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Abstract 

Up to the end of 1991, more than 90 % of Baltic trade was conducted with other parts of the Soviet Union, where 
trade was organized not on the basis of voluntary exchange but strictly guided by Moscow. The subsequent collapse 
of central planning caused widespread disruption in trade and financial links. Nevertheless, the Baltic countries, to 
a certain extent, retained their strong dependence on trade with Russia and other states of the former Soviet Union, 
and as a result saw their terms of trade decrease by 10-15 % of GDP. Further, they experienced high inflation, 
dramatic output declines, shortages of goods and raw materials, and dysfunctional payment and monetary 
arrangements. To correct this situation and avoid prolonged economic difficulties, Baltic trade links with the West 
were restored, as well as economic relations among the Baltic nations themselves. 

From the trade policy point of view, Estonia followed the most liberal course by eliminating trade restrictions 
altogether. Latvia and Lithuania have favoured more protectionist policies. Estonia and Latvia have consistently 
strived to boost their trade with the West, while Lithuania still maintains stronger trade relations with Russia. 

Despite the fact that the Baltic countries have a free trade agreement and numerous actions have been taken to 
promote intra-Baltic trade links, current problems at macro- and microeconomic level as well as trade policy 
differences constitute major obstacles to trade creation and greater cooperation among the Baltic states. Further, the 
smallness of the Baltic market and the general sameness of tradeable products tend to limit the possibilities for 
intraregional trade. As a consequence, growth in intraregional trade has remained quite modest. 

Keywords: foreign trade, integration, Baltic countries 

Introduction 

Up to the end of 1991, more than 90% of the trade 
conducted by the Baltic states had been within the 
former Soviet Union. Trade was organized not on 
the basis of voluntary exchange, but strictly guided 
by Moscow. Coinciding with the collapse of the 
Soviet state, the eventual collapse of centrally 
planned trade in 1990-91 caused widespread 
disruptions in trade and financial links. The sud
denly independent Baltic countries, in particular, 
had experienced a much more serious deterioration 
in trade than did their other Eastern European 
counterparts. In all Baltic countries, the terms of 
trade decreased by 30-40 %, ie 10-15 percent of 

GDP.IIn addition to the terms oftrade decline the 
Baltic nations experienced high inflation, dramatic 
output declines, shortages of goods and raw mate
rials and disfunctionality in payment and monetary 
arrangements. These circumstances called for rapid 
action to avoid prolonged economic difficulties. 
The Baltic stabilization and reform programmes 
were built on common cornerstones. Democracy, 
currency reform and liberalization of prices, were 
all seen as essential to restoring sovereign states in 
Estonia, Latvia and Lithuania. Since indepenen
ce, however, the Baltic countries have displayed 

I In Poland and Hungary the terms of trade shock in 
1991 was between 3-5.5 per cent of GDP. See Tarr 
(1993) and Rodrik (1992). 
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notable differences in trade policies. In Estonia, 
trade policy has always been more liberal com
pared to other Baltic states. The main principals 
have been an open trade with strong external 
competitiveness. Estonia has had practically zero 
duties, whereas Latvia, and most of all Lithuania, 
have been in favour of more protectionist policies. 

This article focuses on the development of 
intra-Baltic trade since 1991; analyzing changes in 
the amount and composition of trade between three 
Baltic countries since independence. The collected 
trade data covers approximately the period 1991 -
1995. Detailed trade values, trade shares and the 
composition of the intra-Baltic trade are presented 
in tables. In addition, Baltic countries' trade shares 
with Russia are presented. The article also dis
cusses the Baltic Free Trade Agreement and its 
effects on intra-Baltic trade. The final objective is 
to discuss other areas of Baltic cooperation. 

One disclaimer needs to be made: Changes in 
the values and commodity structures of the intra
Baltic trade are difficult to analyze because of the 
incompleteness and often non-comparability of the 
data available from national sources. This, how
ever, does not preclude the validity of general 
observations on intra-Baltic trade. 

