (per 
month). Thirdly, there is an additional allowance for families: prior to 2016, the amount per child (from 2009, 
from the second child onwards) was equal to the basic allowance, less the taxable income of the children; since 
2016, the amount of the additional child allowance has been detached from the basic allowance and fixed at the 
level of the basic allowance in 2015 (i.e. the child allowance per child from the second child onwards was €154 
per month in 2016-2018). 

Contributions to the unemployment insurance fund and to the funded pension scheme, as well as alimony or 
maintenance payments, are fully deductible from taxable income.  

The following expenses can be deducted from taxable income, but no more than 50% of taxable income in total 
or €1,920 (per year) in 2012-2015 and €1,200 in 2016-2018: housing loan interest payments, education 
expenses and donations. From 2017, there has been a further separate cap on housing loan interest payments 
(€300 per year, including in 2018). 
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2 Current mix and past changes in the sources of financing social 

protection  

Social protection systems and schemes are classified into contributory and non-

contributory social security, although in reality the systems usually combine both (Cichon 

et al. 2005). The Estonian social protection system gravitates toward a contributory 

system. Estonia is among those EU Member States where social contributions represent 

the largest component of receipts – in 2016, 78.9% of total financing came from social 

contributions, and about 20% from general government revenues (EU-28 average: 54.5% 

from social contributions and 40.4% from general government contributions), and the rate 

has been relatively stable throughout the years (see Figure 3 and Figure 4). 

Figure 3: Division of financing for social protection by main source, % of total 

financing 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 

 

 

 

 

 

 

 

 

 

                                                 

Pension contributions to the third pillar (i.e. voluntary funded schemes) can be deducted from taxable income, 
up to 15% of taxable income, or €6,000 (per year).  

Since 2016, 20% of rental income from one residential property can be deducted from taxable income, as that is 
considered to reflect the owner’s costs related to renting. 
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Figure 4: Financing level of social protection across branches in 2015 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 
 

The share of total social contributions in total receipts is high in Estonia. Social protection 

contributions (i.e. social tax and unemployment insurance tax) fund pensions, healthcare 

and unemployment insurance. Previous contributions determine the eligibility and amount 

of the contributory benefits (in particular, unemployment insurance benefits, maternity 

benefits, incapacity to work benefits, pensions). 

2.1 Social tax 

The social tax is a payroll tax paid by employers and the self-employed, and it funds the 

pension insurance and health insurance. The social tax rate is 33%, of which 13% is 

transferred into the Estonian Health Insurance Fund and 20% into pension insurance 

schemes (the first and the second pillars). The tax base is the gross wage for employers 

and business income for the self-employed. The social tax rate has not changed since its 

introduction in the 1990s. 

There is a minimum monthly base for social tax calculation, set by the State Budget Act. 

The minimum obligation for social tax increased during the period 2005-2019, and in 2019 

it stands at €165 (see Figure 5). 
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Figure 5: Minimum obligation for social tax, EUR 

 

Source: Ministry of Social Affairs (2016); Tax and Customs Board (2018). 
 

The minimum obligation for social tax depends on the minimum wage, but it does not 

depend on the employee’s working time (part-time or temporary work). There is no upper 

ceiling of social contributions, except for the self-employed. For certain inactive groups of 

people (e.g. parents on maternity leave, registered unemployed, military service, etc.) the 

state pays the social tax, based on the minimum social tax base in most cases. In addition, 

the state pays additional contributions to the funded pension scheme (second pillar) for 

people on parental benefits. 

2.2 Old-age pension 

The Estonian pension system consists of three main schemes: a state pension insurance 

(a pay-as-you-go system with a points scheme); a compulsory funded pension scheme 

(defined contribution scheme), optional for older cohorts; and a voluntary funded pension 

scheme (defined contribution scheme). The national pensions and pension supplements 

are financed from the general state budget, whereas the old-age and survivors’ pensions 

are predominantly financed from an earmarked social tax paid by employers and the self-

employed at a rate of 16% or 20% of gross earnings (MISSOC, 2018). At the moment, the 

Estonian pension system is in deficit – and probably will continue to be until 2040-2050. 

The coverage of the state pension insurance system is practically universal. 

If someone participates in the funded pension insurance scheme (the second pillar of the 

pension scheme), 4% of the social tax is shifted from the state pension insurance scheme 

to the private pension scheme and an additional 2% contribution from the gross wage is 

paid by the employee into the pension scheme second pillar. Employees may also 

contribute to the voluntary pension schemes (the third pillar), and those contributions can 

be deducted from the income tax base up to a certain limit.  

