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Summary 
 
After regaining independence from Soviet Union in 1991, Estonia, Latvia and Lithuania 
started transition process from centrally planned- to market economy and their rapid 
progress has claimed to be one of a kind. Baltic States experienced a long period of 
exceptional economic growth and earned nickname of Baltic Tigers. International 
economic integration was one their main agenda and the countries signed several Free 
Trade Agreements during the 1990’s. The integration process culminated in 2004 when 
the countries joined the European Union. 
 
We were interested in to study how Baltic States trade patterns has evolved after they 
joined the union and research question was set out to ask: 
 
What changes have Baltic States trade patterns undergone since their EU accession? 
 
Complemented by sub-questions: 
 
Has the trade with Russia changed for the Baltic States? 
Have there been any changes in size of SITC sectors of export and import when 
comparing before and after EU accession. 
 
The aim of this study was to investigate how the Baltic States EU membership has 
affected on their trade patterns and also to examine what kind of role Russia still has in 
their trade. In addition to general changes in the Baltic States trade we aimed to analyze 
trade patterns on a commodity level and studied trade flows in SITC (Standard 
International Trade Classification) sectors. 
  
The study is conducted from the positivistic standpoint and by using a deductive 
approach. Theories of economic integration and international trade have been used to 
formulate the research problem. We have used a quantitative research strategy and data 
of the Baltic States trade flows are gathered from Eurostat, Statistical office of the 
European Communities. The time frame of this study was limited to cover years 1999-
2007 and since our focus was to examine trade developments over time, we have 
computed annual changes of trade flows. 
 
Our theoretical framework consists of theories about economic integration, and 
Customs Union theory which has been the basis for our analysis. 
 
According to our findings intra-EU trade dominates both in exports and imports in all 
the Baltic Countries. We can see that EU accession has had impact on import patterns as 
imports from within the EU has increased and even more so after accession. Russia has 
continued to be a significant trading partner and exports to Russia have even increased 
after the countries joined the EU. Our findings suggest that joining the European Union 
has had effect on their trade patterns but we also argue that major change and 
specialization has already happened when they signed Free Trade Agreements.  
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Terminology 
 
Acquis communautaire 
A term used often when referring to the total body of European Union law accumulated to 
date. Accession countries have to accept the legislation before they can join the EU. 
(http://ec.europa.eu) 
 
Customs Union 
Form of regional economic integration that eliminates internal tariffs among member 
nations and establishes common external tariffs (Daniels, Radebaugh & Sullivan, 2004: 
206). 
 
Economic Integration  
This term describes a process where countries merge into larger entities and trade barriers 
between markets are removed. Incentives for economic integration usually refer to an 
increase in the welfare of the nation or the group (Markusen et al, 1995). 
 
EU-10 
The EU-10 refers to the group of countries included in the biggest enlargement of the 
European Union so far, which occurred in 2004. The EU-10 includes Cyprus, the Czech 
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia. 
(http://europa.eu). 
 
EU-25 and EU-27 
EU-25 includes the 15 original members and the ten new countries that joined in 2004 and 
EU-27 includes the fifth enlargement when Romania and Bulgaria joined the union in 2007 
(http://europa.eu). 
 
Free Trade Area 
A group of countries that employ little or no price control in the form of tariffs or quotas 
between themselves, but set their own external tariffs (Daniels, Radebaugh & Sullivan, 
2004: 672). 
 
SITC 
Is United Nations’ Standard International Trade Classification system that divides 
commodities into several categories to enable comparison between countries. The division 
occurs between commodities such as agricultural products, chemicals and manufactured 
goods, classified by materials. (www.un.stats.un.org) 
 
Transition economies  
This refers to the economies that are going through a transformation process from command 
economies to market economies. The process often includes the liberalization of economic 
activity, reforming business activity and establishing legal and institutional frameworks. 
(Daniels, Radebaugh & Sullivan, 2004:126) 
 
Terms of trade 
The terms of trade expresses the ratio of a country’ exports in terms of its imports. If this 
ratio increases it means that the country is worse off than previously (Winters, 1991:20).  
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1.1 Problem background 
The history of the European Union began in 1951 when the treaty of Rome was signed 
and since then the number of member states has grown and so has its areas of inclusion. 
The European Union has had many implications both for its member countries and non-
members, and in several different areas. After world war two, the leaders of Europe saw 
the need to unify Europe in order to prevent further war. The first step in this direction 
was the Schuman plan, which united six countries (West Germany, France, Belgium, 
Italy, the Netherlands and Luxembourg) and their coal and steal industries when they in 
1951 signed the treaty of Paris (europa.eu). In 1957 the six countries decided to expand 
their cooperation with the signage of the treaties of Rome and thereby created the 
European Economic Community (EEC) also called European Community. This treaty 
further built on the notion of a common market to promote a community, with free 
movement of goods, people, services and capital (http://eur-lex.europa.eu) In 
Maastricht, in 1992 the treaty of the European Union was signed which created the new 
organisation of the European Union and further promoted the integration process 
(europa.eu).  
 
In 2004 the largest expansion of the European Union took place and in 2007 the EU 
welcomed two new member states Romania and Bulgaria. In contrast these new 
member states differ quite significantly from the old ones both in terms of historical 
background, legal framework and economic situation. The reasons for joining the EU 
range from benefiting from better terms of trade, EU allowances, economies of scale 
and for many of the former communist states a chance to reposition themselves as 
market economies and members of Europe. (Pridham, 2007:236-238) Nevertheless, 
converging countries that differ on so many levels may be challenging and not always 
result in positive outcomes and some countries might suffer from an increase in 
competition, higher prices and welfare losses. (Balassa 1975:177). It is interesting to 
see if and how these new members converge to the rest of the union and what effects 
this might have.  
 
The EU is first and foremost a customs union, it promotes free trade and has abolished 
all the tariffs between member countries and maintain a common tariff for non-
members. The legal framework of the EU have a large emphasis on liberalising trade 
and the theoretical effects of this have been studied by many such as Viner, Balassa, 
Rivera-Batiz & Olivia etc. and have resulted in theories of economic integration such as 
free trade theory and customs union theory. Customs union theory states that changes in 
trade patterns can either be positive or negative for the home country because tariffs 

In the first chapter the reader will be given an introduction to scope of the thesis. The 
problem background will show the relevance of this subject. From there we present the 
research problem, research aims, limitations and the use of terminology. In addition to this 
a disposition of the thesis will be given.

1. Introduction  
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affect prices (Viner, 1950:41-56). Changes in trade patters include trade creation, trade 
diversion and trade expansion. We have chosen to study three Baltic countries that are 
some of the latest members of the EU.  
 
Latvia, Lithuania and Estonia became independent from Soviet Union in August 1991. 
The transformation from centrally planned system to Western- type democracy and 
market-based economy did not happened without struggle but became a model what 
other republics tried to emulate. The history and position of Baltic States differs from 
other former Soviet republics since the three countries were independent before Soviet 
occupation and the most prosperous and developed part of the Soviet Union. (Nørgaard 
& Johannsen, 1999:1) As Artisien-Maksimenko and Adjubei have stated, “the Baltic 
States started a post-communist life with an inheritance of economic culture”. They 
have had a long previous history as a trading region before the Russian occupation, and 
their economic culture was at that time closer to the Central European. (Artisien-
Maksimenko & Adjubei, 1996: 233). After 1991 the Baltic countries underwent to a 
series of reforms in order to make the transition into market economies. This sort of 
process is individual and differs from country to country and it is difficult to put a time 
frame on it. In addition to the IMF the Baltic countries gained assistance from the 
World Bank and other international organisations (Lainela & Sutela 1994:70). 
 
The accession to EU should have made the trade in the Baltic States more intra-union 
focused according to customs union theory (ibid). Accession to the EU would be 
expected to cause a change in trading partners and/or increase trade and therefore it 
would be interesting to see what changes EU-accession has brought to the Baltic States 
in terms of trade.  
 
Other factors also affect trading behaviour among nations. For example, the gravity 
model says that countries trade with their neighbours because of geographical proximity 
and cultural similarities (Pomfret, 2001:253-255). As a consequence, Russia (the closest 
neighbouring country to the Baltic States) should be a major trading partner for them. If 
trade with this close neighbour has altered after the EU-accession, it would support 
customs union theory. 
 
When trade liberalisation occurs and free trade is introduced, there will be a higher 
level of competition between the members of the union as it provides a larger common 
market (Hosli & Saeteher, 1997:27-28). When tariffs are abolished there will be no 
distortion of prices and everyone is expected to compete under the same conditions 
(ibid). Once competition increases countries choose to produce in areas where they can 
maintain competitive advantage, e.g. produce more cheaply than their trading partners. 
Specialisation in many cases brings with it economies of scale and has a positive 
welfare effect (Balassa, 1975:177).  
 
Since the enlargement of the EU is a fairly recent development the authors find it 
interesting to investigate this situation and study how these theories apply to a more 
practical situation. Both theoretical and practical gains can be found from a study such 
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as this one. Theoretical contributions to customs union theory can be made by providing 
supplementary insights on countries possible trade development after accession. 
Practical gains can be seen as further understanding of how the EU affects its new 
members in this area. Particularly those with a different background and level of 
development as portrayed by many of the new member states and furthermore the 
usefulness of the EU in regards to trade.  
 
1.2 Research question 
 
What changes have Baltic States trade patterns undergone since their EU accession? 
 
Sub-questions: 
-Has the trade with Russia changed for the Baltic States? 
-Have there been any changes in size of SITC sectors of export and import when 
comparing before and after EU accession. 
 
 
1.3 Aim of the study 
Our main purpose in this study is to investigate how the Baltic States’ EU membership 
has affected their trade patterns and if they have become more integrated with the EU in 
terms of trade relations. Within the framework of this main purpose we seek evidence of 
whether the Baltic States have experienced any changes within sectors that can imply 
specialization and possible welfare effects. Furthermore, we aim to analyse how the 
Baltic States accession has affected their trade with Russia. Finally, the results of this 
paper will be used to indicate whether EU accession has been beneficial in terms of 
trade for new member countries. 
 
1.4 Choice of subject 
The authors chose to study the Baltic countries because their economic development has 
been one of a kind after the collapse of communism and especially after joining 
European Union in 2004. Due the current transformation these markets and the apparent 
effects that their EU membership has had on their economy; they seem to be a relevant 
case to use in examining the economic theories said to govern trade. It is interesting to 
investigate whether Russia still plays an important role as a trade partner of the Baltic 
countries or if their trade is more EU focused now. Furthermore, if tariff reductions 
have affected competition enough to create a change in SITC sectors it could be relevant 
information to consider for the accession process and the adoption of the acquis when 
aspiring members converge to the union. The results should be relevant in relation to 
possible future enlargement of the European Union.  
 
1.5 Delimitations 
We have limited the period of interest to the years between 1999 and 2007. Economic 
development of Baltic markets experienced rapid growth during the chosen time period 
(Eurostat). This period includes some important events, such as their membership in the 
European Union and other EU policy introductions. The time period was selected for 
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three reasons. Firstly, the authors had problems finding data for years before 1999 in the 
Eurostat database.  
 
Secondly, when looking at the different countries statistical databases, their data do not 
go back the same length of time. This was the reason for the use of Eurostat, which gave 
access to all three countries and the same time period.  
 
Thirdly the authors found it to be more reliable to use only one source for the data as it 
would ensure that the data would have been retrieved and measured in the same way 
and currency. However, the decision for the length of time period was not made until 
after the time consuming work of searching the four different databases and each 
country’s central banks in order to compare the different material provided. This period 
has been a time of transition for these markets as they moved from relatively closed 
markets to open market economies. 
 
Other limitations of this paper include the variables that have been chosen to measure 
how the effects have been in these markets. We have limited this research to include the 
factors of export and import by commodity sector and trade flows by trading partner. 
We have decided to look at ‘flows’ as it is a measure over time, compared to ‘stocks’ 
which only measures on a certain point of time (Rutherford, 1992:440). Therefore, the 
flow measure is more suited for this type of research. Furthermore SITC sectors do not 
include services but where selected due to their usefulness when comparing long time 
periods and it is a well known measure around the world. While other variables and 
factors that can have an effect on trade patterns, we deemed these variables most 
important as we are looking at the impact of the EU on trade. 
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1.6 Disposition  
Having already presented the background to the problem tackled in this thesis and 
described research questions we are aiming to find answers, the remainder of this thesis 
will be presented as follows:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The main events of the Baltic States’ EU accession process and their pre existing free trade 
agreement are introduced along with the main requirements countries had to fulfil to 
become members of the union 

Chapter two – Historical Background 

In this chapter the methodological approach chosen for this study will be given. We have 
used what is commonly termed a positivistic approach to knowledge. This assumes that an 
objective view of reality can be obtained and often relies on quantitative analysis. The 
chapter is also used to outline the rationale behind our choice of subject

Chapter three - Methodology 

In this part the readers are provided the theoretical perspective selected to give insight into 
relations in the EU. The implied affects on member counties and others is also depicted. 
Within the chapter focus is on the connection between previous research and the present 
thesis. The theories of economic integration and customs unions predominate in the 
discussion.  

Chapter four – Theoretical Aspects & Previous Research 

Here the course of action of the data gathering is presented and problems that occurred are 
discussed. A secondary analysis is applied to the data of trade flows and SITC-sectors, 
retrieved from Eurostat.  

Chapter five – Practical Method 

Findings from the data processing are summarized. Results are expressed in the 
order of trading partners and trade flow (imports and exports). Then findings are 
divided into intra and extra trade and sector wise. 

Chapter six – Empirical Findings 

Key findings are summarized together with an analysis and discussion of these in relation 
to the given theories and provided background. Research questions will be clearly 
answered and the knowledge gained from the study discernible. 

Chapter seven – Analysis and Discussion 

In chapter eight, the study is summarized and conclusions made about the impact of EU 
accession on trade patterns are put forward. Suggestions for further research are 
recommended and the chapter concludes with the truth criteria. 

Chapter eight - Conclusions 
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2.1. General requirements 
The European Union was established with the primary goal of creating a common 
market for the benefit of its members. This entails free movement for people, capital, 
goods and services (http://ec.europa.eu). For a country to become a member of the 
European Union, they are required to fulfil criteria set out by the EU. These criteria are 
in place to ensure that political and economic differences are minimised between 
member countries and aspiring ones, in addition to providing stability to the union. 
These ‘Copenhagen criteria’ are stated as follows:  
 

a country is required to have stable institutions that guarantee 
democracy, the rule of law, human rights and respect for and 
protection of minorities, a functioning market economy, as well as the 
ability to cope with the pressure of competition and the market forces 
at work inside the Union, the ability to assume the obligations of 
membership, in particular adherence to the objectives of political, 
economic and monetary union. (http://ec.europa.eu).  

 
The process of joining the European Union starts with a screening phase where the 
commission investigates how well prepared the countries are for their membership. First 
the aspiring members need to fulfil what is called ‘the benchmarks’ and when this is 
accomplished negotiations can take place. The EU laws, that EU members need to adopt 
to (also called the acquis communautaire) has been divided into 35 chapters ranging 
from free movement of goods to environmental issues and much more. The individual 
countries then make an action plan on how to fulfil these chapters and they are then 
closed when all EU members are satisfied. After the chapters have been closed a draft 
accession treaty is made and when this is signed the aspiring member becomes an 
acceding state. During this entire process the commission makes regular reports to the 
European Parliament and the council on the progress of the applicant country 
(http://ec.europa.eu). 
 
2.2. Chronology of enlargement process 
 
2.2.1 The free trade agreement with the European Union 
In the early nineties trade relations between Baltic States and Russia were extremely 
strained. Russia imposed high quotas and several trade restrictions against Baltic States 
and since Russian markets were very important for Baltic States, their foreign trade 
declined. The role of the Western markets became increasingly important for Baltic 
States and they started to negotiate trade liberalization agreements with many European 
countries (Omblus 1996:6, 10). Small countries such as the Baltic States are dependent 
on trade. Shortly after regaining their independence from the Soviet Union several 
bilateral free trade agreements were made with their closest neighbours such as Sweden, 
Finland, Norway and Switzerland. In 1991 one of the most important agreements were 
signed with the European Free Trade Association (EFTA) establishing free trade 

In this section we will provide the reader with the summary of the EU accession process and 
the most important steps of the Baltic States’ assent. 

2. Historical Background 
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between the Baltic States and the other member countries of EFTA. In 1994 the Baltic 
countries established free trade between themselves with the Baltic Free Trade 
Agreement (BFTA). Two months after the Baltic States signed the Free Trade 
Agreement (FTA) with the EU, which entered into force the first of January 1995. This 
agreement had different repercussions for the three countries. Estonia which had 
adopted a very liberal trade policy from the beginning of their independence did not 
need a transition period. For Latvia transition was scheduled to take place within four 
years and six year for Lithuania due to the weak condition of their economies. The 
agreement concerned mostly industrial products and did not include free trade for 
agricultural products. The significance of this agreement is evident since the EU became 
the largest trading partner for the Baltic States from 1995, replacing EFTA. (Omblus, 
1996:5-11) 
 
2.2.2 The Baltic States membership of the EU 
In 1991 Baltic States became independent from Russia after the collapse of communism 
in 1989. Transition process from centrally planned to market economies was rapid in 
these three small countries and from very beginning they all showed interest to integrate 
with rest of the Europe. All three countries were small open economies, and therefore 
very dependent of foreign trade, trade liberalization was on top of their list after 
regaining their independence (Sumilo, 2006:2). 
 