1 Intra-Baltic trade 1991-1995 

1.1 Estonia 

The foreign trade statistics are based on the foreign 
trade statistics of the Statistical Office of Estonia, 
which in tum are based on the recommendations of 
the United Nations Statistical Commission and 
Eurostat. All commodities crossing the Estonian 
border from outside are treated as imports regard
less of whether they are meant for the domestic 
market, re-export or temporary storage in customs 
warehouses. All commodities going out across the 
Estonian Customs border are treated as exports. 
Exports and imports are valued at the Estonian 
border: exports at f.o.b. values and imports at c.i.f. 
values. Trade data for 1991 and 1992 are based on 
the reports submitted by enterprises; the prices of 
goods in thousand of roubles have been recalcu
lated into Estonian kroons at the rate of 10 roubles 
= I kroon. Since July 1, 1992, foreign trade data 
are based on customs declarations. 

Up to the end of 1991, the trade of Estonia 
was guided by the Soviet planning system. On the 
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basis of the received data, in 1991, Estonia's total 
export amounted to over 510 million kroons. The 
most important trading partner was obviously 
Russia with the share of 56.5 % of the total Esto
nian export. Intra-Baltic trade figures were very 
modest. Latvia's share was 7.7 % and the share of 
Lithuania was 3.8 % of the total Estonian export. 
The main products exported to Latvia were min
eral products (40%), textiles (20%) and chemical 
products (18%). Export to Lithuania consisted of 
textiles (32%), chemical products (23%) and 
manufactured goods (8%). Respectively, the total 
Estonian import in 1991 amounted to over 445 
million kroons. Russia's share of imports was again 
high, 45.9 percent, while the shares of Latvia and 
Lithuania were only 5.1 and 6.3 percent of the total 
Estonian import. The main products imported from 
Latvia were textiles (26%), prepared foodstuffs 
(14%) and chemical products (12%). Import from 
Lithuania mainly consisted of textiles (35%), 
mineral products (25%) and machinery (8%). 

After 1992, commodity exchange reoriented 
to the west. Both export to and import from Russia 
declined drastically, amounting only to about 20 
percent of the total Estonian export and import. 
Furthermore, trade with the other Baltic states was 
maintained at rather low level: From 1991 up to 
late 1995, Estonian exports to Latvia have varied 
between 7.6 and 10.6 percent of total Estonian 
exports. During the same period, the export share 
of Lithuania has varied between 1.5 and 5.4 per
cent of the total Estonian export. Trade reorienta
tion towards the west can be seen, even more 
clearly, from the import statistics. In five years, 
Estonian import from Latvia has declined from 5.1 
to 2 percent and import from Lithuania from 6.3 to 
1.6 of the total Estonian import. Not only has 
Estonia's trade stagnated with the other Baltic 
states, but no other significant changes have taken 
place in the product composition of trade. Trade 
has consisted mainly of mineral products, chemical 
products, textiles, processed foodstuffs and ma
chinery. 

From 1991 up to November 1995 the total 
value of Estonian export increased to 19.4 billion 
kroons and import to 26.4 billion kroons. Estonian 
exports to Russia were 17.5 percent of total ex
ports, while imports from Russia represented 16 
percent of the total. Exports to Latvia amounted to 
7.6 percent of total exports, while the share of 
imports from Latvia was 2 percent. Respectively, 
export to Lithuania amounted to 4.6 percent of the 
total Estonian exports, while 1.6 percent of the to-
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Table 1 Exports from Estonia 1991-1995 (million kroons, %) 

1991 1992 1993 1994 Jan-Nov 
1995 

Total 510.2 5548.6 10 638.5 16937.7 19364 
% (100) (100) (l00) (100) (100) 

Russia 288.4 1 156.0 2408.5 3914.6 3381 
% (56.5) (20.8) (22.6) (23.1) (17.5) 

