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Abstract. The article shows the competitiveness of the Polish export of industrial goods to the Baltic
countries after the access to the European Union. The main problem is the small and diffused trade be-
tween Poland and Lithuania, Latvia and Estonia. Changes after the last crisis are especially emphasized.
Even if the exchange between Poland and their countries is rather small, it plays an important role espe-
cially for Lithuania as the closest partner. That is why the article looks for new opportunities of the trade
intensification between these countries and shows results of researches of the competitiveness and new

possible ways of improving exchange.
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1. Introduction

Economic and political interests of Poland have
been drifting more and more considerably to-
wards West European countries since as early as
the late 1980s. Among them the most significant
ones were member countries of the then European
Communities.

The year 2004 brought a long awaited acces-
sion to the structures of the Union and some far-
reaching changes. First and foremost it meant a
full accessibility of our most important partners’
absorptive markets as well as an establishment of
exchange on preferential terms with other coun-
tries which, like Poland, were accepted to the
European Union, with Lithuania, Latvia and Es-
tonia among them.

Trade cooperation with those countries was
nothing new since contacts had also existed by
the year 1990; however after the dissolution of
the Soviet Union they were not significantly in-
tensive. Poland and the Baltic states alike were
undergoing political transformations and were
particularly interested in establishing trade con-
nections with some ‘older’, more economically
developed countries of the European Union. A
certain rapprochement and an opportunity of ex-
change on preferential terms without any room
for discrimination took place only after the acces-
sion to the European Communities. What cannot
be ignored is the fact that the Union economy had
been developing dynamically and had been quite
absorptive.
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The main goal of the paper is to show the
competitiveness of the Polish export to the Baltic
countries and opportunities of improving it by the
wider cooperation what is not so difficult because
these countries are close neibourghs.

2. Definitions and measures

Economic and political changes and ensuing ne-
cessity of adaptation to the rules of the world
trade posed a new challenge to our country,
namely an essential improvement of the interna-
tional competitiveness of our economy. The dis-
cussed competitiveness is defined in literature in
many different ways as no single, universal defi-
nition exists. The difficulty results from the fact
that the term may mean either ability to partici-
pate in competition or ex post evaluation of its
results, so it encompasses both a dynamic com-
ponent, which is connected with the analysis of
the factors forming the long-term ability to com-
pete, and a static one, which is expressed in the
evaluation of such ability at a particular moment
in time. What is more, some economists define
competitiveness in terms of a scope of research
(Wierzbotowski 1995), who distinguishes be-
tween competitiveness sensu stricto (micro-com-
petitiveness) and sensu largo (macro-compe-
titiveness), or Flejterski (1984) distinguishing
also meso-competitiveness, that is export of
goods of a particular trade or branch). One can
also examine economy from a wider angle taking
into account numerous factors, for example by
means of the Integrated Economy Competitive-
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ness Model (Jagietto 2008) or by other authors
(Puslecki et al. 2010; Radto 2008; Bernat et al.
2006; Daszkiewicz et al. 2008), but probably the
full range of these factors is impossible to find
and easure even if many authors try to do it
(Dotegowski 2000; Misala 2001; Bossak et
al. 2004). One of the most important is also the
definition given by Hamél&inen (1999).

For the sake of this publication a detailed
definition has been adopted; the one paying atten-
tion to foreign trade in the first place. According
to the definition international competitiveness of
economy is its price and non-price competitive-
ness understood as a drawing power of goods and
services exported by a particular country as well
as products substituting imported goods (Hib-
ner 1994). The necessity for improvement of eco-
nomic condition was also a result of integration
pursuit — the enhancement of economic status
supports the development of exchange, also with
the Baltic States, and further economic growth.

Only the export of industrial goods has been
examined as they are of importance in Polish for-
eign trade and because of slightly different regu-
lations governing the export of farm products.

The analysis uses RCA indicators counted
with the logarithmic method, IIT and percentage
shares in an export and import turnover. The
choice of the form of indicators was imposed by
their application in literature (Plucinski 1997;
Misala, Plucinski 2000; Szymanik 2004, Szyma-
nik 2009; Szymanik 2011; Misala 2011).

The intensity degree of inter-branch and
branch trade allows for an indirect statement
whether countries trading with each other have
similar economic structures and whether a par-
ticular group of goods is competitive. This indi-
rect method does not present in detail reasons for
various economic processes but only their out-
comes, which seems enough for the following
paper. The analysis is supplemented with particu-
lar countries’ shares (and what follows their sig-
nificance) in Polish intra-union trade.

