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Abstract

Bdltic Sea Region (BSR) can be seen as one good example of an attempt to integrate
countries with different development levels. However, the development stages of BSR
countries are different. Foreign trade as one possibility for facilitating economic co-
operation and must have a positive impact on economic development of trading
partners. Batics as smdl trangtion countries have not many possbilities for influencing
foreign trade, but they are smdl enough to get more favourable conditionsin trading
with economic blocks and developed countries. Encouraging is the fact that European
Union Council has gpproved the Action Plan for the Northern Dimension with externd
and cross-border policies of the European Union 2000-2003.

The am of current paper is to anayse the current Stuation in foreign trade of three
Bdtic States (Estonia, Latvia, Lithuania) in the context of fostering economic co-
operation in Nordic Dimengion. To accomplish thisam:

We andyse the openness or closeness of the trade in Bdtic Searegion, find out its
positive and negative aspects.

We will look at geographica distribution of foreign trade of three Bdtics and
andyseit.

We andyse the commodity structure of foreign trade of three Batics with countries
inBSR.

We will andyse the posshilities and risks of current dtuaion in Bdtics foreign

trade in the context of economic globalisation and integration.
Data of nationd gatistic bureau’s and national banks will be used for comparing the

gtuation in Bdtics foreign trade. The andysiswill not cover trangt trade and trade
with services.



I ntroduction

Foreign trade is one at of internationd co-operation, which can in different
circumgances have various effects on economies of trading partners. The integration of
Bdtic Sea countries has received a great atention not only on the bilateral, but aso on
multilatera level. The best example for this is the fact that European Union Council has
approved the Action Plan for the Northern Dimenson 2000-2003. Thus, the Nordic
Dimenson can be seen as the andog to the high economic activity in Mediterranean

region.

The Northern Dimenson covers the geographica area from Icdland on the west across
to North-West Russa, from the Norwegian, Barents and Kara Seas in the North to the
Southern coast of the Bdtic Sea It has the backing of the EU and the non-EU Northern
Dimendgon partner countries Estonia, lcdland, Latvia, Lithuania, Norway, Poland and
the Russan Federdtion. Its am is to provide added vaue through renforced
coordination and complementarity in EU and Member States programs and enhanced
collaboration between the countries in Northern Europe. (Northern Dimension 2000, p.
2). Because the lack of the data the foreign trade rdations with Icdand will not be
treated in this paper.

One am of the specid attention on northern countries is besides joint co-ordination of
actions the closer co-operation between these countries. Naturdly, there are many
interests of the EU countries to trade with the trangtion countries, as economic (trade,
FDI, naurd, human and scientific resources, common energy systems, fight agangt
illegd economic activities efc.), non-economic (the safety, fight againgt crime, Sability,
lower pollution etc) as wdl socid (hedth, convergence in living standards). The
trangtion countries are mostly oriented on economic co-operation. However, the non-
€conomic aspects are receiving ever more atention in these countries. While the foreign
trade relations of Edonia are quite intensve, the efforts of Edonia are directed to
generation of common energy markets, building Rail Bdtica and Via Bdtica (as the part
of TINA/TEN network), and the co-operation in the fidd of informetion technology.
The problems of energy and transportation are very actua themes on the meetings with
delegations of Lithuania and Latvia In the case of the information technology there is



higher co-operation with Finland. (PBhjamddde 2001.) One of the main interest of al

countriesis of cause the increase of trust between the partners.

In this paper we will concentrate on the economic integration of the three Bdtic States
(Edonia, Lavia and Lithuania) with other countries of the Bdtic Sea Region (BSR)
through foreign trade. The integration and co-operation in the Bdtic Sea region
embraces quite different countries:

Highly developed industria countries Denmark, Germany, Finland, Sweden,
Iceland and Norway. The mogt attractive of them is Germany, as one of the biggest
internd market having country in the world. But we must not forget Norway asthe
per capitarichest country (in nomind asin PPP terms) of the BSR.
Largest population having, but Hill politically and economicaly ungtable and
ambitious Russia, especidly its North-West region and Kadiningrad.
Rdaivey large Poland that has significant economic and political power inthe
Centra Europe and isthe highest GDP per capita having trangition country of BSR.
Smdll and rdatively vulnerablein relation to economic and politica shocks
Lithuania, Latvia and Estonia, which are the main object of interest in this paper.
The gtructure of the paper is set up asfollows. Firgly, we analyse the reasons to trade
and what are the expectations of Baltic Statesin trade with countries of BSR (Northern
Dimension). Secondly, we analyse the openness or closeness of the tradein BSR.
Thirdly, we will look a geographica distribution of foreign trade of three Baltics.
Fourthly, we anayse the commodity structure of foreign trade of three Bdticswith
countriesin BSR. At least we will get the picture about the possibilities and risks of
current Stuation in Bdltics foreign trade in the context of economic globaisation and
integration. The andyssis mostly based on the trade data of specia trade system. Only
in the case of commodity Structure of Latvian and Lithuanian foreign trade with their
main trade partners the genera trade system data is used because of the lack of other
data.