Latvia 39.2 587.0 913.8 1 392.7 1476 
% (7.7) (10.6) (8.6) (8.2) (7.6) 

Lithuania 19.3 84.4 394.9 918.4 899 
% (3.8) (1.5) (3.7) (5.4) (4.6) 

Table 2 Imports to Estonia 1991-1995 (million kroons, %) 

1991 1992 1993 1994 Jan-Nov 
1995 

Total 445.4 5127.7 11 831.0 21 535.3 26355 
% (100) (100) (l00) (100) (100) 

Russia 204.5 1456.9 2033.3 3620.0 4304 
% (45.9) (28.4) (17.2) (16.8) (16.3) 

Latvia 22.6 87.5 267.4 313.1 521 
% (5.1) (1.7) (2.3) (1.5) (2.0) 

Lithuania 28.2 185.8 391.0 553.5 425 
% (6.3) (3.6) (3.3) (2.6) (1.6) 
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Table 3 Exports from Estonia by main commodity groups 1991-1995 (%) 

1991 1992 1993 1994 Jan-Sep 1995 

Latvia mineral mineral mineral chemical chemical 
products (40) products (74) products (34) products (22) products (26) 

textiles (20) chemical prepared mineral mineral 
products (13) foodstuffs (21) products (20) products (14) 

chemical textiles (3) chemical prepared prepared 
products (18) products (8) foodstuffs foodstuffs (9) 

(17) 

Lithuania textiles (32) textiles (21) prepared prepared 
foodstuffs (21) foodstuffs 

(29) 

chemical chemical machinery (15) chemical 
products (23) products (19) products (18) 

manufactured machinery vehicles (13) machinery 
products (8) (14) (11) 

Table 4 Imports to Estonia by main commodity groups 1991-1995 (%) 

1991 1992 1993 1994 

Latvia textiles (26) textiles (30) base chemical 
metals (26) products 

(16) 

prepared prepared textiles (18) textiles (14) 
foodstuffs (14) foodstuffs (11) 

chemical machinery (9) mineral machinery 
products (12) products (12) (10) 

Lithuania textiles (35) mineral mineral mineral 
products (63) products (66) products 

(48) 

mineral textiles (10) textiles (9) textiles (11) 
products (25) 

machinery (8) machinery (5) machinery (5) chemical 
products (9) 
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tal Estonian imports came from Lithuania. 

1.2 Latvia 

The foreign trade data are compiled on the basis of 
data taken from customs declarations and statistical 
surveys. The following trade flows are included in 
the foreign trade turnover. Total exports include 
goods destined for sale abroad, goods transported 
to foreign countries for processing conditional on 
subsequent reimportation, goods exported after 
having undergone transformation during process
ing and re-exports; i.e. exports of goods previously 
imported for domestic consumption. Total imports 
include goods entering Latvia for sale on the 
domestic market, goods imported for processing 
under the obligation of subsequent re-exportation, 
goods imported after having undergone transfor
mation during processing in a foreign country and 
goods entering Latvia from customs warehouses. 
Both exports and imports are valued at the Latvian 
border at f.o.b. values. 

In general, it can be said that Latvian trade 
reorientation towards the west has not been as 
radical as in Estonia. Trade share of Russia has not 
declined much and trade shares of the Baltic states 
have been increasing during the period in question. 
In 1992, the total value of Latvian exports 
amounted to 577 million lats. One year later, the 
total value of Latvian exports increased to 702 
million lats then declined in 1994 to 571 million 
lats. In 1995, the total value of exports for year 
was 688 million lats. In five years, the export share 
of Russia has varied between 25 and 29 percent of 
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the total Latvian export. Another fact reflecting 
Latvia's slower trade reorientation towards the west 
is seen in the trade increase with the other Baltic 
states. In 1992, the export shares of Estonia and 
Lithuania were 1.3 and 3.5 of the total Latvian ex
ports, whereas, in 1995, export shares were 3 and 
5.5 of total Latvian exports respectively. In addi
tion, there have been some changes in the product 
composition of the trade. In 1992 and 1993 Lat
vian exports to Estonia mainly consisted of foot
wear, mineral products and machinery, whereas, in 
1994 and in 1995 the main products exported to 
Estonia were chemical products, prepared food
stuffs, textiles and base metals. Similarly, the 
product composition of exports to Lithuania has 
changed from textiles, transport vehicles and food
stuffs to textiles, chemical products and machin
ery. 

