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Introduction

The Baltic Sea region' is one of
Europe’s most important economic areas,
with a strong potential for further integra-
tion in the future. Eight of the nine states
that border the sea are members of the
European Union. The ongoing structural
change towards service — and knowledge-
-based societies; the intensification of eco-
nomic interconnections in global goods,
services, and labour markets; the increasing
integration of neighbours within the region;
and the ongoing demographic changes will
all have considerable influence on the region.
While such trends bring challenges, they
also offer opportunities and further potential.

In the following a brief overview on some
economic indicators of the Baltic Sea region
in comparison to the EU27? is given.
In 2014, 39.7 million people lived in the
Baltic Searegion, which is 7.9% of the EU27

population of 502.7 million inhabitants).
Due to the very low population density in
Sweden and Finland, the Baltic Sea region
is sparsely inhabited on average (35 people
per square kilometre, compared to a figure
of 117 inhabitants/km? for the EU2T7).
However, from an economic point of view, the
region has been very successful. In 2013, the
Baltic Sea region generated a GDP of €1,244
billion, which was 9.5% of EU27 GDP. In the
past, the region's GDP growth figures have
also been very positive (cf. Stiller/Wedeme-
ier 2011). Its per capita income of €31,300
was considerably higher than the EU avera-
ge of €25,900. In addition, in 2013 the unem-
ployment rate was lower (8.0% vs. 10.1%) and
the workforce participation rate higher (54.8%
vs. 51.4%) thanin the EU27 (cf. Eurostat 2015). 3
These facts demonstrate that the Baltic
Sea region is a key driver of growth for the
entire European economy. In this context,
it is important to note that the region's

1 Wedefine the Baltic Sea region as the EU countries Denmark, Estonia, Finland, Latvia, Lithuania, and Sweden as well as parts of Germany and
Poland, specifically the German federal states of Hamburg, Mecklenburg-Western Pomerania, and Schleswig-Holstein as well as the Podlaskie,

Pomeranian, Warmian-Masurian, and West Pomeranian voivodeships of Poland. In addition, the trade analyses in the Baltic Sea Trade section take

Russia into account.

2 Allreferences to the European Union refer to the EU27, i.e., all member states except Croatia.
3 Foragood overview on economic development of the Baltic Sea region, see. Stiller/Wedemeier (2011).
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economic success is significantly depen-
dent on the intensity of trade within the re-
gion as well as between the region and
foreign countries. Its future, moreover, de-
pends not only on continued trade and eco-
nomic growth, but on maintaining its
market-leading position as well as its
comparative economic advantages.

This paper aims at analysing the trade
connections of the Baltic Sea region. We take
both relationships within the regioninto acco-
unt. On the one hand the intra-regional trade,
and on the other we consider the trade ne-
tworks of the Baltic Sea region with other co-
untries. These trade analyses are
complemented by a critical review of what we
call the Baltic Sea region's ‘economic specia-
lisations', that is, the focal sectors of its eco-
nomy). This analysis is particularly helpful in
identifying the Baltic Sea states leading
position in the international trade market.

Baltic Sea trade

Locations near sea coasts tend to attract
more concentrated economic activity
thanks to transport cost advantages and
intensified trade (cf. Gro3mann et al. 2006).

According to empirical studies, the costs of
transporting goods from one region to ano-
therincrease by 20 to 30%, when the two re-
gions are twice as far apart (cf. WTO 2004).
This correlation helps us to understand why
international trade relationships tend to be
more intensive when the distance among
the trading partners is smaller.

Spatial proximity is only one factor expla-
ining the intensive trade links among the
Baltic Sea states. Other reasons include hi-
storical ties among these countries, espe-
cially among the cities once part of the
Hanseatic League. Thus, to a certain extent
these economic and social connections are
the result of path dependency.

Accordingly, Baltic Sea states make up
a high percentage of each other's imports
and exports. Germany imports 13% of its
goods from the region, mostly from Poland
(T%). Russia is also an important trading
partner for Germany (11%). Estonia (74%),
Latvia (73%), and Finland (61%) are especial-
ly highly dependent on imports of goods
from Baltic Sea trading partners. Lithuania
(60%) and Finland (47%) have especially high
import links to Russia (see table ).