Reasonsto trade

If we talk about the effects the foreign trade can have on economy, then we can bring
out three most important questions (Harrison, 1995, 48 p.):
1. What are the linkages of foreign trade and openness of the trade partners, and

economic growth?
2. What kind of impact can foreign trade have on the employment?
3. Arethere any linkages between foreign trade and FDI?

From theoretical point of view, the main question is whether (and how) the foreign trade
can accelerate the economic growth. The acceleration of economic growth could be
redistic due to next reasons.

Concentration on the comparative advantage. Hence, the effectiveness will rise.
The exploitation of economies of scae.

Trade generates the accumulation of physica and human capitd.



Better access to technology (through contacts with business partners, incorporation
of technology and know-how in imported capital goods, decresse in prices of imported
capital goods).

Higher competition and the lower probability of aisng monopolies. From other
dde, too intendve competition can prosper the imitations, which in long run can lower
economic growth (§6holm, 1998).

One pat of trade revenues will tranform into invesments and through this the
economic development and growth will additionally accelerate.

More effective policy and management process (openness will force the producers
to reorient from lobby on increasing the productivity).

Practicaly, one of the most sensible questionsin the case of liberdisation of foreign
trade is the question about its impact on employment and wages. Especidly acute rises
this question in the primary sector of developed countries and some CEE trangtion
countries. As we can seein following chapter, the agricultura sector is most protected
sector in al countries of BSR. The trangition countries of BSR could expect therisein
wages and sdariesif their would concentrate themsalves on labour- and ills-intensve
production. Correspondingly, the inditutiondisation of labour markets can be faster in
open economies (if the trangtion shocks have led to the destruction of labour and
employer unions). Also, we cannot ignore the problem of rgpidly diminishing red
wages (especidly in the currency board system, which isthe case in three Bdtic States,
the price adjustments can be seen as "import of inflation™).
The third question concerns the openness not only to goods but also to capital. Shortly,
if we think about the openness and the FDI, we could from one aspect anticipate that
higher protection of some branches could make the investments more profitable than
import. From other Sde, however, the more liberd trade can lead to higher domestic
and foreign investments, which in one's turn can fogter foreign trade.
If we think about the higher integration of BSR countries from the point of view of
three Baltics we would theoreticaly anticipate that
The countries would try to exploit their comparative advantage and try to maximise
their benefits from foreign trade. The less devel oped countries of the region would
export primary goods (raw materids, foodstuff etc.) and import capita intensive
(investment) goods. Hereby, the countries would have additional revenues, they
could exploit the economies of scale through larger markets (of course, if we assume
the availability or/and the mobility of production factors and capacities). The import
prises would fal and the investments would be chegper compared to consumption
(if the terms of trade would not change in favour of developed countries). One task
of three Bdtic States is to transform their comparative advantage from labour
intendve goodsto capital and skillsintensive goods.
The countries would follow libera trade policy (as one direction of the Action Plan
for the Northern Dimension) and reduce their tariffs, quotas and other trade barriers.
The trade barriers are often used because of distortions in domestic markets. Using
them can lead to differencesin amounts of trade, what we expect to be theoreticaly
and what will be actudly redised.
There mugt be implemented dl kind of methods to rise the competition (or a leaest to
not restrict it) on the markets and to ensure the effective alocation of production



factors. This would lead to higher effectiveness of the investments and later to

higher capitdisation of the production in trangition countries.
Some authors find that positive association between trade and incomes rises because
countries, whose incomes are high for reasons other than trade (Helpman 1988, Rodrik
1994). Theintra-industry trade, MNESs, smilar sandards and sanitary requirements,
higher vaue added, technology etc. are just some of the reasons for richer countriesto
trade with each other. For the (mostly small) transition countries the market size,
geographic closeness, historica and cultural connections can be the direct pull-effects
that force the countries to choose their trading partners. As we can see later, Estonia has
relatively concentrated trade as in the sense of geographica distribution.
Equally, we can expect that smdler countries have relaively higher trade share than the
bigger ones. One reason for thisis certainly smal domestic market, which is one of the
growth and welfare congraints for small countries. The lack in demand on domestic
markets must be compensated by world market, which can be seen as the source of
"unlimited demand". Next we will anayse the openness of the foreign trade in the BSR
and the share of foreign trade in BSR countries.

The openness of theforeign trade

The easiest way to measure the openness of the foreign trade seems to be the amount of
free trade agreements. From this taken Estonia, Latvia and Lithuania seem to be smilar
countries— al of them have free trade agreements with EFTA, EU, Ukraine, Czech
Republic, Sovak Republic, Poland, Sovenia, Turkey and Hungary (Estonia has
additiona agreement with Faroe Idands). (see Vaispaliitika 2001; The Concluded ...;
TheLig of ...). So, we could with initid look say that the foreign tradein BSR isfree.
If we look at ratings of economic freedom, which are givento the Bdltic region by
Heritage Foundation, then we can see that from the aspect of the overal trade policy
one of the most opened economies of the BSR is Estonia, followed by Denmark (see
Table 1 columns 3 and 2). In thistable are not included other 7 indicators of overal
economic freedom (fisca burden, government intervention, monetary policy, foreign
investment, banking/finance, wages/prices, property rights).

