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INTRODUCTORY REMARKS: BALTIC ECONOMIC 
DIPLOMACY IN THE MAKING

Andris Sprūds

This is a book about how the Baltic countries internationally pursue a goal 
of economic growth and prosperity. A sustainable and competitive economy, 
and societal performance and wellbeing have become major governmental 
priorities. The notion of economic diplomacy has recently emerged to encompass 
those priorities, the process of economic decision-making, and the projection of 
economic interests abroad.1 Traditionally diplomacy focuses on the management of 
interstate relations between official governmental agents. However, an increasing 
openness of economic activity, interdependence, and multilateral engagement 
have changed the tasks of diplomatic services. Gradually, support for economic 
activity becomes one of the fundamental responsibilities for governmental 
agencies and diplomatic representations. A successful performance in economic 
diplomacy includes promoting domestic goods and services abroad, attempting 
to influence investment and trade policies of partner countries and companies, 
and shaping international regulatory entities. 

After regaining independence the Baltic States built their diplomatic services 
to ensure the sovereignty and security of their statehoods. At the same time they 
were gradually adapted to perform, assist, and sharpen routines in a globalized 
and competitive market economy environment. Since the Baltics joined the 
European Union and other institutions, economic diplomacy encountered new 
challenges, and needs, in a transformed institutional and legal environment. 
International organizations such as the EU or OECD make countries adapt to 
their economic policies. Moreover, the traditional and new domestic stakeholders 
have made the conduct of external economic relations even more complex and 
multifaceted. Traditionally, economic interest groups impact on governmental 
trade, investments, or transport policies. Demands for increased state assistance to 
businesses, especially during the economic crisis years, have explicitly influenced 
the scope and intensity of interaction between diplomats and entrepreneurs. 
Non-governmental and expert communities have also become significant non-
state actors, with an increasing ability to shape the directions and objectives of 
economic statecraft. The Baltic countries have not been an exception here. 

The economic recession, along with ensuing recovery and stabilization efforts, 
have strengthened the notion of economic diplomacy as an integral part, and 
important indicator, of societal performance. The global economic recession hit 
the EU’s new members hard. The economies of the three Baltic countries, all of 

1 Bayne, N. and Woolcock, S., The New Economic Diplomacy. Decision-Making and Negotiation in International 
Economic Relations (London: Ashgate, 2011), 1-15.
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which previously enjoyed substantial growth, revealed their structural imbalances 
and exposure to fluctuations in external financial and commodity markets. As 
a result, the economic recession eventually contributed to rising awareness and 
determination in those countries (to varying degrees) to stabilize, strengthen, and 
modernize national economies, to attract investments, and search for favorable 
outside markets and partners. Economic performance visibly moved upward to 
the very top on the list of priorities for Latvia, Lithuania, and Estonia. Economic 
diplomacy, in a wider sense, became one of the major activity tracks of Baltic 
diplomatic institutions and other stakeholders. 

External economic policy considerations and strategies have experienced 
transformation and adjustments. The economic rationale in the aftermath of 
economic difficulties had a considerable impact on domestic and foreign policy 
choices. The nature of bilateral relationships among countries acquired new 
tenets of interaction. Many in Latvia, and the other Baltic countries, advocated 
a more active economic engagement with their eastern neighbors, especially 
Russia, as an imperative direction for external economic activity and potential 
economic gains. A renewed opening, and access to new “old” markets became 
one of the characterizing features of a more “pragmatic” economic diplomacy 
of the Baltic countries. However, economic diplomacy and geo-economic 
considerations can never be viewed separately from geopolitics. The former 
can frequently become a hostage to the latter. Russia’s aggression in Ukraine, 
the annexation of Crimea, and continuous competition of integration projects 
in the neighbourhood of the EU and Russia has become an important “game 
changer” for regional and global politics. Perceptions of engagement and 
mutually beneficial economic cooperation have apparently been replaced by a 
growing mistrust, greater power rivalry, and hesitant economic cooperation. 
Mutual economic sanctions have clearly had a negative effect for regional 
economic engagement and growth. This has unequivocally had a considerable 
imprint on the Euro-Atlantic political and economic agenda in general, and the 
economic diplomacy of the Baltic countries in particular. 

This book aims to contribute to the understanding of the trends, priorities, 
driving factors, and dynamics regarding the economic diplomacy of the Baltic 
countries. The publication examines a number of the above-identified tensions 
or interplays between different aspects of economic diplomacy. The elusiveness 
of an economic diplomacy concept and its inherent tensions create significant 
methodological challenges this project endeavors to deal with. First, tension 
between economics and politics exists. The economic rationale may come into 
contradiction with geopolitical considerations. The Baltic countries frequently 
have to confront this dilemma. Second, pressures on economic diplomacy may 
come from both international and domestic sources. Third, economic diplomacy is 
a result of initiatives by governmental actors and non-governmental stakeholders. 
Baltic countries demonstrate a wide diversity of involved interests. The authors 
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analyze this interaction among varied concerns, levels, and stakeholders in 
the economic diplomacy of Latvia, Lithuania, and Estonia. However, analysis 
of the domestic setting and dynamics remain at the core of the case studies. 
Moreover, the major emphasis in this research framework is placed above all on 
an examination of Latvia’s economic diplomacy. In the process there are multiple 
research questions to address. What are the major priorities and trends in the 
Baltic region and particularly Latvia’s economic diplomacy? How do political 
concerns influence economic initiatives in various sectors of economic diplomacy, 
such as trade, investment, and transport? Who are the major stakeholders and 
players? What are the institutional settings in Latvia and the other two Baltic 
countries? How different are the Baltic countries in their economic diplomacy 
thinking and making? This publication intends to address these questions, to 
identify explanatory factors, to evaluate the achievements of and constraints to 
particular economic diplomacy strategies, and to endeavour to provide relevant 
policy recommendations.

The successful implementation of this analytical undertaking was enabled 
by a number of joint efforts. The current publication takes full advantage of 
a long tradition of productive cooperation between the Latvian Institute of 
International Affairs and its international partner institutions, especially in the 
Baltic States. Continuous, generous support by the Friedrich Ebert Foundation 
has been absolutely essential and instrumental. The Friedrich Ebert Foundation 
has repeatedly demonstrated its leadership in promoting intellectual engagement, 
and facilitating a thorough exchange of thoughts at a national level and beyond. 
This has been an important contribution to an enriched and informed debate 
among the decision-making and expert communities, and general public. Last 
but not least, this publication benefits from a reader attentive to the subject 
matter and is interested in understanding the challenges and opportunities for 
Baltic countries to implement their economic diplomacy successfully, ensuring 
societal prosperity and security.
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ECONOMIC DIPLOMACY IN THEORY AND 
PRACTICE

Andris Čegodajevs, Gatis Pelnēns

Despite academics referring to a lack of consensus on the meaning of economic 
diplomacy, its study has developed rather rapidly during the last decade. From 
theoretical discussions on the definition and contents of economic diplomacy, to 
its practical application as a policy, studies capture a broad understanding and 
detailed nature of the concept. 

In regards to theoretical discussions, literature refers to several frameworks or 
lenses though which a concept of economic diplomacy is studied: International 
Relations discipline focusing mainly on international economic relations, and 
foreign and security policy; economics – refereeing mainly national (economic) 
interests, a government’s intervention into markets and exploring the business 
perspective of diplomatic activities; International Political Economy – dealing with 
issues of the role of politics on economic interactions and vice versa; diplomatic 
studies – concerned with the procedural aspects of economic diplomacy such as 
negotiations, commercial interests, and role of personalities etc.2 

Studies of more empirical nature focus on economic diplomacy as a 
government policy that includes institutional structure and an allocation of 
resources, behavioral aspects as well as policy aims, and results in dealing with 
economic and commercial interests of the state and its businesses.3 When various 
perspectives and approaches are taken into account, a rather broad scope of the 
concept is inevitable and narrowing this scope is important to keep focused on 
studying the practical implications of economic diplomacy. An approach for how 
we see economic diplomacy (i.e. economic instruments as a means for political 
goals4 or diplomatic resources as a means for economic goals5) is just as crucial 

2 See Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International 
Relations, Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 23-28.; van 
Bergeijk, P. A. G., de Grooth, H. L. F., Yakopc, M., “The Economic Effectiveness of Diplomatic Representation: 
An Economic Analysis of its Contribution to Bilateral Trade,” The Hague Journal of Diplomacy 6 (2011): 102.
3 See for example Chatterjee, B., Rana, K.S., eds., Economic Diplomacy: India’s experience (Jaipur: CUTS 
International, 2011); Ministry of Foreign Affairs of the Netherlands. Economic diplomacy in practice. An 
evaluation of Dutch economic diplomacy in Latin America. IOB Study, no. 385, October 2003,  
http://www.iob-evaluatie.nl/sites/....; Kostecki, M., Naray, O., “Commerial Diplomacy and International Bussiness,” 
Disscussion papers in Diplomacy, Netherland Institute of International Relations „Clingendael” (2007).
4 Also referred to as an economic statecraft see Baldwin, A. D., Economic Statecraft, (Princeton: Princeton 
University Press, 1985), 33-40. See also Woolcock, S., “EU Economic Diplomacy: The Factors Shaping 
Common Action,” The Hague Journal of Diplomacy 6 (2011): 84.; and Saner, R., Yui, L., “International Economic 
diplomacy: mutations in post-modern times,” Discussion Paper No. 84, Netherlands Institute of International 
Relations “Clingendael” (2003): 12, http://www.clingendael.nl/cli/publ/diplomacy/pdf. 
5 Defined as a commercial diplomacy by some authors. See Naray, O., “Commercial Diplomats in the Context 
of International Business,” The Hague Journal of Diplomacy 6 (2011); Kostecki, M., Naray, O., “Commerial 
Diplomacy and International Bussiness,” Disscussion papers in Diplomacy, Netherland Institute of International 
Relations „Clingendael” (2007): 2.
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for the sake of definitions, and theoretical discussions, on various elements 
of economic diplomacy. Throughout the following analysis we focus on the 
“economic” rather than the “political” side of economic diplomacy, as a major 
guideline for the whole study.

An approach to economic diplomacy – the means and ends 

Referring to Clausewitz’s notion of diplomacy as warfare, H. W. Arndt 
saw “two forms of economic warfare – use of economic power for political 
purposes…or the use of political power for economic purposes…”6 The 
dualistic nature of the concept of economic diplomacy has also been captured 
in the writings of Geoff R. Berridge and Alan James, who define economic 
diplomacy as “diplomacy concerned with economic policy questions [and also] 
a diplomacy that employs economic resources, either as rewards or sanctions, 
in pursuit of a particular foreign policy objective.”7 Such definitions provide a 
rather broad field of enquiry for a study of practical implications of the subject. 
An approach by Okano-Heijmans cites economic diplomacy as either more 
economic or more political in character and provides a useful tool that captures 
the essence of this debate. He explains, that: “Economic diplomacy involves 
a ‘business end’ and a ‘power-play end’, and all tools of economic diplomacy 
can be placed somewhere in between these two extremes.8 In the case of this 
study, we focus on the “business end” of economic diplomacy in regards to its 
goals, while paying attention to a variety of tools that may be used. In fact, the 
definition of economic diplomacy in terms of instruments used and methods 
and processes applied to reach an economic goal, is the most common approach 
in literature.9 Also Nicholas Bayne and Stephen Woolcock speak of “a process of 
international economic decision-making10 and negotiation11” when explaining 
the essence of economic diplomacy. At the same time, both authors come to the 
conclusion that economic diplomacy is “much broader in scope than classical 

6 Arndt, “Australian Resources diplomacy,” (1974) in Gultans, G. O., “Resources Diplomacy,” The Australian 
Quarterly 47, no. 1 (1975): 36.
7 Berridge R. G.and James A., Dictionary of Diplomacy (Basingstoke: Palgrave-Macmillan, 2nd edition, 2003), 91.
8 Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International Relations, 
Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 16.
9 See for example Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of 
International Relations, Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 
34-35.; Baranay, P., Modern Eonomic diplomacy, (2009; Publications of Diplomatic economic club): 2,  
http://www.dec.lv/mi/Baranay_Pavol_engl.pdf; van Bergeijk, P. A. G., de Grooth, H. L. F., Yakopc, M., “The 
Economic Effectiveness of Diplomatic Representation: An Economic Analysis of its Contribution to Bilateral 
Trade,” The Hague Journal of Diplomacy 6 (2011): 102.
10 Bayne, N., Wolcock, S., The New Economic Diplomacy: Decision-Making and Negotiation in International 
Economic Relations (London: Ashgate, 2011), 1. 
11 Woolcock, S., “EU Economic Diplomacy: The Factors Shaping Common Action,” The Hague Journal of 
Diplomacy 6 (2011): 84.
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diplomacy,12 which leads to the issue of narrowing the scope of the concept for 
its application in analytical purposes. For this matter, a practical explanation of 
the contents (issues or areas) of economic diplomacy can provide an insight to 
the scope of the field, before setting conceptual boundaries for further analysis.

The contents of economic diplomacy

The whole idea of a need to pursue economic goals by using diplomatic 
instruments is related to specific areas/issues that can be best addressed by 
pursuing these goals through a set of instruments. As noted by Bayne and 
Woolcock: “Economic diplomacy is best defined […] by the economic issues that 
provide its contents”.13 If we see economic policy as a playing field for advancing 
economic interests,14 then market access is at the centre of economic diplomacy. 
Namely, countries compete with each other to “…push other countries to gain 
market access for their national companies and attempt to protect their domestic 
markets by covert or overt trade barriers.”15 Countries are keen to use liberalization 
as an argument with other countries when promoting their offensive economic 
interests, while being pressured by home industries and enterprises to apply 
protectionism measures for the same goal – overall economic development. In late 
1960s Solomon argued that the relative weight of countries in the international 
system is the determinant of how a country administers its economic diplomacy –  
either defensively or offensively.”16 With the increase of economic interaction and 
development of global value chains, we don’t believe that such an argument is 
still valid. Countries now engage in negotiations for their offensive and defensive 
interests, irrespective of the share of their economic output. Putting it in the 
words of Susan Strange: “…the crucial difference between states today is not […] 
between ‘strong’ states and ‘weak’ ones, but between the sleepy and the shrewd.”17

Although we will touch upon expressions of protectionism within this study, 
our attention is mainly devoted to the offensive approach to issues of economic 
diplomacy. Therefore, despite other areas such as intellectual property rights 

12 Bayne, N., Woolcock, S., New Economic Diplomacy: Decision-Making and Negotiation in International 
Economic Relations (Ashgate Publishing, Ltd., 2013), 3.
13 Bayne, N., Woolcock, S., New Economic Diplomacy: Decision-Making and Negotiation in International 
Economic Relations (Ashgate Publishing, Ltd., 2013), 4.
14 Phlipot, C., “Economic Diplomacy: Views of the practicioner,” in U.S. Army War College Guide to National 
Security Issues Vol. 1: Theory of War and Strategy 5th Ed, ed. Bartholomees, J. B. Jr.( Carlisle, PA: Strategic Studies 
Institute, U.S. Army War College, 2012), 188.
15 Saner, R., Yui, L., “International Economic diplomacy: mutations in post-modern times,” Discussion Paper 
No. 84, Netherlands Institute of International Relations “Clingendael” (2003): 3,  
www.clingendael.nl/cli/publ/diplomacy/pdf 
16 Solomon, A., M., “Administration of a multipurpose economic diplomacy,” Public Administration Review 29, 
no. 6 (1969): 585.
17 Strange, S., “States, Firms and Diplomacy,” International Affairs (Royal Institute of International Affairs 1944-) 
68, no. 1(1992): 10.
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protection, the development of R&D18, country branding19, the shaping of an 
international regulatory environment or management of international aid20 
named as integral parts of economic diplomacy, we have chosen to focus on 
the promotion of trade and investment as the basis for further analysis. Such 
a selective approach is guided not only by the simple idea of narrowing the 
scope of analysis, but also because of other areas being less important in the 
context of their role in the economic diplomacy of countries studied. As an 
example, despite strong opinions regarding the protection of IPR, it has not been 
recognized as important enough to be voiced on the agenda of foreign economic 
policy. In the same way, development of R&D or country branding may be seen 
as parts of promotion of inwards investments or developed within other policies 
of a government. On the other hand, different issues may emerge as important 
for some countries. This is the case, for example, with trade in services [other 
than financial] which has gained increased attention as a growing market in 
international trade. Taking into account the importance of the transit sector for 
the Baltic countries, transport services (either by sea, land, or railway) is regarded 
as an important area of economic diplomacy.

Defining economic diplomacy – a perspective on goals and actors

Narrowing the scope of the concept is essential, as noted by Okano-
Heijmans,  “…in order to bring order in the definitional chaos.”21 Namely, 
literature refers to other concepts [related] to economic diplomacy, such as 
economic statecraft, economic security, commercial diplomacy, trade diplomacy, 
resources diplomacy or financial diplomacy that reveal a great variety of 
interpretations of the concept apart from details and adds ambiguity to its 
characteristics. For example, Chatterjee and Rana see: “…advancing the home 
country’s external economic interests”22 as being the main goal of economic 
diplomacy. They argue that commercial diplomacy is a subset of economic 
diplomacy while describing it in relation to the management of economic aid 
[either as a donor or as a recipient] and managing relations with international 
economic organizations (WB, WTO, IMF, OECD).23 An opposite approach is 
proposed by other authors who speak of commercial diplomacy as a “…non-
binding cooperation between the private and public sectors in the promotion of 

18 van Bergeijk, P. A. G., de Grooth, H. L. F., Yakopc, M., “The Economic Effectiveness of Diplomatic 
Representation: An Economic Analysis of its Contribution to Bilateral Trade,” The Hague Journal of 
Diplomacy 6 (2011): 106.
19 Naray, O., “Commercial Diplomats in the Context of International Business,” The Hague Journal of 
Diplomacy 6 (2011): 130-133.
20 Chatterjee, B., Rana, K.S., eds., Economic Diplomacy: India’s experience (Jaipur: CUTS International, 2011), 21.
21 Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International Relations, 
Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 7.
22 Chatterjee, B., Rana, K.S., eds., Economic Diplomacy: India’s expierience (Jaipur: CUTS International, 2011), 3.
23 Chatterjee, B., Rana, K.S., eds., Economic Diplomacy: India’s expierience (Jaipur: CUTS International, 2011), 3.
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commercial interests”24 or assistance to private companies rather that dealing with 
traditional foreign policy functions,25 stressed by Chatterjee and Rana. Despite 
our emphasis on “business end” of the economic diplomacy, that [by definition] 
is closer to the concept of commercial diplomacy – we see the term economic 
diplomacy as still appropriate when referring to the subject of this study. In our 
opinion, activities aimed at goals that are economic or commercial, but imply 
government policy as primary tool for reaching these goals, are more economic 
than commercial by nature.