Revealed Comparative Advantage (RCA) Indica-
tors:

RCAI = In [Xi/Mi : TXi/ZMi] = InXi - InMi (1),

where:
Xi — export value of an i group of goods,
Mi — import value of an i group of goods.

A negative RCAI value shows the lack, while
a positive RCAI value shows the existence of an
exposed comparative predominance and of inten-
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sity of inter-branch trade and international distri-
bution of work.

Intra-Industry Trade (I1T) Indicator:
(X; + M) —|X; =M
X, + M,

Values close to 100% show a high intensity
of exchange.

HT =

.100,(2)

Export share:

U= (ﬁ) %100, (3)
X
where:
Xi — export value of an i good.

Import shares are counted according to a
similar pattern.

3. Trade exchange between Poland and
the Baltic countries in comparison with
the other European countries

Economic relations with the Baltic States are set-
tled by the Treaty of Accession to the European
Union and any contracts not interfering with it.
Unfortunately, although the countries are our
close neighbours, the mutual exchange is not ex-
tensive and their share in Polish intra-union trade
is poor. The situation is depicted in Table 1 and
Table 2.

Table 1. Shares of EU-25 countries in Polish import in
2004-2009 (percentage shares; EU-27 since 2007)
(Source: author’s own calculations and Rocznik
statystyczny handlu zagranicznego, GUS, different
years)

Country Import shares

2004 | 2005 | 2006 | 2007 | 2008 | 2009
Austria 262 | 279 | 271 26 | 28 | 28
Belgium 372 | 412 | 398 39 | 38 | 38
Dennmark 2.22 1.65 2.06 2 2 2.2
Finland 205 | 204 | 204 2 24 | 21
France 985 | 443 | 869 8 76 | 74
Greece 033 | 018 | 032 03 | 03 | 03
Spain 391 | 281 | 312 33 | 35 | 36
Holland 511 | 448 | 4.98 53 | 56 | 59
Ireland 076 | 0.84 | 089 09 | 11 | 11
Luxem- 023 | 027 | 028 | 02 | 03 | 02
bourg
Germany 358 | 387 | 37.99 | 375 | 371 | 362
Portugal 047 | 042 | 047 04 | 04 | 04
Sweden 396 | 355 | 349 34 | 33 3
Great 487 | 483 | 454 | 48 | 46 | 48
Britain
Italy 1155 | 111 | 1075 | 107 | 105 | 11
Cyprus 007 | 00L | 001 | 001 | 0.0 | 0.01
Czech 531 | 537 | 552 | 54 | 58 | 58
Republic
Estonia 013 | 011 | 013 01 | 01 | 01
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Country Import shares

2004 2005 2006 2007 | 2008 | 2009
Lithuania 0.79 0.9 0.92 0.9 0.9 0.9
Latvia 0.3 041 0.19 0.2 0.2 0.2
Malta 0.07 0.01 0.02 0.01 | 0.01 | 0.01
Slovakia 2.42 5.86 2.8 2.8 3.1 3.3
Slovenia 0.76 0.76 0.71 0.7 0.7 0.7
Hungary 2.77 2.75 3.4 3.3 2.9 3
Bulgaria - - - 0.3 0.3 0.3
Romania - - - 0.8 0.8 0.9

Table 2. Shares of EU-25 countries in Polish export in
2004-2009 (percentage shares; EU-27 since 2007)
(Source: author’s own calculations and Rocznik
statystyczny handlu zagranicznego, GUS, different
years)

Country Export shares

2004 2005 2006 2007 | 2008 | 2009
Austria 2.5 2.7 2.37 2.4 2.5 2.4
Belgium 4.04 4.01 3.57 3.4 3.3 3
Dennmark 2.83 2.54 2.54 2.4 25 2.3
Finland 1 1.02 0.87 0.9 1.1 1
France 7.63 8.58 8.06 7.7 8 8.7
Greece 0.37 0.39 0.45 0.5 0.7 0.8
Spain 3.1 3.29 3.21 3.7 3.2 3.3
Holland 5.43 5.19 4.97 49 5.2 5.3
Ireland 0.37 0.44 0.42 0.5 0.6 0.5
Luxem- 013 | 013 | 01 02 | 03 | 01
bourg
Germany 37.94 36.8 35.06 328 | 322 | 32.8
Portugal 0.8 0.67 0.62 0.4 0.4 0.5
Sweden 4.42 4.24 4.15 4.1 4.1 3.4
Great 684 | 736 | 738 | 75 | 74 | 8
Britain
Italy 7.73 8.11 8.45 8.4 7.7 8.6
Cyprus 0.12 0.04 0.05 0.1 0.1 0.2
Czech
Republic 5.47 5.79 7.16 5.4 73 7.3
Estonia 0.44 0.58 0.66 0.7 0.7 0.5
Lithuania 2.14 1.71 1.92 2.1 2.1 1.5
Latvia 0.76 0.77 0.92 1 0.9 0.7
Malta 0.01 0.01 0.02 0.01 | 0.01 0.01
Slovakia 2.26 241 2.7 2.8 3.2 2.9
Slovenia 0.42 0.43 0.42 0.4 0.5 0.5
Hungary 3.25 3.58 3.93 3.7 3.6 3.4
Bulgaria - - - 0.5 0.6 0.4
Romania - - - 2 2 1.7