The total value of Latvian import has been 
increasing during the period in question. In 1992 
the value of imports amounted to 543 million lats 
whereas in 1994 it amounted to 700 million lat~ 
and in 1995 to 923 million lats. From 1992 up to 
1995 Latvia's imports from Russia has varied 
between 22 and 28 percent of total Latvian im
ports. Furthermore, imports from Estonia have 
decreased slightly from 6.3 to 5 percent of the total 
Latvian import, whereas import share of Lithuania 
has, on the other hand, moderately increased from 
3.1 to 5.7 percent of the total Latvian import. 
Finally, the main import products have been 
mineral products, chemical products, machinery 
and textiles. 

Table 5 Exports from Latvia 1992-1995 (thousand lats, %) 

1992 1993 1994 1995 

Total 576876 701 601 571 078 688413 
% (100) (100) (100) (100) 

Russia 148737 200105 155719 174386 
% (26) (28.5) (28.1) (25.3) 

Estonia 7557 13 060 14360 21429 
% (1.3) (1.8) (2.6) (3.1) 

Lithuania 20711 28870 30694 38 148 
% (3.5) (4.1) (5.6) (5.5) 
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Table 6 Imports to Latvia 1992-1995 (thousand lats, %) 

1992 1993 1994 1995 

Total 543340 647469 700 121 923384 
% (100) (100) (100) (100) 

Russia 150825 181 941 164 178 199726 
% (27.7) (28) (23.6) (21.6) 

Estonia 34667 25249 24412 47289 
% (6.3) (3.8) (3.5) (5.1) 

Lithuania 17028 61228 41243 52790 
% (3.1) (9.4) (6.0) (5.7) 

Table 7 Exports from Latvia by main commodity groups 1993-1995 (%) 

1993 1994 1995 

Estonia footwear (20) chemical products (15) chemical products (18) 

mineral products (12) prepared foodstuffs (13) prepared foodstuffs (17) 

machinery (12) textiles (12) base metals (15) 

Lithuania textiles (18) textiles (21) textiles (22) 

transport vehicles (13) chemical products (15) chemical products (19) 

foodstuffs (12) machinery (11) machinery (10) 

Table 8 Imports to Latvia by main commodity groups 1993-1995 (%) 

1993 1994 1995 

Estonia mineral products (64) mineral products (42) mineral products (28) 

transport vehicles (10) chemical products (12) chemical products (12) 

chemical products (6) machinery (7) base metals (9) 

Lithuania mineral products (74) mineral products (53) mineral products (48) 

chemical products (4) chemical products (11) chemical products (14) 

textiles (3) machinery (4) machinery (7) 
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1.3 Lithuania 

The foreign trade statistics are based on the infor
mation collected by customs authorities in con
junction with imports and exports of goods. Ex
ports cover all goods exported from Lithuania, 
including exports of previously imported goods in 
free circulation and exports of goods from customs 
warehouses. Imports covers goods declared for 
home use, temporary imports of goods for domes
tic processing and imports to bonded warehouses. 

