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IN THE BALTIC COUNTRIES
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Abstract. The article presents an analysis of the production and trade structure in three Baltic countries. Both
exports and imports were emphasized, pointing out the importance of regional shifts and specialization pat-
terns. The research was performed using the input-output model to determine the relative importance of res-
pective production changes over time and the key differences among the Baltic countries. The paper also ana-
lyses the backward and forward inter-industry linkages of manufacturing and service industries. The results
have indicated that during the period under analysis the share of sectors creating a lower value added has
decreased, and a deeper economic integration was observed in the majority of industrial sectors of the Baltic
countries with manifesting stronger forward linkages.
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Introduction

The European economic integration has substantially changed economic relations, posi-
tively affected the volumes of trade and the mobility of factors of production among the
European regions. Interregional competition and the division of labour should receive
further support; however, there is no explicit answer whether such changes are equally
useful for all European countries. The key issue remains to be whether, due to an in-
crease in regional integration, the cohesion and prosperity will increase or, vice versa,
decline. Today, this issue becomes even more important for the new European Union
(EU) members which use the economic integration process to achieve a higher level of
economic development reached by the old member states, to increase productivity and
gain a foothold in the higher value added production chain of goods and services. This
is a complex task for the Baltic countries as the old EU member states tend to develop
economic relations with the neighbouring countries rather than with the peripherally
located Baltic countries.
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The question of economic integration while accessing the EU was widely discussed.
However, the economic integration of the Baltic States has rarely been examined by
evaluating the international interdependence with the EU countries and their economic
sectors which, even in similar economic structures, may vary considerably depending on
different multiplier effects.

The study was aimed to explore and compare the development of international eco-
nomic integration of the Baltic countries and to determine what effect it had on the evo-
lution of economic sectors in the period 1995-2009. The main hypothesis of the article
is that the economic integration with the EU countries during this period has increased.
To reveal the development and relations of the economic sectors of the Baltic countries,
an interregional input—output model was applied, which was obtained by combining the
national input—output tables with the international trade data. Unlike the conventional
trade statistics, this method allows to determine reliably the interdependence of countries
and economic sectors, whereas the consumption of goods and services can be broken
down by using economic sectors and end users.

Literature review

As aresult of increased globalization, the international division of labour has also deep-
ened in the recent decades. In this context, developed countries specialise in the pro-
duction of capital-intensive goods while tending to import more and more necessary
intermediate inputs and materials from less developed and lower-income countries. On
the other hand, less developed countries attract foreign investment and also seek to gain
a foothold in the higher value-added production chain due to cheaper factors of pro-
duction, technology spillovers and other favourable conditions. Different interregional
relations are established depending on the geographical situation, economic structures,
political decisions, and the other reasons that affect the development and success of
economic integration.

These and the related issues of economic integration of the EU countries have been
analysed in a number of research papers. The results obtained are distinct due to the use of
different methods, assumptions, and timescales. One of the most suitable instruments for
this type of analysis is the Leontief input—output model as it allows the best assessment
of the interregional flows of products among different countries as well as their economic
sectors. For this reason, the input—output model has been chosen for this research. An in-
put—output analysis enables to perform an investigation of different economic integration
aspects depending on the model details. Analysis of trade flows is the most frequently used
method, where flows can be subdivided into inter- and intra-industry trade.

According to Ricardo and Heckscher-Ohlin, the inter-industry trade is determined
mainly by the differences in factor productivities or factor endowments among the coun-
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tries. In contrast, intra-industry trade is the exchange of goods within the same industry.
Trade within the sector may also be of a horizontal nature (trade in differentiated varie-
ties of similar products manufactured with similar factor inputs) or a vertical nature
(trade in similar products distinguished by quality and price). The latter is close to the
traditional endowment-based model, whereas labour among sectors is assumed to be
mobile. Thus, capital-intensive goods are vertically differentiated while labour-intensive
goods are homogeneous. Such analysis using the input—output model allows defining
changes in trade flows due to the economic integration. In general, researchers agree that
the share of intra-industry trade in the Baltic countries has increased. A similar trend was
discovered by Lithuanian researchers as a result of analysis based on traditional trade
data (Bernatonyte, Normantiene, 2009). However, it does not reveal how deep the rela-
tions among countries and sectors are.

For a deeper analysis of economic integration, in addition to trade flows breakdown,
the input—output model allows also the assessment of cross-sectorial inter-country rela-
tions indicating the extent of the integration of countries and sectors through direct and
indirect spillovers (Miller, Blair, 2009). The direct effect occurs when an increase in
demand for certain products in one country causes the increase in demand of required
intermediate inputs (including imports) from other sectors. The indirect effect is an ad-
ditional demand for products required to satisfy the additional demand determined by
the direct effect. In this way, the dependence among the countries reflects an economic
integration when changes in demand or supply in one country determine a change in the
output in the same country as well as in other countries depending on the intensity of
economic linkages. The dependence has a backward nature if the growth in one sector
will result in the growth of its sectors-suppliers, and a forward nature if the growth in
one sector will result in the growth of other sectors using the outputs of the first sector
as intermediates (Hirschman, 1988). The forward dependence describes the supply side,
while the backward dependence shows the demand side. The whole relations define the
common dependence of one country or sector on other countries or sectors. The more
changes demand or supply induce in the output in of other countries, the deeper the eco-
nomic integration is.