The Baltic countries all officially applied for EU membership in 1995, the same year 
that they signed the Europe Agreement. The intent with this agreement was to establish 
a free trade area between the EU and signing countries. Estonia began their negotiation 
process in 1998 followed by Latvia and Lithuania the following year. The positive 
clause to join the union came on December 12, 2002 for the Baltic countries and the 
first of May, 2004 the largest enlargement of the EU took place when Poland, the Czech 
Republic, Hungary, Slovakia, Slovenia, Cyprus and Malta, Estonia, Latvia and 
Lithuania joined the union (often referred to as the EU-10) (http://europa.eu). The major 
difference of this enlargement was that none of the new members had the possibility to 
opt out of certain chapters and was therefore forced to accept the acquis in its entirety 
(Lane, 2008:467). 
 
Estonia, Latvia and Lithuania share several cultural and social similarities and are 
usually referred to unity, the Baltic States but at the same time they are all individual 
countries and have many differences. It is argued should they be treated individually or 
as unity. We have chosen to study these economies because of their common past rapid 
development and collected data from each country and analyzed findings for each 
country separately, however, and we are mainly interested in general patterns and 
changes of their trade and therefore treat them as a bloc. 



METHODOLOGY 
What changes have Baltic States trade patterns undergone since their EU accession? 
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3.1 Preconceptions 
The authors’ social backgrounds, education and life experiences are said to have an 
influence on the approach and choices one makes when formulating research questions 
and strategies. Personal beliefs and feelings can cause bias and therefore it may be 
relevant to show how preconceptions and values could influence the research process, 
analysis and results. (Johansson Lindfors, 1993:76) Theoretical preconceptions also are 
reflected in research strategies, i.e. how researchers approach their study (Johansson 
Lindfors, 1993:76). As both authors of this study are students of International Business 
Program, the subject of study, the variables considered important and the methods used 
to interpret findings are all a result of our current studies. The authors recognise that 
theories and models are only simplified versions of reality and cannot fully describe it 
and we expect that our findings will not completely correspond to the results suggested 
by the economic models. Furthermore, the authors have pre-existing knowledge that the 
selected countries have experienced exceptional growth in their markets after the 
collapse of communism. This might affect the conclusions of this thesis as we can be 
inclined to believe that possible findings of welfare effects may be due to the countries 
EU accession. Results need to be analysed in the light of actual conditions that 
theoretical models overlook such as absence of transaction and transportation costs. The 
existing expectations where to find evidence that the EU have had a positive impact on 
trade and especially that trade with Russia might have been affected considering the 
countries historical connection with this country.  
 
3.2 Scientific approach 
 
3.2.1 View of reality 
The ontological view reveals how one interprets the reality. In our case, we are not 
looking for a deeper meaning or reasons for why a situation is the way it is. We are 
studying if the Baltic countries EU accession has affected their trade patterns. 
 
Two different ontological positions can be distinguished, objectivism and 
constructionism. (Bryman & Bell, 2003:19) Objectivism refers to how reality and the 
human nature can be perceived. Constructionism on the other hand deals with more 
cultural complexities and deeper meanings. Therefore we can say that we in our work 
will have an objective view of reality. To keep these two different views are not always 
a straight forward job but the appropriate view is decided by the research problem 
(Johansson Lindfors, 1993:43).  
 
 
 

We begin this chapter with our preconceptions and values. We reiterate the contribution we 
intend to make to research. As expected in a chapter on methodology, our research strategy 
is presented. The chapter ends with a look at the sources of information and literature 
reviewed. Additionally we present a critique of the sources used. 

3. Methodology 



METHODOLOGY 
What changes have Baltic States trade patterns undergone since their EU accession? 
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3.2.2 View of knowledge 
Epistemological issues concerns how researcher view knowledge and how the 
information should be gathered. These issues are divided into two central paradigms; on 
the one hand there is the so called positivism and on the other interpretivism. The 
decision to take on a positivistic or interpretivistic view is decided by the type of 
investigation that is to be undertaken. It is important to discuss these issues as they will 
help portray how we view knowledge, how we interpret our results and motivate our 
choices made in connection for this study. (Bryman & Bell, 2003:3) We are trying to 
measure reality and therefore we consider our study to be positivistic. 
 
 
“Positivism advocates the methods used in natural science to the social reality” 
(Bryman & Bell, 2003:14). Supporters of positivism believe that same models applied 
in natural science can be used in social science research and that there is an external 
reality, which is an objective to the researcher. The main focus of positivism is 
objectivity, depiction and trying to find causal relationships. What we have set out to do 
is to interpret reality as objectively as possible through which we will highlight different 
theories through the use of secondary data. Positivistic approach is generally linked to 
the quantitative and interpretive approach to qualitative research but these two 
perspectives tend to overlap. As Ticehurst and Veal (1999:20) have highlighted, it is 
first and foremost researcher’s personal choice how to pick the best technique for their 
own research.  
 
It is important to bring up the discussion of the view of knowledge because as 
Johansson Lindfors (1993:76) expresses it “…it is in this stage the researcher finally 
tries out the spectacles that he/she will view the empirical reality with.” There are 
several disadvantages that will occur if the right selection is not made such as poor 
results and badly executed analysis. This phase of our work will help to make our 
problem statement more tangible and our strategy to try to answer it.  
 
 
3.3 Research strategy 
 
3.3.1 Deductive approach 
Induction and deduction are the two common approaches that determine how the theory 
and research are connected. In deductive approach, hypothesis is deduced from theory 
and it will guide the data collection process (Bryman & Bell, 2003:9). In this study, we 
are not aiming to explain or interpret a particular phenomenon, instead we have used 
deductive approach and formulated research problem through the theories of economic 
integration, which is what changes Baltic States trade patterns have undergone since 
their EU accession.  
 
We have researched theories of economic integration and international trade which 
helped us formulate our research questions. Since our aim is to highlight these theories 
we consider our approach to be deductive. Furthermore, above mentioned theories act 
loosely as a set of concerns how empirical data is collected and how the research 
problem has arisen. Moreover, as the focus of this paper is to study the changes that 
have occurred over time and our data consists of total imports and exports instead of a 
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sample of this data, testing of significance level is not relevant. This is the reason for the 
use of a research questions (Bryman & Bell, 2003:69). 
 
Based on the fact that there are a great deal of pre-existing research within our chosen 
problem area we believe that the inductive approach should not be used since our study 
aim to discuss the changes of trade patterns within the well developed theoretical 
framework. 
 
3.3.2 Quantitative strategy 
When initiating a research project like this one it is important to choose an appropriate 
research strategy and these can be categorized into quantitative and qualitative 
strategies. Choosing research strategy will help guide us in how our research should be 
conducted and keep our attention on what is important. It will also assist the reader in 
gaining a deeper understanding of our research. Looking at what our research has set 
out to examine, by using a qualitative strategy we would be able to describe and 
understand the unique situation of the Baltic countries in a quest to find a solution to a 
problem. By doing the same but using a quantitative strategy for our research we would 
be able to illustrate appropriate theories and prove direct effects of the countries EU 
membership had on their markets. As we are not aiming to generate theory or gain a 
deeper understanding of a situation, we believe that a qualitative research strategy will 
not be most appropriate for our research. As our purpose is to examine the trade patterns 
in these countries and especially if there have been any changes after the EU accession, 
a lot of focus in this research will be on numbers and the measurement of changes in 
these. Therefore we have selected to use a quantitative research strategy (Bryman & 
Bell 2003:25-26). 
 
 
3.4 Literature search 
In order for us to undertake this kind of research we needed to find relevant information 
both on the Baltic countries and their historical development as well as previous 
research in this area and applicable theories and data for us to analyse. There are 
different types of material where this information can be found. When searching for 
material for our thesis we gathered information from secondary sources. We have used 
mainly peer reviewed articles and scientific journals in our problem background and 
theory chapters, together with official organisational web pages. The search for material 
was primarily conducted through Umeå University’s library and using databases and 
search engines like Business Source Premier, Emerald, ISI Web of Knowledge, Google 
Scholar and Econpapers. In order for us to ensure the quality of the sources limiters we 
used only full text and peer reviewed articles. Only full text articles are used as it is less 
likely that these will be misinterpreted than would be summaries or abstracts. Peer 
reviewed articles are used since these articles have been scrutinised and subject to 
impartial review by experts in the same area, therefore the researched results are 
considered to be reasonably well substantiated. We also sorted our results by relevance 
due to the large amount of hits. 
 
The books used were found through using the library’s databases ALBUM and LIBRIS. 
When looking for material and literature to our problem we used the following search 
words: 
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 “economic integration and EU”, “economic development”, “EU enlargement”, 
“economic growth and trade”. 
 
In our theoretical framework we used search words such as: 
 
 “economic theory”, “economic integration theory”, “customs union” and “free 
trade”.  
 
 
3.5 Critique of sources 
For our data collection on the historical development of exports and imports, we used 
the information available on Eurostat, EU’s statistics website. In addition to the 
delimitations we put on using peer reviewed full text articles, we also made a conscious 
decision to try and not include sources written before 1990 to insure that the research is 
fairly current. This was done to keep our work closer to the current research front in the 
field although the knowledge based, originally presented in early work in the field, has 
been retained where seminal ideas and theories were of importance. Using a wider range 
of databases might have given us a more extensive array of ‘hits’ but the Business 
Source Premier database includes some of the world’s top business journals and should 
therefore be considered to be good source of information. There are a vast number of 
empirical studies available on the impact of economic integration on growth, as well as 
studies of economic integration and EU accession on a general level. However, the 
number of articles found on the Baltic countries and their economies was not 
comprehensive. They failed to include many of the combinations of economic variables 
that are considered in this paper. Our data collection originated from the official web 
page of Eurostat which provides comparable data for EU member states and should be 
considered to be a reliable and trustworthy source due to its overview of statistical data 
for the European countries and official nature and independence 
(http://epp.eurostat.ec.europa.eu). There is always a concern when data is not collected 
for one’s own purposes but Eurostat’s data collection has a general function and it could 
be used for several purposes and therefore we do not consider it to be a major issue for 
our study. 
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4.1 Introduction to trade theory and economic integration 
Theory of trade and its potential implications is nothing new and many different 
theories have been developed from this area of research. In order to understand the 
theories selected for this paper a brief introduction is needed into trade theory, from 
which they have been derived. This section is presented only to have a full 
understanding of the coming theories which are the main theoretical aspects of this 
thesis. The figure 4.1 below aims to illustrate how the different theories are connected. 
 
Figure 4.1 Outline of used theories. 
 

 
 
 

It has since long been established that trade can be beneficial for countries (Markusen et 
al. 1995). One theory which focuses on these gains is the gains from trade theorem. It 
expresses the basic reasons that trade is beneficial in three ways. First it states that some 
trade is better than no trade. Secondly, that restricted trade is better than no trade and 
thirdly that small countries will always gain from free trade as they have no possibility 
of affecting world prices (www.wto.org). 
 
One of the most prominent perspectives on trade theory is the Heckscher-Ohlin model. 
This model shows that when countries start to trade with each other they will trade in 
goods where they have a comparative advantage (Markusen et al, 1995:99). When a 
country has a comparative advantage it means that they can produce a product more 

The theoretical section of the thesis is presented in this chapter. The theories presented 
here are reflected in our methodology as discussed in the following chapter. The chapter 
begins with an introduction to trade and trade theory from which our main theories 
originates from. The main focus, for our work, is on the most relevant forms of 
integration, customs union theory and free trade areas. We show some of the studies that 
were made in the area of trade liberalisation and on the effects of the preferential trade 
agreements. We will show the relevance of our research in connection to this previous 
research. 

4. Theoretical Aspects and Previous Research 
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cheaply relative to other countries. As a result, these countries will specialise in the 
production of these goods and as a consequence import prices will be relatively cheaper 
when expressed in terms of their exported goods. The gains from trade in these 
specialised goods will arise from economies of scale, increased competitiveness and 
improved quality (Markusen et al, 1995:217). Given that gains from trade have been 
established, it will be interesting to determine whether trade has increased for Baltic 
States since their ascension to the EU. If trade has increased then the following section, 
based on customs union theory, will give us an indication of what to look for to 
demonstrate that this has occurred.  
 
Taking trade theory and gains from trade a bit further have lead to a development of 
international economic integration theory. This theory can be traced back to around a 
half a century ago. Economic integration has come through developments such as the 
trade arrangements between EU states and NAFTA (Robson, 1987:7). Economic 
integration can be defined as a process by which countries merge into larger entities in 
order to increase the welfare of the country or reduce the welfare reducing factors such 
as taxes and tariffs. Economic integration processes can take several forms. They are 
often referred to as trade liberalization.  
 
According to Robson, economic integration as a process is very complex both 
promoting (creating) and restricting (diverting) trade effects. It is assumed that the 
abolishment of tariffs and movement towards free trade should be welfare-improving. In 
reality this is not necessarily true, since the reduction of taxes can, for instance, affect 
on the government income. (Robson, 1998:391-393) The term ‘negative integration’ 
denotes aspects of integration that involve the removal of discrimination in or restriction 
on trade movement. Whereas, ‘positive integration’ involves trade creation or the 
further development of existing institutions and instruments, i.e. the focus is on creating 
more functional markets (Robson, 1987:10). 
 
A common way to categorize economic integration is to divide the process into 
different stages that develop gradually toward complete economic integration. This does 
not mean that economic integration is necessarily gradual. However, if we examine the 
various types of economic integration that have been developed, the stage categorization 
can be more fully understood. Free trade area is the least restrictive form of preferential 
trade co-operation. Countries committed to free trade agree to eliminate all trade 
barriers between themselves but otherwise set their own external tariffs. Customs union 
is slightly stronger form of co-operation, where members abolish all trade barriers 
among member nations and set common tariffs against countries outside the customs 
union. A common market is again one more step towards an integrated form of co-
operation. Economic and monetary union represent a deep economic integration 
between countries and is the last phase in the process towards complete economic 
integration among member states. This last phase has already been initiated in many of 
the EU member countries (Robson, 1987).  
 
 
4.2 Free trade theory 
A free trade area (FTA) is the simplest and also the most common form of international 
economic integration today (Markusen et al, 1995:313). As mentioned above, 
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participating countries remove all the tariffs between the members but keep their own 
individual trade policies and restrictions towards the rest of the world. We have chosen 
to include this theory in our study since the Baltic countries signed a free trade 
agreement with the European Union in 1995, prior joining the union.  It is, therefore, 
relevant for our research.  
 
There are some characteristics that are distinctive for FTAs. These are mainly rules of 
origin (ROO) and trade deflection. Rules of origin are important in FTAs because every 
country can maintain their own tariffs with the resulting need to know the origin of 
goods in order to determine what tariff to apply to that product. The reason for this is 
that corporations of non-member countries take advantage of the different tariffs and 
relocate some of their production to gain favour from tariff policies (Brenton & 
Manchin, 2003:760). This is what is called trade deflection and is why the regulation of 
ROO exists. The rules of origin require traded goods to have been at least partly 
produced in the exporting country if they are to be traded under a FTA. This prevents 
trade deflection or the misuse of trade agreements by allowing tariff benefits to flow 
through to non-member countries by simply allowing the goods to travel through 
member countries (Brenton & Manchin, 2003:760).  
 
Markusen et al., have listed four main benefits that countries can enjoy when engaging 
in free trade. Firstly, there would be gains associated with specialization that take 
advantage of inter country differences in endowments and tastes. Increased returns to 
scale may also take place as well as increased competition. When countries group 
together they usually have better terms of trade between themselves and the rest of the 
world and they have more negotiation power than individual nations would have. 
(Markusen, et al. 1995:313) 
 
 
4.3 Customs union theory 
Economic theory teaches us that there are both benefits and drawbacks from free trade. 
The same applies to customs union (from now on referred to as CU). 
 