As in the other Baltic countries, the commod
ity exchange of Lithuania was organized by the 
Soviet system up to the end of 1991. In general, it 
can be seen from the trade data that Lithuania's 
trade reorientation towards west has been the most 
moderate compared to that of its Baltic neighbours. 
This can be partly explained by the fact that Lithu
ania has always been the most conservative in its 
political and economic decision making. After 
independence, Russia continues to hold a strong 
position in Lithuanian foreign trade, due to histori
cal relations and its geographical proximity. Since 
1992, the export share of Russia has varied be
tween 33 and 20 percent of total Lithuanian ex
ports. Respectively, Lithuanian imports from 
Russia has varied between 29 and 58 percent of 
the total. Another fact reflecting Lithuania's slow 
reorientation of trade to the west is that since 1992 
trade, both with Estonia and Latvia, has increased: 
From 1992 up to 1995 Lithuanian export to Esto
nia has increased from 1.4 to 2.2 percent of total 
Lithuanian exports. Exports to Latvia have also 
increased from 4.5 up to 7.1 percent of total Lithu
anian exports. The same upward trend can be seen 
in imports. In 1992 Lithuanian imports from 
Estonia were 0.6, whereas in 1995 they were 2 
percent of total Lithuanian imports. Similarly, 
imports from Latvia have increased from 2.3 to 3.6 
percent of the total during the period in question. 
Finally, no significant changes have occurred in 
the product composition of the trade with the other 
Baltic countries. The trade has mainly consisted of 
mineral products, chemical products, machinery 
and textiles. 

In 1992, the total value of Lithuanian export 
amounted to 108 billion roubles. Russia's share 
was 31.8 percent, while exports to Estonia and 
Latvia were 1.4 and 4.5 percent of total Lithuanian 
exports. The main products exported to Estonia 
were crude oil (40%), chemicals (10%) and tex
tiles (9%). Exports to Latvia mainly consisted of 
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crude oil (40%), natural gas (15 %) and electrical 
machinery (7%). Lithuanian imports during the 
same year amounted to 77 billion roubles. Imports 
from Russia were 57.7 percent of the total. Imports 
from Estonia and Latvia amounted to only 0.6 and 
2.3 percent of the total Lithuanian import. The 
main products imported from Estonia were per
fumes (12%), chemicals (12%) and dyes (12%). 
Respectively, imports from Latvia consisted of 
textiles (17%), electricity (15%) and transport 
equipment (10%). 

During 1995, total Lithuanian exports had 
increased to 10.8 billion litas. The share of export 
to Russia was 20.4 percent of the total. Export 
share of Estonia had increased to 2.2 percent and 
Latvian exports to 7 percent of total Lithuanian 
exports. The total value of imports amounted to 12 
billion litas. Import share of Russia amounted to 
29 percent of the total. Respectively, imports from 
Estonia had increased to 2 and import from Latvia 
to 3.6 percent of the total Lithuanian import. 

We have now covered the basic trade data 
concerning intra-Baltic trade since 1991. Next we 
discuss the Baltic Free Trade Agreement, its 
background and its effects on intra-Baltic trade in 
general and, finally, other forms of Baltic coopera
tion. 

2 The Baltic free trade agree
ment and Baltic cooperation 

2.1 The Baltic free trade agreement 

During the Soviet era, the need for economic 
cooperation between the Baltic countries had been 
minor because there was little trade dependence. 
Since independence, all Baltic countries have 
actively sought wider economic relations with the 
west. Consequently, it was also time to restore the 
relations between Baltic nations themselves. 

One example of increased economic coope
ration was the signing of the Free trade Agreement 
between Estonia, Latvia and Lithuania on Septem
ber 13,1993 in Tallinn. The agreement came into 
force in April 1994. The aim of the free trade 
agreement was to encourage inter-Baltic trade and 
closer economic relations in other areas of mutual 
interest. The main goals for all three countries 
were to increase productivity and financial stabil
ity, to improve living standards and to encourage 
economic growth in the Baltic nations. The ag-
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Table 9 Exports from Lithuania 1992-1995 (million roubles 1992, million litas 1993-1995, %) 