Concerning the economic integration among the new EU countries, there are only
a few researches in which the input—output model is used, whereas the structured data
required for this model have not been systematically collected. The existing studies dem-
onstrate the different status of old and new EU countries in the value-added chain.

The economic structure of the Eastern European countries (Czech Republic, Hun-
gary, Poland, and Slovakia) were investigated by Cernoga (2007, 2009) using the input—
output model. He has found that the intra-industry specialization of these countries has a
vertical nature and that they specialize mainly in producing lower-quality goods.
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The studies indicate that the situation has changed slightly over time. In one of the
recent studies, Zeddies (2011) analyses the nature of international trade in intermediary
goods in the same Eastern European countries, i.e. in Czech Republic, Hungary, Poland,
and Slovakia, as well as in more developed Western European countries. A comparison
of flows between Western and Eastern European countries has demonstrated that exports
from Western to Eastern Europe countries contain considerably more high-skilled factor
services than imports to Western European countries from their Eastern European trad-
ing partners, whereas the trade data among Western European economies have indicated
that the content of exports and imports differs only slightly. Cabral and others (2009)
also draw attention to the fact that the composition of intermediary goods in the export
and import flows among the countries with different levels of economic development
differ significantly due to the skill-intensive manufactured goods.

Economic integration is taking place also among countries with a similar economic
development, for example, among the OECD countries which have a higher level of eco-
nomic development and are using similar factors of production and similar technologies.
However, trade flows among such countries do not indicate any significant differences in
their exports and imports (Nishioka, 2006). Some authors have noted a positive impact
of the EU integration on the new Member States. Ito and Okubo (2011), who analysed
trade flows during 1988-2007 in Eastern European countries, have found that trade flows
within industry have a vertical nature, and the share of higher quality products has also
increased.

Several studies carried out using the input—output model included also the Estonian
case. In one of their recent studies, Backer and Miroudot (2012) while analysing the
global value chains have found that the indicator of the Estonian participation in the
global value chain is relatively high despite the long distances, although the country spe-
cializes in the production of inputs at the beginning of the global value chains.

There are also some researches based on the input—output model, which analyse in-
ter-country cross-sectorial relations of the EU members, which cover a wider group of
countries. The most comprehensive analysis is conducted by Yamano, Webb, Hewings
(2012). They have found that all manufacturing sectors in the new EU member states
have strong backward and forward linkages. However, the dependence of the Baltic
countries was not specified, because the aim of the research was to reveal the global rela-
tions. The research has shown that among the Baltic countries Estonia has the strongest
relationships in the global value chain.

In general, the results of the studies demonstrate a lack of in-depth analysis of the im-
pact of economic integration on the development of economic sectors and international
relations of the Baltic States. The purpose of the present study is to perform a deeper
analysis of sectors of the Baltic countries.
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Methods

Based on the input—output model, it is possible to determine the share and destination
of the exported products, the share and the origin of imported products as well as the
differences among the Baltic countries and their changes during the period. The analysis
focuses on the changes of economic structure of the Baltic countries as well as on inter-
national linkages. Two types of linkages have been investigated:

» backward: the total of direct and indirect purchasing inputs per sector (the ordi-
nary production multipliers of the Leontief inverse (I — A)~! minus the direct
effect);

» forward: the total of direct and indirect processing outputs per sector (the produc-
tion multipliers of the Ghosh inverse (I — ff)_l minus the direct effect).

While the Leontief inverse is based on the input requirement matrix A = [ai j], the

Ghoshian inverse is based on the output allocation matrix A= [c'il- j]. The elements of
these matrices are computed in the following way:

Zi
a;; =x_j (1

where is the input from 7 required in the production of j, and X'is the total input or output.
Let (I —A)™t = [b; j] be the Leontief inverse matrix. The sector’s backward linkage
(BL)) and forward linkage (FL,) are defined as
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The usual interpretation is to propose that, if BL;>1,a unit change in final demand
in sector j will generate an above-average change in the activity of economy due to an
additional demand of sector j for intermediate inputs. Similarly, for FIL,> 1, it is asserted
that a unit change in the primary input of sector i would create an above-average produc-
tion change in sectors using the output of the sector i as intermediate inputs. Thus, the
key sector is identified as the one having both indices greater than 1. Such sectors show
that some activities in an economy have the potential to generate a greater growth and,
through their backward and forward linkages, spur the growth of the rest of the economy.
In the article, in assessing relations among countries, and sectors a percentage expression
of an indicator is applied.
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Analysis of sectors in the Baltic countries

An important challenge for each country is to ensure that economic sectors are competi-
tive on the international market producing higher value added products, because such
specialization generates a higher national income. Therefore, while analysing economic
structures, it is important to draw attention to competitive and a greater value added
creating sectors. For this purpose, the economic sectors of all Baltic countries have been
divided according to their share in the country’s economic structures and value added per
working hour on the basis of the input—output model data in 1995 and 2009.

However, a greater share of value added created in a certain sector does not indi-
cate its competitiveness in the international markets as the outputs of the sector may be
dedicated more to meeting the domestic demand. Part of products may be unattractive
to foreign markets because of relatively high transportation costs, different consumer
priorities and for other reasons. A lower export is also typical of service sectors. For the
purpose of a more detailed analysis, sectors exporting more than 30% of outputs abroad
in Table 1 were marked in grey, and in bold if more than half of such sector’s export is
intended for the final consumption.