In redlity the foreign trade policies of three Baltic States have some differences. Estonia
is dill acountry with avery open foreign trade policy. Latviaand Lithuania, however,
protect their economies more. Thisis confirmed by the fact that Estonia has along time
used no redtrictive tariffs (average tariff rate in Estoniawas 0% until January 1 2000),
whereas dl other partners defend their markets. For example, the average MFN tariff
rates are in Latviaand Lithuania 15 %, in Poland 16.4% and in EC 5.3%. Moreover, for
example, Latvia has many free trade agreements, but till the tariff quotas for imports
and exports are envisaged for Sovenia, Sovakia, the EU and Hungary. Similarly
behaves Lithuania. (See a'so The Uruguay ... 1996, p. 28; CEEBIC 2001; Market
Access ... 2001, Agriculture ... 2001).



Tablel
Index of Economic Freedom 2000-2001

Overdl rank Overdl score | Foreigntrade | Regulaion | Black market
@ 2 (©) 4) ©)

Country 2001 | 2000 | 2001 | 2000 | 2001 | 2000 | 2001 | 2000 | 2001 | 2000

Denmark 14 27 205 | 2.25 2 2 2 2 2 3
Estonia 14 22 2.05 2.2 1 1 2 2 2 2
Finland 23 22 2.15 2.2 2 2 3 3 1 1
Germany 20 22 2.1 2.2 2 2 3 3 1 1
Latvia 46 44 265 | 2.65 2 2 3 3 4 4
Lithuania | 42 61 2.55 2.9 1 1 3 3 4 4
Norway 38 28 2.45 2.3 2 2 3 3 1 1
Poland 54 53 2.75 2.8 2 2 3 3 3 3
Russa 127 122 3.7 3.7 4 4 4 4 4 4

2 2 3 3 1 1

Sweden 29 31 225 | 2.35

Source: Heritage Foundation. The foundation gives ratings for ca. 155 countries.
Estonia protects its markets modest. The tariffs cover just some in Estonia produced and
processed agricultura and food products — corn; vegetable; fruits, meat; poutry; milk
and milk products; eggs; organic fats. So we can say that the effective protection for
more processed productsis low, the tariffs are introduced to protect just agriculture
production and in some extent processing of them. One of the god's seemsto be just to
study tariff proceduresto prepare Estoniafor joining EU. The fact isthat only one third
of the import of the agriculturd and food products are coming from non-free-trade-
countries and they have possihilities for importing these products through the countries
to which Estoniaimplements no tariffs.
Asaresult, arithmetica average of tariff rates does not reflect the real openness of
markets either. The free trade agreements till leave some opportunities to protect
certain sectors (Eastern Europe ... 1997). There are many reasons for this. Just some of
them are next:

Generdly the higher tariff rates have been set to protect the goods produced on

domestic market and more liberd attitude is performed in the sectors where a particular
country does not have any production. Hence, the weighted-average method gives
condderably higher levd of tariff rates than presented earlier (especidly in the case of
agricultura and food products). For example, even the post-Uruguay round tariffs are n
average lower. In the EU 3 per cent of the 5113 products are considered as nationa
spoikes, i.e. about 150 products have comparably high protection. Even so, the
protectionism is higher in Poland and especidly in Norway (see additiondly OECD
1999).

Moglly, the consumer goods are higher protected than intermediate and capita
goods. Especidly dragtic is this in the case of Norway (see additiondly OECD 1999,
pp. 129-147).



Many developed countries use governmenta subsidies, eg. the subsidies pad in
agriculture (PSE — Producer Subsidy Equivalent) are more than 40% of production costs
in the EU and additiona export subsidies are dso possble. In Estonia the PSE is below
10% of agricultural production costs.

There exis many nontaiff redrictions, eg. quotas, standards, packages
requirements, bureaucratic barriers, import licenses, double-checking-system  etc.
Egtonia has no quotas, Lavia and Lithuania have implemented some (eg. Latvia use
quotas to products of the EU origin: pig meat, poultry meet, cheese, tomatoes, mesat
products). Most of the quotas implemented by Lithuania are subject to agriculturd
products (animas, corn, butter, sugar, potatoes etc.), but some of them are subject to
indudtrial products (e.g. non-standard clear bottles, canning bottles 0.35 liters and 3 liter
volume, specific boat furniture). (Agriculture ... 2001, CEEBIC 2001) However it
seems that even Latvia and Lithuania do not protect their markets double — there is no
wide smultaneous use of tariffs and quotas.