Paragraph one of article 23 in the Treaty on the European Union (consolidated version 
2007) states:  
 

“The Community shall be based upon a customs union which shall cover all 
trade in goods and which shall involve the prohibition between Member 
States of customs duties on imports and exports and of all charges having 
equivalent effect, an the adoption of a common customs tariff in their 
relations with third countries.” 
(http://eur-lex.europa.eu) 

 
4.3.1 Motivations for customs unions 
The motivations for the creation of a CU are many and different from country to 
country depending on their original situation. One motive is market power. A group of 
countries can gain monopoly power on the world market through improved terms of 
trade. They can also gain greater bargaining power than each would have individually. 
Greater inter-union trade is also promoted between the members as this is a founding 
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principle of CUs. The elimination of trade barriers increases welfare for all members as 
production shifts to the most efficient producers. Per capita income can increase when 
the union gains larger market size and this can in turn speed up economic growth 
throughout the union. A second motivation is foreign investment. Developing countries 
may join a CU as their own low wages and other minimal costs are of interest to firms 
investing abroad. It is common for a third country to invest within a CU in order to gain 
better access to that market. Additionally, other member countries invest more within 
the union in self-interest, so called investment creation with foreign investments comes 
technology transfer and further reform (Hosli & Saether 1997:27). Security is a third 
motivation to join a CU. Countries that are members of a CU are engaged in trade with 
each other are less likely to be involved in hostile actions towards one another Rivera-
Batiz & Oliva (2003:538) argue, for example, that the eastern enlargement of the EU 
was just as much a security strategy as a trade strategy. Fourthly, CU can also be a way 
of shielding a country from protectionist measures in other countries. Finally, 
governments are provided with improved credibility due to the reallocation of resources 
to more efficient uses (Rivera-Batiz & Oliva 2003:535-537).  
 
There are several assumptions underlying this model including relatively level playing 
fields in competition, uniform or interchangeable products, no transportation costs and 
mobile production factors (Arndt, 1969:108-109). The theory of CU explains that the 
impact of its initiation depend on the original situation of each country. This can be 
illustrated with an example. Imagine that we have two countries, A and B. The world 
prices are at Pw. Country A has low marginal production costs and in order to dominate 
their national market only a low tariff (tA) is needed on imported goods. Country B on 
the other hand has high marginal production costs and can only capture part of its 
national market by using a high tariff on imported goods (Pw+tB). If these countries 
then form a CU, with a common tariff (Pw+tC) the price will end up at Pcu. The results 
from this action will be that country A will increase its production and the size of this 
increase (BE) will be exported to country B. In turn, country B will start to import from 
country A (the size of B’E’) as Pcu is lower than Pw+tC and its domestic production 
will decline (Molle, 1994:89). 
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Figure 4.2 Customs union effect (authors own adaptation of Molle, 1994:90). 

 
PW + tA = Price on world market + tariff of country A 
PW + tB = Price on world market + tariff of country B 
PW + tCU = Price on world market + tariff of customs union 
PW = Price on world market 
PCU = Price in customs union 
 
4.3.2a Effects of customs unions 
Effects from a customs union include trade creating, trade diverting and trade expansion 
effects. In Customs Union theory they are referred to as static and dynamic effects but 
for our purposes these effects will now be presented in turn in the light of their impact 
on import, export, welfare and specialisation. It is also important to point out that the 
effects also differ depending on whether or not the joining country is big or small. If a 
small country joins a CU it will not cause a big impact on the union although it may 
have a big impact on the new member. Conversely, a large country may shift the 
demand off other countries consequently having a larger impact on the union (Arndt, 
1969:109).  
 
As mentioned before, when a country enters into a CU this means that all existing tariffs 
between that country and the member states are banned, creating cheaper imports for the 
new member states. This decrease in price can have a trade creation effect. As it 
becomes less expensive to import from another country, the new member state can 
increase its import from and export to the CU as a result. Other import changes occur 
when the new member state stops its importation from non-union countries due to the 
common external tariff now imposed that makes those imports more expensive. As a 
result, the new member state turns to trade with other members as there are no tariffs to 
distort prices between them. This is called the trade diversion effect. The last and final 
effect on imports and exports is the trade expansion effect. This occurs due to the lower 
prices and the increased demand for products made within the union. This trade either 
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occurs with member states or non-members. Old member countries also start to import 
from the new member state as there is now no price distorting tariff resulting in an 
increase in the new member’s exports. This would mean an increase in the export of the 
joining member, through trade creation, thus further enabling economies of scale 
(Södersten & Reed, 1994:335-336). 
 
4.3.2b Welfare and specialisation effects on new member states 
Throughout this discussion of Customs Union Theory the effects of trade creation, 
diversion and expansion have been emphasised in isolation but, these effects in turn 
have an effect on the welfare of the country and on economies of scale. Let us look back 
on the previously mentioned example. Trade creation occurs when country B starts to 
import the good that they previously produced with high marginal costs, from country 
A. This effect is said to have a positive impact on country B’s welfare as production 
shifts to more efficient producer (Rivera-Batiz & Oliva 2003:540). This means that 
limited capital and production factors can be put to more efficient use in country B. 
When tariffs are eliminated countries compete on equal terms and this usually means 
that a country shifts production to that sector or industry where they have advantages 
that allow them to produce relatively more cheaply. This gives rise to specialisation and 
economies of scale (Hosli & Saether 1997:21-22).  
 
When either country A or B stops importing from a third country in favour of one of the 
member states, trade diversion has occurred. The diversion of trade happens due to the 
tariff imposed against the third country making their goods more expensive when 
compared to one of the member states.  This occurs even when this new trading partner 
may not be the most efficient producer. Therefore trade diversion has a negative welfare 
effect for the importing country (Rivera-Batiz & Oliva 2003:540).  
 
Trade expansion, when two member countries increase their trade with each other, is 
often due to the new member state’s higher demand for lower cost goods.  The result is 
an increase in production to meet the demand from the new member state. Trade 
expansion also has a positive welfare effect (Hosli & Saether 1997:22). When 
production is increased benefits from specialisation and economies of scale can occur.  
 
The European Union is in every sense a CU. Free trade is promoted within the union 
while other trade barriers are withheld against other non-members. CU theory can be 
assessed by examining whether Baltic countries trade was affected by their accession to 
the EU. We shall therefore set out to investigate if one can observe any of the effects of 
CU theory that have been described. Trade, in this study, has been limited to the 
variables of import and export represented in country statistics.  
 
Customs union theory has been challenged several times, especially the welfare 
enhancing effects of CUs. During the 1990’s the concept of natural trading partners was 
introduced to challenge the CU theory and question the welfare effects of CUs (Pomfret, 
2001:246). Theoretically the gains from CU are higher the more the members trade 
among themselves and lower when trading with the outside world.  
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4.4 Literature Review  
There has been extensive research made in the area of economic integration and its 
effects. Some of the researchers such as Balassa and Viner (1975 & 1950) are 
considered to be the founding fathers of the theories of economic integration and 
customs union. Much of this research has been focused on the usefulness and effects of 
these theoretical models as determinants of trade.  
 
Viner (1950:41-56) delineated the concepts of trade creation and trade diversion to 
describe the problematisation that occurs in the formation of a customs union. He 
argued that customs unions are beneficial in the extent of the created net welfare effects. 
The net effects are the sum of the positive and negative welfare effects, created by trade 
creation and trade diversion. Trade creation occurs within a customs union when 
production shifts from a high cost producer to another member country that is a low cost 
producer. As the price becomes lower it further increases the demand from the 
purchasing (higher cost) country. This occurrence has positive effects on both countries’ 
welfare (Viner, 1950). By contrast, trade diversion is what happens when a country 
stops importing from a third country to the benefit of another member country after the 
introduction of a Customs Union. In this situation, the introduced common tariff works 
against non members by diverting trade from a more efficient producer to a less 
efficient producer with a negative effect on welfare for all (ibid).  
 
Balassa (1975:177) studied the impacts of the European Economic Community in the 
early years after its establishment. He found that countries acting in expectation of the 
common market and the expansion of that market increased their economies of scale 
and specialisation, which increased productivity in the short term. However, he 
emphasised that there were no indications that the economic growth arising from these 
actions would continue ad infinitum. The drawback found in the process was that the 
short term increase in production led to higher labour costs and prices which in turn 
created decreased profit margins. This had a negative effect on the growth of exports. 
Balassa (1975:177) continued to focus on intra and extra area trade. He saw a 
significant increase in intra area trade as well as a small increase in extra area trade after 
the establishment of the common market. He credited this to the formation of the 
economic community as this increase in trade was not based on past trends (ibid).  
 
Some authors, rightly in our opinion, have argued that tariffs are not the only thing that 
determines levels of trade. Papazoglou et al. (2006:1077-1089) studied the trade effects 
of the largest EU enlargement. They used a gravity model to forecast the potential gains 
and changes in trade flows of the EU15 economies. Predicted values referred to year 
2006 and the estimation was made for the period 1992-2003. They predicted that all the 
new members would face growth in trade levels although export growth would be 
greater in those countries that were less integrated with the EU, namely Lithuania, 
Latvia and Slovakia. EU accession was expected to lead to a trade deficit for the EU-10 
economies that joined the union in 2004. This prediction was based on the expected 
increase of exports from former transition economies. Again the trade deficit was 
expected to be stronger in those economies that were less integrated with the rest of the 
world. The second main conclusion in their study was that trade expansion happens 
mainly inside the region; that trade with the rest of the world would decrease. They 
found evidence of trade diversion away from Russia and towards the EU but the 
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decrease in trade was less than with the rest of the world. This was particularly clear 
among the Baltic States. This finding supports the gravity model that states that 
countries trade with their closest neighbours (Papazoglou et al., 2006:1077-1089). The 
research undertaken for this thesis re-examines trade patterns to see what really 
happened with the trade flows when the Baltic countries joined the union. Did trade 
divert towards the EU and did the accession affect trade with Russia? 
 
As tariffs are eliminated within a customs area, competition increases as companies 
have to compete on equal terms. As a result production shifts to wherever a company 
has the most comparative advantage. This leads to specialisation among nations 
(Marques and Metcalf (2005:209). Marques and Metcalf (2005:208) suggest that 
economies of scale together with transportation costs play an important role in the 
formation of trade patterns. Even when economic integration including agreements and 
arrangements that ease bilateral trade, location and geographical distance between 
countries will always remain. 
 
Marques and Metcalf (2005) found that size, income and human capital endowments 
were the most important determinants affecting trade between sectors of a Customs 
Union. EU-entrants from 2004 were divided into three different groups depending on 
these factors. Baltic States were included in an EU-East-group with low- income and 
high human capital endowments. The analysis indicated that these states would benefit 
from the integration and have increased income levels given that the poorest of the new 
entrants could exploit a comparative advantage in the high skill-intensity sectors. 
(Marques & Metcalf 2005:210-212) 
 
The theory of economic integration and customs union, as described by Balassa and 
Viner (1975 & 1950), are economic models that are based on number of unrealistic 
assumptions. The model treated by Marques and Metcalf (2005) is a more practical 
model but is very dependent on the chosen input variables. Nevertheless, there are 
insights to be gained from both theoretical and practical models. The application of 
these theories and models to EU-accession countries is not new.  
 
Many researchers have found that membership in the European Union may have both 
advantages and disadvantages depending on the original situation and the country size.  
Among these, Raig (2002) studied the prospective impacts of EU accession on Estonia’s 
development before Estonia joined the Union. Prior to EU membership, Estonia had 
very liberal trade policies, low taxation and had not protected its domestic markets. In 
the Accession Agreement Estonia was obliged to adopt EU legislation and harmonize 
other institutions with the EU (Raig, 2002:3). Raig argued that small economies, like 
Estonia would gain from the membership more, due to increased integration and 
broader opportunities. However, this enlargement would bring some disadvantages such 
as higher price levels.  This drawback occurs because of a convergence in price levels 
towards those of other member countries. As production shifted from labour intensive to 
less labour intensive production and there would be an increase in specialisation, higher 
prices and smaller marginal profits. The combined outcomes of this research seem to 
suggest that there are significant gains to be made from joining an FTA or a CU (Raig, 
2002:1). 
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Soon after Baltic States regained their independence they primarily trade with Russia 
and Ukraine, since those countries provide them with raw materials that growing 
economies increasingly needed since Baltic States’ comparative advantage was in 
highly educated but still relatively cheap labour. Sumilo, (2006:3) has studied trade 
developments in Baltic States after regaining their independence but before joining the 
EU. During the period she had studied, (1993-2002) all three countries had negative 
foreign trade balance; Lithuania was the country with biggest trade deficit. In Sumilo’s 
study all three countries had same main trading partners; EU and Russia but when 
looking at the country level there were some varieties. Latvia exported most to 
Germany, Russia and Sweden. Lithuania’s exports went to Russia, Germany and Latvia 
and Estonia’s to Finland, Sweden and Germany (Sumilo, 2006:4). Sumilo observed that 
the structure remained stable in the years before countries joined the EU. Our aim is to 
examine whether the structure has remained the same or if there has happened changes 
after Baltic States joined the union. 
 
Intra-regional trade among Baltic States was active, although EU was clearly the most 
significant trade partner for all of three countries. As Sumilo concluded in her paper; 
before Baltic States joined the union there were expectations for intra-regional trade to 
grow that would mean that each of the countries could possibly specialize in own area 
and as a region they could achieve economies of scale (Sumilo, 2006:5). It is interesting 
to see if there have been changes in intra-regional trade after joining the EU and 
furthermore if there has happened specialization within these countries. 
 
The studies mentioned above have been very theoretical in nature or have been trying to 
anticipate the potential gains or drawbacks from integration. In addition to this most 
studies focus on an entire group of members of PTAs and also on the total impact from 
this kind of agreement. We have yet to find a study on one country or group of countries 
that tested the results of their membership in the EU on the basis of similar 
characteristics matching the theoretical models. Is an EU membership as beneficial as it 
seems? Are benefits the result of integration or a phenomenon that occurred along with 
the nation’s general economic development? 
 
Figure 4.3 Distinction between selected theories 

 
 
The figure above illustrates the differences between our selected theories and this is the 
knowledge we will have in mind when proceeding to the empirical findings and the next 
chapters in our study. 
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5.1 Data Collection 
One of the challenges we faced when planning the empirical part of this study, was to 
choose the time period that would be the most useful in giving us access to data that 
could examine the theories we wished to consider. As the Baltic State joined the EU in 
2004 we have decided to look at annual data for a time period of five years before 
accession, starting in the year of 1999 and all consequent years until 2007. Time period 
of nine years was chosen to examine trade patterns before EU-accession and also so that 
to capture the most recent developments.  
 
This decision was based on that access to reliable statistical data created some challenge 
to our data collection, since it was hard to find comparable data from one source. The 
problems that we encountered were to find data that covered the same time period and 
that was measured in the same currencies. We decided to use data provided by Eurostat, 
even though it set limitations to the time period, but we considered that even by using a 
time frame of five years before accession should provide some insight into the countries 
pre-accession trade flows. The data for Eurostat was found by entering the database and 
selecting ‘Exernal Trade’. This data was measured in same currency (in Euros) and 
provided the same time period for all of the countries.  
 
We were able to find some statistics from the national statistical bureaus’ from further 
back in time which could have benefited our analysis, but we also found that national 
statistic bureaus had collected statistical data with different criteria and usually in their 
national currencies and in order for us to make comparisons between countries we 
needed to convert the results into same currency. However, we decided that this was not 
a viable action, since it would have risked the reliability of the results, as changes in the 
national currencies have occurred during this period. Furthermore, the Euro was 
established in 2002 and a problem occurred when deciding on a exchange rate for the 
years before that and what implications that would have had on our study. Instead we 
used the data from Eurostat which was already presented in Euros and measured in the 
same way. After consulting a teacher from the department of economics, he agreed that 
collecting the data from one source was the best way to maintain a high reliability of the 
dataset even though it meant having a shorter time period and possibly limiting the 
extent of our findings.  
 
There are several advantages worth considering when using data collected by others. 
Official data compilations will offer access to quality data such as official statistics and 
archives and are usually collected by professionals and thus the reliability can be 
perceived to be higher than in data collected by the individual researcher (Bryman & 
Bell, 2003:212).  
 
 

This chapter contains a presentation of how the empirical data have been collected and 
processed and what findings this have resulted in.  

5. Practical Method 
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5.2 Data processing 
 
5.2.1 Data of trading patterns 
Data about external trade and trading partners of the Baltic countries were collected, as 
stated previously, from Eurostat. Collected data includes statistics about extra and intra 
trade between EU25-countries and the Baltic States and also trade between Baltic States 
and Russia. EU25 is comprised of countries that joined the Union before 2007. This 
measurement includes all the 25 countries even before ten of them joined the EU. 
Furthermore, we collected data about the SITC sectors for the three countries and the 
respective time period. The data retrieved from Eurostat were thereafter transferred to 
excel files for computation. We considered several techniques to measure the change in 
trade flows, since our aim is to look at changes in trade patterns and SITC sector, not to 
find trends or linear relationships, which would not be suited for our purposes; we 
decided to calculate annual changes in trade flows. The share of trade flows has been 
calculated by computing percentage of total trade flows in each country (as an example 
table 6.1.) such as Estonia’s annual imports from EU-25 countries out of total imports. 
We have used following formula in our calculations: change in trade flows, in which Qt 
stands for trade flows for a country in the end of the period and Qt-1 for the same 
country in the beginning of the period. 
 

Change in trade flows = 
1
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−

−−
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To be able to provide thorough answer to our research question and for research 
purposes, a more detailed investigation of the Baltic States trade with Russia was 
necessary. Data was retrieved about the specific trade flows of the Baltic States with 
Russia and this data was then processed in the same way as mentioned above. Our 
findings will be presented later in next chapter.  
 
