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Budgetary Governance in Practice: Estonia 

Economic context 

After exceeding 4% in 2017, economic growth in Estonia is projected to decline to 3% by 

2019. Public and private investment should recover from past low levels, notably supported 

by resumed disbursement of EU funds. High wage growth, due to the tightening labour 

market, will sustain private consumption. While this poses a risk to competitiveness, export 

growth will remain strong. 

Fiscal policy plans 

Countercyclical or neutral fiscal policy is a main fiscal policy direction. The medium-term 

budgetary objective (MTO) of the Government is a general government structural deficit 

is not exceeding 0.5% of GDP. 

 
  

A: Fiscal Balance and Public Debt B: Fiscal Policy Plans

C: Public Investment D: Expenditure by function (2016)

Information on data for Israel: http://dx.doi.org/10.1787/888932315602.

Source:  OECD National Accounts Statistics (database).

Note: The graph is referring to government investment as a 

percentage of GDP and as a share of total government 

expenditures.

Source:  OECD National Accounts Statistics (database); Eurostat 

Government finance statistics (database).

Note : The graph is referring to general government fiscal balance 

and general government gross debt as defined in the OECD 

National Accounts Statistics.

Note : The graph is referring to Fiscal Policy Plans that are 

implemented and/or officially announced as of November 2017 

and as indicated by the country. Actual results in graph A may 

differ as the Fiscal Policy Plans are prepared by the country 

beforehand and as the Debt and Balance Plan reported by the 

country are based on the country’s own definition; Estonia's 

fiscal balance is shown as structural balance; Data are referring to 

general government.

Source: OECD National Accounts Statistics (database); 

Eurostat Government finance statistics (database).

Source : 2018 OECD Fiscal Plans and Budgeting Framework 
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Developments in budgetary governance  

Since independence in 1991, Estonia has been at the forefront of institutional reform in the 

area of financial management. Budget formulation is divided into two distinct stages: 

strategic planning and preparation of the annual budget that is submitted to Parliament.  

Estonian fiscal policy has centred for a long time on the budget balance rule. In 2014 a 

balanced-budget rule in structural terms was written into the State Budget Act. Other 

changes to strengthen Estonia’s fiscal framework and enable compliance with the EU Fiscal 

Stability Treaty included the introduction of correction and compensation mechanisms and 

Estonia’s Fiscal Council, which is attached to the Central Bank. According to the Treaty of 

the Fiscal Council, it must provide an assessment of government’s economic and fiscal 

forecast, medium-term budgetary strategy and of achievement of the structural budget 

balance objective. 

 

 
 

Central Budget Authority 

State Budget Department and Fiscal Policy Department in Ministry 
of Finance 

 

Weblink: www.rahandusministeerium.ee/en/state-budget-and-
economy 

Legal Framework 

Budget procedures are put into practice in accordance with the 
Constitution of the Republic of Estonia and the State Budget 
Act. The former lays out the requirements for the form and structure 
of the annual budget, the roles and responsibilities of the legislature 
and executive in the budget process, the medium term expenditure 
framework, requirements for legislative authorisation of tax reforms, 
rules for use of contingency funds, what happens when the budget 
is not approved, and public employment provisions. Other aspects 
of budgeting are covered in regulation such as requirements for 
legislative authorisation of spending and audit (internal and 
external). There is no formal basis for provisions relating to the 
inclusion of environmental issues and management and reporting 
relating to off-budget expenditures. 

 

 

 

Budget cycle 

Budget circular N/A 

Pre-budget fiscal policy statement April 

Negotiations with line ministries March-April 

Executive budget proposal October 

Parliamentary vote on budget December 

 Start of financial year   1 Jan 

In-year budget execution reports Monthly 

Mid-year implementation report  August 

 End of financial year   31 Dec 

Year-end financial statement March 

Audited financial report  July 

Parliamentary accounting September 

Budget coverage 

The executive’s budget applies to central government. The coverage of 
the budget is generally comprehensive. There are two extra-budgetary 
funds, i.e. the Health Insurance Fund and the Unemployment Insurance 
Fund. Both funds are mostly financed by earmarked taxes (the social tax 
and the unemployment insurance tax). The funds are each ruled by a 
Board that is exempt from ministerial responsibility. However, both funds 
are included in general government balance calculations in the 
explanatory note to the draft budget and the State Budget Strategy as 
well as in the final accounts. 