During the period under analysis, the economic structures of all three Baltic countries
did not differ significantly (Table 1), and many common characteristics in structural
changes of all Baltic countries can be observed as well. The value added share in the
production of agriculture, hunting, forestry and fishing, food, beverages and tobacco,
textiles and textile products in all three countries has decreased. In spite of significant
structural changes, during the period, exports in Latvia and Estonia have remained most-
ly stable, Lithuania being an exception.

Exports in the total output! of economy in 1995 accounted for 21.1% in Latvia,
26.2% in Estonia, and 21.4% in Lithuania. In 2009, these figures in Latvia and Estonia
were 19.0% and 26.6%, respectively, while in Lithuania they increased by 6.2 percent-
age points up to 27.6%. In Lithuania, in 1995, 12 economic sectors exported more than
30 per cent of the output, in Latvia 16, and in Estonia 15. In 2009, the number of such
sectors increased to 20 in Lithuania, decreased to 14 in Latvia and grew to 17 in Estonia.
The most significant structural changes in Lithuania were observed in the coke, refined
petroleum, and nuclear fuel sectors, inland transport, other supporting and auxiliary
transport activities, other manufacturing and wholesale trade sectors where both export
share and the share of value added increased.

! In order to determine the share of the output produced by a country or an economic sector, the ratio of export
and the total output is used in this article rather than the usually used export and GDP ratio. The numerator of both
indicators is the export, which includes the created value added as well as intermediate goods and services, which
can also be imported from other countries. For this reason, the total output in the denominator was selected, which,
unlike GDP, also includes not only created value added, but also intermediate goods and services.
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The competitiveness of a country rises with a higher productivity, i.e. with the ability
to create a higher value added per working hour. As we see in Table 1, the average value
added per hour was similar in the Baltic States; however, quite significant differences
among the sectors were observed. The real estate sector demonstrates the highest pro-
ductivity; however, its export share is one of the smallest.

TABLE 1. Value added share in economic structure and value added per hour in 1995 and 2009
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Real Estate Activities 83 284 | 62 | 88 |11.7 247 | 84 | 857 |11.2|493/108|110.8
Retail Trade, except Motor Vehicles

and Motorcycles; Repair of 80|20 |25 |09 |44 |15|69 |87 | 65|78 |45 | 82
Household Goods

Construction 70 | 24 | 46 |30 | 67 |32 |64 91 |66 16670 | 113
Wholesale Trade and Commission

Trade, except Motor Vehicles and 63|54 |61 |51|62|50|76204|69|179| 6.5 | 383
Motorcycles

Food, Beverages, and Tobacco 59| 28|57 |(33|55|3.1|40 146 24 |108 |22 | 127
Electricity, Gas and Water Supply 50 |37 |50 69|34 |39 |39 28|36 |387|39 | 397
Education 42 |13 |54 16|60 |24 63|89 |55 |112|54]| 92
Inland Transport 38|22 (39|21 |39|22|68|176| 46 |185| 38 | 139
Textiles and Textile Products 29 (17 | 23 |20 28|17 12|55 |05| 52 10| 75

Other Community, Social and

. 27 121|133 16|28 | 18|30 |88 |49 167 |34 | 114
Personal Services

Health and Social Work 25|09 | 45 |17 | 34|17 |41 |78 33|11.2|42| 114
Financial Intermediation 21 | 35|50 84|22 |57 |23/]179| 6.1 |409| 34 | 300
Other Supporting and Auxiliary

Transport Activities; Activities of 197554 69|26 |23 |38 |390| 34 |180| 40 | 20.7

Travel Agencies
Sale, Maintenance and Repair of

Motor Vehicles and Motorcycles; 18|14 |13 301821 |24| 92 18|99 |19 | 104
Retail Sale of Fuel

Post and Telecommunications 17 |26 | 50 | 93 | 29 | 47 | 28 | 287 | 26 | 305 | 2.7 | 337
Renting of M&Eq and Other Business | o | 4, | 38 | 45| 48 | 37 | 59 | 124 | 87 | 179 | 105 | 247
Activities

Pulp, Paper, Paper, Printing and 15|48 |18 (39|16 | 45|10 13809 13912 | 151
Publishing

Hotels and Restaurants 14124110 19|14 13|14 |73|14|93 |15]| 71
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1995 2009
Lithuania Latvia Estonia | Lithuania Latvia Estonia
Chemicals and Chemical Products 14 | 52|06 | 39|18 |57 |17 |247| 06 | 209 | 0.7 | 23.2
Other Non-Metallic Mineral 1111906 |[22]10|23 05|74 0513208 | 174
Eztfe:fg:‘;d Petroleum and 10 (99| 00 | 29|01 |04 |13 |734| 00| 00 | 05 | 385
Electrical and Optical Equipment 09 (1108 31|11 |26 |08 |163|06 |166| 19 | 122
Machinery, Nec 09 13|08 22|08 | 14|05 |87 |03 89 |07 13.0
\é\frid and Products ofWoodand | g | 17| 40 (26 | 17|15 | 12| 83 | 19| 124 | 18 | 118
Manufacturing, Nec; Recycling 09 24|11 24|16 |15 |16 100 06 | 85 | 0.9 | 7.6
Water Transport 07|58 |01 52|17 |52]|04|359| 01 |498| 05 | 168
Basic Metals and Fabricated Metal 05|18 |20 |41 |12|36|07|123|10|114| 15| 114
Transport Equipment 051707 24|12 |27 |09 17.2|04 | 6.7 | 0.5 | 9.3
Leather, Leather and Footwear 04 18 00 08 031800 42 00| 57 01| 56
Mining and Quarrying 04 30|01 |13|19]|40|03/[171|05|269| 13 | 204
Air Transport 02|47|01 52|01 ]10]|01|239| 06 498| 0.1 | 48
Rubber and Plastics 021603 33,0323 )|08 156|03 12104 | 107
ﬁ;‘;’sa;susseho'ds withEmployed | 1 60 | 00 | 00 | 00| 00 | 00 | 114| 00| 00 | 00| 00

Regular font : - sectors exporting more than 30 per cent of output for the intermediate consumption.