1992 1993 1994 1995 

Total 107754.4 8707.0 8077.2 10 791 
% (100) (100) (100) (100) 

Russia 34327.4 2884.7 2280.4 2203 
% (31.8) (33.1) (28.2) (20.4) 

Estonia 1535.2 218.8 295.7 241 
% (1.4) (2.5) (2.5) (2.2) 

Latvia 4847.1 635.7 682.0 765 
% (4.5) (7.3) (8.4) (7.1) 

Table 10 Imports to Lithuania 1992-1995 (million roubles 1992, million litas 1993-1995, %) 

1992 1993 1994 1995 

Total 77 142.8 9798.0 9355.5 12039 
% (100) (100) (100) (100) 

Russia 44520.4 5256.6 3672.6 3501 
% (57.7) (53.7) (39.3) (29.1) 

Estonia 443.8 77.8 150.9 241 
% (0.6) (0.8) (1.6) (2.0) 

Latvia 1 747.2 143.4 254.9 431 
% (2.3) (1.5) (2.7) (3.6) 

Table 11 Exports from Lithuania by main commodity groups 1992-1995 (%) 

1992 1994 1995 

Estonia petroleum (40) mineral products (36) textiles (16) 

chemicals (10) chemical products (11) mineral products (13) 

textiles (9) textiles (10) live animals and 
animal products (12) 

Latvia petroleum (40) mineral products (52) mineral products (34) 

natural gas (15) chemical products (15) chemical products 
(23) 

machinery (7) machinery (5) machinery (6) 
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Table 12 Imports to Lithuania by main commodity groups 1992-1995 (%) 

1992 

Estonia perfumes (12) 

chemicals (12) 

dyes (12) 

Latvia textiles (17) 

electricity (15) 

transport equipment (10) 

reement created a free trade zone with more than 8 
million consumers and was considered important 
both for local Baltic industries and prospective 
investors who would find it easier to identify 
markets for their goods and services. In addition to 
expectations of increasing the volume of exports 
and imports, the free trade agreement was expected 
to increase competition and efficiency, and add to 
the quality of products. 

To summarize, the agreement itself is a 
document of 200 pages and technically similar to 
the agreement signed with EFf A. It does not, how
ever, apply to agricultural raw materials or pro
cessed agricultural products. As a consequence, a 
separate agreement on these goods considered 
traditionally as "sensitive" has been necessary. It 
has, indeed, been one of the most difficult areas of 
cooperation due to the different trade policies 
practised by the Baltic countries. Estonia has been 
the most liberal with no trade restrictions, whereas, 
Latvia and Lithuania have both favoured more 
protectionistic policies. 

The Baltic free trade agreement applies only 
to goods meeting the criteria of rules of origin. 
This means that a certain amount of manufacturing 
or processing is needed, before a product is 
granted tariff-free status. In addition, since the 
agreement came into force, no new customs duties 
on imports or exports (tariffs) have been intro
duced by any of the three parties. Similarly, no 
new quantitative restrictions or quotas on imports 
or exports have been implemented by any of the 
parties. There are, however, some exceptions, 
relating to export restrictions. These limitations are 
justified by the need of respective countries to 
restrict exports of raw materials that can be used in 

1994 1995 

chemical products (22) chemical products (20) 

machinery (12) mineral products (15) 

prepared foodstuffs (12) machinery (12) 

mineral products (37) mineral products (33) 

textiles (13) chemical products (14) 

machinery (12) textiles (11) 

domestic industries. In other words, the aim has 
been to encourage manufacturing industries and to 
provide domestic industries with local raw materi
als. Furthermore, although generally all adminis
trative restrictions on trade have been abolished 
according to the agreement, there might be cases 
when, due to national security, public policy or 
serious market disturbance, a government has to 
take measures to prevent the trade volumes from 
exceeding levels that threaten its economy with 
serious harm. Although the agreement is called a 
free trade agreement, the treaty also regulates 
intellectual property rights and describes the 
competition rights and obligations of the parties. 
The agreement lays down the provisions of cus
toms cooperation and exchange of information 
between all three parties. One important implica
tion of this is that raw materials produced in one 
Baltic country and further processed in any other 
will qualify for "Baltic origin" status when ex
ported to EFfA countries. In this way, the agree
ment not only has enlarged the trade possibilities 
in the Baltic region, but also given wider possibili
ties to the Baltic exporters in the EFT A markets 
while making these exports more profitable 
(Pallum 1994). 