There were some temporary changes to the funded pension contributions in 2009-2010 

and 2014-2017. Between 1 June 2009 and 31 December 2010, government contributions 

to the funded scheme were suspended. Persons with up to 10 years until retirement (those 

born 1954 or later) could apply to resume individual contributions (2%) from 1 January 

2010, in which case state contributions from the social tax (4%) were transferred. Other 

age groups could also continue to pay individual contributions (2%) from 1 January 2010, 

but no contributions from social tax were transferred (i.e. the scheme applied was 2+0%). 

For any other participant in the funded scheme (i.e. persons not opting for voluntary 

continuation of individual contributions), contributions to the funded scheme were 

gradually resumed from 2011, when a 1+2% scheme was applied, and from 2012 in the 
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full amount of 2+4%. For 2014-2017, there was a compensation mechanism that will 

transfer additional social tax revenues to the funded scheme. From 15 September 2013, 

those people who had joined the second pillar had the option to increase their 

contributions. Approximately 16% (about 106,000 people) increased their contributions to 

3% of their gross wage (from the usual 2%), and the share of social tax transferred to the 

funded scheme increases from 4% to 6% of the gross wage. The transfers to the funded 

scheme increased to 6% also for those 180,000 people who continued their contributions 

in 2010-2011 but did not choose to raise their contributions in 2014-2017 (Masso et al., 

2017). 

The statutory funded pension scheme law was amended following criticism that the 

regulation of the pay-out phase was too rigid. The principal mode of benefit payment from 

the statutory funded scheme is in the form of an annuity contract. Besides a fixed-amount 

annuity, from 2018 it has also been possible to choose an annuity contract with investment 

risk. Also, if the accumulated amount is under a certain (low) level, the person has one 

extra option – having a fixed-term pay-out, rather than a lifetime annuity.  

In 2018, the Ministry of Finance submitted a draft law to reduce management fees by a 

third from their current level (then called the base management fee), but to add the 

opportunity to take a performance fee for good results (not in conservative funds). The 

performance fee can be claimed if the growth in the pension fund’s net asset value is higher 

than the growth in the social tax pension insurance part. Both fees are calculated 

cumulatively. Besides the management fees, the Ministry of Finance relaxed investment 

rules and allowed 100% to be invested in equities (previously, the maximum that could be 

invested in stocks and equity funds was 75%).3 The law came into force in January 2019. 

Over the years, the total financing of old-age benefits has been above the EU average; 

funding has generally been stable, but it decreased from 43.6% in 2010 to 41.5% in 2016. 

The structure of financing has also been stable overall, but the share of social contributions 

decreased by 2 percentage points between 2008 and 2016 (Figure 6). 

Figure 6: Division of financing of old-age benefits by main source, % of total 

financing 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 
 

                                                 

3 Explanatory note of the draft Investment Funds Act (available in Estonian only).  
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Regarding the pension system, there are ongoing concerns about its financial 

sustainability. The situation facing Estonian pensioners relative to the working-age 

population is worse than the average in the other EU countries. The rate of retired persons 

at risk of poverty or social exclusion is considerably higher than the EU-28 average (47.4% 

versus 18.7% in 2017) (Eurostat, 2019). 

Regarding the future sustainability and adequacy of pensions, the main challenge is the 

ageing population. In 2018, the regulations relating to compulsory and voluntary pension 

funds became more flexible and gained more opportunities (Ministry of Social Affairs, 

2018): 

1. There will be an automatic link between life expectancy and retirement age from 

2027. 

2. Flexible retiring: there will be an actuarially neutral flexible retirement age by 2021. 

People can choose a suitable time for retirement, take out part of their pension or 

stop claiming their pension. 

3. By 2021, the calculation of the state old age pension will be improved and first pillar 

new entitlements tied to years worked– there will be 50% insurance part and 50% 

pensionable service part. 

4. Cohorts born in 1970-1982 will have an opportunity to join the second pillar (up 

until 2010, those born before 1983 had the opportunity to join the second pillar, 

but about a quarter of them did not join). 

The pressure on the Estonian pension system’s sustainability comes not from the high 

replacement rates of pensions, but from high dependency rates. The old-age dependency 

ratio for Estonia is projected to rise by 29.1 percentage points – from 31.5% in 2016 to 

60.6% in 2056, when it will be above the EU average (56.6% in 2056). Therefore, higher 

replacement rates, lower poverty among pensioners and consequently financial 

sustainability could be achieved through a combination of different approaches: increasing 

the effective retirement age, increasing voluntary savings, or using current expenditures 

more efficiently in targeting poverty (Piirits and Masso, 2017). 