Bold font : - sectors exporting more than 30 per cent of output for the final consumption.

Source: authors’ calculations based on the WIOD database data.

At the end of the period, relatively more exporting and the highest added value per
hour creating sectors in Lithuania and Estonia were the coke, refined petroleum and nu-
clear fuel sectors, in Lithuania wholesale trade and air transport, and in Latvia the mining
and quarrying sector. In all three countries, other sectors also excelled (chemicals and
chemical products, other supporting and auxiliary transport activities, and water trans-
port sectors). During the period the share of most of these sectors has increased, though
in a different scope.

Among the main exporting sectors in all three Baltic States, the lowest productiv-
ity was noted in the following sectors: leather, leather and footwear, textiles and textile
products, other manufacturing and recycling. A considerable share of goods in these
sectors are produced for final consumption. A significant part of output for the final
consumption was exported to Russia and Germany, as well as to Finland and Sweden (in
case of Estonia). However, export for the final consumption was dominated by relatively
lower productivity products, while exports intended for intermediate consumption were
dominated by relatively high productivity products in most of the sectors.

The proportion between intermediate and final consumption in the exports of goods
from the Baltic countries during the period was very similar. A similar trend is observed
in the advanced economies as well. This phenomenon is a result of output decomposi-
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TABLE 2. Backward linkages by countries, %

1995 2009
Lithuania | Latvia Estonia | Lithuania | Latvia Estonia

Lithuania 525 1.8 0.9 40.1 3.6 1.8
Latvia 0.7 52.7 0.8 1.5 66.9 1.8
Estonia 0.7 1.5 60.0 0.9 1.9 58.2
Russia 14.4 8.3 9.4 19.5 4.6 4.0
Germany 5.1 5.2 5.2 3.6 3.7 4.7
Finland 1.8 3.9 16.5 0.8 1.1 4.6
China 0.2 0.2 0.7 24 1.9 4.7
Sweden 1.2 2.8 4.5 1.1 1.3 2.8
Poland 1.7 0.9 0.4 3.9 2.7 2.0
Other NMS-12 1,4 1,7 1,2 14 14 1,4
Other ES-15 11,4 8,0 1,7 6,8 7,8 10,1
RoW 10,7 74 7,8 6,8 8,2 12,1
Total 101.7 94.3 119.2 88.5 105.2 108.4

Of them intercountry linkages 49.3 41.5 59.2 484 383 50.2

Source: authors' calculations based on the WIOD database data.

tion when production is fragmented into larger task sets many of which are carried out in
different geographical locations. So, the value added in the production of final consumer
goods not necessarily will be higher than in the production of intermediaries.

The research has also analysed sector linkages of the Baltic States with other coun-
tries. The identification of linkages facilitates a better understanding of the existing eco-
nomic structures and their changes during the period.

In general, backward linkages indicate how much an increase in exogenous demand
will change the endogenous output, which in turn further leads to changes in the demand
for intermediate inputs. Causality runs from the demand for final (or higher value-added
intermediate) products to the demand for raw materials, intermediary products, and pri-
mary inputs used in production process. In other words, it follows the respective produc-
tion chains in the backward direction.

Table 2 demonstrates the percentage expression of estimated backward linkages reveal-
ing how much an output change in Estonia, Lithuania, and Latvia (direct effect) will further
affect the change of output in the same and other countries (indirect effect). The more sig-
nificant is the change in output, the stronger is the economic integration with the countries
concerned. It should be noted that the results are partly influenced by the economic crisis
in 2008; until then, both backward and forward linkages in all three countries had been
somewhat stronger, however, the trend for all three countries remained the same.

Backward linkages in the Baltic States throughout the period indicate some different
trends: the dependence of Lithuania and Estonia on the supply of intermediary products
has decreased, while the dependence of Latvia, increased. In case of Latvia the increase of
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backward linkages was influenced by the internal interdependence of the country’s sectors
in which the indicator of linkages has shown an increase by 14.2 percentage points. The in-
ternal interdependence of the Lithuanian sectors has decreased by 12.4 percentage points.

The dependence on foreign markets of the Baltic countries has changed slightly dur-
ing the period. Internal interdependence in Estonia has changed only to some extent,
although the relationship with foreign countries has decreased. The greatest reduction
occurred in Finnish and Russian supplies of intermediary products. It should be noted
that interdependence among sectors of the three Baltic countries has increased.

In the period under analysis, the Baltic States maintained strong economic relations
with Russia and Germany. The backward linkages demonstrated an increased depend-
ence of Lithuania and a decreased dependence of Latvia and Estonia on the Russian
supply of intermediary products. The greater Lithuanian dependence on Russia was
determined by coke, refined petroleum, and nuclear fuel sector’s dependence. The de-
pendence of the Baltic States on the supply of inputs from Germany has decreased, but
the dependence on China, especially of Estonia, has increased. Lithuania’s backward
dependence on the other EU countries has declined, although Latvia’s and Estonia’s
dependence remained relatively stable.