Export flows from Germany go mainly to
Poland (7%), Sweden (3%), and Denmark

TABLEI
Import share of EU intra-regional trade within the Baltic Sea region, %

To/from Germany | Denmark | Estonia | Finland | Lithuania | Latvia |Poland | Sweden |BSR' |Russia?
Germany : 22 0.1 1.2 0.3 0.1 7.0 2.3 131 1.5
Denmark 29.5 0.6 19 0.9 0.7 4.8 77| 56.2 4.1

Estonia 141 1.9 18.3 9.4 10.2 9.2 108| 739 347
Finland 22.4 6.2 4.2 : 0.8 0.5 36 231| 60.8 46.6
Lithuania 17.1 24 4.1 32 10.8 14.8 49| 573 59.7
Latvia 14.4 28 9.6 7.3 211 : 13.4 4.0 725 40.1
Poland 38.9 19 0.2 1.3 1.0 0.3 35 47. 333
Sweden 25.1 10.6 2.4 7.3 1.1 0.6 4.7 51.8 16.3

1Baltic Sea region
2 Russia'simport share of extra-regional trade
Source: Eurostat (2015).
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TABLE Il
Export share of EU intra-regional trade within the Baltic Sea region, %

From/to Germany | Denmark Estonia | Finland | Lithuania | Latvia | Poland | Sweden BSR' | Russia®
Germany 26 0.3 13 0.4 0.2 73 33 15.4 6.1
Denmark 285 : 0.4 4.4 0.7 0.5 4.3 185| 573 38

Estonia 6.7 36 212 73 14.8 2.7 24.9 81.3 35.4
Finland 209 31 5.6 1.2 22 4.5 19.2| 56.7 19.4
Lithuania 13.2 4.3 79 24 16.7 151 65| 66.0 46.1
Latvia 9.5 5.1 16.2 27 25.7 : 8.9 74| 756 46.5
Poland 34.0 21 09 11 1.9 1.3 37| 448 18.5
Sweden 171 1.9 1.3 12.0 1.0 0.5 5.0 1| 489 4.7

1 Baltic Searegion
2 Russia’s export share of extra-regional trade
Source: Eurostat (2015).

(3%). Germany is an important purchasing
and sales market for most Baltic Sea states,
though some states within the Baltic Sea
region trade more intensively with other
partners than Germany. Nonetheless, for
Denmark, Germany is the most important
export market (29%); other important
Danish trading partners are Sweden (19%)
and Finland (4%). Finland's (21%), Poland'’s
(34%), and Sweden's (17%) most important
export market in the context of EU intra
-regional trade is also Germany. As for the
three Baltic states of Estonia, Lithuania,
and Latvia, they each have a high share of
EU extra-regional exports going to Russia
(between 35 and 46%) (see table ll).
Germany plays a crucial role in trade in
the Baltic area. In 2004, it imported and
exported €102.5 billion worth of goods from
and to the Baltic Searegion. By 2014, the tra-
de value expanded to €175.5 billion, which is
an increase of 71%. The three Baltic Sea sta-
tes showing the largest growth in trade over
the same ten-year period from 2004 to 2014
were Poland (+161%), Latvia (+157%), and
Lithuania (+149%). In comparison, Finland
(+35%), Denmark (+37%), and Sweden (+42%)
had the lowest growth figures. The EU27
— intra regional trade of the Baltic area

increased by 53% (to €1,894 hillion); mean-
while, the EU27 — extra regional trade value
of the region grew by 75%(to €1,103 billion) in
this period. Overall, exports and imports of
the Baltic Sea states increased dynamically
not only with partners within the region, but
internationally as well.

All Baltic Sea states, including Russia,
experienced an economic downturn betwe-
en 2008 and 2009 due to the global econo-
mic and financial crises. After recovering
in 2011, the Baltic Sea states have returned
to growth. Altogether, the trade develop-
ment of the Baltic Sea states has generally
runin parallel, with the exception of Russia.
In 2012, exports and imports to and from the
Baltic Sea states began a decline that con-
tinues to this day (see figure I). The reasons
for this decline are manifold, beginning with
the decline in the world price of oil, the ro-
uble crisis, and the implementation of eco-
nomic sanctions on Russia because of its
annexation of Crimea.

Generally, the development of the traded
value per kilogramme (that is, the value -
volume ratio) to and from the Baltic Sea
region increased rapidly between 2004
and 2014, with the exception of Russia and
extra-regional trade with the EU27.
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Since 2012, the extra-regional traded valu-
es per kg have decreased slightly, while for
many states (Germany, Denmark, Estonia,
Lithuania, Poland, and Sweden), the deve-
lopment of the value-volume ratio has

actually stagnated. Explanations for these
phenomena are diverse, ranging from
exchange rate fluctuations to low interest
rates and low primary prices (that is, for oil
products and raw materials).