So we can say, one of the grestest problems for Baltic States, especidly for Etonia, in
developing foreign trade with other countries in the BSR is the imbadance in trade
policy — trade partners protectionism versus rel ative openness of Baltic States
(especidly Egtonia). The exceptions are the relationships with each other, while there
are no tariff redtrictions to any commodity group. Estonia, Latviaand Lithuania have
ratified the agreement of non-tariff trade barriers that would mean recognition of
certificates and quality requirements of dl parties sgned (Officia Delegations ... 1997).
In trade with developed countries the Baltic States as conditions takers must take over
the standards systems of EU and, so, in the nearest future invest alot of money into
sanitation and safety systems. Especidly for Estonialit will mean losing the cos-
competitiveness of many processing industries, because the agricultura sector isfrom
beginning of trangtion unprotected againgt subsidised import from developed countries
and o there are lower pricesin this sector because of higher import competition on the
markets. As we can see later, the imports of more processed agricultura products (food)
are dominating compared to the imports of agricultural raw materids and this has
certainly some chain effects on the whole sector.

Asareault of complete openness, Estonia has the highest foreign trade share in GDP
(see Table 2). The export/GDP ratio was 65.8% and import/GDP ratio was 85.6% in
2000. Thisindicator has been as an average 1.5- 3 times higher compared to other
countries of the Bdltic Searegion in many years. The next pogtion in this " openness'
indicator holds Lithuania (export to GDP and import to GDP ratios are respectively
33.9% and 48.6%).

At the same time, Estonian extremely libera foreign trade policy has dso a negative
Sde -— Estonian foreign trade deficit is dso the highest in the region (deficit/GDP ratio
was 19.8% in 2000, compared to 18.5% and 14.7% in the case of Latviaand Lithuania).



Table2

Foreign tradeindicators sharein GDP in the Baltic Searegion in 19972000

Export/BIP (% Import/BIP (%) Saldo/BIP (%)
Country [ 1997 | 1998 | 1999 | 2000 | 1097 | 1098 | 1999 [2000| 1097 | 1098 | 1999 | 2000
* * *
Ee”ma 28 |25 284 | na | 25 |265*| 27 |nal 22 | 122 | 27 | na
Edonia | 491 | 51.2 | 488 | 658 | 760 | 753 | 67.1 |856| 26.8 | 24.1] -182 |-19.8
Fnland 32 33.6 |324* | na 24 | 256.2 | 245 | na| 7.8 8.4 7.9* na
* %
fferma” 24 |2 o7 na | 21 | 207 3% | nal 36 | 34 | 3% | na
Latvia | 20.7 | 208 | 250 | 26.1 | 483 | 524 | 442 |44.6| -186 | -22.6| -183 |-185
:-a:th”a” 403 | 3° | 282 | 339 | 589 | 530 | %3 |486|-186|-194| 172 |.147
Norway | 31.6 | 276 [29.8* | na | 243 | 266 | 229" |na| 73 | 10 | 69 | na
Poland 19 194 | na na 32 | 321 n.a nal-1241(-12.7| na na
Sweden | 37 | 37 | 371 | na | 20 | 208 30 [nal 78 | 72 | 71 |na

* preiminary results

Sources: Annual indicators 2001; Central Satistical ... 2001; Danmarks ... 2000;

Danmarks ... 2001; Federal Satistical ... 2000; Satistics Finland ... 2001; Satistics
Lithuania ... 2001; Satistics Norway ... 2001; Satistics Sveden ... 2000; Sveriges
Riksbank ... 2000; Sveden's Satistical Databases 2001 authors' calculations.
Foreign trade deficit started to decrease in the second haf of 1998. The reason for this
was not the relative speed of export growth compared to the import but the economic
recession that decreased the demand for import. The crisesin Russain1998 had the
strongest short run impact on Latvian export. But Latvian export to Russia began to rise
at the end of 1998. This was not the case in Estoniaand especidly in the case of

Lithuania, i.e the export to Russia declined.

Therefore, one cannot say that decrease in foreign trade deficit showsincreasein
competitiveness of domestic products but thisis traditional process accompanying
economic recession. The Estonian balance of trade worsened in the IV quarter 1999,
because of drastic increase in imports. The last one can in some extent be associated

with implementing of tariffs from January 1 2000 .

Aswe said, Baltic States as small countries are in grest extent depending on foreign
trade. But not only the foreign trade is very important — the same holds by domestic
trade. For example the Estonian and Latvian economy have very high share of the
service sector (ca 70%). If we would have alook on the turnover statistics of domestic
trade, we would see that the magnitude of the domestic wholesale is the same as the
magnitude of foreign trade. For example the proportion of Estonian retail sde and
whole sale turnover to GDP are respectively 29 and 69.6%. For Germany these figures
are 16 and 29,4%. (Sources. Federal Statistical Office Germany 2001a,b; Annual
indicators 2001; ESA 2001, authors caculations). The reason for thisis that the bigger
countries have just more possbilities to differentiate their economies and to focus on

more sectors, while smal countries have often very homogenous economy.




Geographical distribution of foreign trade of Baltic States
In the beginning of the trandtion period the importance of the EU member sates (12) in

Centra and East European countries (CEEC) export was in average 20-25%. This

indicator was considerably lower in the Baltic States, because most of the export was
directed to the countries of Council of Mutua Economic Assstance (ca50% in CEEC
and 65% in the case of the Baltic States) (Sheets et d. 1998; McDonad et a. 1994, p.