Forward linkages indicate how much the change of primary inputs in a country leads
to changes of other sectors using products of the first country. In other words, it follows
the respective production chains in the forward direction. This interpretation arises from
the supply side of the input—output model, and it was criticized for some of its short-
comings (Dietzenbacher, 1997, Oosterhaven, 1996). However, it is not so important in
determining the interdependence of countries and sectors, as in this case the structure at
a given moment is analysed.

Forward linkages in Table 3 demonstrate an increased Latvian and Estonian and al-
most unchanged Lithuanian total dependence on the demand of its intermediate inputs.

TABLE 3. Forward linkages by countries, %

(o]
5|8 a| o £
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o | nia 525| 1.2 | 06 |3.8|55(04|19|16|24|16|02(07[09/07|53|86| 92.0 | 396
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2 | Latvia 1.0 |[527| 0.7 |34142/12|36|13|3.7/12|04|03/03|0,1|39|25| 96.6 439
Estonia | 1.1 | 1.7 |60.0|3.8 |44 |89 |52|3.7/33/33/02/08|08 /07|38 |26|109.9| 499
o ll;litahua- 40.11 29 | 11 |45(29/08|13|1.7/12/08|28|1.1/31/09|56|75| 91.7 51.6
o
& | Latvia 19 1669| 13 |24/120(12|16|26|14/09|27|06|1.1/1,0|3,8|33/109.9| 43.1
Estonia | 1.5 | 2.6 |58.2|53|3.0|80|49|22/13|16|27(26|13 /10|54 |1.5|116.9| 587

Source: authors’ calculations based on the WIOD database data.
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Dependence on foreign demand increased in Lithuania by 12.0 per cent points, in
Estonia by 8.8 per cent points, while in Latvia changed only slightly. A. Strong forward
dependence of the Baltic countries remains on Germany, slightly decreased on Russia,
the Great Britain, but increased on China and Poland. Forward linkages demonstrate a
stronger dependence than do backward linkages on a greater number of the EU countries.

Considerable information on interdependence is provided by the breakdown of back-
ward and forward linkages by internal interdependence (Int) and external dependence
(Ext). Intersectoral backward linkages indicate how much the growth of one sector will
affect the growth of other sectors in satisfying the additional demand for inputs. Table
1 showed that some sectors exported relatively more, although generated a lower value
added per working hour, for example, leather, leather and footwear, textiles and textile
products, other manufacturing, recycling, wood and products of wood and cork sectors.
Table 4 indicates that external linkages in these sectors have been strong and during the
study period were not inclined to fall, except the leather and footwear sector.

The most significant increase in external dependence was observed in the Lithuanian
sectors of coke, refined petroleum and nuclear fuel, chemicals and chemical products,
and basic metals and fabricated metal sectors, in the Latvian sectors of other machinery,
basic metals and fabricated metal, manufacturing, recycling, the post and telecommuni-
cations in the, Estonian sectors of rubber and plastics, chemicals and chemical products,
transport equipment, and post and telecommunications. The major general backward
linkages with foreign countries in all three Baltic States were observed in chemicals and
chemical products and electrical and optical equipment sectors. In Latvia, more than in
Lithuania or Estonia, backward linkages indicate the increased internal interdependence.

TABLE 4. Backward linkages by sectors, %

1995 2009
Lithuania Latvia Estonia Lithuania Latvia Estonia
Int Ext Int Ext | Int | Ext | Int | Ext Int Ext Int Ext

Coke, Refined Petro-

427 11173 | 475 | 1273 | 56.0 | 842 176 | 1423 | 0.0 0.0 55.1 52.7
leum and Nuclear Fuel

Chemicals and
Chemical Products
Rubber and Plastics 36.3 11014 | 42.1 | 906 |46.7 | 969 |31.5| 952 | 56.2 | 101.2| 53.2 | 108.7
Basic Metals and
Fabricated Metal
Textiles and Textile
Products

344 | 945 | 336 | 855 |64.2| 856 138 |111.7| 443 | 91.2 | 553 | 95.1

555 | 706 | 55.6 | 79.9 | 50.0 | 99.7 | 41.1| 90.7 | 43.5 | 123.3| 59.6 | 106.7

443 | 883 | 64.7 | 703 |55.6|113.0|33.2| 89.6 | 594 | 829 | 489 | 926

Blectricaland Optical | o o | g6 4 | 346 | 754 377 (1375|414 | 817 | 448 | 771 | 418 | 1182

Equipment

Other Non-Metallic 500 | 712 | 429 | 746 |613| 816 |387| 73.8 | 728 | 715 | 643 | 658
Mineral

Machinery, Nec 612 | 727 | 361 | 61.1 | 466 | 86.1 |41.1| 703 | 540 | 819 | 489 | 92.0
Air Transport 752 | 767 | 72.2 | 786 | 69.0 | 1003|995 | 69.8 | 82.7 | 61.0 | 941 | 943
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1995 2009