Figure l. International trade within the Baltic Sea region’
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Source: Eurostat (2015).

Broader trading patterns within the
Baltic Searegion can be summarized as fol-
lows: Germany mostly trades processed in-
dustrial goods (with a 31% share of its total
trade with the region), capital goods (13%),
capital goods, parts, and accessories (9%),
and transport equipment plus parts and ac-
cessories thereof, (also 9%). Germany is not
unigue in this respect, as other Baltic Sea
neighbours also trade mostly industrial and
capital goods to the Baltic Sea region.
While, Denmark and Lithuania specialise in
trading processed food and beverages
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mainly for household consumption (11% for
the former). Estonia specialises in trading
capital goods, parts, and accessories (10%).
Finland's largest category is processed
fuels and lubricants (9%), as is Latvia's
(12%). Poland, meanwhile, exports impor-
tant shares of transport equipment, parts,
and accessories thereof (10%), and Sweden
capital goods, parts and accessories (8%) to
the Baltic Sea neighbours. Uniquely, Rus-
sia's foreign trade with the Baltic Sea sta-
tes depends strongly on the selling of
primary fuels and lubricants (see table IlI).



TABLE Ill
Trade of the Baltic Sea region by trading partner, product, and value in % 2014

BEC- EU27- | EU27-
Code' Germany | Denmark | Estonia | Finland | Lithuania | Latvia | Poland | Sweden | Russia Extra Intra

Egtl?lhg 175.5 58.1 14.4 42.5 16.7 131 127 84.2 129.3| 1103.0| 1894.4

m 11 20 0.6 0.2 1.6 1.5 1.3 0.3 0.1 0.8 0.8

12 1.4 2.0 21 1.0 4.0 31 1.7 1.9 0.7 1.0 1.7

121 0.7 0.9 0.6 0.4 1.0 0.8 0.8 0.5 0.3 0.5 07

122 6.0 1Al 1.4 4.2 8.5 8.4 55 4.9 2.4 2.4 55

210 25 3.0 37 33 33 47 23 31 1.0 22 23

220 30.7 232 249 333 29.1 25.9 305 217 15.3 208 28.5

310 0.4 1.3 0.4 0.9 1.0 0.6 07 1.0 32.5° 8.8 25

321 0.1 11 1.5 22 0.7 1.2 0.2 1.7 0.3 0.4

322 1.8 41 5.6 89 8.5 1.6 39 59 8.0 25 35

410 12.6 13.5 15.7 127 9.0 10.9 10.8 15.6 9.9 17.2 123

420 8.8 76 10.4 72 35 34 75 79 4.3 10.6 8.0

510 5.1 27 4.2 4.6 2.2 39 1.8 4.5 19 73 5.6

521 25 21 21 28 2.5 1.8 1.7 2.7 1.7 39 3.0

522 0.2 0.2 0.1 0.3 0.2 0.1 0.1 0.3 or 03 0.2

530 8.7 22 31 37 2.6 25 10.4 4.7 29 6.7 8.5

610 41 39 34 2.7 6.0 4.2 4.9 47 15 27 33

620 6.0 6.7 5.1 45 47 4.8 59 49 1.8 4.7 47

630 5.4 14 5.2 4.6 8.2 6.6 59 5.1 34 5.5 6.1

700 0.2 0.6 0.4 0.4 0.7 0.4 1.1 0.7 0.8 1.2 0.6

1 BEC=Broader Economic Categories; 111 Food and Beverages, primary, industry; 112 Food and Beverages, primary, household; 121 Food and
Beverages, processed, industry; 122 Food and Beverages, processed, household; 210 Industrial supplies, primary; 220 Industrial supplies,
processed; 310 Fuels and Lubricants, primary; 321 Fuels and lubricants, processed, motor spirit, 322 Fuels and lubricants, processed, other; 410
Capital goods, except transport equipment; 420 Capital goods, parts and accessories; 510 Transport equipment and parts and accessories thereof,
passenger motor cars; 521 Transport equipment and parts and accessories thereof, other, industrial; 522 Transport equipment and parts and
accessories thereof, other, non-industrial; 530 Transport equipment and parts and accessories thereof,; 610 Consumer goods, durable; 620

Consumer goods, semi-durable; 630 Consumer goods, non-durable; 700 Goods not elsewhere specified

2 without Denmark
Source: Eurostat (2015).