297).

Aswe can see from tables 3 and 4 the most geographicaly concentrated foreign trade
from Baltic States has Estonia. Estonia has aso the highest proportion of the trade with
countries of BSR countries. Estonian foreign trade was mostly oriented to Finland and
Russain 1993 but the importance of Russia has falen in 1998. The reorientation of the

foreign trade from CI S (especidly Russia) has taken place in the case of Latviaand
Lithuaniatoo. The result is that the share of Russain Latvian and Lithuanian exports
began to declinein 1998. So, if 1996 the share of export to Russawas in the case of

Lithuaniain 1996 and 1997 ca 24%, then in 1999 it was just ca 7%.

Table3

Geographical distribution of Estonian, Latvian and Lithuanian export in 1993,
1999 and 2000 (%)

Country/Region 1999 2000

Estonia | Latvia | Lithuani | Estonia | Latvia | Lithuan

a ia

Fnland 22.7 1.9 1.0 313 1.9 1.3
Sweden 22.0 10.7 4.2 19.8 10.8 4.4
Germany 8.3 16.9 16 8.2 17.2 14.3
Denmark 4.6 6.1 6.2 3.3 5.8 49
Baltic Sea region of 57.6 35.6 27.4 65.1 35.7 24.9
theEU
Norway n.a n.a 11 n.a n.a. 11
Egtonia XXX 47 2.4 XXX 5.3 2.3
Latvia 8.0 XXX 12.8 6.8 XXX 15.0
Lithuania 3.3 75 XXX 2.7 7.6 XXX
Russa 5.3 6.6 7.0 19 4.2 7.1
Poland n.a n.a 4.5 n.a n.a 55
Other 25.9 45.6 44.8 23.5 47.2 44.1
Total 100 100 100 100 100 100

Sources. Estonian Foreign Trade in 1994; Other ... 2001; Satistics Lithuania ... 2001;

Latvijas Banka ... 2001; authors' calculations.




Table4

Geographical distribution of Estonian, Latvian and Lithuanian import
in 1993, 1999 and 2000 (%)

Country/Region 1999 2000
Egsonia | Lavia Lithueni | Edonia | Lavia Lithuani
a a
Fnland 37.0 9.1 31 37.6 8.6 2.6
Sweden 10.0 7.2 34 10.5 6.7 34
Germany 9.5 15.2 16.5 9.5 15.7 15.1
Denmark 3.1 3.9 39 3.0 3.6 31

Baltic Searegion of 59.6 354 26.9 60.6 34.6 24.2
the EU

Norway n.a na na n.a na na
Egtonia XXX 6.4 15 XXX 6.2 1.2
Latvia 43 XXX 2.0 41 XXX 1.6
Lithuania 2.1 7.3 XXX 2.0 7.6 XXX
Russa 7.8 10.5 20.1 8.0 11.6 27.4
Poland n.a n.a 5.7 n.a n.a 49
Other 272772 26.2 40.4 43.8 25.3 40.0 40.7
Total 100 100 100 100 100 100

Sources. Estonian Foreign Trade in 1994; Other ... 2001; Satistics Lithuania ... 2001;
Latvijas Banka ... 2001; authors' calculations

If we look at the geographica distribution of import, then we can say that the pictureis
in some extent differing from export (table 4). Estoniais even more concentrated on
Finland, Latvia has dso higher import from Finland and Lithuania has quite high share
of import from Russia

A generd ruleisthat export has increased dower than import. However, Estonian
export to Sweden and Lithuania has increased faster than import. The result is that
Egtonia has maintained positive foreign trade balance only with Sweden, Denmark,
Latviaand Lithuania. The positive foreign trade baance with Sweden has increased but
the Etonian surplusin trade with Latvia and Lithuania the surplus has declined during
the last years. It can be assumed that foreign trade deficit with Finland and Germany
does not reflect the interest of these countries' producers to enter to Estonian market,
but Estonian digtributors are concentrated on importing from these countries.

Lithuania has most positive trade balance with Latviaand Ukraine, but the considerable
decline in deficit in balance of trade can be seen in trade with Denmark. In the trade
with Belarus the balance is till positive, but the surplus has continuoudy declined. The
highest deficit has Lithuaniain trade with Russa and Germany.

Latvia has the highest trade surplusin trade with United Kingdom and most highest
deficit in trade with Finland. Positive is that the exports and imports are not so
geographically concentrated as for examplein Estonia

Altogether, foreign trade of three Bdtic States with more developed countriesin the
BSR has been increased relatively fast. However, it should be mentioned that those
countries’ import from Centra and East- Europe has not significantly increased and this
means that the competition with other Centra and East- European countriesin entering
to high-income markets in the Bdltic region has intensfied. For example, Estonian share
in Swedish import has remained ca 1% during the last years. Good example of
comptition for the market share is the textile production, which isleading export article
in Estoniaand dso in other Centra and East- European countries.
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Commodity structure of foreign trade of Estonia Latvia and Lithuania