2.3 Health  

As specified above, health insurance (covering sickness benefit, healthcare, long-term 

care, maternity) is funded from social tax. Insured persons are residents for whom the 

social tax is paid by their employer, by the government or by themselves (if they are self-

employed), as well as equivalent persons under the Health Insurance Act for whom social 

tax is not paid. A few services are directly purchased from the state budget or paid for by 

household out-of-pocket (OOP) payments. 

The ESSPROS statistics indicate that over the past decade, general government revenues 

in financing healthcare expenditure and sickness benefits have increased (see Figure 7). 
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Figure 7: Division of financing of healthcare by main source, % of total 

financing 

 

Source: Spasova and Ward (2019), Annex ESSPROS tables. 
 

The structure of Estonian healthcare financing has been relatively stable during 2005-2017 

(see Table 1). About two thirds of healthcare financing comes from earmarked social tax 

via the Estonian Health Insurance Fund (EHIF) (64%). Central government’s share is about 

8–10%, and local government’s share is about 1.5%. In 2017, about 24% of health 

expenditure came from household OOP (National Institute for Health Development, 2019). 

Table 1: Sources of healthcare financing in Estonia, by institution (%) 

 

Source: National Institute for Health Development (2019). 

  

Source 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Public sector 74.8 75.7 75.9 77,0 77.9 76.3 76.9 76.7 75.6 75.7 75.6 75.7 74.8

Central government 9.0 9.6 9.3 9.4 9.1 9.6 9.6 9.5 9.6 8.9 9.2 9.3 9.1

Local government 0.9 1.6 1.6 1.5 1.6 1.3 1.5 1.3 1.4 1.4 1.6 1.3 1.2

Health Insurance Fund 64.8 64.5 65.1 66.1 67.2 65.4 65.7 65.8 64.7 65.4 64.8 65 64.4

Private sector 25.2 24.3 24.1 23.0 22.1 23.7 23.3 23.3 24.4 24.3 24.4 24.3 25.3

Private insurance 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3

Households 22.6 23.2 22.7 20.7 20.3 21.9 21.6 21.5 22.6 22.6 22.8 22.7 23.6

Non-profit sector 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1

Private enterprises 2.2 0.8 1.1 2.0 1.5 1.5 1.4 1.5 1.5 1.4 1.3 1.3 1.3

Foreign sector 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0
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The sustainability of the health insurance system and the social protection system in 

general has been debated in the government and public sphere. Although the Health 

Insurance Fund’s revenue increased during the first half of 2016, the operating costs grew 

quicker than projected. The budget deficit is expected to increase in the long term, due to 

demographic ageing. The deficit has triggered a debate to find a solution to the long-term 

sustainability of healthcare funding. Parliament has approved extension of the revenue 

base of healthcare. The Estonian Health Insurance Fund’s reserves will run out within the 

next 10 years, but the maximum amount that can be used each year will be exceeded 

within the next five years. Regarding financing, the issue has its roots in the high levels of 

solidarity within the system, whereby roughly half of all the people do not directly 

contribute to the system. Lack of funding results in long waiting times and unmet need for 

care. The main reason for insufficient funding is that contributions to the system are related 

to employment, whereas non-contributing individuals (e.g. children, unemployed people) 

make up more than half of the number of insured people. This is a long-standing threat to 

the financial sustainability of the health system, as the narrow revenue base is mostly 

related to wages, at the same time as the population is ageing. 

Recently, some steps have been taken to reform the financing. In April 2017, the 

government introduced health insurance contributions made on behalf of non-working 

pensioners. Contributions were set at 7% of the state pension in 2018, and will gradually 

increase to 13% in 2022. By this decision, Estonia has diversified the revenue base away 

from the earmarked social payroll tax. From 2018, the government pays a monthly 

allocation per pensioner not in employment into the EHIF budget. In 2017, it also proposed 

to transfer some healthcare costs (like the ambulance service) from the state budget to 

the health insurance system. The increasing transfers and contributions are making the 

health insurance system more sustainable, but not entirely. 