The actors who are shaping economic diplomacy

When defining economic diplomacy in terms of instruments, another 
important issue is crucial – how and by whom these instruments are applied. 
Bayne and Woolcock emphasized two important dimensions – internal vs 
external (how) and state vs. non-state actors (who). In this regard, Bayne and 
Woolcock refer to Putnam’s Two-Level Game approach and note, that “economic 
diplomacy is shaped by the domestic level preferences […] by interest groups and 
institutions…”26 Constance Phlipot even suggests that “the lines between foreign 
and domestic policy are more blurred in the economic arena than in other policy 
issues.27 This, respectively, leads us to the conclusion that economic diplomacy 
relies not on clear goals of foreign [economic] policy, but also the process by which 
these goals are set. In this context, the other question of “who” is in involved in 
defining the scope of interests becomes evident. 

For Bayne and Woolcock economic diplomacy is mainly concerned with the 
actions of governments where engagement in economic diplomacy concerns all 
government agencies that have economic responsibilities. At the same time, they 
recognize there are other actors also engaged in economic diplomacy.28 Also, 
Okano-Heijmans notes that despite the fact economic diplomacy is to a large 
extent a concern of the state, an “…environment in which the state operates should 
not be ignored, […] because activities of the state are influenced by other actors, 
such as private business and other interest groups.”29 Although the argument about 
the role of other actors in setting goals of economic diplomacy is well grounded, 
24 Woolcock, S., “EU Economic Diplomacy: The Factors Shaping Common Action,” The Hague Journal of 
Diplomacy 6 (2011): 85.
25 Kostecki, M., Naray, O., “Commerial Diplomacy and International Bussiness,” Disscussion papers in 
Diplomacy, Netherland Institute of International Relations „Clingendael”, (2007): 29.
26 Bayne, N., Woolcock, S., “New Economic Diplomacy: Decision-Making and Negotiation in International 
Economic Relations,” (London: Ashgate Publishing, Ltd., 2013), 32.
27 Phlipot, C., “Economic Diplomacy:Views of the practicioner,” in U.S. Army War College Guide to National 
Security Issues Vol. 1: Theory of War and Strategy 5th Ed, ed. Bartholomees, J. B. Jr. (Carlisle, PA: Strategic Studies 
Institute, U.S. Army War College, 2012), 187.
28 Bayne, N., Woolcock, S., “New Economic Diplomacy: Decision-Making and Negotiation in International 
Economic Relations,” (London: Ashgate Publishing, Ltd., 2013), 3.
29 Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International Relations, 
Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 16.
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their activities in pursuing those goals in the process of international economic 
decision-making and negotiations is not as clear. 

When speaking about the role of NGOs, Saner and Yui argue about a need 
for distinction between “…NGOs acting within national boundaries and those 
operating on international level”30 Although they refer to the operation of NGOs 
on an international level, in terms of representing public opinion through 
foreign outlets, for likeminded NGOs or international NGOs the argument about 
interest groups being a part of international economic policy making is valid for 
all actors who directly or indirectly engage in the process. As Burt, Robinson, 
and Fulton puts it: “The international landscape is crowded with multinational 
corporations and non-governmental organizations that impact directly on 
international relations, and consequently, on the conduct of diplomacy.”31 Others 
have even emphasized that “private organizations are developing their own 
diplomacy both between themselves and between actors in the state system”32 
A similar argument has been proposed by Susan Strange who insists that states 
are involved in negotiations not only with other states, but also with foreign 
firms, and that foreign firms often act as [relatively] independent entities in 
pursuing their interests.33 This leads to the assumption that economic diplomacy 
is a network with no central entity to focus on. Also other authors refer to “the 
work of a network of public and private actors, leading trade, using diplomatic 
channels and processes,”34 and name private actors, as well as various government 
agencies, as an integral parts of the work of economic diplomacy.35 

Yet another set of actors should not be forgotten – International organizations 
play a significant role in shaping the economic diplomacy of states. International 
organizations are contextual frameworks able to set rules and boundaries for 
a country’s efforts to engage with other countries. Countries are increasingly 
deepening their cooperation, and even integration, into various organizations that 
shape the standards and rules of the international economic system. Development 
of multilateral frameworks for economic cooperation has been emphasized earlier, 
even predicting that the rise of multilateral diplomacy would occur at the expense 

30 Saner, R., Yui, L., “International Economic diplomacy: mutations in post-modern times,” Discussion Paper 
No. 84, Netherlands Institute of International Relations “Clingendael” (2003): 15,  
www.clingendael.nl/cli/publ/diplomacy/pdf
31 Burt, R., Robison, O., Fulton, B., “Reinventing diplomacy in the information age: a report of the CSIS Advisory 
Panel on Diplomacy in the Information Age,” (Washington: CSIS, 1998), 46.
32 Langhorne, R., History and the evolution of diplomacy, (1998),  
http://www.diplomacy.edu/resources/general/history-and-evolution-diplomacy 
33 Strange, S., “States, Firms and Diplomacy,” International Affairs (Royal Institute of International Affairs 
1944-) 68, no. 1(1992): 1
34 Donna Lee, David Hudson, “The old and new significance of political economy in diplomacy,” Review of 
International Studies 30, (2004): 344.
35 van Bergeijk, P. A. G., de Grooth, H. L. F., Yakopc, M., “The Economic Effectiveness of Diplomatic 
Representation: An Economic Analysis of its Contribution to Bilateral Trade,” The Hague Journal of 
Diplomacy 6 (2011): 106.
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of bilateral diplomacy.36 We could agree on the fulfilment of such predictions in the 
case of the EU, where integration has led to EU institutions being directly involved in 
negotiations on matters of economic agreements with third countries. To be clear –  
EU institutions do not engage in promoting the interests of individual EU member 
states or individual companies directly, however “by shaping trade and investment 
relations, EU economic diplomacy constrains the scope available for member states’ 
commercial diplomacy.”37 Similar developments have not appeared in the case 
of other organizations, therefore suggesting in the case of the EU is a sui generis 
regional integration. While not denying that various international organizations 
have direct influence on economic and foreign policies we still see the role of the 
state and its agencies as primary actors of its economic diplomacy. Also various non-
state actors play a significant role in shaping economic diplomacy and we recognize 
their involvement but mainly as participants in the context of government policies. 
Therefore we focus primarily on the activities of the state and its agencies when 
referring to economic diplomacy within the framework of this study. 

The administration of economic diplomacy – models of hierarchy 
and cooperation

As we focus on government and its agencies as primary actors in economic 
diplomacy, it is also important to understand the mechanics of their work in the 
field. There are various ways institutional arrangements are proposed in literature –  
from simple models concentrating on the division of labor between Ministries of 
Foreign affairs (MOFA) and other (sectorial) agencies, to more complex models 
of coordination among various government institutions, semi-private agencies, 
and non-state actors. 

Baranay proposes three models of how governments organize their activities 
regarding external economic policies. The first is the united model where the 
ministry of foreign affairs (MFA) is the main institution that defines a strategy, 
and priorities in external economic cooperation for other state institutions.38 This 
is a classical approach of diplomatic practice that suggests a high centralization of 
decision-making and emphasis on political, rather than economic, instruments 
in dealing with economic matters. The second is the partially‐united model 
where the MFA and the Ministry of Economics share responsibility over tasks 
for development of trade and economic relations. The third is the model of task 
delegation, where the role of the MFA is related to the coordination of external 
economic relations, giving assignments to agencies and third parties.39 
36 Galtung, J., Ruge, M.R., “Patterns of diplomacy: A study of Recruitmentand Career Patterns in Noewegian 
diplomacy,” Journal of Peace Research 2, no. 2 (1965): 103.
37 Woolcock, S., “EU Economic Diplomacy: The Factors Shaping Common Action,” The Hague Journal of 
Diplomacy 6 (2011): 85.
38 Baranay, P., “Modern Eonomic diplomacy,” Publications of Diplomatic economic club, 20.09.2009., 8.
39 Baranay, P., “Modern Eonomic diplomacy,” Publications of Diplomatic economic club, 20.09.2009., 8.
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Another approach to the administering of economic diplomacy is proposed 
by Naray who focuses on a governments’ role in promoting the commercial 
interests of its businesses abroad and measures the degree of centralization 
when decision making. There are six types of institutional arrangements 
according to Naray:

1. The Corporatist Type – emphasis on independent Trade Promotion 
Structures with no hierarchical subordination to government agencies as 
regards commercial issues. 

2. The Pragmatist Type – involves specific task-oriented agencies and 
coordination mechanisms that allow subordination to several government 
bodies (UK model). 

3. The Northern Europe Type…
4. The Commonwealth Type – a combination of competencies of Foreign 

Affairs and Trade where foreign affairs and trade may be combined into a 
single ministry while trade policy and trade promotion may be separated 
as policies, and representation is distinct from diplomatic service.

5. The Classical Type – trade promotion as part of trade policy and the 
Ministry of Trade.

6. The Developing Country Type – trade promotion exclusively by the MFA.40

Despite rather different interpretations on the arrangement of competencies 
and roles of government institutions, both approaches provide some fresh 
perspectives on the issue. Less centralized arrangements seem to be developed 
by following the practice of business models, where specific/narrow goals are set. 
Naray is also critical on the highly centralized arrangement of external economic 
affairs as reforms may be difficult to implement and rivalry may arise between 
the MFA and other ministries.41 However, for government institutions, relying 
entirely on a narrow set of commercial goals is difficult, for the simple reason 
that in an institutional setting, organizational constrains and relative “power 
hierarchy” is significant when the role of commercial representation abroad 
is to be determined.42 Also Naray agrees, that some form of “gravity center” is 
important when specific industries are concerned.43 On the other hand, ministries 
responsible for specialized policy areas are increasingly engaging in external 
activities. “With the growing use of international conferencing, these Ministries 
inadvertently challenge the traditional leading role of the MFA in matters regarding  

40 Naray, O., “Commercial Diplomats in the Context of International Business,” The Hague Journal of 
Diplomacy 6 (2011): 142-143.
41 Naray, O., “Commercial Diplomats in the Context of International Business,” The Hague Journal of 
Diplomacy 6 (2011): 142-143.
42 Hibbert, E., “The principles and practice of Export marketing,” (London, 1990) in Kostecki, M., Naray, O., 
“Commerial Diplomacy and International Bussiness,” Disscussion papers in Diplomacy, Netherland Institute of 
International Relations „Clingendael” (2007): 4., 26.
43 Kostecki, M., Naray, O., “Commerial Diplomacy and International Bussiness,” Disscussion papers in 
Diplomacy, Netherland Institute of International Relations „Clingendael” (2007): 13.
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state-to-state exchanges or participation at international standard setting fora.”44 
Therefore rivalry between institutions may lead to the MFA “…block[ing] the 
entry of other ministries into the international arena, gradually accept[ing] to play 
a secondary role… [or]… transforming… [into]…an overarching coordinator of 
[…] foreign economic policy formulation.”45 The need to deal more effectively 
with a growing number and variety of economic issues pushes countries to think 
more carefully on their institutional arrangements for economic diplomacy. As 
Okano-Heijmans puts it: “Countries are more successful in economic diplomacy 
if they increase the number of activities, conceive of new ways to conduct 
economic diplomacy, or terminate activities that have proven unsuccessful.”46 As 
a result of the economic crisis, an institutional restructuring, additional training, 
increased efforts of nation branding and wider networking, has already taken 
place.47 Together with policies aimed at reducing the administrative burden and 
inefficiencies in regards to working in the business environment, this emphasizes 
the efforts of governments to adopt to a changing nature of economic diplomacy. 
However, attention to economic diplomacy by governments tends to be cyclical 
and is related to changes in domestic and international environments.48

Therefore, this study focuses on the “business end” of economic diplomacy 
and its implications in practice. As noted earlier in this chapter, we view economic 
diplomacy in terms of the process and practice of foreign policy, with government 
agencies at the core of decision-making and negotiations on issues which are 
economic or even commercial by their nature. In fact, an overview of the theoretical 
discussions led to another conclusion regarding the practical implications of various 
forms of external economic interactions. Namely, the conceptual separation of 
economic and commercial in regards to diplomacy seems hard, if not impossible 
in practice, when countries with limited resources, small but open economies, and 
relatively small businesses to promote, are studied. In such cases we can observe 
that political and economic goals are closely related not only to each other, but also 
to instruments that are more political or more economic in nature. Recognizing the 
confusion that such an argument may imply for empirical observations, this study 
draws a line between what is, and what is not, a subject of our enquiry by keeping 
the focus on those elements regarding the concept of economic diplomacy that are 
less tangled – areas/issues and institutional framework of economic diplomacy. 

44 Saner, R., Yui, L., “International Economic diplomacy: mutations in post-modern times,” Discussion Paper 
No. 84, Netherlands Institute of International Relations “Clingendael” (2003): 5,  
www.clingendael.nl/cli/publ/diplomacy/pdf 
45 Saner, R., Yui, L., “International Economic diplomacy: mutations in post-modern times,” Discussion Paper 
No. 84, Netherlands Institute of International Relations “Clingendael” (2003): 5,  
www.clingendael.nl/cli/publ/diplomacy/pdf
46 Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International Relations, 
Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 19.
47 Amariei, A., “Economic diplomacy in the context of economic crisis,” Europolity 8, no.1 (2014).
48 Okano-Heijmans, M., “Conceptualizing Economic Diplomacy: The Crossroads of International Relations, 
Economics, IPE and Diplomatic Studies,” The Hague journal of Diplomacy 6 (2011): 13.
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The institutional framework and policies of economic 
diplomacy of Latvia

As explained earlier in this chapter, economic diplomacy is mainly 
concerned with the actions of governments and what they do promote their 
economic interests. This involves government agencies as primary actors, 
however, we also recognize the involvement of non-governmental entities 
(businesses, interest groups, NGO’s) in shaping economic diplomacy. Latvia’s 
economic interests in regards to economic diplomacy manifests in the forms of 
facilitating exports, and promoting foreign investment. In Latvia’s case, most 
of the work concerning economic diplomacy is done through the Ministry 
of Foreign Affairs and its network of diplomatic representations in specific 
countries, however other ministries (the Ministry of Economics, Ministry 
of Transportation, Ministry of Justice, Ministry of Agriculture, and State 
Chancellery) and government agencies (the Investment and Development 
Agency of Latvia (LIAA)) are involved in dealing with various issues [more or 
less] related to the realm of economic diplomacy. Also, relationships between 
government agencies and non-governmental actors (Latvia’s Chamber of 
Commerce and Industry (LCCI), the Employers’ Confederation of Latvia 
(LDDK), The Foreign Investors’ Council in Latvia (FICIL)) have come together 
through several forms of cooperation. As was concluded, the concepts of 
economic diplomacy and commercial diplomacy are hard to separate in the 
case of practical implications for Latvia, and that leads to an assumption that 
businesses may have an easier way to access the decision-making process.

On an international level, Latvia’s economic diplomacy policy is highly 
influenced by its membership to the EU. Since the EU has exclusive competence 
for trade policy and a significant part of the investment policy, EU institutions are 
negotiating EU-level treaties and agreements on behalf of the member states –  
including Latvia. However, member states of the EU are still free to negotiate 
bilateral agreements with third countries, (although only in cases when the EU 
has not started negotiations with these countries, and with formal approval of 
other member states) and engage in external economic activities in order to 
promote trade and investment.

 Latvian membership in the European Union has not only introduced 
a necessity for alterations in bilateral economic agreements, but has also 
improved and intensified economic cooperation with non-European Union 
countries, since those countries see cooperation with EU member states as 
desirable and, in a way, EU membership serves as a seal of approval. From 
2004 onwards, when Latvia joined the European Union, the country’s trade 
policy with third countries became a subject of the legal framework of the 
EU. The introduction of common European Union tariffs and regulations 
meant the abolition or, at least, the altering of specific Latvian protectionist 
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or free trade measures with regards to individual countries. But even if this 
European Union competence might seem restrictive, the multilateral decision 
making framework within the European Union allows the possibility to gain 
additional political support and weight for Latvia’s specific interests if they 
are shared with other member countries. Since economic diplomacy can 
be considered to fall under the spheres of commercial and trading policies, 
the European Union has exclusive competence over the European common 
commercial policy and the common trading policy (according to Article 3 
of the Treaty on the Functioning of the European Union). The Lisbon Treaty 
has also established European Union competence in the sphere of foreign 
direct investment. This means that most of Latvia’s cooperation areas with 
third countries are covered by the legal and institutional decision making 
frameworks of the European Union.

For this sake, during the past 23 independent years Latvia has established a 
fully functioning set of state institutions from the ground level up, responsible 
for formulating and executing the economic policy of the country, which 
includes economic diplomacy. 

The Ministry of Foreign Affairs

One of the qualities of economic diplomacy is that it always aligns with the 
goals of foreign and economic policy in a country, at least such is the case for 
Latvia. One of the stated goals of Latvia’s foreign policy is to create pre-conditions 
for economic growth. This also ensures the security and stability of the state, 
as well as the welfare of the population. In the context of economic relations, 
the main priorities of Latvia’s Foreign Service is to build economic contacts 
(both multilateral and bilateral) as well as protecting the interests of Latvian 
entrepreneurs and building a positive economic image for Latvia.

As it will be mentioned further in this chapter, the MFA’s role in foreign 
trade has changed over the last few years, but one of its main priorities has 
always been representing Latvia’s foreign economic interests. The main function 
of Latvia’s diplomatic and consular representations is to sustain good political 
and economic relations at a state level, cooperation in multilateral formats and 
political lobbying in some areas, as well as supportive measures for Latvian 
exports in cooperation with the Ministry of Economics and Investment and 
Development Agency of Latvia (LIAA), especially in countries that don’t have 
LIAA’s foreign economic representations.

The Ministry of Foreign Affairs also actively works to coordinate activities 
with other responsible public authorities and for business representation. 
One of the main cooperation formats is the Council for the Coordination 
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of Foreign Economic Policy49 (Ārējās ekonomiskās politikas koordinācijas 
padome) established in 2012, and chaired by the Minister of Foreign Affairs. It 
is composed of representatives from the Prime Minister’s Office and LIAA, the 
Latvian Confederation of Employers, and the Latvian Chamber of Commerce 
and Industry. Regular Council meetings are frequently held and decisions on 
such important issues and priority target markets are made for Latvian exporters, 
the criteria system for the participation of entrepreneurs in business delegations 
within foreign visits of government officials, as well as being a body for the criteria 
of the initiation of economic visits. The Council deals with analyzing the work of 
Latvia’s foreign economic representation, and is involved in policy-formulation 
by preparing proposals for policy documents and legislation in the field of 
foreign economic policy. Other tasks of the Council are related to the creation 
and management of a centralized information system, which would provide the 
information necessary for domestic and foreign entrepreneurs looking to start a 
business, or invest in Latvia’s economy.