The share of processed products has increased compared to the share of unprocessed
products in most of CEE countries’ export and import since the beginning of the 1990s.
Mogt important export productsin Central and East-Europe are textile and wood. Small
Sze of Baltic States determines the concentration to relatively limited product range —
two groups of commaodities formed 43.4% of total export in 1999 for Estonia (compared
to 43.6 % of import). It should be noted that traditiona export articles (wood, paper,
clothing, food, and furniture) form 52.9% of total export (29.8% of total import). For
Lithuaniathe same export articles (wood, paper, clothing, food, and furniture) form
43.5% of total export (27.1% of total import) (see Satigtics from Saidtics Lithuania
2001, Other ... 2001). At the same time, capita-intensive commodities (machinery and
equipment, chemica products, vehicles) form only 33 % of total Estonian export (51%
of total import). In Lithuania the gppropriate goods form ca 27% of exports and 38% of
imports. In the case of Estoniawe must aso take into account the fact that high
importance of machinery and equipment is caused by high share of sub-contracting for
developed countries corporations, i.e. re-export of details (vaue-added in EStoniais
about 10%) and textile products.

If we anayse the structure of merchandise exports and importsin generd, then it seems
that Estonia and Lithuania have more optimitic picture in foreign trade than Latvia

The exports of manufactures are higher than in Latvia, but it is ill low compared to
most other countries of BSR (see dso table 5). In the case of Lithuaniathe exports and
imports of manufactures are mostly balanced, but thisis the result of higher import

share of traditiona goods.

In Lithuanian export is pogtive the fact that food articles are dominating over
agriculturd raw materids. Thisis not the case in Latvia, where export of agricultura

raw materidsis dominating over the export of more processed foodstuft.

Table 5
Export and import sharesof agricultural products, raw materialsand
manufacturesin 1999 (%)
Country Food Agricultura Fuds Oresand Manufacture
raw metals S
méterias

EXP | IMP | EXP | IMP | EXP | IMP | EXP | IMP | EXP | IMP
Denmark 21 12 3 3 4 3 1 2 66 77
Estonia 11 13 11 3 4 7 5 3 69 74
Fnland 2 6 7 3 2 9 3 5 85 75
Germany 4 8 1 2 1 6 2 3 84 70
Latvia 6 12 30 2 3 11 4 2 57 73
Lithuania 11 12 3 6 15 14 2 2 67 65
Norway 9 7 1 2 50 3 7 5 27 82
Poland 9 7 2 2 5 7 5 3 77 80
Russa 1 19 4 1 41 2 11 2 25 42
Sweden 3 7 4 2 2 6 2 3 83 77

Source: World Development Indicators (WDI) 2001, pp. 210-217.
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For Edoniait is pogtive that the proportion of high-technology exports has risen
continuoudly (see table 6). So, Etonia has better chances to transform its comparative
advantage from labour intendve to knowledge intensive production.

In principle Estoniag, Latvia and Lithuania should have arddive advantage dso in
producing and exporting, and in competing with import of agricultura products.
However, in regard to the particular product group most countries have established the
strictest protection mechanisms and domestic production subsidies. Next we analyse the
Stuation of foreign trade of three Batic States more precisaly. In the case of Estoniathe
andyss is done using the data based on specid trade system. For Latvia and Lithuania
the data based on the genera trade system are used because of the lack in other data.

Table6
High-technology exports (% of manufactured exports)

Country 1995 1996 1997 1998 1999
Denmark 16.02 16.91 17.93 18.25 20
Estonia 6.23 8.86 9.15 11.7 13.45
Fnland 14.82 16.41 19.28 22.09 23.98
Germany 13.64 13.63 14.45 15.36 16.65
Latvia 5.18 5.22 6.48 4.01 4.08
Lithuania 3.67 3.59 3.8 3.3 11.67
Norway 14.09 15.02 15.03 16.33 16.54
Poland 2.87 3.06 2.73 3.03 2.76
Russa . 9.74 9.34 12.11 15.72
Sweden 16.45 17.67 19.48 20.66 21.59

Source: The World Bank Group 2001.

Egtonian primary export-import activities with Sweden and Finland are based on
subcontracting. 1t means that 50-55% of Estonian export is based on materids, details
and semiproducts, being processed here and re-exported. Subcontracting has less
importance in trade with Denmark and Germany. Accordingly, one can differentiate
various country groups (there was no comparable data about Poland and Norway) (see
dsotable 7):

Firgly, Latviaand Lithuania. Since the beginning of trangtion period Estonia has
maintained more or less traditiona export structure with Latvia and Lithuania (chemica
products, food, metals and metal products, etc.). The positive trend is that the structure
of manufactured goods export to Latvia has changed — computers and cables are quite
important export articles now. The import structure is Smilar with export structure — it
means that labour- and resource-intensive products form most of the import.
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Table7
Estonian foreign trade structure with the Baltic Sea region countriesin 1999

Lithuania Latvia Sweden Finland Denmark Germany
Chemicds Chemicds Machinery and [Machinery and |Metdsand Timber paper
(24%)+ (25%)+ equipment equipment metal products |etc (27%)+