2.4 Unemployment 

The Estonian unemployment protection system includes unemployment insurance and an 

unemployment allowance scheme. Unemployment insurance contributions form a 

compulsory insurance scheme that covers an employee in case of unemployment, 

collective closing or insolvency of the employer, and an employer in case of collective 

cancellation of employment contracts (unemployment insurance benefit). Unemployment 

insurance contributions are paid by employees and employers. The unemployment 

contribution payment base is the same as the social tax base. Generally, the employee’s 

share is withheld from the gross wage, and the employer pays the contribution in addition 

to social tax. An employer’s obligation to calculate and withhold the unemployment 

insurance premiums for an insured person terminates on the last day of the month in which 

the insured person attains pensionable age or is granted an early-retirement pension; 

however, the employer is obliged to continue the unemployment insurance premiums 

payable by employers. The self-employed and members of management or controlling 

bodies of legal persons are not applicable for insurance and cannot make contributions. 

The unemployment insurance contribution rate in 2018 was 1.6% for employees and 0.8% 

for employers, which was lower than it was between 2009 and 2014 (see Table 2). The 

increase in the contributions rate also reflects an increase in gross expenditure during the 

economic recession. 

Table 2: Unemployment insurance contribution rates, 2005-2020 

  2005 
2006-
2009 
(May) 

2009 
(June-
July) 

2009 
(Aug) - 
2012 

2013-

2014 

2015-

2016 

2017-

2020 

Employers 0.5% 0.3% 1% 1.4% 1% 0.8% 0.8% 

Employees 1% 0.6% 2% 2.8% 2% 1.6% 1.6% 

Source: Masso et al. (2017). 
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In addition to the unemployment insurance that is financed via unemployment insurance 

contributions, there is an unemployment allowance that is financed from the state budget, 

and some services financed by the EU structural funds. 

In 2015, gross expenditure on unemployment protection was 2.9% of GDP (see Figure 8). 

The share rose to 4.2% during the recession, but has since decreased. In 2015, 71.8% of 

unemployment protection costs were financed from social contributions and 28.2% from 

government contributions. Over the years, the financing from social contributions has 

increased considerably – about 12 percentage points between 2008 and 2016. 

Figure 8: Financing unemployment protection 

  

Source: Spasova and Ward (2019), Annex ESSPROS tables. 
 

The unemployment insurance system has been in surplus during recent years. Estonian 

Unemployment Insurance Fund reserves have grown rapidly over the past couple of years, 

and some of the activities from the pension system and from social care have been 

transferred to unemployment insurance (e.g. work ability allowance) or else their transfer 

is up for discussion (e.g. sickness benefit).  

2.5 Benefits financed by general taxes or through structural aid from 

the European Union 

Only around 20% of the financing of social protection in Estonia relies on general 

government contributions and other receipts. 

In 2014-2016, government channelled €645 million into developing the social, labour and 

health sectors. However, most of that (78%) came from the EU structural funds aid – €504 

million. National co-financing amounts to €31.7 million, and contributions from 

beneficiaries to €109 million. European Union aid is used mainly for three measures: first, 

welfare services that support childcare and disabled children and participation in the labour 

market; second, implementation of work ability reform and the extension of labour market 

services to new target groups; third, developing health and welfare infrastructure (National 

Audit Office, 2017a). 

In a number of cases, the contingency plan for financing the costs has been discussed. In 

2016-2017, the work ability reform gradually entered into force and replaced work-

incapacity pensions with work ability allowance.4 The work-incapacity pensions were 

financed by social tax, together with individual lifetime contributions to the pension 

                                                 

4 https://www.riigiteataja.ee/en/eli/ee/521122015001/consolide  

https://www.riigiteataja.ee/en/eli/ee/521122015001/consolide


 
 
Financing social protection  Estonia 

 

15 
 

scheme. As of 1 January 2017, working ability will solely be assessed and allowances paid 

by the Unemployment Insurance Fund. In February 2017, the National Audit Office (2017b) 

reckoned that the state was only partly ready for implementation of the new work ability 

support system. Most importantly, the Audit Office pointed  out that it is still unclear how 

the new system will be financed from 2021, when the current EU funds run out; the number 

of people who have lost their work ability and the capability of local governments to provide 

services should be considered when deciding on funding. 
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3 Strengths and weaknesses of the existing mix of financing 

options and potential future sources of financing - national 

debate on the topic  

A relatively high proportion of government revenue comes from payroll and consumption 

taxes, while revenue from capital taxes is among the lowest in the European Union. 

Financing of social protection in Estonia relies mostly on social contributions. It is thus 

reasonable to expect that if we see an increase in social protection financing as a 

percentage of GPD in the coming decades, we will also see at least some steps away from 

a funding system based on social contributions. Also, as consumption taxes tend to be 

regressive – impacting lower-income households proportionately more than higher-income 

households – the revenue from capital taxes in financing social protection could also 

increase; this may also influence costs – for instance, minimum income support costs could 

decrease. 