Lithuania Latvia Estonia Lithuania Latvia Estonia

Int Ext Int Ext Int | Ext | Int | Ext Int Ext Int Ext
Electricity, Gas and 692 | 743 | 279 | 577 | 635 | 76.0 |45.1| 695 | 69.2 | 66.9 | 57.4 | 558
Water Supply
Transport Equipment 464 | 648 | 47.0 | 684 |47.7| 659 |51.2| 679 | 67.5 | 793 | 645 | 76.1
Food, Beveragesand | go 0| 670 | 719 | 504 |989| 67.4 |73.0 | 656 | 9658 | 619 | 834 | 734
Tobacco
Leather, Leatherand | ¢ o | g5 4 | 573 | 812 |586| 1019|585 | 645 | 577 | 427 | 507 | 84.0
Footwear
Manufacturing, Nec; | o5 4 | 667 | 669 | 551 |58.9| 867 |523 | 633 | 818 | 744 | 750 | 862
Recycling
Wood and Productsof | () 3| 75 | 765 | 523 |86.9| 73.5 | 58.5 | 59.0 | 1035 | 57.6 | 96.4 | 736
Wood and Cork
Agriculture, Hunting, | ) \ | co o | 677 | 4g4 |859| 63.1 |722] 587 | 759 | 605 | 685 | 63.8
Forestry and Fishing
Pulp, Paper, Paper, | 4o | ¢4 4 | 400 | 554 |646| 630 |473 | 563 | 657 | 617 | 719 | 720
Printing and Publishing
Construction 513 | 61.0 | 57.9 | 65.1 |51.3| 873 |48.1| 49.1 | 101.7 | 689 | 620 | 69.4
Other Supporting and
Auxiliary Transport 488 | 487 | 659 | 534 |87.0| 792 |49.1| 413 | 69.5 | 392 | 1206 | 784
Activities; Activities of
Travel Agencies
Mining and Quarrying | 51.5 | 41.7 | 40.6 | 56.2 | 464 | 59.0 |43.2| 379 | 58.8 | 50.0 | 389 | 53.9
Inland Transport 463 | 560 | 433 | 61.6 | 40.1| 658 |389| 37.6 | 57.4 | 527 | 61.1 | 61.0
Water Transport 57.0 | 60.5 | 72.0 | 822 | 76.1 | 848 |44.1| 365 | 989 | 42.1 | 903 | 858
Sale, Maintenance and
Repair of Motor Vehicles | ;| 43 0 | 147 | 504 |47.6| 563 |324| 345 | 557 | 305 | 521 | 407
and Motorcycles; Retail
Sale of Fuel
Health and Social Work | 42.4 | 42.0 | 327 | 44.1 |47.3] 43.9 | 346 321 | 378 | 364 | 33.0 | 425
Other Community, Social | ) ¢ | 356 | 455 | 343 |585| 395 |512| 313 | 669 | 207 | 551 | 39.1
and Personal Services
Wholesale Trade and
CommissionTrade, Ex- | 3 5 | 35 | 555 | 350 |49.4| 560 |41.8| 293 | 650 | 287 | 563 | 37.2
cept of Motor Vehicles
and Motorcycles
Financial Intermediation | 48.1 | 22.5 | 428 | 17.9 | 59.7 | 36.3 | 62.4| 248 | 442 | 160 | 58.1 | 26.6
Postand 367 | 324 | 248 | 114 |446| 308 |27.4| 232 | 769 | 275 | 623 | 403
Telecommunications
Hotels and Restaurants | 37.6 | 29.1 | 73.9 | 459 |71.5| 465 |39.9| 22.9 | 71.7 | 320 | 66.1 | 45.8
Public Admin and
Defence; Compulsory | 46.1 | 32.7 | 449 | 344 |559| 516 |333| 205 | 453 | 216 | 39.7 | 285
Social Security
Rentingof M&Eqand 1 50\ | 515 | 355 | 302 (473 | 553 |41.8| 191 | 625 | 28.1 | 484 | 355
Other Business Activities
Retail Trade, Except
of MotorVehiclesand | 30 \ 1| o0 4 | 745 | 469 |446| 37.4 |260| 165 | 539 | 19.1 | 497 | 26.3
Motorcycles; Repair of
Household Goods
Real Estate Activities | 19.8 | 11.7 | 24.8 | 156 |21.4| 147 |299| 162 | 77.8 | 224 | 31.1 | 184
Education 413 198 | 303 | 23.1 [393] 257 [213] 115 | 303 | 147 | 320 | 219

Source: authors' calculations based on the WIOD database data.
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Intersectoral forward linkages indicate how much the growth of one sector will af-
fect the growth of other sectors when using the output of the first sector as intermediate
inputs to produce the sector’s own products. Forward linkages are presented in Table 5.

The dependence of economic sectors of the Baltic countries on the foreign demand of
intermediary products evolved unevenly. In some sectors, it was the internal dependence
that has strengthened, while in others it was the external dependence. The dependence
on foreign demand for supplies most significantly increased in the Lithuanian sectors of
water transport, basic metals and fabricated metal, textiles and textile products, leather,
leather and footwear, rubber and plastics, transport equipment, in the Estonian sectors
of electrical and optical equipment, coke, refined petroleum and nuclear fuel, chemicals
and chemical products, basic metals and fabricated metal, pulp, paper, paper, printing
and publishing sectors, in the Latvian sectors of other supporting and auxiliary transport
activities, the basic metals and fabricated metal, rubber and plastics, other manufactur-
ing, recycling, transport equipment.