(48%)+ (37%)- (29%)+
Foodstuffs Foodstuffs Timber paper  |Clothing, Timber paper  |Furniture etc.
(24%)+ (18%)+ etc (20%)+ footwear, etc (25%)+ (24%)+

o headgear

2 (24%)+

8 [Machi nery and |Machinery and |Clothing, Timber paper etc |Furnitureetc.  (Machinery and

o equipment equipment footwear, (14%)+ (20%)+ equipment

& [(20%)+ (11%)+ headgear (17%)-

5 (15%)+

E Clothing, Clothing, Metals and Furniture etc. Clothing, Clothing,
footwear, footwear, metal products |(8%)+ footwear, footwear,
headgear (9%)- |headgear (6%)- headgear (8%)- |headgear

(11%)- (15%)+
Metas and Metas and Furnitureetc.  |Otherindudtrid  |Foodstuffs (6 (Metdsand
meta products |metad products |(4%)+ products (6%)- |%)- metal products
(9%)+ (10%)+ (5%)-
Foodgtuffs Clothing, Machinery and [Machinery and [Machinery and |Transport
(27%)+ footwear, equipment equipment equipment equipment

headgear (34%)+ (48%)- (25%)- (19%)-

(24%0)-
Chemicds Chemicds Clothing, Clothing, Foodstuffs Machinery and

" (20%)+ (20%)+ footwear, footwear, (24%0)- equipment

I headgear headgear (22%)-

a (20%)+ (10%)+

E Minera Foodstuffs Chemicds Chemicals (8%)- [Chemicds Chemicds

& [products (15%)+ (14%)- (12%)- (18%)-

5 [(13%)-

ﬁ'j Clothing, Machinery and |Metalsand Metas and Clothing, Foodstuffs
footwear, equipment metal products |metal products  |footwear, (11%)-
headgear (13%)+ (10%)- (7%)- headgear
(11%)- (11%0)-

Machinery and |Timber paper  |Foodstuffs (6 | Transport Metals and Metals and
equipment etc. (7%)+ %)- equipment (6%)- |metd products [meta products
(9%)+ (10%)+ (8%)-

+ Edonia is in paticular commodity group net exporter to particular country; — Estonia

isanet importer.
Sources; Bank of Estonia; authors' calculations.

Secondly, Sweden and Finland. More than 35% of export to Finland and 45% of export
to Sweden are machinery and equipment (mostly re-export of processed products).
Export of wood, paper, furniture and clothing (primarily subcontracted works of
clothing industries) have become aso important. Estonian import from Finland and
Sweden isfirg of dl determined by subcontracting and processing of unfinished

products (i.e. machinery and equipment are the most important import articles, followed

by dothing and vehicles).
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Thirdly, Denmark and Germany. Wood, paper and furniture, metals and textile
products are the main articles exported from Estoniato Denmark and Germany.
Subcontracting is not very important in the case of these countries. Import from

Denmark and Germany shows that Estonia doesn't take part of the intra-industry trade —
machinery and equipment are the main imported products, followed by vehicles and
chemicd products (regarding of these commodity groups Estoniais net importer).
Reatively big importance of food products in the foreign trade and trade balance deficit
with these countries comes from the Estonian unilateral openness and the subsidising
policy carried out in the EU. The Structure of export points to the need of increasing the
share of capita-intengve production in Estonian export. Especidly in last year has
increased the importance of machinery and equipment in import form Germany. Also

the exporting and re-exporting to this country has increased essentialy.
In the case of Latvian foreign trade we can distinguish some trading partners groups
too, but these groups are not so clear-cut (see table 8).

Table8
Latvian foreign trade structure with other countries of the BSR in 1999*
Latvia
Germany Sweden Russia Lithuania
Wood (29.8%) |Wood (64.1%) + Textiles (27.7%) +  |Chemicals (19.1%)
+
Textiles (26.8%) |Textiles(19.8%) + Machinery and Machinery and
+ equipment (13.7%) — |equipment (17.6%)
+
2[Base metds Machinery and Food, beverages etc. |Textiles (13.2%) —
31(14.7%) + equipment (5.7%) —  |(10.2%) +
i [Minerals (8.1%) + |Miscelaneous Chemicals (9.0%) — |Food, beverages
manufactured articles etc. (9.6%) —
(2.6%) +
Miscellaneous Liveanimds, animd Minerds (6.3%) — Minerds (8.0%) —
manufactured products (1.9%) +
articles (6.8%) +
Germany Sweden Russia Lithuania
Machinery and Machinery and Mineras (46.1%) — |Mineras (27.9%) —
equipment equipment (18.5%) —
(16.9%) —
Transport Textiles (14.1%) + Base metds (16.5%) |Food, beverages
equipment + etc. (12.7%) —
2[(13.8%) -
2 [Chemicas (8.29%) |Transport equipment  |Chemicals (12.6%) — |Textiles (10.0%) —
El- (11.7%) —
Textiles (8.1%) + |Pulp, paper (7.4%) — |Machinery and Machinery and
equipment (8.5%) — |equipment (8.6%) +
Base metds Chemicals (4.29%) —  |Articles of Stone, Chemicals (7.7%) +
(5.9%) + ceramic, glass (4.2%)

* Dataare given in genera trade system.