High taxation of employment has also motivated discussion of work incentives. Recently, 

there has been discussion that the minimum obligation for social tax might affect the supply 

of and companies motivation to offer low-paid part-time jobs, as the minimum obligation 

for social tax does not depend on working time (part time or full time). This makes it more 

expensive to hire a part-time worker (Ministry of Social Affairs, 2016). Therefore, there 

has been discussion of whether to change the conditions and extend the tax incentives for 

some affected groups, for whom part-time work may be necessary (e.g. parents of children 

up to 7 years of age or persons not in education, employment or training (NEET)). In the 

short term, this may reduce the tax revenue from social tax; however, in the longer term, 

if employment increases, so could revenue. 

Financing and coverage of social protection in Estonia is not completely neutral to type of 

employment. Currently, the self-employed are not covered by unemployment insurance, 

and they do not pay unemployment insurance contributions. The Ministry of Social Affairs 

has commissioned a study to analyse how to improve the unemployment insurance system. 

The main problem of the Estonian system is insufficient social protection – the rates of the 

benefits are low, and a rather small share of the unemployed receive insurance benefits. 

According to the scenario analysis, the self-employed should also pay unemployment 

insurance contributions and receive unemployment insurance benefits. Presumably, this 

will somewhat increase the cost-benefit structure of the unemployment protection scheme. 

Also, there has been discussion on increasing the role of compulsory private insurance in 

financing social protection. In September 2018, the Ministry of Social Affairs proposed 

developing a government-regulated private occupational accident insurance scheme in 

Estonia. Currently, the main costs of work accidents are covered by the Health Insurance 

Fund (for sickness benefit and medical expenses) and the Unemployment Insurance Fund 

(for work ability allowances and work rehabilitation). According to the proposal, the costs 

would be borne by the employer. The government-regulated private occupational accident 

insurance system would be compulsory, and employers would have to insure employees 

against work accidents. The employers’ overall employment tax burden would not increase, 

as the social tax or unemployment insurance premium rate would be reduced. As a result, 

although the compulsory social protection contributions burden will remain the same on 

average, the earmarked government tax would be replaced by compulsory contributions 

to private insurers. 

According to the 2019 state budget, at the end of 2017 the liquid assets of the Estonian 

Unemployment Insurance Fund (Töötukassa) and the Estonian Health Insurance Fund 

(Haigekassa) totalled €898 million, while the reserves of social insurance funds are 

predicted to increase to €999 million by the end of 2019, reaching 3.7% of GDP. During 

the coming decades, the sustainability of the social protection system will depend on 

several factors, such as changes in employment level, employment type and productivity. 

Technological change and changes in the population structure can impact the ways in which 

people work and the overall number of the employed, on which social protection income 
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and expenditure depend (Masso et al., 2018b). According to statistics, the old-age 

dependency ratio5 in Estonia is projected to increase from 31.5% in 2016 (EU-28: 32.0%) 

to 60.6% in 2056 (EU-28: 56.6%). The share of the working-age population (64.9% of the 

total population in 2016) is projected to drop by 10.2 percentage points by 2056 (to 

54.7%) (ESPN Country profile). The issue of sustainability has been mostly discussed in 

the context of pension and the healthcare system. It has been suggested that, in order to 

keep the social protection system afloat in the long run, there is a need to consider changes 

in the tax system and also some alternative sources of financing – e.g. an increase in tax 

rates, a change in the tax structure, the introduction of negative income tax, individual 

saving accounts (Masso et al., 2018b).  

Considerable part of the financing of the social, labour and health sectors comes from EU 

aid. However, the financing of social protection might be placed in jeopardy if the EU aid 

decreases in the next period. According to estimates, EU aid might decrease in the next 

period (starting in 2021) by 40% (National Audit Office, 2017a). In addition, in many cases 

there is no clarity yet about how the benefits and services (e.g. work ability allowance) will 

be financed in the future (National Audit Office, 2017b). 

  

                                                 

5 Old-age dependency ratio – population aged 65 and over as a percentage of the population aged 20-64. 
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EU law and related documents
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to EUR-Lex at: http://eur-lex.europa.eu

Open data from the EU

The EU Open Data Portal (http://data.europa.eu/euodp/en/data) provides access to datasets from the EU. Data can be 
downloaded and reused for free, both for commercial and non-commercial purposes.