TABLE 5. Forward linkages by sectors, %

1995 2009
Lithuania Latvia Estonia Lithuania Latvia Estonia
Int Ext Int Ext Int | Ext | Int | Ext | Int | Ext | Int | Ext
Water Transport 83,5 (1024 | 0.7 |151.8| 324 |136.2| 10.2 | 1458 | 0.1 [157.8| 92.0 | 1544

Basic Metals and

. 9.9 825 | 96.2 | 102.7 | 66.3 |107.6| 20.2 | 133.5| 39.6 | 182.2 | 53.1 | 136.8
Fabricated Metal

Rubber and Plastics 44 | 424 | 605 | 50.0 | 236 |129.8| 286 | 129.8| 729 | 1025 | 12,5 | 155.0
EIec.trlcaIandOpncaI 19.1 | 1179|134 | 705 | 283 | 78.0 | 153 | 1245| 313 | 951 | 58 |153.6
Equipment

Other Supporting and

Auxiliary Transport
Activities; Activities of
Travel Agencies

Coke, Refined Petroleum
and Nuclear Fuel

939 | 974 | 515 (1268 | 194 | 192.1| 704 | 1189 | 41.8 | 171.9|104.4 | 157.8

216 | 1118 | 239 | 49.1 | 929 | 69.0 | 169 |1165| 00 | 0.0 | 13.8 | 1323

Chemicals and Chemical | ) o1 14171 37 1796 300 [1230| 169 | 1164| 44 1205 62 |1803

Products

Inland Transport 55.1 | 856 | 50.8 | 90.5 | 833 | 554 | 342 | 107.8| 62.2 | 87.5 | 793 | 67.8
Wood and Products of 625 | 1196 | 756 | 132.8| 29.7 | 1486 | 52.1 | 970 | 77.6 | 1287 | 48.1 | 156.1
Wood and Cork

Pulp, Paper, Paper,
Printing and Publishing
Leather, Leather and
Footwear

113.6 | 63.0 | 740 | 41.7 | 1256 61.0 |{117.0| 89.1 |132.0| 62.5 | 68.2 | 120.1

300 | 459 | 51 | 687 | 68 | 266 | 77.2 | 866 | 62.7 | 432 | 58 | 41.7

Textiles and Textile
Products

Wholesale Trade and
Commission Trade, Except
of Motor Vehicles and
Motorcycles

335 | 48,6 | 463 | 42.1 | 259 | 441 | 186 | 81.0 | 268 | 20.7 | 4.2 | 321

56.2 | 56.8 | 59.8 | 65.5 | 869 | 486 | 438 | 756 | 61.7 | 58.0 | 76.6 | 59.8
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1995 2009

Lithuania Latvia Estonia Lithuania Latvia Estonia

Int Ext Int Ext Int Ext Int Ext Int Ext Int Ext

Sale, Maintenance and
Repair of Motor Vehicles
and Motorcycles; Retail
Sale of Fuel

503 | 46.0 | 878 | 50.0 | 111.2| 48.1 | 41.1 | 58.7 | 71.8 | 453 | 945 | 47.2

Machinery, Nec 131 | 330 | 41 | 996 | 382 | 782 | 89 | 586 | 41 | 603 | 94 |1049

Renting of M&Eq and

. 92.1 | 54.7 | 654 | 949 | 102.6| 81.5 | 1064 | 54.1 | 144.0| 49.8 |120.0| 89.2
Other Business Activities

Other Non-metallic

. 58.0 | 422 |1029| 604 | 549 |103.0| 474 | 53.2 |1276| 71.0 | 535 | 1173
Mineral

Agriculture, Hunting,

- 96.3 | 486 | 625 | 53.7 | 112.0| 86.0 | 49.3 | 52.2 | 64.6 | 50.6 | 90.1 | 85.1
Forestry and Fishing

Transport Equipment 51.1 | 199 | 426 | 59.3 | 688 [160.2| 350 | 52.1 | 06 | 923 | 11.7 | 93.8
Air Transport 849 | 656 | 60.0 | 1158 | 223 [142.1| 2.8 | 493 | 90.0 | 849 | 0.6 |154.0
Post and

A 88.7 | 425 |103.8| 46,5 | 1203 | 48.9 | 76.7 | 46.2 |139.0| 46.1 | 123.4| 69.1
Telecommunications

Manufacturing, Nec;

. 747 | 26,5 | 503 | 309 | 199 | 78.1 | 490 | 419 | 344 |1134| 11.8 | 795
Recycling

Retail Trade, Except

of Motor Vehicles and
Motorcycles; Repair of
Household Goods

564 | 345 | 608 | 334 | 935 | 393 | 443 | 414 | 585 | 344 | 82.7 | 46.8

Financial Intermediation 135.1| 370 | 70.2 | 384 |141.9| 655 |107.7| 385 | 869 | 344 | 97.1 | 76.2

Electricity, Gas and Water

1223|359 | 858 | 27.3 | 1114 | 496 | 91.8 | 339 | 978 | 29.0 | 93.0 | 553
Supply

Other Community, Social

) 536 | 220 | 455 | 95 | 345 | 11.8 | 534 | 216 | 436 | 91 | 293 | 129
and Personal Services

Food, Beverages and 329 | 318 | 305 | 141 | 361 | 254 | 293 | 181 | 47.7 | 168 | 281 | 184

Tobacco

Real Estate Activities 59.1 | 150 | 841 | 250 | 538 | 17.2 | 415 | 170 | 97.1 | 209 | 634 | 245
Mining and Quarrying 25 09 |1425|1422 1299 | 58.1 | 489 | 15.0 | 1025|1126 | 148.7 | 68.9
Hotels and Restaurants 364 | 103 | 226 | 106 | 423 | 213 | 256 | 119 | 151 | 73 | 205 | 10.7
Construction 109 | 44 | 427 | 90 | 463 | 260 | 257 | 8.1 | 783 | 232 | 29.7 | 185
Education 125 | 21 50 14 | 105 | 29 8.5 22 | 140 | 38 8.7 3.0
Public Admin and

Defence; Compulsory 34 14 1.8 12 | 114 | 75 16 | 1.7 | 13 | 69 | 74 | 62

Social Security

Health and Social Work 163 | 3.2 9.1 37 139 | 30 | 35 14 | 88 | 22 | 76 | 25

Source: authors’ calculations based on the WIOD database data.