The tables present that the crisis did not
cause any changes in the streams of Polish intra-
union trade of industrial goods.

The reason for such a state of affairs may be
major disproportions in sizes of economies and
the fact that in the post-war period trade relations
among our countries were not too vivid. For Po-
land its biggest neighbours were its natural part-
ners; the Baltic States held a similar position but
with the interest in Scandinavian countries as the
Baltic Sea played an important role in their
economies. The accession to the European Union
structures did not change the situation to any
greater extent; however one can speak about a
sort of rapprochement in terms of natural coop-
eration within the community.
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What follows is the description of coopera-
tion with the Baltic States.

3.1. Lithuania

In the period of transformation and after the ac-
cession to the European Communities Lithuania
was developing quickly. The process was ham-
pered, similarly to other countries, at the end of
2007, when due to the crisis the number of bank-
ruptcy declarations increased and the dynamics of
GDP growth dropped. The situation lasted till
2009. At the beginning of 2010 some signs of a
slow economic stabilisation appeared; this stabili-
sation lasts up to the present and manifests itself
in a slow but permanent growth of GDP, a drop in
inflation rate and a slight increase in export and
import as well as in a fall in a trade gap (data
available for the second quarter) (Lietuvos
bankas 2011).

Poland is one of the most important trade
partners for Lithuania — for years it has ranked 4"
or 5" with a share of about 6 % in Lithuanian
export and about 11 % in import (Ministerstwo
Gospodarki 2011b). According to some prelimi-
nary data for the year 2010 Lithuania is the 15"
partner for our country in the European Union
with a share of 1.16 % in total export and 0.6 %
in total import. It is also one of the countries
which Poland has the highest surplus with. The
advantage of export over import reaches 60 %.

What is also worth noticing is an increase in
trade exchange since 2006. At the end of 2008,
however, mutual trading suddenly declined due to
the crises which strongly afflicted Lithuania. To-
gether with the improvement of economic situa-
tion one could notice a slight increase in trade and
the beginning of 2011 brought an evident growth
in the dynamics of trading.

The highest share in Polish export to Lithua-
nia have, apart from agri-food goods, chemical
products (about 23 %), plastics (about 10%)
products of electromechanical and metallurgical
industry while in import — fuels and oils (about
37.5 %), chemical products (about 27.5 %) and
different products. It is also significant that Po-
land is one of the biggest foreign investors in
Lithuania. The main areas of activity are petro-
leum processing (PKN Orlen is is an owner of the
sole Lithuanian oil refinery in Mazeikiu), produc-
tion of glass, rubber and plastic articles, insur-
ances, financial mediation, trade, transport, food
industry (Ministerstwo Gospodarki 2011b).
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3.2. Latvia

Economic development of Latvia proceeded in a
similar manner to its western neighbour. The first
signals of a looming slump occurred at the end of
2007 - rising inflation, a high deficit on the cur-
rent account of balance of payment, an increase
of negative balance of foreign trade. The situation
worsened in consecutive years, yet in 2011 a
slight increase of GDP was recorded, although its
pace is much slower than in the previous year
(5.3 %, the previous year 5.6 %, data available for
the second quarter). Also a clear rise in export
and import, which deepened the deficit in foreign
trade, occurred (Latvijas Banka 2011).

Poland belongs to the main trade partners for
Latvia, which may be a result of a relatively close
geographical position and a big, in comparison to
Latvia, size of the country. Since 2008 we hold
the third position in terms of the scale of import
and the sixth in terms of export. Paradoxically,
the situation improved during the period of crisis.
In our exchange with the EU countries Latvia
comes 18" in export and 23" in import (Minis-
terstwo Gospodarki 2011c).