Returning to the intra-Baltic trade data, it can 
be seen that since the Baltic Free Trade Agreement 
came into force (1994), increases in trade between 
Baltic countries have not been as great as origi
nally hoped. Estonian import from Latvia has 
increased slightly from 1.5 to 2.0 percent. In 
addition, Latvia has increased its imports from 
Estonia from 3.5 to 5.1 percent. Furthermore, 
Lithuanian imports from the other Baltic countries 
has moderately increased. Import from Estonia 
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rose from 1.6 to 2.0 percent, whereas imports from 
Latvia rose from 2.7 to 3.6 percent of total Lithua
nian imports. Concerning export figures, only 
Latvian exports to Estonia have increased slightly 
since the free trade agreement. From 1994 to 1995 
Latvian export to Estonia increased from 2.6 to 3.1 
per cent. 

Despite of efforts to increase intra-Baltic trade 
and economic well being in the Baltic countries 
through a free trade agreement, there have been 
several factors both limiting and preventing this 
development. Presently, the most significant 
impedences to Baltic cooperation are macroeco
nomic and microeconomic trade barriers in the 
Baltic region. From the macroeconomic point of 
view, the existing trade barriers include shortcom
ings in infrastructure, underdeveloped transport 
and telecommunication systems, a poorly function
ing banking system and the instability of the legal 
environment. The main microeconomic trade 
restraints are a lack of managerial skills, 
unavailability of credit, poor access to business 
information and problems with the range and 
quality of production. To promote future trade in 
the Baltic region, these macro- and microeconomic 
problems will eventually need to be solved. 

2.2 Baltic cooperation 

In addition to the Baltic Free Trade Agreement, 
Baltic countries have tried to promote intra-re
gional cooperation in other areas of mutual inter
est. In general, the "Declaration of Agreement and 
Cooperation" signed by all three Baltic states in 
May 1990 can be considered the beginning of 
Baltic cooperation. It was also the origin of the 
"Baltic States Council". The Council adopted over 
40 important political resolutions during 1990 and 
1991, which led to the international recognition of 
the Baltic states. It also helped to coordinate the 
Baltic states' positions in relation to the then still 
existing Soviet Union. During 1990 and 1991 the 
Baltic states' foreign ministries' permanent work 
group and the parliamentary committee meetings 
were formed. The Baltic Assembly, which can be 
considered the beginning of a new cooperation 
stage, held its first meeting in January 1992. It was 
an inter-parliamentary consulting and coordinating 
institution which was formed to discuss questions 
and projects of mutual interest. It can be said, 
however, that after the independence and the 
formation of governments in all three Baltic states, 
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perhaps the most important forms of cooperation 
have been meetings of Baltic prime ministers. For 
example, some of the most important cooperation 
goals agreed on include the cooperation of the 
Baltic states in the formation of a unified energy 
policy and in the struggle against crime and illegal 
immigration. Furthermore, the aim has been to 
secure the working of the Baltic free trade agree
ment and, finally, to coordinate policies with 
regard to common security. 