5.2.2 Data of SITC sectors 
We looked at the trade in different sectors by using the United Nations’ Standard 
International Trade Classification (SITC) which have standardised trade into specific 
sectors in order to make them comparable between countries (www.un.stats.un.org). 
This data separates imports and exports on a commodity level and are expressed in total 
annual volumes and is what we used in our calculations. In our data, SITC sectors are 
divided into ten different product categories which will be presented later 
(www.un.stats.un.org). The reason why sectors have been included in this study is 
because it will show if certain products or area of production have been more affected 
than others by the assent to the EU as tariffs and trade policies affect different products 
differently. Our first task was to transform the data of intra and extra EU trade into total 
export by SITC sector. This will tell us the exact share that each sector compose out of 
the total trade each year to allow us to see if there has been any changes in sector sizes 
during our time frame. Changes in sector size, when comparing before and after 
accession, would according to customs union theory be evidence of occurred 
specialisation.  
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The next step was to calculate the share of intra and extra EU trade per sector in relation 
to total trade per sector. This will provide information on how large part of each sector 
originated from the EU or had it as its destination, each year and what changes occurred 
over time. The calculations were performed using the formula presented above which 
can also be used on individual sectors. Special focus was given to trade flows from and 
to the EU as this is the focal point of the paper. Especially we compared the year of 
1999 to that of 2007 to see what the difference was between them. For example how 
much of the Baltic States exports to the EU were in the sector of beverages and tobacco 
in 1999 compared to 2007? It is our assumption that similar changes that occur in the 
same sector, in all three countries are evidence of trade policy changes. Hence, we are 
looking for these changes (positive or negative) to answer our research questions. 
 
Since this study have a particular interest in the Baltic States trade relations with Russia, 
we examine imports and export out of total extra trade and by sector. This will illustrate 
what commodities are most important for the Balts when trading with Russia and if any 
changes have occurred after accession to the EU due to tariff changes.   
 
First the data of the Baltic States trade, by SITC sectors, with Russia was found in the 
Eurostat database. Then Russian share of import, by sector, was calculated out of total 
extra import by sector. For example, import from Russia in the sector of food and live 
animals comparing to total imports from outside the EU in the sector of food and live 
animals. This will explain how much out of total imports from outside EU is going to 
Russia, by sector. Furthermore, this will portray if there are any similar changes in all 
the three countries (positive or negative) which could be due to a change in tariff policy 
within the selected time frame. This procedure was then repeated for the each of the 
Baltic countries exports to Russia in order to see similar changes in exports.  
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In order to get a better picture of the trade patterns of the Baltic States, results are 
divided into several sections. Since this paper includes a vast amount of data from three 
different countries we have chosen to illustrate the outline with the figure 6.1. 
 
First we will present most important trading partners (level 1) followed by a summary 
of general trade flows between Baltic States and intra- and extra- EU and the trade with 
Russia (level 2). Finally we take a closer look at trade flows in SITC sectors to see if to 
see if certain sectors or commodity groups are more or less affected than others by 
possible changes in trade flows (level 3). 
 
Figure 6.1 Division of empirical findings 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
6.1 Empirical findings of trade patterns  
When looking at the total trade volumes in Baltic States between 1999 and 2007, it is 
very clear that trade has been growing; both exports and imports have approximately 
tripled since 1999. Another common feature for all three countries is that imports have 
outweighed exports and the trade deficit has remained during the whole period. We 
have summarized total trade flows of all three countries and separated them into extra 
and intra-EU trade and trade with Russia. Trade deficit with intra-EU countries has 
increased relatively more than the deficit with non-EU members and the change has 
been exceptionally clear after 2004. Lithuania has been the country that has had the 
largest deficit and it has even increased during the last years. On the other hand, 

Main findings of Baltic States’ trade patterns are presented here. Chapter consists of 
three main parts; findings about trade partners, imports and exports of the Baltic States. 
Model illustrating the outline of this chapter is developed to organize the vast amount of 
data collected from three countries and helping the reader to follow the presentation of 
results. 
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Estonia’s trade deficit with the rest of the world has clearly started to decrease after 
2004 (Eurostat, appendix 1).  
 
When looking at trade statistics in monetary terms, not as a relative portion of country’s 
total imports, we noticed that there has been a clear increase in all three countries after 
2004. Measured in euros, Lithuania is the biggest exporter of these three, but there are 
no large percentage differences among the countries (http://epp.eurostat.ec.europa.eu). 
It has to be kept in mind when comparing these countries that Lithuania is significantly 
larger than Estonia and Latvia in terms of population and GDP (www.wto.org).  
 
6.1.1 Trading partners 
We begin by giving general view with whom Baltic States trade with. Results are 
illustrated in table 6.1 below. On the firs two rows, shares are calculated as a percentage 
of total trade flows according to destination. It is good to note here that Russia’s trade 
flows are calculated out of extra EU25 flows, not from total trade flows. As can be seen, 
for all three countries trade with intra EU25 economies make up the largest part. 
Approximately 70-80 % of Estonia’s and Latvia’s and more than 60% of Lithuania’s 
trade happen inside the union. There has not been a significant change in the shares 
during the nine year period, EU25 countries has clearly remained the most important 
partner for all of three countries. Trade with Russia has traditionally played important 
role for Baltic States we can see here that Russia has kept its place as a significant 
trading partner. Lithuania trades more with Russia, than two other countries when 
measured as a percentage of total trade that goes outside the EU25-economies. What is 
interesting here, all three countries has increased their trade with Russia. In 2007, 
already 50% of Lithuania’s extra-EU trade is with Russia. Relatively largest, ten per 
cent increase has occurred with Estonia, where Russian trade took already 38% share of 
non-EU trade. 
 
      Table 6.1 Percentage shares of total trade flows according to destination 

  Estonia   Latvia   Lithuania  
 1999 2004 2007 1999 2004 2007 1999 2004 2007 

Intra-EU25 78 76 75 76 76 75 65 65 67 

Extra-EU25 22 24 25 24 24 25 35 35 33 

Russia* 
 

28 33 38 38 33 42 43 49 50 

        (Source: Eurostat, Authors’ own calculations) 
          (* Russia’s share of extra EU25-trade.)  
 
European Union is clearly the major trading partner for all three countries. Next we will 
look at the structure of the trading partners inside the EU. We have concentrated only on 
the destinations of exports and three largest partners are presented. As it is illustrated in 
table 6.2. Estonia’s most important partner is Finland, which has been that during the 
entire period we have observed. It is interesting to see that Finland’s share has clearly 
decreased from 42 % in 2001 to 25 % in 2007. Next largest share of Estonia’s exports 
went to Sweden and Latvia. Latvia has increased its share since 2001 being the third 
largest export destination. Latvia exports mainly to Lithuania, Estonia and Germany. 
Estonia and Lithuania have steadily increased their share of total exports. Most of 
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Lithuania’s exports went to neighbour countries Latvia, Estonia and Poland. 
Accordingly one can see the Baltic States largest trading partners are some of the Baltic 
countries closest neighbours. Structure of the main trading partners has changed slightly 
comparing to Sumilo’s (2006) findings presented in chapter four, before Baltic States 
joined the EU. What is more interesting, comparing our results to Sumilo’s, Baltic 
countries have clearly increased intra-region trade after 1999. 
 
Table 6.2. Main export partners (% of total intra-EU exports destinations) 
 Estonia Latvia Lithuania 
 Fin Swe LV LT Est Ger LV Ger Pol 
2001 42 17 9 10 7 21 17 18 9 
2001 30 19 9 11 8 20 14 15 5 
2003 31 19 9 10 8 19 15 16 6 
2004 28 19 11 12 10 16 15 15 7 
2005 34 17 12 14 14 13 16 14 8 
2006 28 19 14 20 17 13 17 14 10 
2007 25 19 16 21 17 12 20 16 10 
(Source: Eurostat, Statistical Yearbook 1958-2007) 
 
6.2 Import patterns 
Having already established that Baltic countries main trading partner is the EU we will 
first discuss findings of import flows with the EU and Russia, both in general trade and 
on a commodity level, namely the SITC sectors. Export findings are discussed later on 
in a chapter similar manner. If we follow the model, as illustrated in figure 6.1 in the 
beginning of the chapter, we are entering on the level two in our empirical findings. 
Going more in details about trading patterns we have examined trade flows on a country 
level in order to see how Baltic States’ imports from inside the EU have developed 
between 1999 and 2007. Results are percentage shares of total imports inside the EU 
and they are summarized in table 6.3.  
 
Figure 6.2 Intra EU25 %-share of country’s total imports 
(Source Eurostat, authors’ own calculations)   

As a general observation, 
the share of imports from 
inside the EU has 
increased in all countries; 
change has been 
relatively smooth for 
Latvia, but more volatile 
for Estonia and 
Lithuania. Intra-EU trade 
dominates clearly in 
Latvia and Estonia, 

comprising 70-80 % of the total imports, whereas in Lithuania its share has been 
smaller, Lithuania has caught up to the other two Baltic countries after 2004 but still 
Lithuania imports more from outside the union than its neighbours do. Now that we 
have examined the general structure of countries’ imports above, namely how much of 
their total imports come from inside and outside the EU. It was obvious that imports 
come chiefly from inside the EU, and hence we wanted to examine better how imports 
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have developed annually and are we able to see annual variations. Therefore, we have 
calculated annual changes in import flows between intra-EU25 countries and Baltic 
States (table 6.3). When looking at the annual changes in trade flows, we can see that 
they are volatile and there are significant differences at a country level. Even though the 
growth in total imports has been relatively stable in all countries since 2000, there are 
more obvious yearly variations. We can see a clear jump, more than 30 % raise (for 
Estonia and Lithuania) in imports in 2003-2004, the time when countries join the EU. 
Imports continued to increase at a stable pace two more years after accession. Findings 
support the same phenomenon that was pointed out in the discussion of intra-EU 
imports above, hence intra-EU trade dominates.  
 
Table 6.3 Annual changes in intra-EU25 imports 

 2000 2001 2002 2003 2004 2005 2006 2007 
Estonia 38 % -2 % 10 % 7 % 33 % 27 % 27 % 11 %
Lithuania 19 % 19 % 22 % 6 % 32 % 18 % 30 % 26 %
Latvia 23 % 16 % 11 % 5 % 24 % 22 % 34 % 23 %

(Source Eurostat, authors’ own calculations) 
 
Comparing to findings just discussed to the development of import statistics between 
Baltic States and Russia we calculated imports from Russia out of total imports that 
come from outside the EU (figure 6.3). Lithuania is again the country that imports most 
from Russia, in 2007 Russian imports comprised 57% of Lithuania’s extra import and 
47% and 38% for Estonia’s and Latvia’s imports respectively. We observed a clear 
increase for Estonia and Lithuania after 2004, whereas Latvia’s imports have stayed on 
a same level as can be seen in the figure 6.3. We can observe a general downturn after 
2006 and this is evident in all findings and we consider it to be a common economic 
trend. 
 

Figure 6.3 General imports from Russia 
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(Source Eurostat, authors’ own calculations) 

 
 
We can conclude that in all countries imports from the EU have increased during the 
studied period and thus taking larger share of the total imports. Development has started 
earlier but escalated after 2003.  
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6.2.1 Total imports by SITC sectors (annual sizes) 
By studying imports, by sectors, one will see how different commodity groups have 
changed or developed and what the Baltic States choose to import. The reasons why 
sectors are interesting are because tariffs affect commodities differently. For Lithuania 
the largest sectors in import during the time period remained the same. (see appendix 2) 
These were Machinery and transport equipment, Manufactured goods classified chiefly 
by materials and Mineral fuels, lubricants and related materials. The three smallest 
sectors show the same patterns and are the same in the beginning as in the end. They are 
Beverages and tobacco, Animal and vegetable oils, fats and waxes and commodities 
and transactions not classified elsewhere and show no shifts among these three either. 
Given that the annual sizes in sectors have largely remained the same from 1999 to 
2007 we continued by examining the changes in sector size.  
 
The changes in size of the import sectors have very little to tell except for SITC 7 which 
increased in size, when comparing 1999 to 2007, with 8 percentage points. Decreases in 
annual size are very minor ranging from -3 percentage points for commodities and 
transaction not classified elsewhere and manufacturing goods to -0 for food and live 
animals. However, one can see from table 6.4. That Lithuania’s largest import sector is 
in machinery and transport equipment. 
 
          Table 6.4 Lithuania’s total imports by SITC sector 

SITC Classification 1999 2004 2007 
0 Food and live animals 8% 7% 8% 
1 Beverages and tobacco 2% 1% 1% 
2 Crude materials, inedible, except fuels 5% 4% 3% 
3 Mineral fuels, lubricants and related materials 15% 19% 16% 
4 Animal and vegetable oils, fats and waxes 0% 1% 0% 
5 Chemical products  12% 12% 13% 
6 Manufactured goods classified by material 19% 18% 16% 
7 Machinery and transport equipment 26% 32% 34% 
8 Miscellaneous manufactured articles 10% 7% 8% 
9 Commodities and transactions not classified elsewhere 3% 1% 0% 
Total  100 100 100 

 (Source Eurostat, authors own calculation) 
 
Latvia’s three larges import sectors had one change during 1999-2007. To this group 
SITC sectors Machinery and transport equipment, manufactured goods classified 
chiefly by materials and chemicals and related products belong. SITC sector 7 being the 
largest import sector. The last sector however, competed about a place in the largest 
category already in the beginning of the time period with miscellaneous manufactured 
articles which won in the year of 2007 with a value of 11%. In the category of the three 
smallest one can find beverages and tobacco, animal and vegetable oils, fats and waxes 
and commodities and transactions not classified elsewhere in the SITC. 
 
As one can see from the table below no big changes have occurred within this group. 
The largest increase that can be found during this time period is in the group of 
machinery and transport equipment which started in 1999 with 30% of total imports 
and ended in 2007 with 35% of total imports. So for Latvia the biggest increase 
occurred in their largest import sector. The largest decrease occurred in the sector of 
miscellaneous manufactured articles which was 13% in 1999 and 11% in 2007, a 
decrease of 2 percentage points 
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Table 6.5 Latvia’s total imports by SITC sector 
SITC Classification 1999 2004 2007 
0 Food and live animals 9% 8% 8% 
1 Beverages and tobacco 3% 2% 3% 
2 Crude materials, inedible, except fuels 3% 4% 4% 
3 Mineral fuels, lubricants and related materials 11% 12% 11% 
4 Animal and vegetable oils, fats and waxes 1% 1% 0% 
5 Chemical products  13% 11% 10% 
6 Manufactured goods classified by material 18% 19% 18% 
7 Machinery and transport equipment 30% 29% 35% 
8 Miscellaneous manufactured articles 13% 11% 11% 
9 Commodities and transactions not classified elsewhere 0% 2% 0% 
Total  100 100 100 

(Source Eurostat, authors own calculation) 
 
Estonia’s largest sectors were manufactured goods classified chiefly by materials, 
machinery and transport equipment and Miscellaneous manufactured articles. The last 
group was replaced by mineral fuels, lubricants and related materials in 2007. The 
smallest sectors stayed the same during this period and they were beverages and 
tobacco, animal and vegetable oils, fats and waxes and commodities and transactions 
not classified elsewhere in the SITC. The largest increase in sector size occurred in 
mineral fuels, lubricants and related material which had the size of 5% in 1999 and was 
14% of total imports in 2007. An increase of 9 percentage points when comparing the 
years. For the largest sector decrease stood the group Miscellaneous manufactured 
articles, machinery and transport equipment and which decreased with 3 percentage 
points. 
 
Table 6.6 Estonia’s total imports by SITC sector 

SITC Classification 1999 2004 2007 
0 Food and live animals 8% 7% 6% 
1 Beverages and tobacco 2% 2% 3% 
2 Crude materials, inedible, except fuels 5% 5% 4% 
3 Mineral fuels, lubricants and related materials 5% 7% 14% 
4 Animal and vegetable oils, fats and waxes 0% 0% 0% 
5 Chemical products  10% 9% 9% 
6 Manufactured goods classified by material 19% 20% 19% 
7 Machinery and transport equipment 38% 41% 36% 
8 Miscellaneous manufactured articles 13% 10% 10% 
9 Commodities and transactions not classified elsewhere 0% 0% 0% 
Total  100 100 100 

(Source Eurostat, authors own calculation) 
 
From the results presented above about the Baltic countries imports by SITC sectors, we 
can come to the conclusion that the largest import groups are the same from 1999 to 
2007 and that this has been the general trend for all the three countries. The sector in 
which the Baltic States import the most is in 7 machinery and transport equipment. The 
accession to the EU does not seem to have had an effect on import sectors in that way 
that the largest sectors before accession are different than after 2004. Additionally the 
largest import sectors also seem to be where the largest increases in size have occurred. 
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6.2.2. Changes in intra-EU imports 
When comparing the intra-EU imports with total imports, by sectors of 1999 to those of 
2007 one can see some major changes. For Lithuania SITC sector 2 of crude materials, 
inedible, except fuels increased by 20 percentage points which means that when 
comparing the two years 20% more of imports in this sector came from other EU 
member countries than in 1999 (see table 6.7). This increase has been on the expense of 
imports from non-EU members. Similarly, the largest decrease in intra-EU imports in 
favour of extra-EU trade occurred in the sector of animal and vegetable oils, fats and 
waxes which decreased with 26 percentage points compared to 1999. Lithuania has 
decreased its import in this sector and in 2007 more imports came from outside the EU. 
 