The structure of Polish export to Latvia has
changed in recent years. Some new goods which
have never been a subject of export from our
country appeared. What is currently being ex-
ported to Latvia are mainly machines and me-
chanical devices and cars (more than 20 %),
chemical products (about 15 %), base metals and
plastics. Import is dominated by metals and raw
materials (about 28 %; in recent years the share
increased almost four times), wood and wooden
articles (about 20 %) and mineral products. Po-
land’s positive balance has decreased in recent
years due to a substantial reduction of turnover in
the period of crisis; however a reconstruction, and
even an increase, of exchange seems possible
during the upcoming years due to a high position
of Poland among foreign investors in Latvia (the
5" position), although their significance for our
country is slight since the capital employed there
is low. They concentrate on trade, real estate and
food industry so they can create new streams of
exchange (Ministerstwo Gospodarki 2011c).

3.3. Estonia

Similarly to the above-mentioned countries, Es-
tonia developed dynamically until 2007. The cri-
sis revealed, however, that this development had
weak foundations. Estonia was the first of the EU
countries where one year later the economic re-
cession emerged, which was especially visible in
2009 when in the third quarter the Estonian GDP
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decreased by 15.6 %. The most important reason
for that was an abrupt drop of added value in
manufacturing industry caused by a substantial
decrease in commissions (Ministerstwo Gospo-
darki 2011¢c). However, this situation changed
radically and in the following year due to an in-
crease in external demand, GDP increased by
3.1 % in comparison to 2009. Export of goods
rose by nearly 35 % and of services by about 7 %,
which according to the Bank of Estonia resulted
from an improvement of competitiveness of
products (Eesti pank 2010). Despite the introduc-
tion of the euro a similar trend is likely to persist
in the upcoming years, which is to allow for ac-
quiring the level of GDP from before the crisis
already in 2013 (Eesti Pank 2011). This may also
have changed because of problems the euro zone
has now (Kuspit et al. 2011).

The biggest trade partner for Estonia is Fin-
land, which results from geographical and cul-
tural proximity, and apart from Finland Estonia’s
neighbouring countries and Germany. For Poland
it is the 23" partner in the European Union (2010)
in terms of turnover while our country occupies
the 7" position as an import partner and the 15"
as an export one. Poland sells Estonia mainly
electromechanical products (24.8 %), chemicals
(23.3%) and products from base metals. What
prevails in the very scarce import are metallurgi-
cal products (about 29.5 %; their import increased
four times in comparison to 2009), chemical
products, products of electromechanical and of
wood and paper industry (Ministerstwo Gospo-
darki 2011a).

4. Competitiveness of Polish export
of industrial goods to the Baltic States

As it has already been mentioned, despite the fact
that all the discussed countries have belonged to
the structures of the European Union since 2004,
the exchange between Poland and the Baltic
states is not extensive although our country holds
a high position as their trade partner. This proba-
bly results from the fact that Poland is much big-
ger than they are and traditionally it established
the biggest trade contacts with its big neighbours.
However, on no account can it be equalled to the
lack of possibility for increase of exchange. The
situation has not even been particularly affected
by the crisis, which was a combination of many
factors such as the lack of responsibility of finan-
cial markets, a pursuit of excess profits, a lack of
state control or improper monetary policy of the
FED (Altman 2009). Till the end of 2007 export
in the European Union countries had grown. Ac-
cording to the evaluations of the European Com-
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mission in the first three quarters of 2008 the vol-
ume of trade flow of the Union grew by 3.8 % in
comparison to the previous year yet the exacerba-
tion of the financial crisis in September that year
caused its strong drop (by 6.3 %) (Eurostat 2011).
What came as a consequence of the escalation of
the recession was a decrease in the pace of ex-
change with an unprecedented rapidity and also a
high level of synchronization of cycle phases in
particular countries and economic areas. Within a
few months at the beginning of 2009 the volume
of trade decreased to the level of 2005 (Mroc-
zek 2010), however, the situation started to im-
prove in the following year.

Table 3 displays RCA indicators allowing for
determining the comparative advantage of Polish
export.

Table 3. Cumulative RCA indicators for 3, 5-9 SITC
groups for 2004-2009 (Source: author’s own
calculations and Rocznik statystyczny handlu
zagranicznego, GUS, different years)

Country Year

2004 | 2005 | 2006 | 2007 2008 2009
Estonia 1,08 1,62 1,74 | 175 1,59 15
Lithuania 0,89 0,63 0,71 | 0,85 0,85 0,59
Latvia 0,76 0,62 154 | 141 2,5 1,37
EU-15 -0,11 | -0,03 | -0,02 | -0,07 -0,07 0,1
EU-10 0,14 0,29 | 0,26 0,28 0,18
EU-25 -0,008 | 0,03 | -0,01 0,03 0,11
EU-27 -0,01 | -0,0001 | 0,12

As the data reveal, for years Poland has been
displaying dominance over the Baltic States,
which remains on a similar level. The highest
changeability in this respect is characteristic for
the exchange with Latvia, where the domination
grew visibly in recent years. What is puzzling is a
systematic decrease in the domination over Esto-
nia, although the structure of exchange is similar
here. It could be a result of a decreasing share of
the country’s export in Polish sales and an ensu-
ing lesser focus on accommodation to the needs
of local clients. In the case of Lithuania the indi-
cator has been remaining on a similar level for
years, similarly to the share in exchange.