Another form of cooperation the Ministry of Foreign Affairs is involved in is 
with Latvian diaspora organizations. This cooperation has been set up in order to 
facilitate the involvement and investment in Latvia’s economy from Latvian diaspora 
abroad. One of the most noteworthy events in this context was the Economic and 
Innovation Forum of World Latvians held in 2013, organized by the Free Latvians 
of the World Association and supported by Latvia’s Chamber of Commerce and 
Industry, and the Ministry of Foreign Affairs. The goal of these and other efforts is 
to motivate entrepreneurs and professionals of Latvian decent to cooperate with 
and invest into the Latvian economy. The afore-mentioned project served as a pilot 
run through which a database of foreign Latvians interested in investing in Latvia 
could be created. These results will be used to evaluate the possibility of future 
cooperation, as well as to develop connections between members of diaspora.50 
To achieve more progress in this regard, it is necessary to develop stronger 
cooperation between the Ministry of Foreign Affairs, LIAA, LCCI, as well as  
non-governmental organizations and associations of Latvian diaspora.

To increase Latvia’s diplomatic, and at the same time economic, presence 
in the world, the Ministry of Foreign Affairs in 2013 published a plan to 
expand new Latvian diplomatic representations to 2020.51 Although Latvia 
has representations (embassies and consulates) in 44 countries, they’re 
mostly concentrated in Europe or countries that are traditional partners of 

49 Cabinet of Ministers of the Republic of Latvia, “Ārējās ekonomiskās politikas koordinācijas padomes 
nolikums” [Regulation of the Foreign Economic Policy Coordination Council], (2012),  
http://likumi.lv//doc.php?id=248254 
50 Ministry of Foreign Affairs of the Republic of Latvia, Informatīvais ziņojums „Par Ārlietu ministrijas 
sadarbību ar Latvijas diasporu 2013.–2015.gadā” [Informative report “On Cooperaion between the Ministry of 
Foreign Affairs with the Latvian diaspora in 2013 to 2015”] (2013).
51 Ministry of Foreign Affairs of the Republic of Latvia, Informatīvais ziņojums „Par Latvijas Republikas 
diplomātisko pārstāvniecību tīkla attīstību līdz 2020.gadam” [Informative report “On the Development of the 
Diplomatic Representations of the Republic of Latvia until 2020”] (2013).
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Latvia. Given developments in the world economy and the growing weight of 
developing economies, Latvia is looking for ways in which to look for more 
cooperation partners, new markets to work in, diversify export markets, 
and ways to attract investment into Latvia. The plan talks about expanding 
diplomatic representations to countries with a growing economic significance 
such as India, Brazil, and South Africa, among others.

The Ministry of Foreign Affairs has also continued to inform Latvian 
entrepreneurs about current situations and opportunities in foreign markets. 
Working in cooperation with the LIAA and Latvia’s Chamber of Commerce and 
Industry (LCCI), a regular dialogue has been started with Latvian exporters to find 
out their interests and identify problem areas in export markets.52 Seminars and 
discussions organized by the LIAA and LCCI, with the support of the Ministry of 
Foreign Affairs, are being held on a regular basis and serve as an example of how 
government agencies cooperate with businesses to work on improving Latvia’s 
export capabilities.

Relations with the Ministry of Economics and LIAA

Many government institutions assist Latvian businesses trying to enter 
foreign markets. As explained above, the Ministry of Foreign Affairs (MFA) 
(with its network of embassies) was considered for a long time to be the natural 
administrators of Latvia’s external policy, including external economic relations. 
However, over time the MFA has gradually been losing its role and influence 
on external economic affairs. This, along with financial cuts and the decrease of 
Latvian diplomatic staff during the financial crisis period of 2008-2010, has meant 
the MFA’s role and presence in everyday business interactions has been rather 
low. In most cases businesses interested in Latvia are technically supported and 
advised about legal and institutional specifics either by the Latvian Investment 
and Development Agency (LIAA) and its representatives in respective countries, 
by Latvian Embassies, or trade and business associations of the respective 
countries. Latvian embassies mostly provide general information and promote 
the Latvian economy abroad, rather than deal with individual businesses and their 
administrative, legal, or other issues. Regardless of the above mentioned crisis 
and austerity period, cuts and reorganization in the public sector were aimed 
at improvements in state assistance for businesses. This meant the Ministry of 
Economics (EM) and LIAA were allocated more resources, which included some 
former MFA personnel being transferred to these agencies.

The Ministry of Economics up until mid-2014 was in charge of implementing 
the general legislative framework, formulation and realization of Latvia’s main 
economic interests externally. That included the promotion of exports and the 
52 Ministry of Foreign Affairs of the Republic of Latvia, “Seminars on export opportunities in foreign markets”, 
http://www.mfa.gov.lv/lv/Arpolitika/Ekonomiskas-attiecibas/Vestniecibu-atbalsts/ 
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policy of attracting foreign investment, coordinating the creation and activities of 
an external economic representation network of the Republic of Latvia, securing 
representation of Latvia’s interests in the World Trade Organization and the 
institutions of the European Union, as well as the formulation and implementation 
of the country’s external trade policy.53 However, since August 2014,  
the responsibility for external economic policy has been transferred to the 
Ministry of Foreign Affairs while the Ministry of Economics remains the main 
policy shaper in most spheres of domestic economic activity, including the energy 
sector, industry, tourism, construction, intra-EU trade, and innovation.

As for state support for Latvian businesses who are trying to enter foreign 
markets, there are many enterprises that have over the years gained experience 
and recognition in their respective sectors. At the same time there also are many 
new enterprises that have proven their ability to enter foreign markets with their 
products and technologies, giving their share in development to the national 
economy. But newer businesses are often reluctant to enter foreign markets because 
they lack the experience and knowledge about questions regarding exports. To 
help these new enterprises it is important for the state to provide predicable 
and favourable conditions in foreign markets. This can be done with improving 
and expanding the multilateral and bilateral cooperation Latvia has with other 
countries and international organizations. This help can also be provided by 
supporting Latvian products and services with advice and information to new 
enterprises entering foreign markets.

To satisfy the needs of Latvian entrepreneurs and foreign investments the 
Ministry of Economics of the Republic Latvia has established a separate agency. 
This agency, which has a very important role in economic diplomacy, is the 
Latvian Investment and Development Agency (LIAA). The LIAA is a state agency 
and functions under the supervision of the Ministry of Economics. It deals with 
the promotion of business development by facilitating more foreign investment, 
as well as trying to increase the competitiveness of Latvian entrepreneurs in 
domestic and foreign markets. Another goal of this agency is to promote foreign 
trade and influence policy makers to improve the business environment. The 
agency supports Latvian companies trading internationally, as well as overseas 
businesses seeking partners or locations in Latvia.54 The institutional framework 
of the LIAA’s functions is defined by the Latvia’s Cabinet of Ministers Provision 
No. 857 – Regulation on Latvian Investment and Development Agency55 (Ministru 
kabineta noteikumi Nr. 857 – Latvijas Investīciju un attīstības aģentūras nolikums), 
which is in accordance with State Administration Law, Article 16, Section 1 
(Valsts pārvaldes iekārtas likums 16.panta pirmā daļa). This regulation establishes 

53 Cabinet of Ministers of the Republic of Latvia, Regulation No. 271. The Rules and Procedure of the Ministry of 
Economics, (2010) http://likumi.lv/doc.php?id=207119 
54 Investment and Development Agency of Latvia, About LIAA, http://www.liaa.gov.lv/about/about-liaa 
55 Cabinet of Ministers of the Republic of Latvia, Regulation of Cabinet of ministers Nr.857 “Regulation on 
Latvian Investment and Development Agency”, (2012), http://likumi.lv//doc.php?id=253494 
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the LIAA’s functions under the subordination of the Ministry of Economics, and 
places the Minister of Economics as the responsible government official.

The LIAA is mainly concerned with activities to increase the exports of 
Latvian businesses, as well as facilitate foreign trade. Other functions of the 
LIAA include aggregation of foreign investments, promotion of entrepreneurship 
(especially innovative businesses, which includes cooperation with the research 
and development sectors) and provide assistance to businesses in accordance 
with state support programs and attraction of the European Union and other 
funders. To realize these functions, the agency fulfils such tasks as: promoting the 
development of business investment projects and supports competitive projects, 
and develops proposals for state support programs. The LIAA also advises 
lawmakers on measures to improve the business environment in Latvia. The 
agency also provides services to businesses and individual entrepreneurs, such as: 
giving them necessary information; helping to arrange and attract investments, 
and providing communication assistance to all parties involved.

The above-mentioned functions and tasks can be fulfilled domestically, as 
well as internationally, since the LIAA has a network of foreign representatives 
and a cooperative set of connections with other institutions in Latvia and abroad. 
The LIAA’s representative offices are located in Belarus, China, Denmark, 
France, Germany, Lithuania, Japan, Netherlands, Norway, Poland, Russia, 
Sweden, Ukraine, and the United Kingdom. The agency also has a network of 
public representatives in Azerbaijan, Egypt, Japan, Cameroon, Russia, Lebanon, 
Spain, Switzerland, Liechtenstein, and Germany. The LIAA also works in close 
cooperation with the Ministry of Foreign Affairs and Diplomatic Missions 
represented in more than 50 countries56 all over the world, meaning the LIAA is 
committed in advancing Latvia’s economic diplomacy efforts globally.

Other ministries related to economic diplomacy

While the LIAA and Ministry of Foreign Affairs oversee external trade and 
Latvia’s external economic policy, the Ministry of Transportation (SAM) is 
responsible for infrastructure important for economic activity. SAM functions as 
the coordinator, legislator, and co-legislator of transport and telecommunication 
related issues.57 The transit sector relies on SAM for the most part, since it 
manages state-owned companies and infrastructure related to railways, marine 
ways, aviation, and roads. SAM also oversees telecommunications infrastructure 
like the internet, as well as radio, and television. The railways have a major role in 

56 Investment and Development Agency of Latvia, LIAA representative offices,  
http://www.liaa.gov.lv/contacts/liaa-representative-offices 
57 Bukovskis K., “State institutions, interdependence and perceptions in Latvia’s economic relations with the 
Russian Federation and Belarus” in The Economic Presence of Russia and Belarus in the Baltic States: Risks and 
Opportunities, ed. Sprūds A., (Riga: SIA Apgāds Mantojums, 2012): 103.
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Latvia’s external economic activity, since a very large part of its trade with Russia 
is conducted via rail.

Another ministry involved in economic diplomacy related issues is the 
Ministry of Justice, since one of the flaws in Latvia’s business environment is the 
relatively ineffective court system. Even though many improvements have been 
done over recent years, many complaints still centre on the slow court process.58 
The increase in court efficiency would lessen risks associated with corruption to 
a minimum. These and problems mentioned above are acknowledged, and are 
gradually being resolved to make Latvia more attractive to foreign investors.

The Ministry of Agriculture is directly involved in the work of EU institutions 
and the WTO concerning matters of production and the trade of agricultural 
products. In this context, the Ministry of Agriculture is responsible not only for the 
representation of national interests in agriculture in these organizations, but also 
for the cooperation among various non-governmental representatives in the sector.

Non-governmental actors in Latvia’s economic diplomacy

State support for entering foreign markets is mostly intended for smaller and 
new businesses which try to enter or establish themselves more thoroughly. Large 
and well-established Latvian businesses only receive help from Latvia’s government 
or municipal authorities when such assistance is requested by the businesses 
themselves. There are many state actors which engage in such activities. These are 
mainly the specific ministries mentioned above: (Ministry of Foreign Affairs, the 
Ministry of Transportation or the Ministry of Economics, or specific state-run 
agencies such as the LIAA). The Latvian Chamber of Commerce and Industry is 
also sometimes involved as a non-governmental actor. Thus state assistance often 
is provided in some form of political assistance, meaning that Latvian authorities 
help with administrative support and/or specific consultative work. This kind of 
action is still seen as necessary by both the public and private sectors in the cases 
of small and medium sized businesses.

The Latvian Chamber of Commerce and Industry defines itself as “a non-
governmental, voluntary organization uniting Latvian companies of different 
sectors. The aim of the organization is to create a favorable business environment, 
represent the economic interests of Latvia’s enterprises and offer business promotion 
services. The LCCI represents business interests through dialogue with national 
and local governments and participates in the drafting of commercial legislation 
in Latvia.”59 The LCCI’s involvement with the government and involvement in 
the drafting of legislation shows the depth of its involvement both in commercial 

58 Ministry of Economy, “Latvijas preču un pakalpojumu eksporta veicināšanas un ārvalstu investīciju piesaistes 
pamatnostādnes 2013.-2019.gadam” [Guidelines on Promoting Exports of Latvian Goods and Services and 
Attracting Foreign Investments for 2013-2019], (2013), 22, http://polsis.mk.gov.lv/view.do?id=4376 
59 Latvian Chamber of Commerce and Industry, About LCCI, http://www.chamber.lv/en/par_mums 
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diplomacy and the economic diplomacy of Latvia. It also represents the two-level 
approach, in which the government deals with domestic players (in this case the 
LCCI, which represents more than 800 Latvian companies), and then pursues the 
created policy internationally. Similarly to the LCCI, the Employers’ Confederation 
of Latvia (LDDK) also is one dialogue partner of Latvia’s government. The LDDK 
is the biggest organization representing the interests of employers. Sometimes the 
role of the LDDK may overlap with the LCCI.

Another non-governmental organization cooperating with the government 
to improve conditions for investment and business in Latvia is The Foreign 
Investors’ Council in Latvia (FICIL).60 FICIL meets regularly with the 
government in meetings jointly chaired by the Prime Minister of Latvia and a 
CEO of a FICIL member’s parent company. Meetings are held on a yearly basis 
to review progress and provide further direction, with the participation of other 
non-governmental organizations, such as above mentioned LCCI and LDDK. 
Mutually agreed issues are incorporated into an “Action Plan to Improve the 
Business Environment in Latvia”.

When looking at the institutional framework of Latvia’s economic diplomacy 
through the lens of theoretical discussion on institutional arrangements, earlier 
in this chapter we saw elements of several models presented. The institutional 
framework of Latvia’s economic diplomacy cannot be described as highly 
centralized, as other ministries are greatly involved in the formulation and 
implementation of external economic activities. There is also a separate 
agency that deals with a particular issue (LIAA – attraction of investments) 
and government institutions are highly involved in various frameworks of 
cooperation with business representatives. At the moment, MOFA has taken the 
role of coordinator of foreign economic policy, and other institutions are pursuing 
issues of their own concerns independently. However, one may also observe that 
the level of centralization and the role of MOFA is gradually increasing, and that 
may be explained by the increasing role of the MOFA due to developments in 
international policy, namely crisis in Ukraine. The role of external economic 
relations is also increasing as a result of recent economic crisis which clearly 
showed the link between the economic performance and political stability of the 
country. In his address to= Parliament on priorities of foreign policy for 2013 the 
Minister of Foreign Affairs of Latvia, Edgars Rinkevičs, noted that “…promotion 
of external economic relations has never been as high on the agenda of the 
Ministry of Foreign Affairs...”61 As a result of the growing importance of external 
economic activity, the government has come up with several policy initiatives to 
improve its performance in this field.

60 Foreign Investors’ Council in Latvia, Background, http://www.ficil.lv/index.php/high-council/ 
61 Saeima, Address of the Minister for Foreign Affairs, Edgars Rinkevics at the Saeima Foreign Policy Debates, 
January 24, 2003, http://www.saeima.lv/lv/transcripts/view/153
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National policy initiatives on improving the investment and 
business environment

In recent years there have been direct steps taken by the government to 
produce policy documents directly linked to economic diplomacy and facilitating 
foreign investment into Latvia. In 2013, the government approved the Guidelines 
on Promoting Exports of Latvian Goods and Services and Attracting Foreign 
Investments for 2013-201962, defining the following areas of action – improving 
the competitiveness of Latvian enterprises, targeted measures to attract foreign 
direct investments, and support for enterprises to enter into foreign markets. The 
policy of attracting investment is aimed at making Latvia’s business environment 
more competitive, and by that, more attractive to foreign investors. The document 
outlines that in order to do this, the government needs to improve the country’s 
macroeconomic indicators, ease bureaucratic procedures, and simplify Latvia’s 
tax policy. The document also talks about the creation of a qualified and skilled 
workforce, as well as the necessary infrastructure to accomplish this goal. The 
main goal of attracting foreign investment is to facilitate the growth of economic 
secretors work towards satisfying foreign demand, i.e. exports, as well as the 
high-tech sectors.

The guidelines’ objective is to create a dynamic promotion of exports and 
investment attraction in which the parties involved would work together, but 
focus on their specific competencies, such as state institutions, the private sector, 
municipalities, and scientific institutions. The guidelines were also developed in 
accordance with previous policy documents, like Latvia’s National Development 
Plan 2014-2020; Latvia’s National Reform Programme for fulfilment of “EU-2020” 
strategic goals; Latvia’s Strategy Development Plan 2010-2013; and other similar 
policy documents.63 The guidelines are also in accordance with the main theme 
of Latvia’s National Development plan – the achievement of an economic 
breakthrough, so in this regard it is completely consistent with the realization of 
Latvia’s industrial policy.

Some of the most noticeable problems that often serve as obstacles for 
an influx of foreign investments are tied with the lack of coherence between 
domestic and foreign economic policies, as well as an inconsistent tax policy, and 
undeveloped infrastructure. The above mentioned guideline policy document 
refers to interviews conducted with investors, in which they admit that their 
decisions on whether to invest in Latvia are made while also considering risks 
associated with the country. These risks have to do with grey economy and 
informal “spheres of influence” which is often a stumbling block for new players 
62 Ministry of Economy, “Latvijas preču un pakalpojumu eksporta veicināšanas un ārvalstu investīciju piesaistes 
pamatnostādnes 2013.-2019.gadam” [Guidelines on Promoting Exports of Latvian Goods and Services and 
Attracting Foreign Investments for 2013-2019], (2013) http://polsis.mk.gov.lv/view.do?id=4376 
63 Ministry of Economy, “Latvijas preču un pakalpojumu eksporta veicināšanas un ārvalstu investīciju piesaistes 
pamatnostādnes 2013.-2019.gadam” [Guidelines on Promoting Exports of Latvian Goods and Services and 
Attracting Foreign Investments for 2013-2019], (2013), 5, http://polsis.mk.gov.lv/view.do?id=4376 
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in the market. This is the reason why Latvia’s government continues its work on 
combating grey economy, and ensuring fair and honest competition. One other 
major factor in improving Latvia’s appeal to foreign investors is to straighten out 
Latvia’s tax policy. To plan and develop long term investments, it is necessary to 
provide a stable, foreseeable, and competitive tax policy, primarily in comparison 
with Estonia and Lithuania, and to provide easy procedures for tax collection.