For Latvia’s part the largest increases occurred in the sectors of beverages and tobacco 
and mineral fuels, lubricants and related materials with 12 percentage points 
respectively compared to 1999. Decreases occurred in animal and vegetable oils, fats 
and waxes and crude materials, inedible, except fuels with 4 and 2 percentage points 
respectively. 
 
For Estonia’s imports from the EU by sector the data shows increases in all sectors but 
two of them. These decreases took place in animal and vegetable oils, fats and waxes 
and in manufactured goods classified by materials by 7 and 4 percentage points. Food 
and live animals, beverages and tobacco and crude materials, inedible, except fuels 
showed the larges increases with 15, 15 and 11 percentage points. 
 
Table 6.7 Change in intra-EU imports by SITC sector (comparison of sector sizes) 

 Countries: LT LV EST 
SITC  Change  99/07  
0 Food and live animals 17% 6% 15% 
1 Beverages and tobacco 8% 12% 15% 
2 Crude materials, inedible, except fuels 20% -2% 11% 
3 Mineral fuels, lubricants and related materials -4% 12% 4% 
4 Animal and vegetable oils, fats and waxes -26% -4% -7% 
5 Chemical products  6% 4% 9% 
6 Manufactured goods classified by material -2% -10% -4% 
7 Machinery and transport equipment 16% 6% 15% 
8 Miscellaneous manufactured articles 6% -5% 4% 
9 Commodities and transactions not classified elsewhere 7% 1% -76% 

(Source: Eurostat, authors own calculations) 
 
When comparing how intra-EU import sectors in 2007 compare to those in 1999 our 
results indicate that the Baltic States share some general trends. All three countries 
increased their imports from within the EU in the SITC sectors 0, 1, 5, and 7. Decreases 
took place in sectors 4 and 6. 
 
The share of the Baltic States import from Russia out of import from outside the EU 
(Russian SITC sector/Extra SITC sector) shows some trends occurring in all three 
countries as seen in table 6.8. For example, when comparing 1999 to 2007 there are 
positive trends in both the sectors of food and live animals and beverages and tobacco, 
for all three countries. Food and live animals depicts increases of 9, 11 and 2 % for 
Lithuania, Latvia and Estonia. Beverages and tobacco shows increases of 3, 48 and 
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11%. This means that the Baltic States have increased their trade with Russia in these 
sectors on the expense of other non-EU members. 
 
There can also be observed some decreases when comparing sectors in 1999 to the year 
of 2007. SITC 3: mineral fuels, lubricants and related materials have decreased 2, 14 
and 10 percentage points for Lithuania, Latvia and Estonia respectively. Yet another 
sector displays this negative trend for all three countries and that is in the sector of 
manufactured goods classified by materials which decreased by 12, 6 and 15% for 
Lithuania, Latvia and Estonia.  
 
Table 6.8 Change in import from Russia out of extra import 

 Countries: LT LV EST 
SITC  Change 1999/2007 
0 Food and live animals 9% 11% 2% 
1 Beverages and tobacco 3% 48% 11% 
2 Crude materials, inedible, except fuels 11% 13% 22% 
3 Mineral fuels, lubricants and related materials -2% -14% 10% 
4 Animal and vegetable oils, fats and waxes 7% 9% -23% 
5 Chemical products 12% -12% -3% 
6 Manufactured goods classified by material 12% -6% 15% 
7 Machinery and transport equipment 15% -12% 4% 
8 Miscellaneous manufactured articles 0% -10% 6% 
9 Commodities and transactions not classified elsewhere 97% n/a n/a 

(Source: Eurostat, authors own calculations) 
 
From the table below one can see that the Baltic States largest import sectors, when 
comparing 1999 to those of 2007, have remained the same and mineral fuels, lubricants 
and related materials have been the commodity group which is mostly bought 
throughout the time period.  
 
Table 6.9 Largest commodity groups of imports from Russia 

 Estonia Latvia Lithuania 
 1999 2007 1999 2007 1999 2007 
Import 3 

Mineral 
fuels, 

lubricants 
and related 
materials 

35% 

3 
Mineral 
fuels, 

lubricants 
and 

related 
materials 

58% 

3 
Mineral 
fuels, 

lubricants 
and 

related 
materials 

51% 

3 
Mineral 
fuels, 

lubricants 
and 

related 
materials 

42% 

3 
Mineral 
fuels, 

lubricants 
and 

related 
materials 

68% 

3 
Mineral 
fuels, 

lubricants 
and 

related 
materials 

81% 

(Source: Eurostat. Authors own calculations) 
 
In summary of the Baltic States import with Russia our findings portray similar findings 
as intra-EU imports by sectors. Some sectors have grown in all three countries and some 
sectors have decreased in all countries. Growth in imports has taken places in SITC 
sector 0 and 1 while sectors 3 and 6 have decreased. 
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6.3 Export patterns 
Total volume of exports has increased in all three Baltic countries since 1999 and the 
relative increase has been biggest for Lithuania. Intra-EU exports take a clear majority 
of the total exports in all countries approximately 70% of the total, which is in line with 
the portion of the imports’ share and general trade pattern, as discussed above. 
 
Figure 6.4 Intra EU25 %-share of total exports 
(Source Eurostat, authors’ own calculations) 

 
When separating the export flows 
according to destination (figure 
6.4), it can be seen that Lithuania 
exports slightly more outside the 
EU25-area than Estonia and 
Latvia. In general, share of the 
imports outside the union have 
declined in all countries 
contraction has been most 
distinctive for Estonia. It can be 
seen in figure 6.4. The 

development of extra EU exports has been volatile. We can perceive short aggressive 
raise in extra EU exports after 2004 in Estonia (especially in 2006, 96%) and Latvia, in 
Lithuania similar peak happened with a one year delay. Moving towards 2007 exports 
started to decline gradually. 
 
Table 6.10 Annual changes in Extra-EU25 exports 

 2000 2001 2002 2003 2004 2005 2006 2007 
Estonia 28 % 68 % -3 % 5 % 34 % 45 % 96 % -10 %
Lithuania 43 % 31 % 33 % 35 % 7 % 33 % 26 % 8 %
Latvia 8 % 23 % 12 % -2 % 38 % 34 % 38 % 24 %

(Source Eurostat, authors’ own calculations) 
 
The development of the export patterns and especially export outside the union has been 
interesting and logically we look next how exports between Russia, the largest extra-EU 
trading partner, and Baltic States have changed. In table 6.10 it is presented export flow 
developments between Russia and Baltic countries. Figures are computed as a 
percentage share of exports that went to Russia, out of total exports outside the EU25-
area. Lithuania has so far been the country that trades most with Russia but when 
looking at export flows, three countries have very similar portions of all the exports that 
go outside the union. Estonia with 30%, Latvia with 46% and Lithuania with 42% in 
2007. All countries have increased their exports to Russia after 2004. 
 
Table 6.11 Export flows to Russia (% of extra-EU25 exports) 

 
 
 
 
 

(Source Eurostat, authors’ own calculations) 
 

 1999 2004 2007 
Estonia 24 28 30 
Latvia 29 28 46 
Lithuania 22 28 42 
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As it is apparent now that exports to Russia have escalated in all three countries since 
1999, we are interested in to examine how exports have varied annually. Table 6.12 
below is similar to table illustrated in discussion with import flows. Here it is showed 
how export flows between Baltic States and Russia have changed year after year in our 
time frame. There is a apparent recent development among these three countries, 
exports to Russia have increased, which is not a surprise as the total trade between 
Russia and Baltics have increased and exports outside the EU have grown. On the other 
hand trade have been very volatile before year 2003. Exports to Russia started to 
increase rapidly after 2004 and growth have continued until 2007. There was a clear 
leap in exports in all three countries between 2003 and 2004, most notable for Estonia 
(71 % growth in 2004). 
 
Table 6.12 Annual changes in exports to Russia 

 2000 2001 2002 2003 2004 2005 2006 2007 
Estonia 8 % 24 % 20 % 28 % 71 % 50 % 51 % 17 % 
Lithuania 58 % 91 % 38 % -13 % 26 % 43 % 45 % 31 % 
Latvia -20 % 54 % 8 % -3 % 50 % 59 % 71 % 39 % 

(Source Eurostat, authors’ own calculations)  
 
When tying up our findings from trade flows, we can see that both in exports and 
imports intra EU-trade dominates in all three countries. Russia has continued to be a one 
single major trading partner; it has even increased its share in exports. In general trading 
patterns of Lithuania are a slightly more volatile than for Estonia and Latvia, 
Lithuania’s trade is also more focused on Russia than its neighbours, otherwise 
countries have very similar patterns and distinctive differences between them could not 
be found. 
 
6.3.1 Total Export in SITC sectors 
The investigation of the SITC export sectors for the Baltic States shows some 
interesting results. From the beginning of the selected time period of 1999 to the end of 
2007 the largest export sectors for each country remained the same as did the smallest 
export sectors which can be seen from appendix 2. The single observed change occurred 
in Lithuania. However, the result shows that the largest export sectors are also where the 
biggest changes have occurred which will be presented in the following sections.  
 
For Estonia the largest sectors in the beginning of the time period were: Machinery and 
transport equipment, Miscellaneous manufactured articles and manufactured goods 
classified chiefly by materials in that order. In 2007 they were still the same but 
miscellaneous manufactured good had moved down from second largest to third largest. 
Furthermore, the smallest export sectors also remained the same throughout the period 
with commodities and transactions not classified elsewhere in SITC, animal and 
vegetable oils, fat and waxes and Beverages and tobacco.  
 
The largest increase occurred in Mineral fuels, lubricants and related materials which 
in 1999 took up 2% of Estonia’s total exports and 12% in 2007. The largest decrease in 
size took place in two of the largest export sectors. Machinery and transport equipment 
peeked in 2000 of 40% of total exports and only made up 29% in 2007. Crude 
materials, inedible, except fuels moved from 17% in 1999 to 10% in 2007. Also 
miscellaneous manufactured articles moved from a high in 2002 of 22% to a low of 
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16% in 2006. From this information one can see that the largest growth in total exports 
took place in Mineral fuels, lubricants and related materials, which had a growth of 10 
percentage points when comparing the size in 1999 to that of 2007. 
 
Table 6.13 Estonia’s total exports by SITC sector 

SITC Classification 1999 2004 2007 
0 Food and live animals 7% 6% 6% 
1 Beverages and tobacco 1% 1% 2% 
2 Crude materials, inedible, except fuels 17% 11% 10% 
3 Mineral fuels, lubricants and related materials 2% 4% 12% 
4 Animal and vegetable oils, fats and waxes 0% 0% 0% 
5 Chemical products  4% 5% 6% 
6 Manufactured goods classified by material 20% 19% 18% 
7 Machinery and transport equipment 27% 33% 29% 
8 Miscellaneous manufactured articles 22% 19% 16% 
9 Commodities and transactions not classified elsewhere 0% 0% 0% 
Total  100 100 100 

(Source Eurostat, authors own calculation) 
 
Latvia experienced the same development as Estonia with the largest and smallest 
sectors which continued to be the same. The largest sectors 1999 were crude materials, 
inedible, except fuels, manufactured goods classified chiefly by materials and 
Miscellaneous manufactured articles. However the largest one in 2007 had shifted to be 
manufactured goods classified chiefly by materials. The smallest sectors were: 
Beverages and tobacco, Animal and vegetable oils, fats and waxes and Commodities 
and transactions not classified elsewhere in SITC, in that order. The smallest export 
sector in 2007 had changed to be commodities and transactions not classified elsewhere 
in SITC. 
 
The largest decrease in size in Latvia’s SITC export sectors occurred as well in two of 
the largest sectors: Crude materials, inedible, except fuels moved from 33% in 1999 to 
19% in 2007 and Miscellaneous manufactured articles which moved from 20% in 
yearly export in 1999 to 11% in 2007. The largest increase took place in Machinery and 
transport equipment which moved from 7% in 1999 to 19% in 2007 (a total of 12 
percentage points) and in the sector of Food and live animals, which moved from 5 
in1999 to 9% in 2007.  
 
Table 6.14 Latvia’s total exports by SITC sector  

SITC Classification 1999 2004 2007 
0 Food and live animals 5% 6% 9% 
1 Beverages and tobacco 1% 2% 4% 
2 Crude materials, inedible, except fuels 33% 24% 19% 
3 Mineral fuels, lubricants and related materials 3% 5% 4% 
4 Animal and vegetable oils, fats and waxes 0% 0% 0% 
5 Chemical products  6% 6% 8% 
6 Manufactured goods classified by material 26% 28% 25% 
7 Machinery and transport equipment 7% 10% 19% 
8 Miscellaneous manufactured articles 20% 15% 11% 
9 Commodities and transactions not classified elsewhere   0% 3% 0% 
Total  100 100 100 

(Source Eurostat, authors own calculation) 
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Lithuania’s SITC export sectors showed similar results in line with its neighbours. The 
three smallest sectors remained the same during the time period and they were in 1999: 
Animal and vegetable oils, fats and waxes, Commodities and transactions not classified 
elsewhere in SITC and Beverages and tobacco. In the end of the time period the order of 
the smallest had shifted and commodities and transactions not classified elsewhere in 
SITC was now the smallest instead of Animal and vegetable oils, fats and waxes but the 
difference is marginal. Lithuania, however, breaks the trend of keeping the largest 
export sectors the same through the time period. 
 
In 1999 the largest sectors were: Miscellaneous manufactured articles, Machinery and 
transport equipment and Mineral fuels, lubricants and related materials. These sectors 
remained the same until 2007 when Mineral fuels, lubricants and related materials 
sector decreased from 24% in 2006 to 13% in 2007 and was replaced in the top three by 
Food and live animals. Mineral fuels, lubricants and related materials is therefore one 
of the groups which decreased the most with a peek in 2005 of 27% and a low of 13% 
as mentioned before in 2007.  
 
The largest decreased took place in Miscellaneous manufactured articles (one of the 
largest sectors) from 24% in 1999 to 16% in 2007 and manufactured goods classified 
chiefly by materials which decreased from 14% in 1999 to 12% in 2007. The largest 
increase took place in machinery and transport equipment which increased from 16% in 
1999 and ended the time period 23%, remaining one of the largest sectors through all.  
 
Table 6.15 Lithuania’s exports by SITC sector (%) 

SITC Classification 1999 2004 2007 
0 Food and live animals 10% 10% 14% 
1 Beverages and tobacco 1% 1% 2% 
2 Crude materials, inedible, except fuels 8% 6% 6% 
3 Mineral fuels, lubricants and related materials 16% 25% 13% 
4 Animal and vegetable oils, fats and waxes 0% 0% 0% 
5 Chemical products  10% 8% 13% 
6 Manufactured goods classified by material 14% 11% 12% 
7 Machinery and transport equipment 16% 22% 23% 
8 Miscellaneous manufactured articles 24% 18% 16% 
9 Commodities and transactions not classified elsewhere 1% 0% 0% 
Total  100 100 100 

(Source Eurostat, authors own calculation) 
 
In general, our findings about the Baltic States total export are that their largest and 
smallest export sectors have remained the same during the time of current interest. 
Nevertheless, changes have taken place within the sectors.  
 
6.3.2 Intra-EU Export by SITC sector 
In this section the focus is going to be on exports sectors going to EU members and 
changes in these. This enables the comparison of trade flows to the EU sector wise. 
Since it has already been established that the EU is the largest trading partner of the 
Baltic States it is of particular interest to look at exports and imports by sector in order 
to see trade patterns to EU and how these have developed during the time period.  
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The table below show how exports to the EU have changed when comparing the year of 
1999 to 2007. Increases means that intra-EU export has increased in that sector 
compared to 1999 while decreases in intra-EU exports shows shifts in favour for extra-
EU exports in that sector. When comparing changes of 1999 to 2007 for Lithuania one 
exceptional change occurred in the sector of animal and vegetable oils, fats and waxes 
which showed an increase in exports going to the EU of 72% percentage points. The 
next large increase is seen in commodities and transaction not classified elsewhere with 
20 percentage points. The largest shift of exports to non EU members took place in the 
sector of machinery and transport equipment with 19 percentage points and beverages 
and tobacco with 17 percentage points when comparing the two years. 
 