The forward linkages with foreign countries in all three Baltic States were significant
in the sectors of water transport, basic metals and fabricated metal, electrical and optical
equipment, other supporting and auxiliary transport activities, chemicals and chemical
products, wood and products of wood and cork. In general, a deeper integration of the
Baltic countries is observed in industry sectors with stronger forward linkages.
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Usually, as the key sector, the one having both forward and backward linkage indices
greater than 100% is identified, regardless of which dependence, internal or external,
is stronger. In the economic integration approach, the sectors where backward linkages
(BL) and forward linkages (FL) with foreign countries are stronger can be described as
key sectors, because their economic activities exert a greater impact on the economy of
foreign countries. For this purpose, the sectors indicating the forward or backward de-

pendence on foreign countries as more than 100% are listed in Table 6.

TABLE 6. Key sectors of the Baltic countries in the approach of economic integration

1995 2009
Lithuania | Latvia | Estonia | Lithuania | Latvia | Estonia

Mining and Quarrying FL FL
Textiles and Textile Products BL
Leather, Leather and Footwear BL
Wood and Products of Wood and Cork FL FL FL FL FL
Pulp, Paper, Paper, Printing and
Publishing FL
Coke, Refined Petroleum and Nuclear Fuel BFL BL BFL FL
Chemicals and Chemical Products FL FL FL BFL FL FL
Rubber and Plastics BL FL FL BFL BFL
Other Non-metallic Mineral FL FL
Basic Metals and Fabricated Metals FL FL FL BFL BFL
Machinery, Nec FL
Electrical and Optical Equipment FL BL FL BFL
Transport Equipment FL
Manufacturing, Nec; Recycling FL
Inland Transport FL
Water Transport FL FL FL FL FL FL
Air Transport FL BFL FL
Other Supporting and Auxiliary
Transport Activities; Activities of Travel FL FL FL FL FL
Agencies

Source: authors’ calculations based on the WIOD database data.

The backward and forward linkages are strongest in the Lithuanian sectors of coke,
refined petroleum and nuclear fuel, chemicals and chemical products. These sectors have
also generated a higher value added per working hour. The Latvian and Estonian key
sectors of rubber and plastics, basic metals and fabricated metals, and the Estonian elec-
trical and optical equipment sector are not high value added sectors; however, due to a
deeper integration, they have a greater potential to grow and create higher value added
products in future. Strong forward linkages are observed in all Baltic countries in wood

and products of wood and cork, chemicals and chemical products, rubber and plastics,
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basic metals and fabricated metals, water transport, and other supporting and auxiliary
transport activities. This demonstrates a stronger dependence of these sectors on the for-
eign demand for supplies. As compared with the advanced EU economies, these sectors
create a lower value added per hour, which reveals their specialization at the beginning
of the value chain. However, these linkages should be taken into consideration in order to
encourage exports, because these sectors have better prospects because of their stronger
linkages.

Conclusion

In the period under analysis, changes in the economic structure of the Baltic countries
have taken place: the share of sectors creating a lower value added has decreased, but
the export share in output during the period has increased only in Lithuania, whereas in
Latvia and Estonia it has remained largely stable.

The export intended for the final consumption was dominated by products with the
relatively lower productivity, while the exports intended for the intermediate consump-
tion were dominated by relatively higher productivity products in most of the economic
sectors. In the period under analysis, the proportion of the intermediate and final con-
sumption in exports of goods and services from the Baltic countries was very similar. A
similar trend is observed also in the advanced economies. This demonstrates that produc-
tion is fragmented into larger task sets many of which are carried out in different geo-
graphical locations. This trend indicates that for the Baltic countries it would be useful to
specialise in the production of higher value-added intermediary products.

This assumption is confirmed by the analysis of international relations of the Baltic
countries, based on backward and forward linkages. The results show that in the period
under analysis the Estonian and Lithuanian forward linkages with foreign countries have
increased whereas the, Estonian backward linkages have decreased, and the Latvian
linkages have changed only slightly.

A deeper integration was observed in most of industrial sectors manifesting stronger
forward linkages. This indicates a greater dependence on foreign demand of intermedi-
ary products of these sectors. Strong forward linkages in all Baltic countries are observed
in the sectors of water transport, wood and products of wood and cork, chemicals and
chemical products, rubber and plastics, basic metals and fabricated metals, electrical and
optical equipment, and other supporting and auxiliary transport activities.

Forward linkages have also indicated a stronger dependence of the Baltic States on
a number of EU countries. In comparison with advanced EU economies, the sectors of
Baltic countries create a lower value added per hour, which is revealed by a specializa-
tion at the beginning of the value chain. However, due to a deeper integration, these sec-
tors have a greater potential to grow and produce higher value-added products in future.

47



This analysis contributes to the research of other authors on the subject of economic
integration of the Baltic countries. The obtained results confirm the hypothesis that in-
tegration with the EU is increasing, and provide a useful stimulus to encourage exports

and economic growth.
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