To address these issues more specifically the government has continued to 
work on a plan that would improve the business environment in Latvia – the 
Action Plan to Improve the Business Environment in Latvia 2013-2014.64 The 
plan is based on systematic and thought-out reforms to ensure transparent 
legislation, less redundancy, and that would set norms which do not interfere with 
the development of businesses. The plan is also consistent with other long-term 
development programs of Latvia’s government. The most common instrument to 
evaluate the business environment in Latvia is the World Bank’s Doing Business 
Index, in which Latvia, over recent years through steady and determent reform, 
has gained high results. Of the 185 countries that were included in the 2013 Doing 
Business Index, Latvia was positioned in 25th place overall and 8th place among 
member States of the European Union. Latvia’s ranking has fallen one place 
compared to the previous year’s index, in which Latvia held 7th place among 183 
countries, while neighbouring Estonia had fallen by two places from 21st in 2012, 
to 19th in 2013. The other neighbouring Baltic country Lithuania has remained in 
27th position.65 The Doing Business Index averages a country’s percentile rankings 
on 10 topics, made up of a variety of indicators, including the process of starting 
a business, protection of investors, and tax policy.66 The 10 different topics means 
this is one of the most comprehensive rankings through which government 
economic and investment policy is measured. Because of the separate ranking 
of every sphere, this could also be considered the most objective, since some 
countries may exceed in some fields, while failing in others.

The Action Plan to Improve the Business Environment in Latvia 2013-2014 
includes several directions that are more relevant to economic diplomacy. The 
first of these is improvements to the process of starting a business. Regardless of 
the fact that Latvia has introduced an electronic registration system for businesses 
www.latvija.lv, there are still ways to optimize the system, while making it more 
efficient and user friendly. This could be done by reducing the business registration 
due if it is done through the electronic system, as well as broaden the functionality 
of e-signature for use on www.latvija.lv. According to the Ministry of Economics, 
these steps would heighten Latvia’s ranking in the Doing Business Index, as well 
as in the Global Competitiveness Index, and in the Index of Economic Freedom. 

64 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013).
65 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013): 4.
66 World Bank, “Doing Business. Methodology,” http://www.doingbusiness.org/methodology 
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The improvements in online services would also increase Latvia’s competitiveness 
with Estonia, which is considered to be one of the pioneering countries with its 
electronic governance initiatives, for which they are famous around the world.

One of the main preconditions of attracting investment is a thought-out legal 
system in which investors are protected. In Latvia this is regulated by the law on 
commerce, law on yearly reviews, financial market law, and the norms of civil law. 
The ranking of Latvia in the Doing Business Index for investor protection has 
significantly decreased over the past few years, placing Latvia only in 70th position 
for investor protection in 2013.67 This is mainly explained by the fact that other 
countries have implemented reforms in this field, overtaking Latvia, but at the 
same time all three Baltic States shared the same ranking.

To improve the protection of investors in Latvia, changes in the law on 
commerce, law on yearly reviews, financial market law came into power in July 
2012. These changes improve the decision making process for businesses, if its 
employees have conflicts of interest, provides for external audits before stocks 
of a company that has conflicts of interest, if it becomes listed on the stock 
market, and gives stockholders rights to demand individual responsibility 
from the chief executive or board members if their company has losses as a 
result of unlawful and unfair actions. Another change outlined in the plan is 
to establish a service that would relegate notices about changes in the register 
of enterprises submitted by one individual to all involved parties. This would 
prevent any conflict of interest and inform respective shareholders and board 
directors about changes in the register. The changes would be done in Latvia’s 
Cabinet of Ministers Provision No. 360 – Rules on paid services provided by 
register of enterprises.68 Raising the responsibilities of executives, as well as 
the introduction of a notice system, would drastically decrease the possibility 
to commit fraud in Latvia’s business environment, making it fairer and a more 
honest investment.

The one of the most vital parts in attracting foreign investment is a 
country’s tax policy. In the Doing Business Index for tax policy, Latvia’s raking 
had actually increased from 52nd in 2013 compared to 62nd in 2012.69 This 
increase in ranking is mainly contributed to the Electronic Declaration System 
of Latvia’s State Revenue Service introduced in 2011, the easing of submissions 
of tax declarations (allowing to submit them once in a quarter, six months 
or a year, depending on turnover), as well as the introduction of a partial 
regulation on micro-businesses etc., in this way reducing time spent on filling 
out tax declaration forms. Regardless of ranking improvements compared with 
previous years, Latvia’s standing in the Doing Business Index tax policy section 
67 World Bank, “Doing Business. Latvia,” http://www.doingbusiness.org/data/exploreeconomies/latvia/ 
68 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013): 33-34.
69 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013): 33-34.
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is still behind Estonia, which is placed 50th, two spots above Latvia. To improve 
Latvia’s standing, the Ministry of Economics began a review of the tax system 
to identify any possible overlapping in the administrative sector and to ease 
some tax regulations.

The Ministry of Economics is proposing a change in the wage tax file, since 
the other revenue service has no information on individuals that would justify tax 
benefits for resident income tax, and this information is not available on other 
state registers. That is why reforms are needed to make an individuals’ tax file 
information electronically available. Currently this information is only available by 
requesting it directly from the individual. This reform would cut the bureaucratic 
and time-consuming process by allowing individuals to submit requests for tax 
benefits electronically through the www.latvija.lv website and receive information 
on current available tax benefits. This process will allow employers access to 
information on their employees in cases when they have chosen to apply for 
tax benefits. The employers will also receive information on current tax benefits 
available to their employees.70 By implementing electronic personal tax files time 
consumed by filling out tax forms will significantly decrease.

Another proposed improvement in the taxation system is an introduction of 
notifications about ceased commercial activity. Since 2011, when the Electronic 
Declaration System was fully introduced in Latvia, there have been cases where 
businesses have not been able to receive value added tax compensations because 
of problems related to ceased commercial activity by their business associates, 
and with that unable to submit their accounting summaries to the revenue 
service. To solve this problem the Electronic Declaration System must include 
notifications about businesses and their associates that have ceased economic 
activity.71 This again would significantly decrease time spent on filling forms 
and accounting summaries, and make doing business in Latvia more efficient. 
Other proposed improvements have to do with optimizing authentication tools 
for the Electronic Declaration System that include the e-signature as well as 
accounts of online banking.

The institutional framework and policy for economic diplomacy implies 
action at both levels – domestic and external – in order to be competitive 
enough on an international scale. Policy initiatives suggest the government 
is pursuing works with the non-governmental sector to facilitate foreign 
investment and create a better environment for business. Other ministries do 
their part by informing and supporting Latvian businesses that wish to enter 
foreign markets, as well as providing useful services to foreign businesses and 
investors looking to enter Latvia. The Ministry of Foreign Affairs is not only 

70 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013): 35-37.
71 Ministry of Economy, “Uzņēmējdarbības vides uzlabošanas pasākumu plāns 2013.–2014.gadam” [Action 
Plan for Improvement of Business Environment 2013 to 2014], (2013): 35-37.
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the coordinator of activities by other agencies, but by itself is representing and 
promoting Latvian businesses abroad, and helping to access foreign markets. 
While there is no universally effective approach, the institutional framework of 
economic diplomacy is applicable for every country. A system of coordinated 
economic diplomacy for Latvia has been adopted to the changing environment 
and issues that are most pressing will be addressed in a particular timeframe. 
The success or failure of the institutional framework may be observed only by 
an in-depth look at the specific issues of economic diplomacy, which are the 
subjects of further chapters.
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THE EXTERNAL TRADE OF LATVIA

Andrejs Jakobsons

Latvia’s geographic location has historically made it attractive in terms 
of participation in international trade. The Hanseatic League still remains a 
symbol of the centuries-old trade arragements around and beyond the Baltic 
region. While the volumes and direction of trade flows have changed over time, 
international trade has remained a significant contributor to economic activity 
in Latvia. This chapter explores recent key trends of Latvia’s external trade, 
and discusses observed changes in the context of the country’s international 
commitments and activities. The importance of economic diplomacy and the 
relevance of a mercantilism approach are also explored in a regional context, 
as past statistics indicate that Latvia has usually been a net importer of goods. 
While the composition and routes of trade have changed over the centuries, 
interest for participating in international trade has remained constant. The 
following paragraphs provide an overview of recent key changes in the 
governing principles concerning external trade.

Latvia presents an interesting case example of a country which has 
built a market economy by following a mostly liberal approach towards its 
external trade policies. Entry into the World Trade Organization (WTO) in 
1999 and joining the European Union (EU) in 2004 are two major steps in 
this direction. Therefore, it is not surprising that Latvia has been frequently 
ranked internationally as a country with a liberal foreign trade regime. The 
most recent available comparison has been carrried out by The Information 
Technology & Innovation Foundation in the context of its newly developed 
Global Mercantilist Index, which ranks Latvia as “Low” (and represents a 
“least egregious” trade policy).72 In fact, all of the ranked countries of the 
EU (i.e. some of Latvia’s most significant trade partners) fall under this 
category. The most notable countries resorting to the mercantilist approach 
are the larger, developing countries (China and India are ranked as “High” in 
terms of their trade policies in the Global Mercantilist Index) indicating that 
a country’s size may be one of the factors determining its ability to implement 
such policies. From Latvia’s perspective it is important to note that Russia 
(an important trading partner) is ranked among countries with a “Moderate-
High” mercantilist approach.73 

72 Wein A. Michell, Ezell J. Stephen and Atkinson D. Robert, “The Global Mercantilist Index: A New Approach 
to Ranking Nations’ Trade Policies,” The Information Technology & Innovation Foundation, (2014): 3-4.
73 Wein A. Michell, Ezell J. Stephen and Atkinson D. Robert, “The Global Mercantilist Index: A New Approach 
to Ranking Nations’ Trade Policies,” The Information Technology & Innovation Foundation, (2014): 3-4.
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The overall economic trends of Latvia (1990-2014)

Looking back at the time period since regaining independence, the overall 
macroeconomic developments in Latvia have been positive as the country has 
gradually narrowed its income gap with countries of the European Union. 
We begin by briefly evaluating Latvia’s economic trends in order to assess the 
importance of international trade in a macroeconomic context. In addition, we 
will explore key patterns of international trade. 

Latvia’s recovery from post-transition shock was briefly slowed down first 
of all during the domestic banking crisis in the mid-1990s. Then an external 
economic shock was experienced during the Russian financial crisis of 1998. On 
this occassion the external trade of Latvia was significantly affected and Latvian 
exporters resorted to reorienting towards Western European countries as 
changes in the real exchange rates of the CIS countries did not favor continued 
expansion of Latvian exports. Joining the WTO in 1999 and EU in 2004 were 
the next significant economic milestones as access to foreign markets was eased 
and the internal EU market opened up creating potential opportunities for 
exporters. More recently, however, the economic development of Latvia was 
seriously disrupted by the global economic crisis which severely escalated some 
external disbalances of the Latvian economy (namely, the huge current account 
deficit carried by Latvia before the crisis began). As a result, a rebalancing of 
the economy took several years and unprecedent efforts on the fiscal policy side 
reduced average income levels by nearly a quarter. Latvia has, during the past 2-3 
years, returned to a growth path and a much more balanced economy, however, 
questions regarding maintaining and improving the competitive position of the 
country remain open. 

The external balance of the Latvian economy

Overall, Latvia’s economy has been open to international trade in past decades. 
Due to stagnating domestic demand in the early years of transitioning to a market 
economy, trade was perceived as an opportunity for reviving domestic economic 
activity. However, the outcomes of external trading were not as favorable as 
expected. According to the Central Statistical Bureau of Latvia the Latvian trade 
balance for goods recorded a surplus in the early 1990s (1992-1993), but has 
remained negative during following years. This observation suggests the overall 
competitiveness of Latvian goods has to be questioned. In addition, it has to be 
admitted that due to the small size of the domestic economy it is unlikely Latvia 
can become an international competitor in, for example, heavy industries. At the 
same time Latvia’s external balance of services has remained positive throughout 
the last 20 years. The key advantage is Latvia’s ability to serve as a transit location 
servicing the East-West flow of goods, and natural resources. Overall, Latvia’s 
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involvement in foreign trade has expanded opportunities for a number of 
domestic industries, however, on a net basis Latvia’s position in terms of gaining 
from trade activities has been mostly negative. 

When describing the patterns of Latvia’s foreign trade it is usually quite 
easy to link them with certain international economic and political events 
taking place. The following graph provides a summary of Latvia’s key external 
trade indicators. They are calculated in percent of GDP in order to ensure 
comparability. 

Figure 1. Key Indicators of External Trade of Latvia (% of GDP)74

Figure 1. confirms the observation regarding the openness of Latvia’s economy –  
overall external trade turnover in Latvia has been close to 100 percent of the 
GDP during most of the period since the year 2000. In addition, one can observe 
a signficant increase in the openness of the economy after the crisis, with an 
external trade turnover increasing to more than 120 percent of the GDP. While 
during the early period of the crisis (2009) this was influenced by the significant 
drop in real GDP, since 2010 this openness has increased due to expanding 
exports and imports. 

Looking separately at the trends of exports and imports we can conclude the 
Latvian economy had severe problems of competitiveness in the early twenty-first 
century. In 2000-2008 the external trade deficit (for goods and services) of Latvia 
was between 10 and 20 percent of the GDP each year. Figure 1. also shows the 
situation escalated after joining the European Union (in 2004) as trade deficits 
immediately exceeded 15 percent of the GDP and reached 20 percent in 2006. 
Most of this escalation can be attributed to factors that boosted domestic demand –  
74 Database of the Central Statistical Bureau of Latvia, Web site, http://data.csb.gov.lv/pxweb/en
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a lending and consumption boom triggered by consumer optimism, loose 
government spending, and a loss of external compeitiveness due to unfavorable 
real exchange rate changes (higher domestic inflation). Moreover, the negative 
trade balance also meant something that the mercantilists of the past perhaps 
would not have appreciated – the country was rapidly accumulating external debt. 

External trade has become much more balanced following the recent 
crisis. The net gap between exports and imports now accounts for less than 
5 percent of the GDP. Given that Latvia imports most of its natural resources 
and fuel, this can perhaps be considered a sustainable situation. In terms of 
external competitiveness the good news is that after the crisis export growth has 
exceeded the growth of imports, indicating that domestic demand, so far, has 
not triggered an escalation of import spending. 

The direction of trade

As noted in the previous subchapter, the Latvian economy has become more 
open to trade (with a few notable exceptions – in the aftermath of the Russian 
crisis in 1998, and the recent economic crisis during 2008-2010). We will now 
discuss some regional trade patterns, focusing on trade flows, as well as any 
changes observed. 

As already noted, during the early period of transition to a market 
economy, trade flows mainly followed the patterns of the Soviet era with 
the CIS countries playing a significant role. During the 1990s trade patterns 
started to change in favor of Western European partners. A significant trigger 
for reorientation was the Russian financial crisis in 1998. A number of Latvian 
industries (most notably the food processing industry) experienced a sharp 
decline in export volumes due to falling purchasing power in the CIS countries. 
Although the fall in demand may have been temporary at that time, steps taken 
by most of the enterprises affected were quite radical – a reorientation towards 
Western European markets was clearly on the agenda to maintain profitablity 
and production volumes. As a results, the share of goods exports destined for 
CIS countries dropped from about 30 percent of total exports goods in 1997, 
to just 8.7 percent in 2000. 
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Figure 2. Exports of Goods to the EU15 and CIS Countries  
(% of total exports)75

The figure above also presents an unexpected story about export destinations 
for Latvian goods after 2004. It turns out that after joining the EU the relative 
share of Latvian exports going to Western European countries (EU15) has 
declined considerably. Meanwhile, exports to CIS countries have increased 
in terms of absolute volumes and the relative share (an increase from roughly 
11 percent of total exports in 2004 to 16 percent in 2013). This observation 
somewhat contradicts the usual rhetorics of Latvia’s benefits of entering the EU, 
and it deserves to be explored in more detail later on. 

On the importing side the situation looks different. In fact, the share of CIS 
countries’ imports has declined during Latvia’s EU membership (from 16.4 percent 
in 2004 to 12.3 percent in 2013). Statistics on the volumes of trade in absolute 
terms have been less volatile, which most probably indicates that imports are less 
likely to fluctuate due to Latvia’s heavy exposure to natural resource imports from 
CIS countries. The growing share of imports from the EU15 mostly represents 
an income-sensitive consumer, and investment goods (a dramatic decline was 
observed only in 2009 as domestic consumption and investment spending 
collapsed). The growing category “Other” (as per Figure 3.) mainly represents 
those member states of the EU which joined the Union in 2004 (in particular, the 
closest ones – Estonia and Lithuania). 

 

75 Database of the Central Statistical Bureau of Latvia, Web site, http://data.csb.gov.lv/pxweb/en 
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Figure 3. Imports of Goods From the EU15 and CIS Countries  
(% of total imports)76

Overall, patterns on the importing side are more consistent with the story 
of deeper trade integration with EU countries. Probably, the only somewhat 
surprising observation is that the share in imports from the EU15 (i.e. the “Old” 
EU member states) has been declining consistently. The most likely explanation 
for this trend is that those EU member states which joined after 2004 (included 
in the category “Other” in Figure 3.) have become more important trade partners 
in the past 10-15 years as their exporting industries have strengthened. This 
would also be in line with usual observations in international trade theory, that 
in the absence of country-specific trade restrictions the closest neighbouring 
countries are also the most significant trade partners. Specifically, in Latvia’s case, 
the exporting industries of Estonia, Lithuania, and Poland play a much more 
significant role than they did a decade ago, and their exports to Latvia have in 
many cases substituted earlier Latvian imports from the EU15 countries. 

The changing principles of cooperation – from bilateral to 
multilateral?

As noted earlier, since regaining independence Latvia’s approach in the area of 
foreign trade has focused on liberalization. Key signficant events for the viewpoint 
to pursue greater open trade with other countries included joining the World 
Trade Organization (WTO) in 1999 and entering the EU single market in 2004. 
The latter step was particularly significant as Latvia became part of the European 
Union Customs Union (EUCU), therefore applying the principle of common 
external tariff. From the policy makers’ perspective, however, this step removed a 

76 Database of the Central Statistical Bureau of Latvia, Web site, http://data.csb.gov.lv/pxweb/en 
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historically important tool which enabled the country to influence foreign trade 
flows by changing the trade restrictions in force. Building a competitive advantage 
through Latvian exports became an even more important aspect of success due to 
an increase in external competition. 

Changes in the external trade patterns of the Latvian economy have been mixed. 
On one hand external trade volumes have been growing quite rapidly. On the other, 
Latvia’s net trade position has remained consistantly negative during the last 20 years. 
In other words, total imports have exceeded total exports, leading to continued 
discussions about the beginnings of this problem, as well as possible steps to be taken. 