Economic specialisations of the
Baltic Searegion

The Baltic Sea region exhibits some spe-
cialisations in economic activity, meaning
that certain sectors are less important for
its economy. Although there are strong dif-
ferences within the Baltic Sea region, by me-
ans of using location quotients the region’s
most important economic sectors can be
identified. For this purpose the sector

shares in the Baltic Sea region, measured by
gross value added (GVA), are compared to
the corresponding shares in the EU27. Valu-
es of the location quotient higher than one
imply that the corresponding economic sec-
tor has greater than average significance wi-
thin the Baltic Sea region compared to the
EU27 as a whole, and correspondingly
values lower than one mean that the sector
has less than average significance.

These quotients can be foundin Table V.
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TABLEIV
Economic specialization (GVA) of the Baltic Sea region in comparison to EU27 in 2012'

Economic sector (NACE Rev. 2) Location quotient
A |Agriculture, forestry and fishing 1.20
B [Mining and quarrying 1.34
C [Manufacturing 0.95
D [Electricity, gas, steam and air conditioning supply 114
E |Water supply; sewerage, waste management and remediation activities 0.84
F [Construction 0.93
G |Wholesale and retail trade; repair of motor vehicles and motorcycles 1.06
H [Transportation and storage 1.36
I |Accommodation and food service activities 0.55
J  [Information and communication 1.03
K [Financial and insurance activities 0.83
L  [Real estate activities 0.94
M [Professional, scientific and technical activities 0.95
N |Administrative and support service activities 0.85
0  [Public administration and defence; compulsory social security 0.93
P [Education 1.00
Q [Human health and social work activities 1.27
R |Arts, entertainment and recreation 0.97
S |Other service activities 119

1 Data for Polish regions are from 2011.

Sources: Central Statistical Office of Poland (2015); Eurostat (2015); Federal Statistical Office (2019).

Notable findings include that the region’s
economy features a considerably greater
emphasis on agricultural and mining activi-
ties, as well as on transportation and health
services. On the other hand, accommoda-
tion and food service activities are in parti-
cular strongly underrepresented.

Notwithstanding the above examples, it
is clear that the quotients in most cases are
quite close to one. This is due to the fact
that, on the one hand, the aggregation of
economic activity by sectors is not very de-
tailed, and, on the other hand, the averaging
of this activity over several countries or
regions hides interesting information.

A closer look at the data reveals that the
relatively high location quotient of the trans-
port sector, for example, is mainly due to the
Baltic countries Latvia and Lithuania as well
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as the German federal city-state of Hamburg.
In comparison to EU27, Hamburg features
a location quotient of 2.21 in this sector. This
is hardly surprising, because Hamburg's im-
portant port sector has a strong need for
sufficient transport capacities and therefore
works hand in glove with the logistics sector.
In agricultural activities, on the contrary,
Hamburg — as a highly urbanised city-state
- has by far the lowest location quotient of
all Baltic Sea regions, with 0.07. Agriculture
is therefore very unimportant for Hamburg's
economic sector structure. However, the hi-
ghest values of location quotients in the Bal-
tic Searegions are reached in this sector. The
Podlaskie and Warmian-Masurian voivode-
ships in Poland and the German federal
state Mecklenburg-Western Pomerania
have, with location quotients of 6.48, 5.32,



and 2.05 respectively, very strong specialisa-
tions in agriculture. But even for the Pome-
ranian and West Pomeranian voivodeships
agriculture features a high location quotient
compared to EU27 (cf. Central Statistical
Office of Poland 2015, Eurostat 2015, and
Federal Statistical Office 2015).

These results show that knowledge
— based structural change has not yet re-
ached every part of the Baltic Sea region.
In particular, the eastern European regions
have further need for the expansion of
knowledge-based industries and services.
This is very important for the region’s futu-
re prospects, because the demographic
change will lead to a declining population,
especially in rural areas (cf. Eurostat 2015).
In order to counteract this development,
these regions have to increase their attrac-
tiveness for immigrants. A knowledge
- based economic structure attracts more
companies, which in turn draws more pe-
ople, and so on. In this manner the regions
can help to slow this demographic change.

Conclusions

To conclude, the Baltic Sea states are
highly interlinked through intensive trade
connections. These trade patterns can be
explained by a long historical, cultural, and
societal affinity, as well as spatial proximity.
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