 

  

http://www.rahandusministeerium.ee/en/state-budget-and-economy
http://www.rahandusministeerium.ee/en/state-budget-and-economy
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Note: Rows in bold represent notable international practice. 

  

Estonia’s application of OECD budget principles “at a glance” 

 

1. Fiscal policy objectives Estonian fiscal policy has centred for a long time on the budget balance rule, and in 2014 this was 
written into the State Budget Act. To take better account of the economic cycle and its impact on 
tax revenues, the requirement for the annual budget balance is set in structural terms.  

2a. Strategic alignment  Estonia has in place a strategic planning process that culminates in the adoption of the 
State Budget Strategy. This outlines the priorities of the government and associated 
funding plans for the next four years. It is approved by government and then presented to 
the parliament. 

2b. MTEF  The State Budget Strategy presents projections and targets for the main aggregates of 
government finances for the next four years based on the MoF’s macroeconomic scenario.  
It plays a guiding role in the annual budget process. 

3. Capital and infrastructure  The annual budget strategy sets out planned capital investments. Capital and current expenditure 
requests are submitted during the budget process and decisions on these requests are taken 
together.  

4. Transparency and accessibility Reporting is in line with international transparency standards. Although no citizen’s budget is 
produced, Estonia has a high level of transparency in relation to financial reporting, as all important 
data are released on the website of the MoF after only a short delay. 

5a. Parliamentary engagement Parliament receives the draft budget law in October, ahead of the first reading debate. It is 
discussed at the Finance Committee in October-December. The committee considers the draft law 
within a few weeks before each of the three readings in the plenary. The legislature may make 
amendments but cannot change the total surplus/deficit proposed. 

5b. Inclusive public / civic debate Limited engagement of civil society stakeholders in the budget cycle.  

6. Budget accounting and financial 
reporting 

Accrual accounting was introduced in 2004 and accrual-based budgeting was introduced 
as part of changes to the State Budget Act in 2014. The budget has been prepared on an 
accruals basis since 2017.  

7. Budget execution Single treasury fund is mandatory for all revenues and expenditures of central government.  

8a. Performance budgeting Performance budgeting was first introduced in 2004. There is a government unit responsible for 
developing and overseeing these procedures. The framework includes general guidelines and 
definitions and standard templates for reporting performance information. Performance budgeting 
reforms are currently being implemented and will be finalised in 2020. 

8b. Evaluation and VFM Ex ante evaluation must be undertaken for all new major primary laws and sectoral development 
plans. A mid-term and ex post evaluation plan is decided by the government. In 2016, Estonia 
started conducting regular spending reviews to improve budget efficiency and create fiscal space 
for new priorities.  In 2017, a spending review process was institutionalised in the State Budget 
Act.   

9. Fiscal risk and long-term 
sustainability 

MoF produces projections covering 41-50 years that are revised annually and is in charge of 
identifying and assessing fiscal risks during the economic forecasting process. No assessment of 
fiscal risks is produced; however there is a counter-cyclical stabilisation fund and a long-term 
reserve fund.  

10. Quality assurance and audit The Estonia Fiscal Council, which is attached to the Central Bank, was established in 2014. 
According to the Treaty of the Fiscal Council, it must provide an assessment of government’s 
economic and fiscal forecast, medium-term budgetary strategy and of achievement of the structural 
budget balance objective. The National Audit Office of Estonia is also established as part of the 
constitution and undertakes financial and performance audits. 