For Latvia one can see three major increased in exports to the EU and those occurred in 
beverages and tobacco, animal and vegetable oils, fats and waxes and mineral fuels, 
lubricants and related materials which increased with 57, 57 and 30 percentage points 
respectively. Decreases did not show the same large change. The largest being in the 
sector of miscellaneous manufactured articles and commodities and transactions not 
classified elsewhere, both with 18 percentage points. Results for Estonia also portrayed 
similar large increases. These took place in animal and vegetable oils, fats and waxes 
with 37 percentage points compared to 1999. Exports that became more extra-EU 
focused were in the sectors of beverages and tobacco and mineral fuels, lubricants and 
related items with 61 and 45 percentage points correspondingly. From the table below it 
is also apparent that all three countries increased their exports to the EU in the sectors of 
food and live animals and animal and vegetable oils, fats and waxes. Similar increases 
to extra-EU took place in sectors of crude materials, inedible, except fuels and in sector 
of miscellaneous manufactured articles.  
 
Table 6.16 Change in intra-EU exports by SITC sector  

Countries: LT LV EST 

SITC  Change 1999/2007 

0 Food and live animals 16% 17% 9% 

1 Beverages and tobacco -17% 57% -61% 

2 Crude materials, inedible, except fuels -2% -4% -14% 

3 Mineral fuels, lubricants and related materials 4% 30% -45% 

4 Animal and vegetable oils, fats and waxes 72% 57% 37% 

5 Chemical products -11% -3% -17% 

6 Manufactured goods classified by material -7% 11% -7% 

7 Machinery and transport equipment -19% 1% -8% 

8 Miscellaneous manufactured articles -15% -18% -13% 

9 Commodities and transactions not classified elsewhere 20% -18% 45% 

(Source: Eurostat. Authors own calculations) 
 
When examining how export to Russia (by sector) has changed over time one can see 
certain sectors have been more affected than others (see table 6.16). Most interesting of 
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all is that exports have in general changed more than imports from Russia. When 
comparing the Baltic States export to Russia out of total extra export our results tell us 
that this share has been increasing over time. The sector which has showed significant 
increases in all three countries, when comparing 1999 to the year of 2007, are the 
sectors of beverages and tobacco, animal and vegetable oils, fats and waxes, chemical 
products and manufactured goods (see table below).  
 
Only one SITC sector showed a decrease within all three countries and that was in 
sector three: mineral fuels, lubricants and related material. Minus 6% in Lithuania and 
Latvia and the more extraordinary figure of minus 62% for Estonia in this sector. One 
interesting fact to be observed in the table below is the decreases in Estonia’s export 
sectors. Estonia displays decreases in more sectors than Lithuania and Latvia. Also in 
SITC sector 3, which all three countries have decreased in, Estonia’s decrease is much 
larger than the other countries.  
 
Table 6.17 Change in export to Russia out of extra export 

 Countries: LT LV EST 
SITC  Change 1999/2007 
0 Food and live animals 41% -27% 18% 
1 Beverages and tobacco 62% 37% 86% 
2 Crude materials, inedible, except fuels -2% 5% -3% 
3 Mineral fuels, lubricants and related materials -6% -6% -62% 
4 Animal and vegetable oils, fats and waxes 48% 72% 29% 
5 Chemical products 10% 14% 36% 
6 Manufactured goods classified by material 14% 22% 25% 
7 Machinery and transport equipment 22% 13% -10% 
8 Miscellaneous manufactured articles 20% 0% 13% 
9 Commodities and transactions not classified elsewhere 14% n/a -13% 

(Source: Eurostat. Authors own calculations) 
 
From the results presented above one can see that the Baltic States exports to Russia has 
increased its share of extra-EU exports for certain sectors. The sectors which has 
experienced similar changes in all three countries are STIC 1, 4, 5, and 6. The Baltic 
States have increased their export to Russia in these sectors. Decreases have taken place 
in SITC sector 3, which means that the Baltic States have increased their export to other 
non-EU members on the expense of exports to Russia. 
 
When examining export sectors one can distinguish a similar pattern. The Baltic States 
largest export sector, to Russia, has been in machinery and transport equipment. 
However, Lithuania started the period with exporting mostly food and live animals to 
Russia but in 2007 the major sector was machinery and transport equipment as the other 
countries. For more detailed data see appendix 4. 
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Table 6.18 Largest commodity groups of exports to Russia 
Estonia Latvia Lithuania  

1999 2007 1999 2007 1999 2007 
Export 7 

Machinery 
and 
transport 
equipment 
46% 

7 
Machinery 
and 
transport 
equipment 
29% 

7  
Machinery 
and 
transport 
equipment 
& 0 Food 
and live 
animals 
(both) 
21%  

7 
Machinery 
and 
transport 
equipment 
38% 

0 
Food and 

live 
animals 

27% 

7  
Machinery 
and 
transport 
equipment 
41% 

(Source: Eurostat. Authors own calculations) 
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7.1 Trade of the Baltic States 
Purpose of this study was to investigate how Baltic States trade patterns have developed 
after they joined the EU and on the other hand what kind of role Russia has in the Baltic 
trade. After examining trade statistics of three Baltic countries we eventually wanted to 
find an answer to our research problem what changes have Baltic States trade patterns 
undergone since their EU accession? We have modified the already familiar figure 6.1 
from the previous chapter to illustrate our main findings and also to make it easier for 
the reader to follow the analysis part of the study. We start out the discussion about 
main findings from level one, the general structure of the trade patterns of the Baltic 
States. 
 
To answer in our research question, first of all there is no easy answer, since we are 
examining a complex issue, with three different countries and examining both in 
imports and exports. As we have discussed earlier about economic development of so 
called Baltic Tigers, our findings support this view as we have founded that total trade 
has increased nearly 300% during this time period between the years 1999-2007. It is 
difficult to say, not only for us but also in general, if this development would have 
happened if they had not joined European Union but we still consider it to be a 
significant increase. What we have found is that imports outweigh exports in all three 
states and this should be consistent with the fact that they are small developing 
economies and dependent on foreign trade (Omblus, 1996: 3). It can be also assumed 
that countries that are growing fast have larger need for imports. Our findings are 
similar to Sumilo’s (2006) results when she observed that Baltic States have had trade 
deficit since their independence. Seeing that customs union theory states, lower market 
price stimulates total domestic demand, which will be satisfied by foreign trade, either 
from partner or world market. This could be an explanation for the large increase in the 
Baltic States trade flows which have almost tripled during the time period. Papazoglou 
et al. (2006) predicted that new EU entrants would experience trade growth and export 
growth would be highest with the countries that are least integrated with the rest of the 
world, in our case, Latvia and Lithuania. He also forecasted the trade deficit to continue 
in new EU-members. As it has discussed, Baltic States have suffered deep trade deficit, 
although Estonia has gradually started to improve its position. It can be argued that 
Estonia is the most integrated country out of these three since its exports outside the EU 
have started to decline. 

In this part empirical findings are analyzed and discussed with the help of theories presented 
in chapter four. Structure of this chapter follows the one used in previous chapter, analysis is 
divided into three themes; trading patterns, trade with Russia and sectors. 

7. Analysis and discussion 
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Our findings show that EU has been the largest trading partner of the Baltic States. We 
also found that EU trade has been stable during the selected time period with around 60-
80% of total trade. For Estonia EU trade has varied between 71-78%, for Latvia 
between 75 to 77% and Lithuania 59- 67% out of total trade. There has been variation 
within the time period as presented in figure 6.2 but we have been unable to specify a 
trend since the variation has been small and therefore we assume that it is a cyclical 
variation that occurs regularly. Our findings support both Sumilo’s (2006) and 
Papazoglou et al. (2006) forecasts, discussed in chapter four, that intra-region trade 
would expand after joining the union. 
 
Concerning the question if Baltic States trade more with EU after accession, we can see 
that there are small variations among the three countries but in general, structure of the 
trade has not changed after EU accession. It is important to remember that FTA between 
Baltic States and EU entered into force 1995 and is not included within our time period. 
Therefore impact of FTA is not evaluated in this study. However, as Omblus (1996) 
found that EU switched places with the EFTA countries as the most significant trading 
partners of the Baltic States after signing the FTA. Since we did not find any change or 
a trend in the structure of trading patterns we argue that maybe signing the Free Trade 
Agreement has had more important for Baltic States than entering to EU in terms of 
trade. 
 
As we wanted to look deeper into this question concerning trading partners, we studied 
the composition of the main trading partners inside the EU. As it is suggested in the 
literature (Feldman & Sally, 2002) usually country’s exports lead the growth and 
therefore we focused to examine the main export partners inside the EU. Our results 
suggest that the main trading partners have not changed, neighbouring countries are still 
most important, but intra region trade between Baltic States has grown. This will be 
further explored in connection with the SITC sectors. 

 Intra-EU Trade Extra-EU Trade Trade with 
Russia 

1 

Key findings: 
-No major changes in trade partners between Baltic States and the EU. 
-Intra-EU trade dominates with 60-80% out of total trade. 
-Russia has become a more important trading partner from 1999 to 2007 

Baltic States Trade 
Patterns 
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Continuing our discussion of findings concerning level two, extra-EU and intra-EU 
imports and exports the Baltic States’, imports from within the European Union (intra-
EU) have increased on the expense of extra-EU imports. Changes in intra-EU imports 
have been volatile but in general we observed a small shift in favour of EU, as measured 
as a portion from country’s total imports. This implies that it has become relatively 
cheaper to import from inside the EU than from outside, since there is free trade within 
the EU and a common tariff is maintained towards countries outside the union. This 
supports both Free trade Theory and Customs Union theory. As we do not compare with 
any other countries we do not know if nearly ten percent change is significant growth or 
not for that time period.  
 
Trade creation effects have occurred when imports from the union increases as the 
results have shown. Prices are lower on imports for the Baltic States as no tariffs are 
imposed union goods. This provides evidence that the Baltic States have now a better 
capital allocation and it should be welfare creating for the countries. For our purposes, 
in this study it is very hard to distinguish any trade diversion effects as this would imply 
imports shift from efficient producer to non-efficient EU-producer. We have to know 
tariffs applied by the Baltic States before accession on a specific country and 
differences between those maintained by the union after their accession. These concepts 
concerning welfare effects within customs union theory are theoretical concepts and 
will therefore be treated as such, as they are very difficult to measure (Hosli, 1997:27). 
 
As our findings suggested, export flows showed opposite movements comparing to 
import flows. During our time frame intra-EU exports had declined in all three countries 
and thus the share of extra-EU exports had risen. Intra-EU exports have declined and for 
Estonia the decline was 16%, Latvia 6% and Lithuania 10% between 1999 and 2007 
(figure 6.4) We find this to be a puzzling occurrence since they are a part of a larger 
market since 2004 and the Baltic States’ exports would be cheaper for the other member 
countries. Maybe their export prices cannot compete with those of other union 
members. One should keep in mind that during the 2004 enlargement many other CEEC 
entered into this common market and competition of the old member’s interest on 
exports markets increased. 
 

 

Key findings:  
-Intra-EU imports have increased, especially after 2004 
-Extra-EU exports have increased 
-Exports to Russia increased in all countries 

Imports 
from EU 

Exports to 
EU 

Imports 
from non-

EU

Exports to 
non-EU 

Imports from 
Russia 

Exports to 
Russia 

2 
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As a part of a customs union, countries will enjoy better bargaining power and could 
benefit from cheaper exports from inside the EU. Since the Baltic countries are small 
countries and they have now joined a larger common market their bargaining power 
should have significantly improved making imports from within the union cheaper 
(Hosli 1997:30). 
 
 
7.2 Affects on trade with Russia 
 
7.2.1 Baltic States imports from Russia 
Russia has remained as important trading partner for all countries, out of the total trade 
that goes outside the EU Russia’s share is 40-50% and has increased during the studied 
time frame. When looking at imports from Russia we found them to have increased 
clearly after 2004 as can be seen in figure 6.3. Latvia was an exception, since its imports 
from Russia has stayed relatively stable since 1999. There’s no evidence of trade 
diversion since imports from Russia has not decreased, something that would contradict 
CU theory and further highlight the theory’s lacking consideration of transportation 
costs (Molle 1994:89). 
 
We have looked at trade with Russia on a commodity level and the biggest commodity 
groups that Baltic States imported from Russia in 2007 were 3 Mineral fuels, lubricants 
and related materials for all three countries. What is notable here is that there have not 
been any changes in these sectors; they were also the major import commodities in 
1999.  
 
7.2.2 Exports to Russia 
Exports to Russia have clearly increased in all three countries, more so after 2004. 
There must be a reason for this large increase for Russian trade. When the Baltic States’ 
exports to Russia increase, it would suggest that tariffs Russia imposes on Baltic goods 
have decreased. We know that there has been pre-existing tariff restrictions towards the 
Baltic States before accession. 
 
Most important commodity groups in terms of exports were 7 Machinery and transport 
equipment for all three countries in 2007. When comparing the biggest sectors in 1999 
and 2007 there has been only one change, Lithuania’s largest sector in1999 was 0 Food 
and live animals and in 2007 it was sector 7. They have remained the same from the 
beginning till the end of the time period. Even though export volumes have increased 
the commodities are still the same.  
 
 
7.3 Trade changes in commodity sectors 
Here we have analyzed the trade pattern on a commodity level between Baltic States 
and the EU. We will discuss our findings and try to answer the aim of this study, how 
trade flows per SITC sector have changed when comparing before and after EU 
accession? 
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When Baltic States signed the FTA’s they still kept their own tariffs towards other non-
EU countries. It is essential to realize when talking about tariffs that they differ both for 
commodities and which countries one is dealing with. When the Baltic States eventually 
became members of the EU, their tariffs needed to change so that they have the 
common tariff that the EU has. For example EU protects its agricultural production and 
has maintained high tariff on these products (Omblus 1996:13). Therefore, we 
continued to examine different sectors and made comparisons between 1999 and 2007. 
These results could tell us that similar changes occurring in the same sectors in all the 
three countries would indicate a change in tariff policy on that commodity group. 
 
What we set out to do was to look if the largest and smallest sectors had changed 
between 1999 and 2007 to see if any specialization would have occurred. Our findings 
revealed no such change, since the countries had engaged in free trade before 1999, they 
should already had specialized in those commodities they have comparative advantage 
and that seems to be SITC sector 7 machinery and transport equipment as can be seen 
from tables 6.13.-6.15. This event demonstrates the simplicity of the economic theory of 
Customs unions or at least that it cannot be fully applied to Baltic States. 
 
Imports from the EU to Baltic States have displayed an increase in sectors 0 Food and 
live animals, 1 Beverages and tobacco, 5 Chemical products and 7 Machinery and 
transport equipment in all the three countries which are significant increases. It could 
imply that it is cheaper to buy agricultural product from EU now which is consistent 
with the European Union’s agricultural policies. (Omblus, 1996:13) 
 
Exports to the EU have increased in SITC-groups 4 Animal and vegetable oils, fats and 
waxes and 0 Food and live animals and decreased in groups 2 Crude materials, 
inedible, except fuels, 5 and 8 Miscellaneous manufactured articles. Baltic States sell 
more agricultural products to EU now than before which could be a result of EU 
protection in these areas which corresponds to the statements made above. Since we do 
not go more in depth on aggregate level inside the SITC sectors, we cannot say why for 
instance intra-EU exports have decreased in group 0 and at the same time imports from 

 Imports by 
SITC 
sector 

Exports by 
SITC sector 

Imports by 
SITC sector 

Exports by 
SITC sector 

Extra sector 
imp. / total 
extra imports

Extra sector 
exp. /total 
extra exports  

3 

Key findings: 
-Annual sector sizes have remained the same during the time period. 
-All three countries have displayed an increase in intra-EU imports in SITC group 0, 1, 5, 
and 7 and decrease in groups 4 and 6. 
-Intra-EU exports have increased in SITC groups 4 and 0 and decreased in groups 8, 5 and 
2.  
-Imports from Russia has increased in sector 0 and 1 and decreased in sector 4 and 6 
-Exports to Russia have increased in sector 1, 4, 5 and 6. Decreases have occurred in sector 
3.  
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EU in group 0 have increased. It might be a result of increased demand of certain 
products, agricultural aid or something else. 
 
We wanted to examine if there has been any changes in intra-EU SITC-sectors and we 
observed changes both towards and away from EU. Since it is similar changes that have 
happened in all three countries and in the same direction it should be due to the tariff 
policy that EU withholds which they had to adopt after accession. Our results specifies 
that there has been a shift in trade as the Baltic States buy more products from the EU 
now since there are increases in more sectors than decreases.  
 
SITC sectors 0 Food and live animals and 4 Animal and vegetable oils, fats and waxes 
are the sectors that have increased in intra-EU exports (Baltic States export more now to 
EU than outside the EU.) Lithuania had increased its exports in sector 4 Animal and 
vegetable oils, fats and waxes 72% compared to 1999 and 2007. Whereas commodity 
sectors 8 Miscellaneous manufactured articles and 2 Crude materials, inedible, except 
fuels had decreased, in 2007 and the Baltic States exported less to EU compared to in 
1999. 
 