The concept of mercantilism in a historical context is associated with countries 
focusing on achieving a positive external trade balance, thus being able to accumulate 
higher reserves by expanding exports in terms of volumes and geographical 
destinations. The modern version of this approach would include active efforts in 
economic diplomacy in order to boost a country’s external balances. Let’s take a 
look at the steps and achievements of Latvia from this perspective.

In the early 1990s Latvia’s international trade relationships were mostly based 
on establishing and developing bilateral connections. As Latvia was not a member 
of any major trading arrangements, this process was probably the only feasible 
solution at that time. Individual negotiations can become a relatively lengthy 
procedure, but by the end of the 1990s Latvia had established and signed trade 
treaties with most countries in the region. Entry into the WTO, which took place 
in 1999, was the next logical step in developing relationships with major trading 
powers of the world. Meanwhile, some of Latvia’s own major trading partners 
remained outside the WTO and existing bilateral links still proved to be useful 
(although one might argue those provided Latvia with less bargaining power). 
In 2004 Latvia joined the EU and effectively lost its direct influence over, for 
example, external tariffs. On the other hand, this step promised to possibly bring 
Latvia more bargaining power with respect to third countries. Certainly, the EU 
domestic market also became more accessible throughout that period. We have 
already pointed out aspects related to Latvia’s strategic choices, now let’s consider 
how these has affected Latvia’s possibilities for using tools of economic diplomacy.

From East to West (and back?)

As indicated earlier, the share of international commodity trade by destination 
have changed considerably during the past 20 years. One specific pattern that 
probably may surprise many readers is that Latvia’s share of exports going to CIS 
countries has in fact increased after they joined the European Union (see Figure 2.).  
As we have already discussed the dynamics of this process in terms of statistics, 
let’s take a look at the economic logic behind this trend. During the process of 
acceding to the EU, one of the messages from Latvian policy-makers was that 
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this step would allow Latvia to benefit to a greater extent from the ability to trade 
without restrictions with EU member states. Indeed, export volumes increased 
after EU entry and declined in absolute terms only during the 2009 crisis. At the 
same time we can clearly observe an increase in importance of CIS countries as 
export destinations. The share of goods exports to this group of countries has been 
rising and reached 16 percent in 2013. Although the trade sanctions imposed in 
2014 will have a negative impact on overall volumes, the CIS economies remain 
important export destinations for the Latvian food processing industry. 

Consequently, a question arises – what are the key reasons behind CIS countries 
becoming relatively more important trade partners during Latvia’s EU membership? 
Several aspects should be considered here. First, CIS countries remain important 
partners due to the geographical proximity and past contacts (again, let’s remember 
that the share of exports to CIS countries exceeded 30 percent of total exports in 
the mid-1990s). Second, the competition in EU export markets is very high and 
the stagnating demand for imports during the crisis forced Latvian exporters to 
consider higher risks associated with exports to CIS countries. Third, examining the 
international efforts of top Latvian officials to strengthen trade links it seems that a 
considerable amount of effort has been directed towards the former Soviet Union 
area. Perhaps the approach taken suggests that economic diplomacy efforts towards 
Eastern partners are more productive. 

Another interesting question to explore would be the following – does this trend 
represent Latvia’s competitive advantage in cooperation with CIS countries? The 
answer to the question posed above might need a deeper explanation. Indeed, if we 
look at the diplomatic efforts of Latvian authorities in recent past, we can observe 
there have been considerable attempts to promote export to countries in the CIS area. 
In addition to that, Latvia has attempted to develop its role as an EU country that can 
be used as an entry point for business, for example, the countries of Central Asia. 

The recent move towards developing trade links by top Latvian officials (most 
notably the President of Latvia) has taken the approach of exploring cooperation 
possibilities outside the usual list of Latvia’s trading partners. For example, recent 
visits by President Andris Bērziņš have, among others, included the following 
countries: Uzbekistan, Tajikistan, and Mongolia. This approach may have been 
driven by the stagnation of the European economy. Besides, the post-crisis 
situation may serve as an opportunity to take a fresh look at the possibilities of 
developing new markets. It is not surprising that these visits attract considerable 
delegations of entrepreneurs who are interested in building closer links with these 
countries. Moreover, being part of the President’s delegation seriously boosts the 
importance of visiting entrepreneurs. 

One could say the traditional trade partners have received less support from 
top-level officials in Latvia. In addition to the macroeconomic aspects related to 
the stagnating economies of Western European countries, perhaps this can also be 
explained by the fact that key building blocks of cooperation are already in place 
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for entrepreneurs – a customs union with almost no restrictions on investment 
and financial flows, and the free movement of labour force etc. This could be the 
key explanation for the recent focus on those less common cooperation partners. 
The strategy certainly is quite interesting, and plays well with developing Latvia as 
a prime cooperation partner in the EU for Central Asian countries. Whether this 
approach will indeed work to the benefit of Latvia and its businesses remains to 
be seen, however, being an early entrant in a certain market may certainly bring 
higher dividends in the longer term. 

An interesting question arises about the driving forces in the area of economic 
diplomacy. On one hand, entrepreneurs exploring certain markets may sooner or 
later come to the conclusion that additional efforts at a state level may boost their 
opportunities. On the other hand, sometimes it may be sensible for state institutions 
to drive the process of accessing new markets for strategic reasons, with the support 
of entrepreneurs. In the case of Latvia during the past few years, initiatives related to 
building trade and investment links seem to be coming from top officials rather than 
entrepreneurs who have already made the first steps. Therefore, it can be concluded 
that this approach is based on the strategic efforts of officials to develop promising 
new trade directions. In a way it is an attempt to provide support to entrepreneurs, 
and develop and diversify trade directions which they might not have considered as 
profitable and/or strategically important themselves. 

Past trends indicate Latvia’s choice in terms of foreign trade partners has an 
important share of the “risk vs. Return” dilemma. There have been several occasions 
during the past 20 years when increasing export volumes, to certain destinations, 
are negatively affected by external factors, thus disrupting the functioning of 
domestic enterprises. The first case to consider was the 1998 Russian financial 
crisis, which negatively affected demand for Latvian exports in CIS countries. 
Exposure to the Russian market in the face of the 2014 economic sanctions and 
their counter-measures has more recently hit some of the food industry enterprises 
and farmers. A number of less significant events have also occured in the past (for 
example, product-specific restrictions on the exports of Latvian-produced sprats 
in the Russian market). These situations are rather difficult to predict from the 
entrepreneurs’ side, however, they should definitely be part of the risk vs. return 
calculation. Economic diplomacy can certainly play its role here, too. The success of 
diplomatic efforts, however, may depend on non-economic factors.

Finally, it is also important to mention that entrepreneurs quite often work 
hard in establishing their own cooperation insitutions for accessing foreign 
markets. Regarding Latvia the two key institutions representing entrepreneurs 
are the Employer’s Confederation of Latvia, as well as the Latvian Chamber 
of Commerce and Industry. Both attempt to provide their own channels of 
communication with foreign countries. The Employer’s Confederation of Latvia 
has established Cooperation Councils with several countries on a bilateral basis 
(Russia (in cooperation with the Latvian Chamber of Commerce and Industry), 
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Ukraine, Belarus, Kazakhstan, Azerbaijan, and Armenia). These councils attempt 
to provide a direct link with entrepreneurs of a respective country, ensuring 
mutual problems are discussed and addressed. This approach also provides a 
unique opportunity to impact on the decision making process with the help of 
foreign counterparts. 

Conclusions

Summarizing the discussion in this chapter we can conclude that the Latvian 
economy has in the past 20 years much more open in terms of external trade, and 
has of late been able to transform into a more balanced model of development 
(the dramatic trade deficits of the previous decade have been largely eliminated). 
Broadly speaking, this has improved the external position of the economy – 
growth is not based on the extensive accumulation of private and public external 
debt anymore. However, if we are looking from the point of view of the classic 
mercantilists, there is still a lot to be done in terms of achieving a positive external 
trade balance. A high export goal remains important for a number of industries 
in Latvia, as the limited domestic demand in a small country limits rapid growth 
opportunities in a domestic market. Certainly, one could argue that the EU 
Customs Union should have created attractive growth opportunities for Latvian 
enterprises. However, the trends of Latvian exports, as well as economic diplomacy 
efforts, suggest that CIS countries have remained an attractive export destination 
for a number of Latvian industries. While this observation may be obvious in 
service exports by Latvian transportation and infrastructure companies, the trend 
applies particularly to exporters of goods as well (as suggested by the growing 
share of goods exports to CIS countries since Latvia’s entry into the EU). At 
this stage it remains unclear whether events related to the 2014 Russia-Ukraine 
tensions will play a permanent role in affecting trade volumes. 

In addition, the approach taken by authorities in setting the agenda for 
economic diplomacy has been driven by officials rather than entrepreneurs. It 
seems that in Latvia’s case this approach could be appropriate when attempting to 
establish new trade relationships. This approach also allows Latvia to actively drive 
cooperation with partners who perceive Latvia as an entry point for establishing 
longer-term partnerships inside the EU. The long term benefits of these efforts 
remains to be seen, however, the appproach is certainly interesting from the 
perspective of the diversifying geography of trading partners. Involvement 
of entrepreneurs in driving dialogue about attractive trade links may also be a 
promising direction to take.
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THE INVESTMENT POLICY OF LATVIA

Gatis Pelnēns

“The name of the game, for governments  
just as for firms, is competition.”77

The promotion of investment is an essential issue of economic diplomacy 
where a country’s domestic policies play just as important role as its efforts 
abroad. Countries are competing with each other to attract investment, while at 
the same time pushing other countries to gain market access for their national 
companies and attempt to protect their domestic markets by covert, or overt, 
trade barriers.78 The activities of investment policy may be presented in two 
directions – inward and outward investments, and both of these directions 
indicate different policy actions to address. 

The attraction of inward investments is the most complex task for the 
government as it requires a reasonable balance between attracting foreign 
firms and protecting the national one’s. Thus, different actors at various levels 
of decision-making, as well as activities that shape the domestic environment 
for investing in the country, are important elements of investment policy. It is 
also closely related to such matters as judiciary processes, levels of corruption, 
an overall image of a country (country branding), as well as the development of 
standards of protection of investments. 

Regarding outward investments, ability, ambition, and the willingness of 
domestic businesses to invest abroad is of key importance and assistance to 
local businesses. The latter is mainly related to providing local businesses with 
information on market access, and restrictions and the operation of investments 
in other countries, however activities on the international fora to facilitate the 
development of an investment friendly environment in other countries is also 
important in this context.

 In order to provide an overview of the above-mentioned issues of investment 
promotion it must be taken into account that both directions of investment 
promotion emphasize a different set of activities. Most of the attention in this 
chapter will be drawn to inward investments, as it is regarded as the main goal of 
Latvia’s investment policy. 

77 Strange, S., “States, Firms and Diplomacy,” International Affairs (Royal Institute of International Affairs 
1944-) 68, no. 1(1992): 10.
78 Saner, R., Yui, L., “International Economic diplomacy: mutations in post-modern times,” Discussion Paper 
No. 84, Netherlands Institute of International Relations “Clingendael” (2003): 3,  
www.clingendael.nl/cli/publ/diplomacy/pdf 
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Foreign direct investments in Latvia 

The first Foreign Direct Investments (FDI) in Latvia in the first half of the 
1990s came from Scandinavian countries (telecommunications, retail, and the 
trade and banking sectors), and Germany and Russia (energy sector).To a large 
extent inflow of these FDI’s were related to the privatization process, however 
foreign capital was also required for the modernization of infrastructure and 
overall development of some sectors. The share of FDI’s from Scandinavian 
countries increased significantly as a result of the 1998 Russian crisis, thus 
becoming major investors in Latvia.79 The stock of FDI’s, at the end of 2000, 
was estimated at more than five million euros and was mostly spread through 
the sectors of financial activities, sale and retail, transportation, and storage and 
manufacturing.80 After setting a clear course to the EU, FDI gradually increased 
until Latvia joined the EU and FDI inflow rose by more than 150 percent (see 
Figure 4). This can be explained by the trust of foreign investors in the EU 
as a facilitating element to the stable investment environment. The financial 
crisis prompted a sharp fall in foreign investment, however, and following 
the implementation of rather extensive austerity measures, the confidence of 
foreign investors is gradually increasing. The pace of FDI flow increase changed 
in 2009 as an aftermath of strict austerity policies but kept improving until 2010 
when there were several company sales carried out. Although decreasing in last 
two years, FDI flows have stabilized.

Figure 4. Foreign Direct Investment flow81

The major direction of FDI inflows are to EU countries where Sweden has 
the largest share of the FDI (23 percent) and the share of other top EU investors 
comprises up to 45 percent. An increase of investments from Russia and the CIS 
was facilitated by changes in the Law on Immigration in 2010, which stipulated 
that temporary residence permits could be issued to people who purchased one or 

79 Foreign investments in Latvia, n.d., http://balticexport.com/?article=arvalstu-investiciju-vide-latvija&
80 Data source: Central Statistical Bureau of Latvia, Web site, http://www.csb.gov.lv/
81 World Bank. World Development Indicators 2005-2007.
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more real estate properties, or made an investment in the equity of a company.82 
The situation has significantly changed after amendments to the law that set the 
minimal limit of such transactions higher.

In regards to sectoral division, services account for around 75 percent of 
the overall FDI inflow, with emphasis on financial and real estate sectors, and 
telecommunications. At the same time, we can also observe significant growth of 
FDI in manufacturing from 2007-2013 (by around 95 percent), which is mainly 
due to the development of manufacturing of construction materials, and timber.83 
(Both comprise of nearly 60 percent of the overall share of FDI stock in the 
manufacturing sector.)

The every market for FDI has its advantages and disadvantages in a world 
where countries compete for attracting investments. For example, high-income 
countries usually have better infrastructure and human capital for investments,84 
however the markets of developing countries have less competition and promise 
potentially higher returns in profit. In order to develop a friendly investment 
environment, countries are expected to eliminate restrictions on market entry, 
ownership, or operations of foreign businesses, and offer incentives to attract 
investments.85 Proactive action of countries to ensure non-restrictive treatment 
and a stable domestic environment, as well as acknowledging and promoting 
their advantages towards others, is of great importance, as it is suggested that: 
“FDI is largely reactive to prevailing conditions and is not principally a source 
of entrepreneurship and creativity but rather is able to exploit favorable host 
country conditions,”86 relevant to the investment environment, and address major 
strengths and challenges for attracting investments.

Latvia’s FDI environment

Along with participating in external economic activities, domestic 
conditions and developing policies towards attracting inward investment, or 
stipulating outward investment of local companies, are the most important 
variables for characterizing the investment environment of a country. As Susan 
Strange puts it: “The enterprise can operate in […] territory even if it just sells 
goods or services to people living there-only by permission and on the terms 

82 Foreign investments in Latvia, http://balticexport.com/?article=arvalstu-investiciju-vide-latvija&
83 Manufacturing of construction materials and timber comprise near 60% of the overall share of FDI stock in 
manufacturing sector. See Foreign investments in Latvia,  
http://balticexport.com/?article=arvalstu-investiciju-vide-latvija&
84 Mody, A., Foreign direct investment and the world economy (New York: Routledge, 2006), 11.
85 UNCTAD, Investment, Trade and International Policy Arrangements, World Investment Report (Geneva: 
United Nations, 1996), 174-178, http://unctad.org/en/Docs/wir1996_en.pdf
86 Mody, A., Foreign direct investment and the world economy (New York: Routledge, 2006), 11.
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laid down by the government.”87 Domestic dimension in the FDI environment is 
one of the key factors for attracting FDI, and there is a vast number of variables 
(GDP, consumer prices, employment costs, inflation, ease of doing business, 
availability of infrastructure, etc.) that investors take into account when 
considering investing in another country.

The domestic dimension 

The geographic location between the EU and the Commonwealth of 
Independent States (CIS), infrastructure, a stable monetary policy, and market 
opportunities for foreign investors, are basic factors fostering FDI inflows. 
Sustainable and stable growth rates, together with high standards for investments, 
provide a substantial argument for companies interested in investing in Latvia. 
Also, direct incentives (taxation benefits, flexibility of the real estate market, 
opportunities for merger and acquisition, and access to the EU structural 
fund support), as well as indirect incentives (memberships in international 
organizations, domestic and regional stability, as well as a developed financial and 
legislative base), stipulate the interest of investors.88

The Commission of Strategic Analysis under the auspices of the President of 
Latvia in its proposals for attracting investments, names geographical location and 
climate, the potential for agricultural production, skilled labor and the availability 
of infrastructure, as basic elements that Latvia can provide to attract FDI.89 An 
assessment by the Bureau of Economic and Business Affairs of the US Department 
of State also emphasizes Latvia’s location as a regional hub, through infrastructure 
(ice-free ports, railway connections, and road network connections), and a well-
educated, multilingual, cost-competitive work force with the fourth lowest labor 
costs in in the EU, as well as having a competitive tax policy.90 

Recognizing its constraints as a small country, with a small market and limited 
access to raw materials, Latvia puts great emphasis on liberal economic policies 
as a means to attract foreign investment. This is also evident by looking at some 
of the major international measures of interest to potential investors.91 Latvia is 

87 Strange, S., “States, Firms and Diplomacy,” International Affairs (Royal Institute of International Affairs 
1944-) 68, no. 1(1992): 7.
88 James, O., “Foreign Direct Investment in Latvia ‘s Quality, not Quantity,” The Baltic Times, September 17, 
2009, http://www.baltictimes.com/news/articles/23537/#.VGSR9k0cTYw 
89 Stratēģiskās attīstības komisija, “Priekšlikumi investīciju piesaistei ilgtspējīgas tautsaimniecības struktūras 
un darba vietu veidošanai Latvijā” [Proposals for investment in the sustainable economic structures and job 
creation Latvian], (2011), 36.
90 U.S. Department of State, Bureau of Economic and Business Affairs. See Investment Climate Statements 
2014 – Latvia, http://www.state.gov/e/eb/rls/othr/ics/2014/228924.htm
91 Heritage Foundation’s Economic Freedom index, World Bank’s Doing Business Report “Ease of Doing 
Business”, TI Corruption Perceptions index, Global Innovation Index, World Bank GNI per capita named as 
of interest to investors in particular by U.S. Department of State, Bureau of Economic and Business Affairs. See 
Investment Climate Statements 2014 –Latvia, http://www.state.gov/e/eb/rls/othr/ics/2014/228924.htm; and also 
Global Opportunity Index
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regarded as a high income economy92 by the World Bank with a GNI per capita 
of US 15,28093 and the highest GDP growth in the EU in 2012 and 2013.94 In the 
Global competitiveness Index, Latvia ranks 42nd out of 144 countries, showing 
growth in most requirements in comparison with previous years. The best results 
are indicated by fulfilling basic requirements for competitiveness (institutional 
performance, infrastructure, macroeconomic environment, health, and primary 
education) where Latvia’s progress has increased rapidly (from 54th to 34th place), 
and also efficiency enhancing determinants (higher education, efficiency of the 
goods and labor markets, financial market development, technological readiness, 
and market size) have shown improvement (from 48th to 36th place) in the last 
year. At the same time, Latvia still lags behind on innovation and sophistication 
factors, where, despite improvement the country’s performance is rather low.95 In 
the World Bank’s Doing Business survey, Latvia is ranked as high as 23rd among 
185 countries96. Latvia has been recognized as an example for restructuring the 
business environment because of structural reforms implemented by government 
which have stabilized the market, and increased the trust of investors.97 Latvia also 
ranks 42nd in the Index of Economic Freedom98 and 24th in the Global Opportunity 
Index,99 as well as having stable credit ratings,100 thus showing great promise for 
investors to invest in a secure and developing environment. 