During 1995, cooperation has been most 
active in the areas of transportation, legislation, 
common security and trade. For example, in 
February 1995, the heads of governments of 
Estonia, Latvia and Lithuania adopted the Baltic 
Council of Ministers' action plan for 1995 and 
resolutions on the Via Baltica roadlink and the 
Baltic Customs Union. The action plan envisaged 
activities that are important for mutual contacts in 
areas such as defence, environmental protection 
and harmonization of laws. Furthermore, the Via 
Baltica roadlink can be described as one of the 
priority spheres for Baltic cooperation whose 
implementation requires uniform transit rules and 
customs formalities. Finally, the Baltic Customs 
Union, which is planned to be established by Jan 
1, 1998, aims at streamlining the movement of 
goods and services between the Baltic states. 

Through 1995, Baltic states actively discussed 
formation of a common defence union as well as 
free trade in agricultural products. In June 1995, 
the foreign ministers of Estonia, Latvia and Lithua
nia signed an agreement on visa-free travel, and a 
month later the Baltic states' environmental protec
tion ministers signed a trilateral agreement on 
cooperation in environmental protection. In Octo
ber 1995, Baltic border guards signed a coopera
tion plan for 1996, and in December, the Baltic 
Assembly adopted 14 different resolutions. Most 
important among the resolutions was a document 
on Baltic defence cooperation which says the 
Baltic Council of Ministers should take additional 
measures to step up security and defence coopera
tion and make preparations for a Baltic defence 
treaty. The assembly also adopted a resolution on 
the resolving of discords between the Baltic coun
tries. Other resolutions approved the Baltic Assem
bly's cooperation with the Baltic Council of Minis
ters and the Assembly of the Western European 
Union, as well as Benelux-Baltic cooperation. 
Finally, the assembly adopted a resolution in 
favour of implementing the Via Baltica roadlink 
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project and a resolution on plans for abolition of 
customs borders between the Baltic states. 

3 Remarks and conclusions 

In conclusion, several general observations can be 
made. First, there seems to be a natural shift from 
East to West in the trade patterns of the Baltics as 
the transition process continues. Further, while 
Estonia and Latvia are increasingly turning to the 
West, Lithuania maintains substantial trade with 
Russia. As mentioned earlier, this could be ex
plained by the fact that Lithuania has always been 
the most conservative of the Baltic states when it 
comes to foreign and domestic policy, and its 
locations. Other explanations of Lithuania's high 
amount of trade with Russia have been presented 
by Kristoffersson and Wesslau (1995), who claim 
that Lithuania has attained low trade shares with 
West because Estonia and Latvia left the Rouble 
zone before Lithuania. 

A careful inspection of the intra-Baltic trade 
data reveals that most of intra-Baltic trade has been 
in energy products. Despite of the establishment of 
the Baltic free trade area, intraregional trade has 
not changed dramatically. This is surprising since 
liberalisation of trade usually tends to encourage 
the formation of trade. There are some factors to 
explain this result, at least partly. First, to the trade 
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data presented here, it can be seen that Baltic 
countries have been exchanging rather similar 
products. This naturally limits trade creation in the 
area. In addition, it has been suggested that since 
the Baltic countries have had some comparative 
advantage in labour-, skill- and resource-intensive 
production including clothing, textiles, footwear or 
wood products, and since these production areas 
often favour small and flexible production units, 
creation of comparative advantages with scale 
economies within these production areas is limited 
(Sorsa 1994). Trade in energy among the Baltics 
is, however, an exception. Cooperation in this 
sector offers economies of scale benefits. Indeed, 
the Baltic countries have been cooperating in this 
area by developing common energy infrastucture 
and restructuring of existing facilities. 

Another reason for the modest intraregional 
trade in the Baltic area can be the smallness of the 
Baltic market. After all, there are only 8 million 
consumers with relatively modest incomes which 
also limits gains from trade formation. 

Finally, although the Baltic countries have a 
free trade agreement and although several actions 
have been taken to promote intra-Baltic links, the 
existing macro- and micro economic problems, as 
well as trade policy differences remain the biggest 
obstacles to increased trade and further cooper
ation between the Baltic nations. 
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