These results show that the Baltic States sell more agricultural products to the EU now 
than before. Even though the annual sizes of these sectors have not increased, in spite of 
receiving agricultural aid from the EU, the Baltic countries export in the above 
mentioned sectors to the EU has increased. This provides clear evidence of that the 
increase of export in these sectors is due to the Baltic countries EU membership. Since 
exports to the EU have decreased in general one can see that the union’s tariff policy 
has had a favourable affect on these sectors.  
 
When comparing exports to the EU in 1999 to those in 2007 results illustrates (see table 
6.16) that the Baltic States sell less of commodity groups 8, 5, and 2 to the EU but more 
outside the union. One can also observe an increase in most of these sectors for the 
Baltic States export to Russia (see table 6.17) out of extra-EU exports. Reasons for why 
declines in these sectors have occurred in exports one can only speculate about. Maybe 
the Balts cannot compete efficiently in these sectors or maybe the main buyers of these 
commodities are no European countries.  
 
We can see that EU accession has had impact on import patterns as imports from within 
the EU has increased and even more so after accession. Special product sectors which 
had increased were SITC 7, 1 and 5 for all three countries. 
 
When looking at the annual sector size, in general the results told us that the largest 
sectors have remained the same as have the smallest ones. This should be consistent 
with the fact that they were engaged with foreign trade before the time period and they 
were trading with those sectors they have comparative advantage in. The largest sectors 
in those countries should be in the area were they have specialized themselves. Since we 
could not find changes in the biggest sectors, comparing annual sizes, we argue that 
specialization has occurred before EU accession but tariff changes have caused shifts in 
destination of commodity sectors. 
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8.1 Conclusions of the study 
This study set out to investigate what changes EU accession has had the trade patterns 
of the Baltic States. We find this type of study relevant and interesting since it can 
provide some insight into how trade is affected by an EU membership and should be 
useful when observing the development of the union’s newest and coming members. 
 
In order to answer the first research purpose an examination of both general trade and 
trade by sectors were needed as they are closely related. Findings portray that the 
general trading patterns have not clearly changed. EU was the largest trading partner 
and has remained so after 2004. However, when examining import and export one can 
identify clear changes. To answer the main research question:  
 
What changes have Baltic States trade patterns undergone since their EU accession?  
 
One can clearly state that EU accession has in fact had an effect on the Baltic States 
trading patterns as indicated by our results. Imports from the EU have been mostly 
affected and have increased, yet the importance of trade with Russia has grown 
especially as destination of exports. 
 
The second aim of this thesis was to seek evidence of whether the Baltic States have 
experienced any changes within sectors that can imply specialization and possible 
welfare effects and results illustrate that the largest change took place in imports and the 
Balts now import more from the union than before and especially agricultural products. 
Exports to the union on the other hand have decreased.  
 
It is worth to point out that the EU already had a large proportion of the Baltic States’ 
trade, previous to our study. Since we could not find clear evidence of integration after 
2004, one can argue that the integration between EU and Baltic States has probably 
taken place before our time frame. The sub-question for this area was:  
 
Have there been any changes in size of SITC sectors of export and import when 
comparing before and after EU accession? 
 
The answer to that question is that sector sizes have been affected by probable tariff 
changes due to accession as significant changes were found.  
 
Furthermore, focus was given to the development of trade relations with Russia which 
was our last research aim and findings portrayed an increase in this trade after 
accession. Imports have increased so that at the end of our time period Russia made up 

This is the final part of the research. Main conclusions about Baltic States trade patterns 
after EU accession and implications to research question are provided. Additionally, 
proposals for further research are suggested. Chapter ends with the evaluation of the truth 
criteria of this study. 

8. Conclusions 
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half of all imports coming from outside the union. Exports to Russia portray a similar 
result. The last sub-question for this research:  
 
Has the trade with Russia changed for the Baltic States? 
 
Can therefore be answered that trade with Russia has increased after EU accession and 
one can conclude that union membership has increased the Baltic States terms of trade. 
 
In conclusion, since the results of this thesis do not include the time for the signing of 
the FTA and the EU already being the largest trading partner, one cannot say what is 
more beneficial in terms of trade for new members, the FTA or the CU. Trade benefits 
could be achieved when signing the FTA so why do countries pursue EU membership? 
Even though the EU is by and large a trade union reasons for joining could be diverse 
and multi facetted.  
 
8.1.1 Further research 
Further research could embark on a comparison of trade flows between the Baltic States 
and some of the latest members of the EU Romania and Bulgaria as well as including 
GDP in order to stronger evidence of welfare effects. Future research could make a 
similar study of Romania and Bulgaria but including their signing of the free trade 
agreement.  
 
8.2. Truth criteria 
Two main concepts often discussed in connection with the quality of a quantitative 
research are reliability and validity. As this study has followed a quantitative approach, 
we evaluate our study in the light of those two concepts together with replication and in 
addition discuss how the outcome of this research can be generalized. Reliability can be 
defined as a consistency of measure whereas, validity stresses the importance of 
measuring the concept that researcher has aimed to measure (Bryman and Bell, 
2003:74-76). 
 
8.2.1 Reliability 
We have identified factors that increase the reliability of this study. Firstly, since data is 
withdrawn from one and independent source, EU’s official statistical centre, secondly, 
we have showed how changes are calculated and what formulas applied, we consider 
the reliability of this study to be high. Furthermore, statistics were measured only in one 
currency that should eliminate errors occurring when transforming data into a single 
comparable currency. We have rounded up our results to the nearest percentage point 
for making it easier to read but it does not have a significant impact on the results. In 
order to make sure that the data was correctly processed we randomly checked the 
formulas throughout the process.  
 
The data we have used, measures the entire imports and exports flows for three 
countries and should be very representative and give correct values of those trade flows. 
Of course they cannot measure the degree of shadow economy but that is something 
that is inevitable for all researchers within this area. We believe that the sum of these 
steps have provided our research with high degree of reliability. 
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8.2.2 Replication 
Replication concerns if this study can be repeated with the same results (Bryman & 
Bell, 2003:85). In order to ensure this possibility we have made sure to thoroughly 
describe our data processing and it is our belief that this in addition to using simple 
measures allows this study to be fully replicable as well as in other similar situation. 
 
8.2.3 Validity 
We have investigated trade patterns of three countries and we think that a country’s 
imports and exports will provide a good picture of what we aimed to measure and we 
believe that sufficient level of validity is achieved. 
 
By including tariffs in our data, it could have provided a clear answer to how new tariff 
policies have impacted on different commodities and allowed us to see the original 
situation of the Baltic States before accession and provide further evidence towards our 
results. However, we considered that by including tariffs to our study it would not have 
provided the complete picture of trade effects of EU-accession and moreover would 
have complicated our analysis, since we are examining three countries and ten different 
commodity groups. 
 
Internal validity refers to the relationship between the selected theories and the current 
research (Arbnor & Bjerke, 1994:256). Since economical theories were the standing 
point for this study and we have inferred our research problem from theories we 
consider this study to have high internal validity. 
 
External validity concerns whether we can generalize our conclusions to other 
situations. It is also concerned if the measurement that we are using accurately measures 
what we intended to do (Arbnor & Bjerke, 1994:256). Our mode of measurement is in 
our belief the right one for our research purpose, however, the data retrieved from 
Eurostat cannot accurately portray the shadow economy, this in combination with the 
unique situation of the Baltic States may have decreased our external validity. 
 
8.2.4 Generalization  
In connection to quantitative study it is important to discuss how results can be 
generalized (Bryman & Bell, 2003:81). Our sample is very representative for three 
Baltic Countries. It is good to keep in mind that the situation of the Baltic States is 
unique because of their history and past dominance of Russia. Results we have are very 
specific for the Baltic States but there should be generalisability to some extent to small 
countries that are more dependent on foreign trade than larger countries. Small countries 
like the Baltic States and their accession to a customs union cannot affect the demand 
curve for goods of the union such as an accession of large economy can.  
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Appendices 
 
Appendix 1 
 

Trade Balance (values in m Eur) 

(Source: Eurostat External Trade 1958-2006) 

Intra EU25 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
 Estonia -869 -794 -418 -218 -171 -516 -424 -1102 -1422 -2889
 Latvia -778 -949 -833 -932 -1212 -1427 -1428 -1815 -2087 -3478
 Lithuania -1195 -1235 -710 -222 -185 -669 -907 -1300 -1207 -2533
Extra EU 
25  1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
 Estonia -445 -568 -547 -956 -930 -925 -1313 -831 -603 -82
 Latvia -144 -275 -322 -512 -469 -435 -612 -666 -755 -812
 Lithuania -354 -591 -1055 -1604 -1805 -1753 -1461 -1181 -1801 -1634
            
Russia  1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
 Estonia -80 -89 -183 -310 -288 -254 -335 -370 -352 -783
 Latvia -66 -141 -186 -317 -229 -233 -268 -290 -266 -172
 Lithuania -427 -546 -724 -1306 -1286 -1118 -1383 -1596 -2486 -2323
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Appendix 2 
 

Lithuania’s annual size of import sectors          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 

FOOD AND LIVE ANIMALS 8% 7% 7% 6% 6% 7% 7% 7% 8% 

BEVERAGES AND TOBACCO 2% 1% 1% 1% 1% 1% 1% 1% 1% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 5% 5% 4% 4% 4% 4% 3% 3% 3% 

MINERAL FUELS, LUBRICANTS AND RELATED 
MATERIALS 

15% 23% 21% 17% 17% 19% 24% 22% 16% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 1% 1% 1% 1% 1% 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 12% 12% 12% 12% 12% 12% 11% 12% 13% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY 
MATERIAL 

19% 17% 17% 16% 17% 18% 16% 15% 16% 

MACHINERY AND TRANSPORT EQUIPMENT 26% 24% 28% 34% 33% 32% 29% 31% 34% 

MISCELLANEOUS MANUFACTURED ARTICLES 10% 8% 8% 7% 7% 7% 7% 7% 8% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE 
SITC 

3% 3% 2% 2% 2% 1% 0% 0% 0% 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 

 
 
 

Lithuania’s intra import of total import          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 

FOOD AND LIVE ANIMALS 67% 60% 61% 65% 63% 76% 78% 80% 83% 

BEVERAGES AND TOBACCO 68% 66% 65% 67% 73% 84% 74% 73% 76% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 30% 34% 40% 38% 38% 45% 43% 45% 50% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 8% 7% 2% 2% 1% 2% 2% 3% 5% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 94% 91% 93% 92% 86% 80% 82% 66% 68% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 80% 75% 76% 77% 73% 79% 81% 84% 86% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 80% 78% 77% 77% 76% 79% 80% 79% 78% 

MACHINERY AND TRANSPORT EQUIPMENT 67% 69% 70% 67% 69% 80% 80% 83% 83% 

MISCELLANEOUS MANUFACTURED ARTICLES 74% 74% 71% 70% 66% 79% 79% 79% 80% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 16% 32% 19% 10% 5% 39% 7% 24% 23% 

TOTAL 60% 55% 54% 57% 56% 63% 59% 63% 68% 

 
 
 

Lithuania’s annual size of export sectors          

SITC sectors:  1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 10% 10% 10% 9% 10% 10% 11% 12% 14%

BEVERAGES AND TOBACCO 1% 1% 1% 1% 1% 1% 1% 2% 2%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 8% 7% 6% 6% 6% 6% 5% 5% 6%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 16% 22% 25% 20% 20% 25% 27% 24% 13%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 0% 0% 0% 0% 0% 0%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 10% 9% 7% 7% 7% 8% 9% 9% 13%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 14% 12% 11% 11% 10% 11% 11% 11% 12%

MACHINERY AND TRANSPORT EQUIPMENT 16% 17% 19% 26% 26% 22% 21% 22% 23%

MISCELLANEOUS MANUFACTURED ARTICLES 24% 21% 20% 20% 19% 18% 16% 16% 16%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 1% 1% 1% 0% 0% 0% 0% 0% 0%

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100%
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Lithuania’s intra-EU export of total export           

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 47% 55% 54% 61% 55% 69% 72% 65% 63%

BEVERAGES AND TOBACCO 97% 90% 85% 91% 94% 96% 75% 59% 80%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 82% 77% 75% 71% 78% 72% 71% 72% 80%
MINERAL FUELS, LUBRICANTS AND RELATED 
MATERIALS 64% 80% 90% 81% 34% 62% 62% 61% 68%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 14% 33% 25% 16% 58% 69% 67% 90% 86%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 85% 82% 77% 74% 81% 72% 66% 68% 73%
MANUFACTURED GOODS CLASSIFIED CHIEFLY BY 
MATERIAL 76% 74% 72% 75% 77% 72% 70% 68% 69%

MACHINERY AND TRANSPORT EQUIPMENT 63% 58% 46% 46% 55% 51% 50% 48% 45%

MISCELLANEOUS MANUFACTURED ARTICLES 88% 87% 85% 86% 85% 84% 82% 77% 72%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 12% 80% 73% 40% 42% 43% 23% 29% 32%

TOTAL 73% 75% 73% 69% 63% 67% 65% 63% 64%

 
 
 
Latvia’s annual size import sectors        

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 9% 9% 9% 10% 9% 8% 8% 8% 8% 

BEVERAGES AND TOBACCO 3% 2% 2% 3% 2% 2% 2% 2% 3% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 3% 4% 3% 3% 4% 4% 4% 4% 4% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 11% 12% 11% 9% 9% 12% 15% 13% 11% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 1% 1% 1% 1% 1% 1% 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 13% 12% 12% 13% 12% 11% 11% 11% 10% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 18% 19% 19% 19% 20% 19% 18% 18% 18% 

MACHINERY AND TRANSPORT EQUIPMENT 30% 28% 30% 31% 31% 29% 30% 33% 35% 

MISCELLANEOUS MANUFACTURED ARTICLES 13% 12% 12% 12% 12% 11% 11% 11% 11% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 0% 0% 0% 0% 0% 2% 0% 0% 0% 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100%

 
 
 
Latvia’s intra-EU import of total import          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 83% 83% 83% 84% 84% 86% 88% 88% 89% 

BEVERAGES AND TOBACCO 70% 72% 75% 67% 75% 82% 82% 82% 82% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 50% 44% 57% 63% 52% 42% 44% 47% 48% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 30% 25% 25% 31% 31% 43% 38% 37% 42% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 96% 94% 95% 94% 93% 95% 95% 89% 92% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 76% 75% 75% 78% 78% 78% 82% 82% 80% 
MANUFACTURED GOODS CLASSIFIED CHIEFLY BY 
MATERIAL 81% 80% 78% 78% 76% 73% 76% 73% 71% 

MACHINERY AND TRANSPORT EQUIPMENT 83% 86% 88% 88% 86% 86% 87% 89% 89% 

MISCELLANEOUS MANUFACTURED ARTICLES 88% 87% 85% 84% 81% 82% 83% 83% 83% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 85% 92% 64% 88% 68% 100% 98% 100% 86% 

TOTAL 75% 74% 76% 77% 75% 75% 75% 76% 77% 
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Latvia’s annual size of export sectors          

SITC Sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 5% 5% 7% 7% 7% 6% 9% 9% 9% 

BEVERAGES AND TOBACCO 1% 1% 2% 3% 2% 2% 2% 3% 4% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 33% 33% 28% 27% 28% 24% 21% 19% 19% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 3% 2% 1% 2% 1% 5% 9% 5% 4% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 0% 0% 0% 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 6% 6% 6% 6% 6% 6% 6% 8% 8% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 26% 26% 28% 29% 29% 28% 25% 26% 25% 

MACHINERY AND TRANSPORT EQUIPMENT 7% 7% 8% 8% 9% 10% 13% 17% 19% 

MISCELLANEOUS MANUFACTURED ARTICLES 20% 18% 19% 18% 18% 15% 14% 13% 11% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 0% 0% 0% 0% 0% 3% 0% 0% 0% 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100%

 
 
 
Latvia’s intra-EU export of total export          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 56% 64% 55% 56% 57% 69% 76% 71% 73%

BEVERAGES AND TOBACCO 87% 61% 44% 35% 59% 49% 38% 41% 50%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 93% 94% 93% 91% 88% 89% 90% 88% 89%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 35% 59% 92% 87% 86% 66% 75% 64% 66%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 25% 85% 50% 58% 80% 88% 96% 96% 81%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 68% 59% 64% 64% 62% 61% 59% 60% 65%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 66% 74% 76% 78% 80% 76% 76% 76% 77%

MACHINERY AND TRANSPORT EQUIPMENT 57% 63% 58% 61% 64% 59% 67% 60% 59%

MISCELLANEOUS MANUFACTURED ARTICLES 89% 89% 87% 86% 88% 86% 82% 76% 71%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 38% 26% 21% 24% 22% 97% 99% 25% 20%

TOTAL 78% 81% 79% 78% 79% 77% 76% 72% 72%

 
 
 
Estonia’s annual size of import sector                   

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 8% 7% 7% 7% 7% 7% 6% 6% 6% 

BEVERAGES AND TOBACCO 2% 1% 1% 2% 1% 2% 2% 1% 3% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 5% 4% 4% 4% 4% 5% 4% 4% 4% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 5% 6% 6% 5% 5% 7% 9% 16% 14% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 1% 0% 0% 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 10% 9% 9% 10% 10% 9% 9% 9% 9% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 19% 17% 19% 20% 19% 20% 19% 17% 19% 