These preconditions for attracting FDI look positive, however with a FDI stock 
of US 15654.4 million in 2013, Latvia ranks 89th out of 202 countries, according 
to data by UNCTAD101, and is a country with one of the smallest FDI stocks in 
the EU.102 Structural reforms to tackle regulatory barriers and improvement the 
legal basis for business are named as major factors which have increased Latvia’s 
competitiveness, and substantially improved the investment climate.103 

Despite positive developments in the business environment, there are still 
issues to be addressed, namely, corruption, law enforcement, government 

92 World Bank, “Country and Lending Groups,” http://data.worldbank.org/about/country-and-lending-groups
93 World Bank, http://data.worldbank.org/indicator/NY.GNP.PCAP.CD
94 Eurostat, http://epp.eurostat.ec.europa.eu/tgm/table.
do?tab=table&init=1&plugin=1&language=en&pcode=tec00115
95 Schwab K., eds., “The Global Competitiveness Report 2014–2015,” Insight Report, World Economic Forum, 
Geneva, 2014, http://reports.weforum.org/global-competitiveness-report-2014-2015/ 
96 See Economy Rankings, http://www.doingbusiness.org/rankings
97 Doing Bussiness, “Latvia: maintaining a reform state of mind,”, 32, http://www.doingbusiness.org/~/media/
GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB13-Chapters/DB13-CS-Latvia.pdf 
98 Index of Economic Freedom, http://www.heritage.org/index/country/latvia 
99 Global Opportunity Index. Rankings, http://www.globalopportunityindex.org/opportunity.taf?page=rankings
100 Credit Rating’s by Moody’s, S&P and Fitch, http://countryeconomy.com/ratings/latvia 
101 UNCTAD Statisatics, http://unctad.org/en/Pages/Statistics.aspx 
102 Eurostat, Latvia ranks 27th by inward FDI among EU28, http://epp.eurostat.ec.europa.eu/statistics_explained/
index.php/Foreign_direct_investment_statistics#FDI_stocks 
103 Doing Bussiness, “Latvia: maintaining a reform state of mind,”, 32. http://www.doingbusiness.org/~/media/
GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB13-Chapters/DB13-CS-Latvia.pdf 
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procurement,104 a shortage of skilled labor,105 productivity, and reforms in 
education etc.106 Investors are also expecting improvements in the efficiency of the 
court system107; more access, transparency, and predictability of decision-making 
processes.108 The domestic economic environment is perceived as enabling and 
empowering when local businesses show high performance, growth, and the 
ability to produce goods and services with added value. The performance of 
local businesses and evaluation by foreign companies is an important element 
for assessing the investment environment. In a study by Swanbank in 2012, it 
was concluded that uncertainty and problems in the business environment are 
main obstacles preventing foreign investors from investing in Latvia. The share 
of the “shadow economy,” legal and bureaucratic problems, as well as the poorly 
performing judicial system, are named as the most negative aspects. Other aspects, 
such as the small market, limited purchasing power, or a lack of innovation, are 
not considered important according to foreign businesses operating in Latvia.109 
Overall, foreign investors evaluated Latvia’s investment attraction as average (with 
6.4 points out of 10).110

For local business there is enough potential for the increasing of outward 
investments, in Latvia’s case however, a lack of ambition, leadership, management 
skills, and the perspective of long-term planning111 are restraining their growth. 
This, in turn, leads to a limited perspective on developing and expanding 
businesses. As noted in Guidelines on Promoting Exports of Latvian Goods and 
Services and Attracting Foreign Investments for 2013-2019, lack of knowledge 
and skills in entering foreign markets and overcoming barriers to trade, restrain 
companies to export and invest abroad.112 Therefore, providing information and 
promoting the transparent, predictable and favorable conditions of external 
markets is an important task government is expected to provide input on.

104 U.S. Department of State, Bureau of Economic and Business Affairs. See Investment Climate Statements 
2014 – Latvia, http://www.state.gov/e/eb/rls/othr/ics/2014/228924.htm
105 Heritage Foundation. Economic Freedom index, http://www.heritage.org/index/country/latvia
106 Stratēģiskās attīstības komisija, “Priekšlikumi investīciju piesaistei ilgtspējīgas tautsaimniecības struktūras 
un darba vietu veidošanai Latvijā” [Proposals for investment in the sustainable economic structures and job 
creation Latvian], 36-37.
107 FICIL, Position Paper on Proposals for Facilitating Efficiency of the Court System,  
http://www.ficil.lv/hidden/HC2013%20documents/webbbbb/13%2005%2026_Court%20systems_ENG.pdf
108 FICIL, Position Paper on the Security and Protection of Investment, Position Paper no 2, May 30, 2014. 
109 Swedbank, News, Uzņēmējdarbības kompetences centra pētījums, https://www.swedbank.lv/zinas/27.03.2012
110 Swedbank, News, “Ārvalstu investori Latvijas pievilcību vērtē kā vidēji labu — ar “6,4” ballēm” [Foreign 
investors Latvian attractiveness fairly good – with “6.4” points], Uzņēmējdarbības kompetences centra pētījums, 
01.12.2011., https://www.swedbank.lv/zinas/01.12.2011/1/ 
111 Stratēģiskās attīstības komisija, “Priekšlikumi investīciju piesaistei ilgtspējīgas tautsaimniecības struktūras 
un darba vietu veidošanai Latvijā” [Proposals for investment in the sustainable economic structures and job 
creation Latvian], 36-37.
112 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas preču un pakalpojumu eksporta veicināšanas 
un ārvalstu investīciju piesaistes pamatnostādnes 2013.-2019.gadam” [Guidelines on Promoting Exports of 
Latvian Goods and Services and Attracting Foreign Investments for 2013-2019,  
http://polsis.mk.gov.lv/view.do?id=4376 
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The external dimension 

The importance of external economic relations and the role of Economic 
diplomacy is apparent, realizing that developments in the global economy have a 
significant impact on Latvia’s economic performance per se and its FDI environment 
in particular.113 Activities of the country in an external fora provide the means to 
communicate a positive image of the country’s investment environment, and promote 
national companies and products, as well as ensuring its involvement in shaping 
an international regulatory environment for investments. The external dimension 
of the promotion of investments is a direct manifestation of economic diplomacy, 
where goals may be attained by both direct communication, and international 
cooperation through bilateral relationships and multilateral frameworks. 

Direct communication with potential and already established investors 
through foreign representations, diplomatic missions, and assistance promoting 
business relations between companies, brings “the right message” to the 
investment environment and opportunities for the country. Successful, direct 
communication may shape the attitude of a potential investor to a positive end. 

Latvia has been rather active in this matter – external economic relations 
have become one of the primary goals of foreign policy.114 Government has 
approved a widening network of foreign representations with an emphasis on 
the development of economic ties115, and government agencies are involved in 
the direct promotion of contact between businesses116, or through networking 
infrastructure with business representatives.117 Regarding the direct promotion of 
contact between businesses, there are several ways in which government agencies 
and institutions are involved: official state visits abroad are usually supplemented 
by business delegations; day-to-day activities by foreign representatives of 
government institutions and agencies provide information on the domestic FDI 
environment and potential partners for business; an on-line database is created to 
stipulate business-to-business contacts through electronic means;118 and inquiry 
points are established for foreign parties seeking information and asking questions 
about the operation and enforcement of policy measures; etc. 

113 Stratēģiskās attīstības komisija, “Priekšlikumi investīciju piesaistei ilgtspējīgas tautsaimniecības struktūras 
un darba vietu veidošanai Latvijā” [Proposals for investment in the sustainable economic structures and job 
creation Latvian], 7-8.
114 Saeima, Address of the Minister for Foreign Affairs, Edgars Rinkevics at the Saeima Foreign Policy Debates, 
January 24, 2003, http://www.saeima.lv/lv/transcripts/view/153
115 Ministry of Foreign Affairs of the Republic of Latvia, Informative report “On the Latvian Republic of the 
diplomatic missions network to be developed by 2020,” (2013).
116 “Ārlietu ministra ikgadējais ziņojums par paveikto un iecerēto darbību valsts ārpolitikā un Eiropas Savienības 
jautājumos” [Foreign Minister an annual report on the progress and planned activities of the country’s foreign 
policy and European Union Affairs], 2013, http://www.mfa.gov.lv/lv/Arpolitika/; Apart from representation of 
businesses in the official visits abroad, and day-to-day activities by foreign representations of the government 
institutions and agencies, promotion of bussiness contacts is also stipulated trough the Exim portal, www.exim.lv
117 James, O., “Foreign Direct Investment in Latvia ‘s Quality, not Quantity,” The Baltic Times, September 17, 
2009., http://www.baltictimes.com/news/articles/23537/#.VGSR9k0cTYw 
118 See www.exim.lv
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In the context of shaping conditions for investment on an international level, 
Latvia had established bilateral investment agreements (BITs) with 44 countries 
prior to its EU membership.119 BITs allow countries to set specific standards for 
the treatment, commitment, and protection of investments. With the application 
of the Treaty of Lisbon on 1 December 2009 an investment policy became one 
of the exclusive competencies of the EU, and the role of national government 
advancing its efforts by promotion on a legal basis has decreased. The Institutions 
of the European Commission are negotiating EU-level investment agreements 
on behalf of the member states. Member states, however, are the ones providing 
framework conditions and granting authority (a mandate) to the European 
Commission for such negotiations, through discussions at the Council of the 
EU. Taking into account the EU has just concluded its first investment agreement 
with Canada, and still negotiating with other countries,120 agreements which were 
signed before the Lisbon Treaty are still actively in force. Also member states of 
the EU are not restrained from negotiating and concluding bilateral agreements 
with third countries – in cases where the EU has not started negotiations with 
these countries, and with formal approval of other member states. Latvia’slatest 
investment agreements were settled with Armenia, Azerbaijan, Georgia, and 
Kazakhstan in 2005, Kirgizstan in 2008, and India and Canada in 2009.121

In regards to multilateral cooperation, membership to the EU and WTO 
are the main frameworks of cooperation for investment policy. Being a member 
state of the EU and WTO, and aspiring membership to the OECD, by itself 
increases trust in a country’s investment environment. At the same time, 
multilateral frameworks also constrain a country’s efforts to protect their 
domestic industries by setting standards, and keeping the control of the country’s 
activities in investment protection. Two of the most relevant principles of the 
non-discriminatory treatment of investments are Most Favored Nation (MFN) 
and National Treatment (NT).122 Latvia follows these standards regarding the 
rights and obligations towards foreign investors by applying these principles 
through bilateral investment agreements, and within the framework of EU 
investment policy. 

119 Latvia has concluded bilateral investment agreements with Armenia, Austria, Azerbaijan, Belarus, 
Belgium, Bulgaria, Canada, China, Croatia, the Czech Republic, Denmark, Egypt, Estonia, Finland, France, 
Germany, Georgia, Greece, Hungary, Iceland, India, Israel, Kazakhstan, Kyrgyzstan, Korea, Kuwait, Lithuania, 
Luxembourg, Moldova, the Netherlands, Norway, Poland, Portugal, Romania, Singapore, the Slovak Republic, 
Spain, Sweden, Switzerland, Turkey, Ukraine, the United Kingdom, the United States, Uzbekistan, and Vietnam.
120 Stand-alone agreements are negotiated with China and Myanmar and investment chapters are being 
negotiated in the context of Frrreeee trade agreements with India, Singapore, Japan, the United States, Egypt, 
Tunisia, Morocco, Jordan, Malaysia, Vietnam and Thailand.  
See http://ec.europa.eu/trade/policy/accessing-markets/investment/
121 See, the list of Investment agreements of Latvia on the site of Ministry of Foreign Affairs of Latvia.  
http://www.mfa.gov.lv/lv/Arpolitika/bilateral/?mode=out&state=ALL&title=&branch=18&day1= 
dd%2Fmm%2Fyyyy&day2=dd%2Fmm%2Fyyyy&status=0&day3=dd%2Fmm%2Fyyyy&signer
122 MFN – foreign producers and service providers seeking entry to the national market are given equal 
opportunities. NT – foreign producers and service providers are treated no less favorably than domestic 
producers and service providers.
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Finally, another issue of economic diplomacy regarding investment promotion 
is related to building and managing a strategy for “state-branding”. When studying 
the connection between a country’s perception, and decisions made by foreign 
business people at the beginning stages of business activity, Brian Hocking came 
to a conclusion that the perception of the country is a base for making a decision 
on investment projects.123 The role of the image and reputation of a country has 
gained importance in attracting economic and political attention.124 

Building Latvia’s image for the investors is now more focused on opportunities 
to invest, rather than proving that it is secure enough for foreign investments. 
Namely, the strategy of agencies involved in the process of promoting Latvia’s 
image seem to be directed more towards attracting new investors, rather than 
working with existing ones while Latvia is currently not the top choice for investors 
looking for investment opportunities in Eastern Europe or the Baltic Sea region.125 
A focus on new investments, rather than new investors, has been suggested as 
more effective for Latvia. Thus, if providing a quality after-service to current 
investors, they would be encouraged by growth and invest more; this would mean 
servicing investments already established could be less costly, and provide better 
results in the overall FDI.126 The overall strategy for investment policy, as well as 
particular initiatives to promote investment, is managed by various institutions 
in Latvia. This leads to questions whether the investment policy, administrated 
by several institutions, lacks coherence and how the involvement of other actors 
is shaping it.

The build-up and priorities of Latvia’s Investment Policy

As was concluded in the theoretical chapter of this study, the institutional 
build-up of Latvia’s economic diplomacy cannot be characterized in terms of 
centralized hierarchy, and this is also the case of investment policy, evidenced by 
the roles of government institutions. The Ministry of Economics is an institution 
in charge of the country’s economic policy, and the Ministry of Foreign Affairs 
is an institution in charge of foreign relations, however, the Investment and 
Development Agency of Latvia (LIAA) is the main institution responsible for 
the promotion of investments in Latvia. Its functions include promotion of 
business activities, assistance to companies, and attraction of FDI, implementing 
state support programs, and advancing grants to entrepreneurs to increase their 
competitiveness, as well as managing the work of foreign economic representations. 

123 Baranay, P., “Modern Eonomic diplomacy,” Publications of Diplomatic economic club, 20.09.2009., 7. 
124 Van Ham, P., “The Rise of the Brand State,” Foreign Affairs, September/October, 2001,  
http://www.foreignaffairs.com/articles/57229/peter-van-ham/the-rise-of-the-brand-state 
125 Ernst & Young Baltic, “Independent review of system for attraction of investments”, (2012), 29.  
http://www.em.gov.lv/images/modules/items/23032012.pdf.
126 Ernst & Young Baltic. “Independent review of system for attraction of investments”, (2012), 28.  
http://www.em.gov.lv/images/modules/items/23032012.pdf.
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The LIAA assists foreign and domestic companies by providing information 
on various issues, including the basic principles and requirements of business 
operations, taxation principles, customs procedures, and investment incentives 
in Latvia. The LIAA also provides legal assistance with start-up procedures, and 
operates the Enterprise Europe Network (EEN) offering information on EU 
policies, legislation, and regulations.127

Although the LIAA is subordinated to the Minister of Economics, it works 
independently, while Ministry of Economics is in charge of the development and 
implementation of the investment promotion policy. As an institution in charge 
of the economic policy of Latvia, the Ministry of Economics is in a position to 
evaluate and prioritize the potential direction of the economic policy, which 
also includes setting priorities for sectors to be focused on in regards to the 
attraction of FDI. The LIAA and the Ministry of Economics have developed the 
POLARIS process, which brings the public sector together, including national 
and local governments and the private sector, covering national and international 
companies, and academic and research institutions.128

Concerning the Ministry of Foreign Affairs, promotion of investments is an 
integral part of its policy on external economic relations. One of its main tasks is 
the promotion of Latvia’s image abroad, while it also provides information and 
analysis to local and foreign entrepreneurs and other institutions in a business’ 
environment, and conditions for entering markets. The network of embassies and 
representatives abroad are key tools for information-gathering and promoting the 
country’s image. The Ministry of Foreign Affairs also represents Latvia’s interests 
in international organizations. This is of particular importance in regards to 
negotiating bilateral and EU-level investment agreements and multilateral 
initiatives. According to the decision-making process, The Ministry of Foreign 
Affairs consults with other ministries and business representatives in formulating 
Latvia’s interests, and presents these interests to EU institutions. 