Attention should also be paid to a relatively
minor decrease in Polish domination in the period
of the crisis, which struck the Baltic States so
strongly. It could be a result of a low value of
exchange.

Average indicators for the whole Union were
presented for one to compare. They show that
despite the fact that Poland’s domination over the
whole grouping remains quite the same, it de-
creases for “the newcomer 10”, which may indi-
cate that exchange structures are drawing nearer.
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Table 4. Cumulative IIT indicators for 3,5-9 SITC
groups for 2004-2009 (percentage rates) (Source:
author’s own calculations and Rocznik statystyczny
handlu zagranicznego, GUS, different years)

Country Year

2004 | 2005 | 2006 | 2007 2008 2009
Estonia 50,8 33 29,96 | 29,58 | 34,01 | 36,54
Lithuania | 58,22 | 69,34 | 66,04 | 59,98 | 69,22 | 71,26
Latvia 63,89 | 70,18 | 3527 | 39,24 | 1521 | 40,53
EU-15 94,6 | 98,33 | 99,23 | 96,71 | 96,73 94,9
EU-10 92,79 | 85,73 | 86,89 | 86,09 | 90,82
EU-25 99,6 | 98,48 | 99,26 | 99,27 94,3
EU-27 99,88 | 99,99 | 93,89

The data in Table 4 confirm the previous con-
clusions. The table shows that the similarity of
trade structures between Poland and the Baltic
states is small. This state is completely different
from the Union’s average as well as from the
structure of exchange with “the ten”. The longest
distance separates Poland and Estonia, which may
be due to a big share of unprocessed and farm
products in Polish export as well as a weak ex-
change. The exchange with Lithuania has the most
congenial structure. It is probably an effect of more
extensive trade and the fact that neighbouring
countries become similar and long-lasting historic
relations between the two countries shaped similar
cultural and consumer models. The highest share
of this country in Polish exchange confirms this
thesis.

5. Conclusions

The foregoing analysis allows for drawing a few
conclusions:

1. Competitiveness of export of Polish in-
dustrial products to the Baltic States is not very
high and it has been remaining on a similar level
for years.

2. A difference in the structure of exchange
with particular countries does not allow for formu-
lating a single, universal strategy for the improve-
ment of competitiveness. In each case it needs to
be adjusted to the specificity of a country. What
may be of help is a great significance of Polish
direct foreign investments for those economies.

3. In the case of Lithuania, strengthening of
the cooperation may be started from increasing
Polish import of oil and wider exploitation of the
oil refinery in Mazeikiai.

4. A short distance, and what follows — lower
costs of transport, may help to increase the turn-
over with Latvia, especially in the face of growing
export of Polish mechanical products, which, as a
result of the crisis, may be cheaper than those from
western countries while maintaining an equally
high quality. Polish investments, employed mainly
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in retail trade, may also prove helpful. This con-
clusion may be drawn for the other countries.

5. In the case of Estonia, a similar structure
favours an increase in turnover and in the future it
may also favour a rapprochement of economical
structures; for now it may allow for a rise in Pol-
ish competitiveness considering the fact that as a
bigger country it has strong possibilities of devel-
opment. What still remains unknown is also the
situation of Estonia after the adoption of the new
currency as there are some difficulties in the eu-
rozone; as a small country struck by the crisis and
obliged to help others, Estonia may reduce the
pace of the reconstruction of economy.

6. Improvement of competitiveness of Pol-
ish trade of industrial products is possible on the
condition that it takes advantage of the economic
crisis; geographical proximity makes the costs of
transport of goods and prices lower, similarly to
the problems in the eurozone and lower costs of
Polish products while maintaining quality stan-
dards of the Union.

7. An increase in cooperation and further in
exchange is possible due to, for example, com-
mon involvement in maritime economy and its
widely understood development connected with
proctection of the Baltic Sea.

It is to be hoped that so geographically and
culturally close countries are able to make good
use of both their closeness and membership in the
European Union.
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