MACHINERY AND TRANSPORT EQUIPMENT 38% 45% 42% 40% 43% 41% 41% 38% 36% 

MISCELLANEOUS MANUFACTURED ARTICLES 13% 11% 11% 11% 10% 10% 10% 9% 10% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 0% 0% 0% 0% 0% 0% 0% 0% 0% 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100%
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Estonia’s intra-EU import of total import          

SITC sectors: 1999 2000 2001 2002 2003 2004 .2005 2006 2007
FOOD AND LIVE ANIMALS 76% 80% 80% 77% 76% 82% 88% 90% 91%

BEVERAGES AND TOBACCO 77% 77% 82% 85% 84% 89% 91% 89% 93%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 35% 38% 50% 47% 42% 38% 46% 46% 46%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 41% 29% 31% 39% 38% 49% 37% 35% 45%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 92% 85% 95% 93% 89% 95% 95% 91% 85%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 82% 80% 81% 83% 79% 84% 88% 88% 91%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 82% 79% 78% 77% 75% 74% 78% 78% 77%

MACHINERY AND TRANSPORT EQUIPMENT 72% 70% 59% 64% 59% 75% 80% 84% 88%

MISCELLANEOUS MANUFACTURED ARTICLES 80% 78% 74% 71% 70% 81% 87% 85% 84%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 77% 68% 88% 15% 42% 72% 34% 1% 1% 

TOTAL 73% 70% 66% 69% 65% 74% 76% 74% 78%

 
 
 
Estonia’s annual size of export sectors          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007 
FOOD AND LIVE ANIMALS 7% 5% 7% 7% 6% 6% 5% 5% 6% 

BEVERAGES AND TOBACCO 1% 0% 1% 1% 1% 1% 1% 2% 2% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 17% 14% 12% 12% 12% 11% 10% 9% 10% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 2% 2% 2% 2% 2% 4% 7% 16% 12% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 0% 0% 0% 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 4% 4% 5% 5% 5% 5% 5% 5% 6% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 20% 16% 19% 21% 21% 19% 18% 17% 18% 

MACHINERY AND TRANSPORT EQUIPMENT 27% 40% 36% 29% 29% 33% 35% 31% 29% 

MISCELLANEOUS MANUFACTURED ARTICLES 22% 18% 20% 22% 22% 19% 17% 15% 16% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 0% 0% 0% 0% 0% 0% 0% 0% 0% 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100%

 
 
 
Estonia’s intra-EU Export of total export sectors          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 61% 69% 52% 63% 70% 76% 73% 68% 70%

BEVERAGES AND TOBACCO 96% 97% 96% 88% 82% 74% 69% 50% 34%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 88% 82% 76% 77% 78% 74% 74% 70% 73%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 76% 85% 72% 82% 77% 60% 42% 19% 30%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 62% 94% 89% 93% 97% 96% 96% 99% 99%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 79% 77% 65% 59% 62% 69% 66% 59% 62%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 84% 85% 80% 82% 83% 80% 80% 73% 77%

MACHINERY AND TRANSPORT EQUIPMENT 90% 95% 89% 89% 90% 88% 88% 79% 82%

MISCELLANEOUS MANUFACTURED ARTICLES 90% 89% 85% 85% 83% 81% 79% 78% 77%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 44% 53% 57% 54% 99% 83% 84% 90% 90%

TOTAL 86% 88% 81% 82% 82% 80% 78% 65% 70%
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Lithuania’s import from Russia out of extra import          

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 8% 24% 13% 9% 15% 20% 19% 19% 17%

BEVERAGES AND TOBACCO 1% 1% 1% 2% 2% 3% 3% 4% 4% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 61% 64% 45% 54% 54% 51% 49% 43% 50%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 97% 97% 97% 99% 99% 97% 98% 96% 95%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 1% 1% 1% 0% 1% 2% 3% 7% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 27% 38% 33% 30% 33% 48% 54% 49% 39%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 33% 35% 36% 30% 31% 34% 31% 24% 21%

MACHINERY AND TRANSPORT EQUIPMENT 25% 23% 19% 16% 10% 12% 8% 9% 10%

MISCELLANEOUS MANUFACTURED ARTICLES 7% 8% 8% 7% 6% 8% 8% 8% 7% 

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 0% 1% 0% 0% 32% 43% 98% 98% 97%

TOTAL 50% 60% 56% 50% 51% 63% 68% 65% 57%

 
 
 
Lithuania’s export to Russia out of extra export                    

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 30% 36% 30% 41% 39% 45% 56% 70% 71%

BEVERAGES AND TOBACCO 30% 7% 2% 6% 13% 23% 3% 30% 92%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 22% 18% 12% 10% 9% 7% 10% 16% 20%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 9% 4% 7% 14% 3% 6% 5% 2% 3% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 45% 67% 38% 30% 71% 81% 78% 72% 93%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 19% 22% 36% 35% 31% 32% 35% 35% 29%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 31% 28% 36% 39% 37% 39% 43% 42% 45%

MACHINERY AND TRANSPORT EQUIPMENT 25% 33% 54% 47% 40% 43% 47% 49% 47%

MISCELLANEOUS MANUFACTURED ARTICLES 19% 18% 20% 28% 21% 23% 29% 31% 40%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 2% 25% 43% 39% 48% 56% n/a n/a 16%

TOTAL 22% 24% 36% 37% 24% 28% 30% 35% 42%

 
 
 
Latvia’s import from Russia out of extra import                    
SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 8% 13% 10% 13% 10% 13% 15% 12% 19%

BEVERAGES AND TOBACCO 2% 5% 7% 40% 27% 46% 55% 49% 50%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 48% 54% 41% 49% 48% 58% 60% 53% 61%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 72% 71% 57% 63% 58% 47% 39% 40% 58%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 13% 21% 8% 7% 9% 14% 15% 5% 22%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 32% 33% 38% 30% 30% 31% 31% 27% 20%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 48% 44% 47% 47% 45% 42% 42% 44% 43%

MACHINERY AND TRANSPORT EQUIPMENT 23% 18% 12% 13% 11% 11% 12% 12% 11%

MISCELLANEOUS MANUFACTURED ARTICLES 24% 16% 14% 14% 14% 18% 18% 17% 14%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 13% 26% 5% 19% 10% 18% 93% 25% n/a 

TOTAL 43% 45% 38% 38% 36% 35% 34% 34% 38%
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Latvia’s export to Russia out of extra export                   

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 63% 54% 66% 69% 59% 52% 45% 42% 36%

BEVERAGES AND TOBACCO 27% 17% 7% 3% 11% 47% 53% 50% 64%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 13% 2% 1% 2% 4% 6% 7% 9% 18%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 14% 14% 23% 1% 1% 6% 8% 6% 8% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 23% 57% 38% 10% 43% 83% 46% 66% 95%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 46% 28% 35% 33% 36% 44% 54% 62% 60%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 14% 10% 12% 16% 18% 18% 22% 33% 36%

MACHINERY AND TRANSPORT EQUIPMENT 48% 42% 39% 42% 34% 40% 50% 57% 61%

MISCELLANEOUS MANUFACTURED ARTICLES 46% 24% 26% 22% 22% 31% 37% 44% 46%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 33% 10% 7% 5% 3% 2% n/a n/a n/a 

TOTAL 29% 22% 27% 26% 26% 28% 33% 41% 46%

 
 
 
Estonia’s import from Russia out of extra import                   

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 21% 25% 27% 18% 19% 22% 30% 33% 23%

BEVERAGES AND TOBACCO 3% 3% 5% 8% 12% 14% 13% 12% 14%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 59% 50% 49% 42% 60% 68% 76% 78% 81%

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 87% 87% 78% 81% 70% 72% 76% 82% 77%

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 37% 27% 56% 4% 4% 18% 6% 11% 14%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 45% 56% 46% 40% 50% 51% 57% 64% 42%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 50% 52% 50% 43% 41% 51% 40% 36% 35%

MACHINERY AND TRANSPORT EQUIPMENT 4% 2% 3% 4% 8% 13% 5% 7% 8% 

MISCELLANEOUS MANUFACTURED ARTICLES 5% 5% 9% 5% 5% 8% 11% 10% 11%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC n/a n/a n/a 1% 0% 0% 0% 0% n/a 

TOTAL 30% 29% 24% 24% 24% 36% 38% 51% 47%

 
 
 
Estonia’s export from Russia out of extra export                   

SITC sectors: 1999 2000 2001 2002 2003 2004 2005 2006 2007
FOOD AND LIVE ANIMALS 24% 16% 12% 12% 14% 30% 52% 51% 42%

BEVERAGES AND TOBACCO 12% 14% 23% 11% 5% 92% 96% 98% 99%

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS 4% 2% 2% 5% 1% 1% 1% 1% 1% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 64% 51% 39% 71% 77% 28% 5% 1% 2% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 69% 30% 14% 49% 69% 81% 92% 82% 97%

CHEMICALS AND RELATED PRODUCTS, N.E.S. 22% 28% 9% 19% 54% 49% 38% 51% 59%

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL 9% 11% 10% 12% 15% 21% 29% 38% 34%

MACHINERY AND TRANSPORT EQUIPMENT 59% 51% 34% 45% 35% 49% 56% 38% 49%

MISCELLANEOUS MANUFACTURED ARTICLES 14% 13% 10% 9% 12% 19% 29% 28% 27%

COMMODITIES AND TRANSACTIONS N.C.E. IN THE SITC 35% 55% n/a n/a 88% 25% 9% 14% 22%

TOTAL 24% 20% 15% 18% 22% 28% 30% 23% 30%
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Change in exports to Russia  99/07     

PRODUCT Lithuania Latvia Estonia 

FOOD AND LIVE ANIMALS -3% -14% -10% 

BEVERAGES AND TOBACCO 2% 9% 18% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS -4% -2% -2% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS -7% -3% -6% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 2% 0% 8% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL -7% -3% 8% 

MACHINERY AND TRANSPORT EQUIPMENT 15% 17% -16% 

MISCELLANEOUS MANUFACTURED ARTICLES 2% -3% 2% 

COMMODITIES AND TRANSACTIONS NOT CLASSIFIED ELSEWHERE IN THE SITC 0% n/a 0% 

 
 

Change in imports from Russia    

PRODUCT Lithuania Latvia Estonia 

FOOD AND LIVE ANIMALS 0% 1% -4% 

BEVERAGES AND TOBACCO 0% 2% 0% 

CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS -6% 8% -5% 

MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS 13% -10% 23% 

ANIMAL AND VEGETABLE OILS, FATS AND WAXES 0% 0% 0% 

CHEMICALS AND RELATED PRODUCTS, N.E.S. 1% -5% -6% 

MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL -2% 11% -7% 

MACHINERY AND TRANSPORT EQUIPMENT -8% -7% -1% 

MISCELLANEOUS MANUFACTURED ARTICLES 0% -1% 0% 

COMMODITIES AND TRANSACTIONS NOT CLASSIFIED ELSEWHERE IN THE SITC 1% n/a n/a 

 
 
Appendix 3 Russia’s Share of extra EU25 trade 
 
Import from Russia 
 out of total extra  
EU25 imports 

         

 1999 2000 2001 2002 2003 2004 2005 2006 2007 
Estonia 30 % 29 % 24 % 24 % 24 % 36 % 38 % 51 % 47 %
Latvia 43 % 45 % 38 % 38 % 36 % 35 % 34 % 34 % 38 %
Lithuania 50 % 60 % 56 % 50 % 51 % 63 % 68 % 65 % 57 %
 
 
Export to Russia  
out of total extra 
 EU25 exports 

         

 1999 2000 2001 2002 2003 2004 2005 2006 2007 
Estonia 24 % 20 % 15 % 18 % 22 % 28 % 30 % 23 % 30 % 
Latvia 29 % 22 % 27 % 26 % 26 % 28 % 33 % 41 % 46 % 
Lithuania 22 % 24 % 36 % 37 % 24 % 28 % 30 % 35 % 42 % 
(Source: Eurostat. Authors own calculations) 



 
APPENDICES 

 

Appendix 4 The Baltic States trade with Russia (annual sector sizes) 
Estonia’s import from Russia Estonia’s export to Russia 

SITC 1999 2000 2001 2002 2003 2004 2005 2006 2007 1999 2000 2001 2002 2003 2004 2005 2006 2007 
0 5% 4% 5% 4% 4% 3% 2% 1% 1% 18% 11% 15% 9% 7% 8% 11% 11% 8% 
1 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 5% 6% 10% 18% 
2 22% 15% 13% 13% 17% 20% 19% 12% 17% 3% 2% 2% 4% 1% 1% 0% 0% 0% 
3 35% 42% 38% 36% 26% 25% 47% 66% 58% 9% 6% 7% 9% 11% 9% 3% 2% 2% 
4 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
5 10% 12% 10% 9% 12% 8% 7% 5% 4% 6% 11% 5% 11% 29% 14% 10% 13% 14% 
6 21% 22% 25% 27% 23% 28% 18% 10% 15% 9% 12% 13% 13% 14% 15% 16% 21% 17% 
7 5% 3% 6% 8% 16% 14% 5% 4% 3% 46% 47% 48% 44% 27% 37% 36% 32% 29% 
8 2% 1% 3% 2% 2% 2% 2% 1% 2% 9% 11% 11% 9% 11% 13% 16% 11% 11% 
9 n/a n/a n/a 0% 0% 0% 0% 0% n/a 0% 0% n/a n/a 0% 0% 0% 0% 0% 
 100% 100% 100% 100% 100% 100% 100% 100% n/a 100% 100% n/a n/a 100% 100% 100% 100% 100% 
 
 
 

Latvia’s import from Russia Latvia’s export to Russia 
SITC 1999 2000 2001 2002 2003 2004 2005 2006 2007 1999 2000 2001 2002 2003 2004 2005 2006 2007 
0 1% 2% 2% 2% 2% 2% 2% 1% 2% 21% 22% 36% 35% 31% 16% 12% 10% 7% 
1 0% 0% 0% 4% 2% 2% 3% 3% 3% 0% 1% 1% 1% 2% 8% 10% 7% 10% 
2 7% 9% 6% 7% 10% 15% 15% 12% 15% 4% 1% 0% 1% 2% 3% 2% 2% 3% 
3 51% 57% 50% 46% 43% 37% 42% 40% 42% 4% 3% 0% 0% 0% 2% 2% 1% 1% 
4 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 0% 0% 0% 0% 0% 0% 
5 10% 9% 13% 10% 9% 9% 7% 7% 5% 14% 18% 14% 12% 16% 16% 18% 17% 14% 
6 15% 14% 22% 23% 24% 26% 22% 27% 26% 19% 17% 14% 18% 19% 18% 17% 18% 16% 
7 11% 6% 5% 5% 6% 5% 6% 5% 5% 21% 26% 23% 23% 21% 25% 27% 33% 38% 
8 4% 2% 3% 3% 4% 4% 4% 4% 3% 15% 11% 11% 10% 9% 11% 12% 12% 12% 
9 0% 0% 0% 0% 0% 0% 0% 0% n/a 1% 1% 0% 0% 0% 0% n/a n/a n/a 
 100% 100% 100% 100% 100% 100% 100% 100% n/a 100% 100% 100% 100% 100% 100% n/a n/a n/a 
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Lithuania’s import from Russia Lithuania’s export to Russia 
SITC 1999 2000 2001 2002 2003 2004 2005 2006 2007 1999 2000 2001 2002 2003 2004 2005 2006 2007 
0 1% 3% 1% 1% 2% 1% 1% 1% 1% 27% 26% 15% 12% 19% 15% 16% 23% 25% 
1 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 2% 2% 
2 10% 7% 4% 6% 5% 4% 3% 3% 4% 5% 5% 2% 2% 1% 1% 1% 2% 1% 
3 68% 75% 79% 76% 74% 77% 84% 86% 81% 8% 3% 2% 5% 5% 6% 5% 1% 1% 
4 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 0% 0% 0% 0% 0% 0% 
5 3% 4% 4% 4% 5% 5% 4% 4% 4% 5% 6% 6% 6% 5% 8% 10% 8% 7% 
6 6% 5% 5% 5% 6% 5% 4% 3% 4% 18% 14% 12% 10% 10% 13% 13% 11% 11% 
7 11% 6% 6% 8% 5% 3% 2% 2% 3% 25% 37% 56% 58% 52% 49% 46% 45% 41% 
8 1% 1% 1% 1% 1% 1% 0% 1% 1%  10% 8% 6% 7% 7% 7% 8% 9% 12% 
9 0% 0% 0% 0% 3% 1% 1% 0% 1% 0% 1% 1% 1% 1% 0% n/a n/a 0% 
 100% 100% 100% 100% 100% 99% 100% 100% 100% 100% 100% 100% 100% 100% 100% n/a! n/a 100% 
(Source: Eurostat. Authors own calculations) 
 