Also on a lesser scale, the Ministries of Agriculture, Transport and Environment 
and Regional Development are other institutions involved in specific areas of 
investment policy.129 Sectoral ministries are directly involved in developing 
priorities and directions for investment policy in their field of competence, 
while the Ministry of Economics and the Ministry of Foreign Affairs coordinate 
these initiatives for the sake of investment policy coherence. In order to ensure 
coherence of policy in regards to the most significant investment projects, an 
intra-institutional cooperation mechanism was established – The Coordination 
Council of Large and Strategically important Investment projects. Headed by the 
leader of the government, it brings together government institutions for dealing 

127 Investment and Development Agency of Latvia, http://www.liaa.gov.lv/about/about-liaa/activities, 
128 See www.liaa.gov.lv and www.polarisprocess.com 
129 Stratēģiskās attīstības komisija, “Priekšlikumi investīciju piesaistei ilgtspējīgas tautsaimniecības struktūras 
un darba vietu veidošanai Latvijā” [Proposals for investment in the sustainable economic structures and job 
creation Latvian], 7-8.
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with issues on the development of particular investment projects.130 In the context 
of external economic relations, and in order to ensure dialogue with business 
representatives, The External Economic Policy Coordination Council (EEPCC) 
was set up in 2012, involving the Ministry of Economics, the Ministry of Foreign 
Affairs, and the LIAA, as well as the Employers’ Confederation of Latvia, and The 
Latvian Chamber of Commerce and Industry. EEPCC is a platform to discuss the 
interests and priorities of Latvia’s external economic policy.131

Cooperation between the Government and foreign business community to 
improve the business and investment environment in Latvia has been successfully 
developed through High Council meetings of The Foreign Investors’ Council in 
Latvia (FICIL) and high-level officials of the Government. High Council meetings 
are jointly chaired by the Prime Minister of Latvia and the selected CEO of a 
FICIL member’s parent company. Mutually agreed upon reform priorities are 
incorporated into Action Plans to Improve the Business Environment in Latvia.132 
FICIL provides recommendations to the government through its position papers, 
and articulates issues in annual FICIL High Council meetings. In the past, FICIL 
has prepared position papers in policy areas such as investment protection, 
intellectual property protection, public procurement, fiscal and tax policy, energy, 
transport, and the facilitation of entrepreneurship.133 

Local governments have also recognized the importance of attracting FDI, 
and are advancing it as one of their goals. At the same time, involvement of local 
governments in developing investment policy has been rather limited. Most of 
the attention of local governments regarding investments has been related to the 
development of public projects and as a financial instrument for EU funds. Only 
some local authorities (for example in Riga, Ventspils, Daugavpils, Valmiera, and 
Liepāja) have a more broad approach towards attracting FDI. This, on the one 
hand is related to an objective factor of size and capacity for local government 
to attract FDI, however, on the other hand, it has a lot to do with the level of 
ambition and government policy. As concluded in the study on the systems for 
the attraction of investments by Ernst & Young Baltic, local governments that 
already have established investments are more proactive in searching for new 
ones, and seek closer cooperation with government agencies or even directly 
approach foreign representations and business associations, and are able to attract 
investments without the assistance of government institutions.134 An issue that 
does not motivate other local governments in seeking FDI, is related to their 

130 Regulation of Cabinet of ministers Nr.774 “Large and Strategically Important Investment Projects Co-
ordination Council” https://www.vestnesis.lv/ta/id/215222-lielo-un-strategiski-nozimigo-investiciju-projektu-
koordinacijas-padomes-nolikums 
131 Regulation of Cabinet of ministers Nr.343 “Regulation on foreign economic policy coordination council” 
http://likumi.lv/doc.php?id=248254 
132 See http://www.ficil.lv/index.php/about/mission/ .
133 See http://www.ficil.lv/index.php/documents/ 
134 Ernst & Young Baltic, “Independent review of system for attraction of investments,” (2012), 76-77.  
http://www.em.gov.lv/images/modules/items/23032012.pdf
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budget constraints. Respectively, income is not directly related to enterprises 
operating in their territory135 and that, together with small budget amounts, 
discourages local governments. At the moment the Government offers incentive 
schemes for foreign and domestic investment in forms of free ports, special 
economic zones, and special support regions, however this only seems to create 
enhanced conditions for those local governments that are already attracting FDI, 
while not creating new opportunities for others.

The framework of institutions, and networks of cooperation with business 
representatives, provide sufficient grounds for successful investment promotion. 
However, lack of a “gravity center” for investment policy in the country leads to 
an overlap of roles in the institutions and a development of parallel priorities that 
does not contribute to coherence when attracting investments. It is even indicated 
that competition between government institutions is evident, showed by a division 
of their functions and administration of investment projects,136 while sectorial 
institutions are acting independently of main developers of the investment policy 
and their cooperation networks.137 Setting priorities for investment attraction to 
guide different flows of the investment promotion activities is one way to achieve 
coherence. The main priorities for Latvia promoting FDI are listed in Guidelines 
on Promoting Exports of Latvian Goods and Services and Attracting Foreign 
Investments for 2013-2019, which was proposed by the Ministry of Economics. 
Metalworking, woodworking, transit and logistics, information technologies and 
service centers, health care, life sciences, the food industry, and green technology 
are identified as priority sectors for FDI promotion. Also specific target countries 
pinpointed by priority groups for these sectors are named in order to guide the 
direction of FDI attraction.138 

Conclusions

Latvia’s growth rates together with high rankings in different performance, 
and business promotion, measures have drawn the attention of foreign 
investors. However, this attention is not really resulting in real FDI growth in 
conditions where competition sets high standards for investment policies. Also, 
incentives offered by Latvia are not convincing enough to garner the actual 
interest of investors. In order to that, issues with corruption, law enforcement, 
the efficiency of the court system, labor, productivity, and education need to be 
addressed more actively. 
135 Ernst & Young Baltic, “Independent review of system for attraction of investments,” (2012), 38.  
http://www.em.gov.lv/images/modules/items/23032012.pdf
136 Ernst & Young Baltic, “Independent review of system for attraction of investments,” (2012), 44.  
http://www.em.gov.lv/images/modules/items/23032012.pdf
137 Ernst & Young Baltic. “Independent review of system for attraction of investments,” (2012), 35.  
http://www.em.gov.lv/images/modules/items/23032012.pdf
138 Ministry of Economy, “Latvijas preču un pakalpojumu eksporta veicināšanas un ārvalstu investīciju piesaistes 
pamatnostādnes 2013.-2019.gadam” [Guidelines on Promoting Exports of Latvian Goods and Services and 
Attracting Foreign Investments for 2013-2019], http://polsis.mk.gov.lv/view.do?id=4376 
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The importance of external economic relations and economic diplomacy in 
the promotion of FDI is crucial, and Latvia’s activities in this matter have resulted 
in a good performance regarding the spread of information, and initiating 
contacts with foreign investors. At the moment, despite efforts on an external fora, 
domestic obstacles seem to be a more pressing issue for attracting increased FDI. 

This is also evident through the focus on promoting Latvia’s image. That, in 
large, is aimed at attracting new investors, rather than creating conditions for 
sustainability and growth of investments already established.

Finally, Latvia’s investment policy is focused on inward investments as the 
main direction of Latvia’s investment policy. Latvia’s businesses lack information 
and knowledge on foreign markets, which can be provided by more active efforts 
from government institutions. 
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THE TRANSPORT SECTOR IN LATVIA’S 
ECONOMIC DIPLOMACY

Artūrs Caune

Latvia’s transport sector has traditionally been positioned as a transit point 
for both North-South and East-West international trade flows. At the core of the 
Latvian transport sector is maritime and rail sub-sectors, handling the majority 
of international freight originating from CIS countries, especially Russia. Due to 
huge differences in the nature of traffic movements, the East-West freight flow 
has appeared in politics and business to be the focus of attention for decades 
now. Recent developments caused by the escalation of the conflict in Ukraine 
may require reconsidering developments of Latvia’s transport sector towards 
diversification. Other initiatives can be observed as well – a gradual expansion 
of Latvian transport and logistics offer in-servicing trade flows from China to 
Europe, and vice versa. A growing discourse on servicing North-South trade flows 
in recent years can be seen too.

Therefore, this chapter specifically deals with the following aspects: 1) 
Despite an impressive increase in port capacities in the Baltic Sea’s Eastern 
region (especially Russia), the Latvian international transport (East-West 
transit) sector remains competitive and could experience moderate growth; 2) 
The focus on North-South international trade flows has remained in political 
discourse for years but without notable actions from the public sector despite 
recent trade development and respective cargo volume growth. A North-
South direction is still considered by many stakeholders as negligible and 
“unprofitable” to justify serious investments in transport infrastructure and 
promoting logistics services.

An overview of recent developments in the transport sector 

Developments in the past decade of Latvia’s European Union (EU) membership 
shows a modest increase of East-West flows handled mainly by rail transport, 
and far more rapid increase in North-South flows served by road transport. 
Recent developments in port infrastructure in the Baltic Sea’s Eastern region 
demonstrates drastic increases in port capacity and freight handling volumes in 
Russia, thus causing slower development rates in Latvian ports. 



53

Railways

Railways have traditionally been the “feeder” of Latvian ports. The railway 
sector showed a moderate increase of transported cargo volumes by 1 percent139 
yearly, on average, during the past decade. While domestic cargo volumes 
remained negligible and actually decreased, international cargo had a notable 
growth, especially for ports. Thus, more than 80 percent of rail freight traffic was 
linked to ports in 2013. 

Figure 5. Freight traffic by rail: total rail traffic volume and international 
rail traffic handled through Latvian ports, by million tons (quarterly data)140

Mayor investment projects in railways during the past decade were closely 
linked towards East-West freight flows and comprised of improvements 
for existing railway infrastructure (such as rail superstructures, signalling, 
marshalling yards, etc.) and the development of new infrastructure closely 
related to port infrastructure. The highlight is the €93 million construction of 
a 52 km second track between Krustpils and Skriveri in order to substantially 
increase the capacity on an East-West corridor towards Riga. An exception 
to this is demonstrated by the Rail Baltica I project, which aims to facilitate a 
North-South railway connection between Baltic countries, with a €43 million 
TEN-T funding and state budget allocation to reconstruct 152 km of railway 
infrastructure.

The key players in the sector are the state-owned railway infrastructure 
manager VAS Latvijas Dzelzceļš and three main railway undertakings: SIA LDZ 
Cargo, AS Baltijas Tranzīta Serviss (private), and AS Baltijas Ekspresis (private).

139 CAGR - Compound Annual Growth Rate.
140 Data from Central Statistics Bureau of Latvia.
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Ports

Although the majority of Eastern Baltic Sea cargo shipments originate from 
or head to Russia and other CIS countries, the combined Baltic States still control 
42 percent of cargo flows in the region, while the rest is shipped through Russian 
ports. The Port of Riga, leading the Baltic States in 2012, ranks 4th in the Eastern 
Baltic Sea region, behind Primorsk, Ust-Luga, and St. Petersburg.141 The Latvian 
ports of Liepaja, Riga, and Ventspils represent an approximate 20 percent share of 
freight handled in the Baltic Sea Eastern Region. In 2013 all Latvian ports together 
handled more than 70m tons of freight.

While the ports of the Baltic States have to make continuous efforts to 
secure their competitive position in the region, the fact they constantly retain 
an extensive share of Russian cargo transhipment is a sign of their competitive 
advantage in particular types of cargo, which may be used as a basis for further 
development.142 The total volume of freight handled by the ports of the Baltic 
Sea Eastern Region doubled in last decade, due first of all to the Russian 
Primorsk and Ust-Luga ports experiencing the fastest growth. Together with 
St.Petersburg, they now hold more than 50 percent of total freight handled by 
the Baltic Sea Eastern Region Eastern. Latvian ports reported only a 40 percent 
increase between 2002 and 2012, while being under hard competitive pressure 
from Russian and Baltic ports.

The share of international cargo volume through ports has increased in 
the past decade; the driver was an increase of dry bulk, in particular coal. Coal 
increased in shares from 14.1 percent in 2004 to 25.9 per cent in 2013, in Ventspils 
port, by an almost constant total freight handling volume through these years 
(CAGR143 of 0.3 percent), and retained a relatively stable share of 39.4 per cent 
and 39.6 per cent, respectively, in Riga, by an increasing total freight handling 
volume (CAGR144 of 4 percent).145 

141 KPMG Baltics, Competitive Position of the Baltic State Ports, November 2013, 3, http://www.kpmg.com/LV/lv/
IssuesAndInsights/ArticlesPublications/PresesRelizes/Documents/Ports_Final_version_FINAL.pdf 
142 KPMG Baltics, Competitive Position of the Baltic State Ports, November 2013, 3, http://www.kpmg.com/LV/lv/
IssuesAndInsights/ArticlesPublications/PresesRelizes/Documents/Ports_Final_version_FINAL.pdf 
143 Compound Annual Growth Rate.
144 Compound Annual Growth Rate.
145 Data from Central Statistics Bureau of Latvia.
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Figure 6. Total outbound freight flow via ports in Latvia (loaded cargo 
volume by kind of cargo, by million tons (annual data)146

The ports remained East-West trade flow oriented, with a particular focus on 
outbound cargo, while the increase in unloaded cargo volumes was notable too 
(CAGR of 9.4 percent). Furthermore, one can observe an increase of containerised 
cargo representing 5.4 per cent of the total freight handling volume in Latvian 
ports in 2013 (CAGR of 10.4 percent). 

Figure 7. Total inbound freight flow via ports in Latvia (unloaded cargo 
volume by kind of cargo, by million tons (annual data)147

The key players are the Freeport of Riga Authority, Freeport of Ventspils 
Authority, Liepaja Special Economic Zone Authority (port of Liepaja), and 
numerous terminal operators.

146 Data from Central Statistics Bureau of Latvia.
147 Data from Central Statistics Bureau of Latvia.
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In the past decade investments flew into public and private infrastructures. 
The public infrastructure was notably supported by co-financing from the EU 
Structural Funds. Major investments were made in the ports of Liepaja, Riga, 
and Venstpils, however, the smaller ports experienced some basic infrastructure 
improvements too. The most challenging multi-million investment project 
appears to be the on-going Krievu Sala port terminal development, reallocating 
terminal activities to the Freeport of Riga.

Road transport

Road transport represents another transport sub-sector of particular 
importance when servicing Latvian foreign and international trade flows. All 
together road transport shipped 60.6m tons of cargo in 2013148, achieving a CAGR 
of 3.2 per cent in the past decade. Only 16.7 percent of cargo can be attributed 
to international transportation. While domestic cargo traffic by road had lower 
growth rates, international cargo traffic by road produced a far more dynamic 
growth at a CAGR of 10.4 percent in the past decade, and has showed continuous 
growth since 2000, briefly interrupted by a sharp decline in 2008 and 2009 due 
to the world financial and economic crisis. Unlike rail transport, road transport 
equally services the North-South and East-West trade flows. In 2013 more than 
4000 companies were operators in international road transport, and from them 
half of the transport companies owned three trucks or less.149 

The external environment of the transport sector

The transport sector and its businesses are highly influenced by the external 
environment; by the global world economy and developments in Baltic Sea 
region especially. 

First, the Latvian transport and logistics sector serves international trade flows 
and is highly dependent on developments in commodity markets, in particular 
oil and coal. In 2011 in Ventspils the share of coal and oil product reached 74.1 
percent of the total tonnage of cargo handled.150 The respective number for Riga 
port amounts to 61.7 percent.151

148 Data from Central Statistics Bureau of Latvia.
149 “Autotransports Latvijā - informatīvs materiāls par pasažieru un kravu komercpārvadājumiem ar 
autotransportu Latvijā” [Road transport in Latvian - informative material on passenger and carriage of goods by 
road Latvian], (Riga: Autotransporta direkcija SIA, 2014), 2, http://www.atd.lv/lat/statistika/?doc=1969
150 World Bank, Review of the Ports Sector in Latvia: Competitiveness and Governance, Final Report, (2013) 20, 
http://www.sam.gov.lv/images/modules/items/PDF/item_4501_LATVIA_PORTS_FINAL_ENG.pdf
151 World Bank, Review of the Ports Sector in Latvia: Competitiveness and Governance, Final Report, (2013) 16, 
http://www.sam.gov.lv/images/modules/items/PDF/item_4501_LATVIA_PORTS_FINAL_ENG.pdf
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Second, Latvian ports lose their market share among the Baltic Sea Eastern 
Region first of all at the expense of rapid development in the ports of Primorsk and 
Ust-Luga. A World Bank report on Latvian port competiveness and governance 
reveals that only one Latvian port in a single section could maintain and expand 
its market share – namely, Riga port dealing in dry bulk cargo.152

Third, in 2015 the Baltic Sea and North Sea will become a joint Sulphur 
emission control area. According to KPMG, current estimates show sulphur 
emission restrictions in the Baltic Sea might increase the total costs of sea transport 
from between 25 - 50 percent in the region, although most studies concentrate on 
the effect that regulations will have on Scandinavian countries. Those indicate 
dramatic consequences for the forest industry (paper, pulp, and sawn timber) and 
for the chemical and metal industries, as these are all core industries in the Mid-
Nordic region. However, bulk shipments of Russian energy resources, as well as 
containerized cargo supply to the Eastern European market, via the Baltic Sea, will 
also be affected by regulation. Some estimates expect a decrease on the volume of 
sea transportation in the region by 10 - 21 percent in 2015, and at the same time 
an increase in rail transport by 5 - 11 percent due to price growth in maritime 
transportation. The share of road transport may increase by 3 - 6 percent.153

Furthermore, recent developments towards single and integrated logistics 
services in Russia by RZD challenges the Latvian transport and logistics sector 
in the area of containerized transport. As reported by Railway Gazette, RZD said 
the volume of transit traffic from China to Europe is two to three times higher 
than potential traffic in the opposite direction, and the only way to reduce empty 
running is to combine transit, domestic, and export-import traffic. This would 
require ‘uniting everything involved in the transport of assets into a single system’, 
including IT systems, tariffs, and a pricing policy. 154 Thus, recent developments 
to unify containerized railway transport services in Russia, Kazakhstan, and 
Belarus in an institutional form, would create a joint venture controlling key 
assets, including major entry points to the 1520 mm gauge region at Kazakhstan’s 
Dostyk, the Altynkol border crossings with China, and Brest on the Belarus-
Poland border. It is anticipated the new venture will start at the beginning of 2015. 
The company is currently in the final stages of formation, the office is already set 
up, and all organizational issues resolved.155

152 World Bank, Review of the Ports Sector in Latvia: Competitiveness and Governance, Final Report, (2013)17, 
http://www.sam.gov.lv/images/modules/items/PDF/item_4501_LATVIA_PORTS_FINAL_ENG.pdf
153 KPMG Baltics, Competitive Position of the Baltic State Ports, November 2013, 17, http://www.kpmg.com/LV/
lv/IssuesAndInsights/ArticlesPublications/PresesRelizes/Documents/Ports_Final_version_FINAL.pdf 
154 Railway Gazette, “Russian government approves United Transport & Logistics contribution,” September 9, 
2014, http://www.railwaygazette.com/news/freight/single-view/view/russian-government-approves-united-
transport-logistics-contribution.html 
155 RZD-partner, Joint Transportation and Logistics Company to be launched at the beginning of next year – 
Kazakhstan, October 31, 2014, http://www.rzd-partner.com/interviews/comments/united-logistics/
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Latvian Logistics system performance from a global perspective

The World Bank international scorecard on logistics performance uses six key 
dimensions to benchmark a countries’ performance: the clearance process, quality 
of infrastructure, the ease of arranging competitively priced shipments, logistics 
services, the ability to track and trace consignments, and timeliness of shipment.156 
A World Bank 2014 survey ranks Latvia in 36th place globally, marking a slightly 
better performance compared to previous surveys started in 2007. Compared to 
the TOP 10 countries with the best LPI scores, Latvia reveals explicit weaknesses 
first of all in the quality of trade and transport related infrastructure, and also in 
logistics services excellence. At the same time Latvia performs better than the 
average European and Central Asia region countries.

Figure 8. Comparison of Latvian logistics system vs. Europe & Central Asia 
region countries in 2014157

Latvian transport and logistics service unification

Discussions for the improvement of transport and logistics (transit) sector 
competitiveness have been ongoing for many years. In recent times, discussions 
led to offering a unified Latvian transport and logistics service to cargo owners 
and logistics chain stakeholders. 