+ Latvia is in particular commodity group net exporter to particular

anet importer.

Sources:; Estonia, Latvia, Lithuania. 2000; authors calculations.

country; — Laviais
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Thefirst group formsfrom Russa, Lithuania (and Estonia). With them has Latvia
long-lasting experience in foreign relations. The main groups of exports are textiles,

chemicas, machinery and minerds. The picture inimport articlesis not so

homogenous, but it can be said, that the imports are raw materias intensive (especialy
mineras) and other products (especidly chemicas, machinery) do not have very
important place in import structure.
The second group establishes from Germany and Sweden. The picture of exportsis not
S0 positive — the main articles are wood, textiles (Smilar is the Latvian export to the
Denmark). At the same time, the imports are more capitd intensve (machinery,

transport equipment, chemicas). Smilar is the structure of the import from Poland.
Hence, it ssems that the pogition of Latviain trade with other countries is worse than it
was in the case of EStonia. The picture seems not more optimigtic for Latviain trade
with other countries (UK, Ukraine).

Table9
Lithuanian foreign tradestructure with other countries of the BSR in 1999*
Lithuania
Germany Poland Denmark Russia
Textiles (30.8%) [Mineras(31.0%) + |Textiles(53.9%) + Liveanimals,
+ animd products
(14.8%)
Wood (13.4%) + |Textiles (14.2%) +  |Transport equipment Trangport
(11.3%) + equipment
(14.2%) +
£ [Chemicas Wood (11.7%) +  |Wood (5.8%) + Machinery and
§ (9.0%) — equipment
i (13.1%) —
Miscellaneous Machinery and Machinery and Food, beverages
manufactured equipment (9.4%) —  |equipment (5.6%) — etc. (9.4%) +
articles (8.6%) +
Machinery and  |Chemicals (7.5%) — |[Miscdlaneous Textiles (8.8%) +
equipment manufactured articles
(8.6%) — (5.5%) +
Germany Poland Denmark Russia
Machinery and  |Chemicals (17.7%) — |Textiles (31.9%) + Minerds (72.2%)
equipment +
(21.9%) —
Transport Machinery and Machinery and Machinery and
equipment equipment (13.0%) — [equipment (17.4%) — equipment
2 [(19.2%) + (8.3%) —
2 |Chemicds Plastics, rubber Base metals (10.1%) — |Base metas—
£ |121%) - (12.0%) — (3.9%)
Textiles (11.5%) |Pulp, paper (9.3%) — |Food, beverages etc. Plastics, rubber
+ (8.3%) — (3.6%) —
Plagtics, rubber  |Base metds (7.9%) |Chemicds (6.0%) — Transport
(6.5%) — + equipment
(2.5%) +

* Dataare given in generd trade system.
+ Lithuania is in particular commodity group net exporter to particular country; —
Lithuaniais a net importer.
Sources. Estonia, Latvia, Lithuania. 2000; authors calculations.
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Concerning Lithuania we can say that the structure of export to and especidly import
form Germany and Poland is quite Smilar — the proportion of capital intensive products
export islow compared to imports (see table 9). Individualy can be viewed Lithuanian
trade relations with Denmark where the great proportion has commodity group
"textiles'. Mainly the textiles are imported for inward processing. In the trade with
Russa has Lithuania grate proportion of machinery and equipment, but thisis due to
nuclear equipment and machinery.
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Concluding remarks

Mogt of the Estonian foreign trade partners belong into the Baltic Searegion. In the case
of Latviaand Lithuania, the concentration on this region isin some extent smaler.
Therearealot of pogtive (+) and negative (—) economic and politica factors that
influence foreign trade of Bdltic States.

+ Good relaions with main trading partners (for Estonia Finland and Sweden, for
LatviaGermany and Russia, and for Lithuania Germany and Latvia) and increasein
Western Europe' s import demand due to the gradua recovery economic growth.

+ New technologies and more optima use of |abour have caused the growth in
productivity.

+ Importance of the foreign direct investments has grown (especidly in the case of
Estonia).

+ Increase in subcontracting (especialy in the case of Estonia), but this makes at the
same time economies more vulnerable.

— Unilaterd openness to foreign competitors.

— Food products are not mesting the sanitary requirements of developed countries. At
the same time they have pressure from subsidised EU-products.

— Fastincrease in prices compared to the developed industrid countries. Increasein
red exchangerate of currencies (dl three Bdtic States have fixed currencies).

— Export is often concentrated on labour and raw materia intensive sectors. At the
same time, export of the developed countries of the Bdtic Searegionisfocusng on
capita-intensve products because of the higher profit margin in these sectors.

Therefore, Edtonia, Lavia and Lithuania are vitdly interesed in expanding and

drengthening co-operation in BSR. However, there are many problems based on

differences in the stage of development, foreign trade policy and economic structure of

the countries that need to be solved.
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