During the first public discussions in 2010, under the roof of the Ministry of 
Foreign Affairs, a consensus was agreed that “a single proposal to address foreign 

156 See for more details: http://lpi.worldbank.org/ 
157 Data from the World Bank.
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partners is needed”.158 In 2012, the Latvian Port Council conceptually agreed 
on creating a single enterprise; a state-owned company to address offers from 
the international logistics sector, promote FDI, facilitate the joining together of 
Latvia’s transport and logistics sectors, and improve supply chain performance. 
The enterprise should focus “on attracting Western cargo in a coordinated and 
aggressive manner”.159 In 2013, the creation of the single enterprise (VAS Gateway 
Latvia) was rejected by government, and state-owned LDZ Cargo Loģistika was 
tasked to prepare a single logistics proposal. The president of VAS Latvijas 
Dzelceļš drew up a proposal focusing on “offering Latvia as a distribution center 
of Chinese goods, servicing neighbouring countries and the rest of Europe”.160

In 2014 the transport and logistics sector medium term policy umbrella 
document Transport Development Guidelines concluded “a coordinated 
proposals of Latvian transport and logistics services are needed”.161 

Key players in the sector: businesses

The transport and logistics sector in Latvia is very controversial in terms of 
company size. Some companies rank in the top places as being one of the largest 
in Latvia, but the majority are small-sized and micro enterprises, especially in the 
road transport sub-sector. 

In 10 years the TOP-10 companies’ turnover in transport and logistics 
services has more than doubled, considerably changing their profile. First, a 
real competition in rail freight transport has mixed up the representation of key 
players with newcomers. Second, a trend towards more complex and advanced 
logistics services, with higher added value, can be observed.

158 Ministry of Foreign Affairs of the Republic of Latvia, “Vēstnieki un uzņēmēji nolemj strādāt pie vienota 
Latvijas tranzīta pakalpojumu piedāvājuma un konkrētiem projektiem” [Ambassadors and businessmen decided 
to work on a single Latvian transit services and offer specific projects], 2010,  
http://www.am.gov.lv/lv/helsinki/jaunumi/latvijas/ZinasNoLatvijas-Template/?pg=17962 
159 “Ostu padome konceptuāli atbalsta jauna uzņēmuma izveidi tranzīta un loģistikas jomas attīstībai” [Port 
Council conceptually supports the creation of a new company for transit and logistics development],  
http://www.lsm.lv/lv/raksts/ekonomika/zinas/ostu-padome-konceptuali-atbalsta-jauna-uznjemuma-izveidi-
tranzii.a14396/
160 “Vienojas par Latvijas loģistikas piedāvājumu - Koordinatora lomu uzņemsies LDz Cargo loģistika; nozarei 
vēl daudz jautājumu” [Agree on the Latvian logistics supply - will assume the role of coordinator Railway Cargo 
Logistics; the industry is still a lot of questions],  
http://www.db.lv/sodien-laikraksta/vienojas-par-latvijas-logistikas-piedavajumu-406883 
161 “Transporta attīstības pamatnostādnes 2014.-2020.gadam” [Transport Development Guidelines for 2014- 
2020], http://polsis.mk.gov.lv/view.do?id=4607 
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Table 1. TOP 10 companies in transport and logistics in 2004162:

No. Company Profile Turnover 2004, €m

1. Latvijas Dzelzceļš VAS Railway transport163 199.1

2. Ekoimpeks SIA Oil product export 79.6

3. LSF Trans SIA Bulk cargo 58.7

4. Alpa Centrums SIA Freight forwarding 55.7

5. Ventbunkers loģistika k/s KS Cargo handling 50.8

6. Ventbunkers AS Holding 32.2

7. LatTransRail Freight forwarding 27.4

8. East-West Transit SIA Forwarding agency 25.7

9. Aģentūra Baltreiss SIA Forwarding agency 23.3

10. Ventspils nafta termināls SIA Cargo handling 22.8

Table 2. TOP 10 companies in transport and logistics in 2013164:

No. Company Profile Turnover 2004, €m

1. LDZ Cargo SIA Railway cargo 
transport

361.6

2. Latvijas Dzelzceļš VAS Railway transport165 218.0

3. Fast Bunkering SIA Bunkering, wholesales 206.3

4. Kreiss SIA Freight transport 102.3

5. Skonto metals SIA Freight forwarding 99.2

6. Pro Logistic Services SIA Freight transport 77.8

7. Ventspils nafta termināls SIA Stevedoring services 72.9

8. Ventbunkers AS Stevedoring services 69.6

9. Baltijas tranzīta serviss AS Railway cargo 
transport

61.1

10. Latvijas pasts VAS Postal services 57.9

One of the reasons for the long-term success of the Baltic States in maritime 
cargo transportation is the partial ownership of port terminals by cargo holders, 
who wish to secure transhipment corridors. This is especially evident with respect 
to coal and fertilizer terminals, resulting in stable volumes of cargo shipped 

162 “Top 500 Latvijas lielākie uzņēmumi pēc neto apgrozījuma 2004.gadā” [Latvian top 500 largest companies in 
terms of net sales in 2004],(Riga: Izdevniecība Dienas Bizness SIA, 2005), 74.
163 Integrated railway company.
164 „Top 500 Latvijas lielākie uzņēmumi” [Latvian top 500 largest companies], (Riga: Izdevniecība Dienas 
Bizness SIA, 2014), 114
165 Railway infrastructure manager.
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through such terminals.166 In recent years KPMG gained two port acquisitions 
in Latvia: an 80 percent stake at Riga Universal terminal by Singapore terminal 
operator Portek International Pte in 2013, and the 100 percent stake at Man-Tess 
stevedores in 2011 by Alandam Capital, a private equity firm in the Netherlands.167

The agenda of the Latvian government with relevance to 
developing the transport and logistics sector

Between 2007 and 2014 Latvia had seven governments, so an agenda 
relevant to the development of the transport and logistics sector remained 
comparatively unchanged. The governments’ focus was unambiguously on 
developing the East-West transit corridor through different measures such as 
investments in public ports, railway, road, and border-crossing infrastructures. 
With time, the acting government increased attention on the “soft” aspects of 
logistics – to improve procedural and governance aspects. Another priority 
which appeared in government declarations was the cost-effectiveness of the 
transit sector services, with a special focus on railway access charges and the 
competitiveness of major Latvian ports.

Furthermore, the government paid attention to the East-West transit corridor 
development regarding the increase of freight volume and being more competitive 
than their neighbours. However, in recent years this government’s policy priority 
has slightly changed by seeing competition in entering new markets and adding 
a higher value to transport and logistics services. The rhetoric on the role of the 
sector in government declarations has changed as well, seeing “major Latvian 
ports as logistics centres in transit between Europe and Asia”.

The aviation sector remained as a priority on the government agenda, but 
the ambitions have changed dramatically in the course of the economic crisis. 
Now, Riga remains as Eurasian hub but with more realistic attitude towards size, 
services, and infrastructure.

Last but not least, in 2007, for the first time, the Rail Baltica project was 
included in the government’s agenda. This ambiguous project to connect the 
Baltic countries with the European standard gauge railway line was developed 
further and was on agenda of every government, although never as a top priority. 
Now, the project has reached real shape, and a declaration of the new government 
speaks about implementing and constructing the new railway line, and the future 
prospects of entering a Single European Transport Area.

166 KPMG Baltics, Competitive Position of the Baltic State Ports, November 2013, 3, http://www.kpmg.com/LV/lv/
IssuesAndInsights/ArticlesPublications/PresesRelizes/Documents/Ports_Final_version_FINAL.pdf 
167 KPMG Baltics, Competitive Position of the Baltic State Ports, November 2013, 25, http://www.kpmg.com/LV/
lv/IssuesAndInsights/ArticlesPublications/PresesRelizes/Documents/Ports_Final_version_FINAL.pdf 
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Table 3. The Agenda of the Latvian government from 2007 – 2014 

Prime Minister Agenda

Kalvītis168

(November 7, 2006 – 
December 20, 2007)

Improve cooperation between VAS Latvijas dzelzceļš and 
ports to increase freight volume.
Investments in Riga, Ventspils, and Liepaja port 
development.
Improvements in border-crossing infrastructure with 
Russia.
Improvements in freight border-crossing formalities.
Construction of a new airport in Riga, attract new 
airlines.
New passenger terminal in Riga port.

Godmanis169

(December 20, 2007 – 
March 12, 2009)

PPP in road and railway construction.
Improvements in border-crossing infrastructure with 
Russia, and investments in road infrastructure towards 
borders.
New airport in Riga, expansion in aviation.
Promotion of Rail Baltic project.
Priority in railway transport – containerized goods.

Dombrovskis170

(March12, 2009 – 
November 2, 2010)

PPP in road construction.
Riga airport as a transit hub.
Supporting transport and logistics companies with export 
potential.
Improvements of cargo handling procedures and speed.
Participation in Rail Baltica project.
Promotion of railway freight increase.

Dombrovskis171

(November 3, 2010 – 
October 24, 2011)

Extension of promotional regime in special economic 
zones and freeports beyond 2017.
Modernization of port infrastructure.
More rapid cargo volume growth compared to Estonia 
and Lithuania.
Detailed technical study of Rail Baltica.
Railway cargo, passenger volume increase, and railway 
safety. 
Investments in the East-West railway corridor and in 
railway nodes in direction to Lithuania.
More balanced railway access charges towards Latvian 
ports.
Improving the capacity of border-crossing points.
Development of major Latvian ports as logistics centres in 
transit between Europe and Asia.
The Latvian ports of Riga, Ventspils, and Liepaja, and 
East-West transport infrastructure, to include in TEN-T 
core network.
New passenger terminal in Riga airport, attracting new 
airlines.

168 Declaration of the government, http://www.mk.gov.lv/sites/default/files/editor/kalvitis-2-deklaracija.pdf
169 Declaration of the government, http://www.mk.gov.lv/sites/default/files/editor/godmanis-deklaracija.pdf
170 Declaration of the government, http://www.mk.gov.lv/sites/default/files/editor/dombrovskis-1-deklaracija.pdf
171 Declaration of the government, http://www.mk.gov.lv/sites/default/files/editor/dombrovskis-2-deklaracija.pdf
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Prime Minister Agenda

Dombrovskis172

(October 24, 2011 – 
January 22, 2014)

Increase in railway freight and passenger volume.
Transparency in railway access charges.
Free competition in freight train operations.
In cooperation with Estonia and Lithuania attract funding 
for the Rail Baltica II project with regard to planning, 
design, and implementation.
Improving capacity of border-crossing points.
Development of major Latvian ports as logistics centres in 
transit between Europe and Asia within TEN-T network.
Improving governance in Latvian ports.
Development of Riga airport as Eurasian hub, to improve 
passenger and cargo capacity.

Straujuma173  
(January 22, 2014 – 
November 5, 2014)

Development of major Latvian ports as logistics centres in 
transit between Europe and Asia within TEN-T network.
Improving governance in Latvian ports.
Development of transit and logistics sector - the 
modernization of port infrastructure.
More rapid cargo volume growth compared to Estonia 
and Lithuania.
Development of railway infrastructure to improve the 
competitiveness of the transit corridor. 
More balanced railway access charges towards Latvian 
ports.
To start the implementation of the Rail Baltica project, 
establishing a joint venture in Riga, to launch a detailed 
technical study.
Development of Riga airport as Eurasian hub, to improve 
passenger and cargo capacity.

Straujuma174

(since November 4, 
2014)

Attracting new partners and entering new markets to 
secure development of the transit and logistics sector.
Shaping framework conditions to increase freight volume 
and added value. 
To start the implementation of the Rail Baltica project and 
construction works on the new railway line.
Development of railway and ports public infrastructure.
To start railway electrification in the East-West corridor.
Development of transparent public financing of railway 
infrastructure.
Development of the ports of Riga, Ventspils, and Liepaja 
as logistics centres in transit between Europe and Asia 
within the TEN-T network.
The Latvian ports of Riga, Ventspils, and Liepaja, and 
East-West transport infrastructure, to include TEN-T 
core network.
Coordinated growth of the aviation sector.

172 Declaration of the government, http://www.mk.gov.lv/sites/default/files/editor/dombrovskis-3-deklaracija.pdf
173 Declaration of the government,  
http://www.mk.gov.lv/sites/default/files/editor/11ls_deklaracija_21012014_gala_red.pdf
174 Declaration of the government,  
http://www.mk.gov.lv/sites/default/files/editor/11ls_deklaracija_21012014_gala_red.pdf
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Outlook: challenges for the Latvian transport and logistics sector 
in a global world

Latvia has experienced notable improvements in the performance of the 
transport and logistics sector during past years, and followed a global trend 
towards more integrated services. The weakest elements of the system remain 
the quality of infrastructure, and the logistics service. If positioning Latvia as a 
transit point for North-South and East-West international trade flows follows, 
appropriate public investments shall address bottlenecks in infrastructure, and the 
sector shall improve overall service quality. Latvia has to decide whether to rely on 
East-West outbound trade flows through Latvian ports only, or to develop smart 
and integrated services in addition. This would require a more active involvement 
of politics, policy-makers, and businesses, into the development of North-South 
transport and logistics services. For example, the Rail Baltica II project should 
be seen as added value to the transport and logistics sector in Latvia - not as a 
competitor (or even a threat) to East-West logistics (the transit sector) activities. 
So, these questions remain:
•	 Are we ready to discuss future “out of the box” opportunities? 
•	 Do we rely only on those business segments which are cash cows? Or do we 

see development potential in other business sectors which may appear to be 
question marks, or stars, as well?

•	 Are we ready to risk and invest in new projects, new concepts, and new 
services, and not rely on only maintaining and improving past infrastructure?
Next, Latvian ports have traditionally experienced a huge asymmetry in 

outbound and inbound freight flows, thus challenging the competitiveness of the 
sector itself. The idea to develop a single logistics proposal is good, but should be 
covered not only by “soft” measures (single proposals, integrated solutions, etc.) 
but with investment activities for the medium and long term perspective as well. 
The single logistics proposal will mean deeper integration in existing logistics 
chains. Questions that arise are these:
•	 Are we ready to cooperate? Are we ready to bring together all transport sub-

sectors – rail, road, maritime, and aviation in order to develop a realistic single 
proposal?

•	 Are we ready to set up and institutionalize a strong transport and logistics 
cluster?
Further, multimodality and green logistics will have increasing importance on 

the Latvian transport and logistics sector agenda when considering EU transport 
policy developments and global market pressure on efficiency and competitiveness 
of the transport and logistics services. Therefore - 
•	 Do we see long term European visions and strategies only as dreams without 

any backing?
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•	 Do we see opportunities arising from development trends and European 
vision and strategies?
The 2014 Ukrainian crisis amplifies the weaknesses Latvia’s transport and 

logistics sector has, thus requiring scenario thinking in regards to policy making, 
and business sectors to make smart short-term decisions with desirable long-term 
impact. The challenge is to direct public investments, and business development, 
towards transport and logistics solutions that are resistant to, or even may benefit 
from, a constantly changing global economy and geopolitical situation. We need 
to ask ourselves:
•	 Are we ready to lose something in order to potentially get more or something 

even better?
•	 Are we willing to develop increased flexibility and profit from what could be 

seen as coincidences, or cultivate realistic and smart long term plans for the 
growth of transport and logistics services?
Global economy trends show there is no longer a definitive answer as to what 

“East-West” or “North-South trade flows” crossing Latvia now means. It would 
be far more productive to develop and discuss the concept of the role Latvia plays 
in servicing intercontinental trade flows, or regional distribution trade flows. The 
basic questions are:
•	 Are we just providers of transport infrastructure and related services within 

global supply chains, or should we participate in the game by adding a higher 
value? 

•	 Can we accept we shouldn’t rely on thinking, ‘We are in the middle of the 
world’ or ‘We are linking East and West’?

•	 Are we focusing on servicing Asia–Europe trade flows, or do we see other 
opportunities arising? What about expected development of the Arctic region 
in the long term future? 
Last but not least, the factor of “3B”. All three Baltic countries can be seen 

as a single region in terms of economic integration and with similar global 
specialization in transport and logistics. Is there any chance in the future that a 
single 3B logistics proposal could be developed?
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LATVIA’S EASTERN ECONOMIC DIPLOMACY

Arvils Zeltiņš

In past years the Latvian economic policy put more attention on countries 
outside the European Union (EU), namely those who are located eastwards. The 
specific policy towards Eastern Partnership and Central Asian countries is also 
identified as two main foreign policy priorities for the Latvian presidency in the 
EU Council, in the first six months of 2015. Official and working visits from the 
highest officials in the Republic of Latvia to so-called “Eastern countries” have 
become an almost every day routine for Latvian diplomacy. The rapprochement 
towards the East is evident, however it would be an exaggeration to say the 
eastern direction in Latvian foreign policy started to gain more importance than a 
relationship with the European Union, or a strategic partnership with the United 
States. Specific attention to the Eastern direction of Latvia’s foreign economic 
policy is a logical continuation of the tasks which have been accomplished during 
the first twenty years of the country’s restored democracy. 

After regaining independence the first task of Latvian diplomats was to 
provide international recognition, and manage the withdrawal of USSR troops. A 
logic continuation was to focus on a fully-fledged integration into Euro-Atlantic 
structures and organizations. Latvia became the member of the WTO in 1998 
and following that accomplishment NATO and the EU in 2004. These were the 
main tasks for the Western direction of Latvia’s diplomacy, which is essentially the 
leitmotif of Latvia’s diplomacy, both in terms of values, and economic interests. 

Nonetheless, a gradual alignment of different foreign policy vectors was 
inevitable. After the integration into the EU and NATO, Latvian foreign policy 
began to focus once more on Russia. The border issue was arranged in 2007. In 
2010 the first, and historical, official visit of the president of Latvia in Moscow was 
held. This was not only a symbolic moment in bilateral relations but also showed 
the maturity of Latvia’s foreign policy having been several years within the EU. 

The first seven years in the EU can be summarized as lessons; learning 
foreign policy from the point of view of multilateral diplomacy, the first EU 
multi-annual budget framework, the global economic crisis, and following 
economic reforms. Summarizing these tendencies in its first twenty years of 
regaining independence, Latvia’s foreign and economic policy was strongly 
connected in a Western direction. 

It should not be forgotten that the presence of Russia and Belarus in Latvia’s 
economy has been always significant, while economic interaction with other 
Eastern countries was less developed. One of the main lessons after the economic 
crisis in 2009 was the focus on export-oriented industries. Due to the economic 
recession throughout the whole EU, it was necessary to acquire fast-growing 
export markets which would be more likely to earn. The easiest and most logical 
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solution for Latvian business was an eastwards export orientation. Knowledge of 
the Russian language, an understanding of history and knowing the mentality of 
former Soviet republics, as well as old personal contacts, were the three arguments 
put forward in the decision to choose post-Soviet republics as the best place to 
expand export markets. 

However, the most important factor in trade in goods was the well-
functioning transportation infrastructure between Latvia and Eastern countries. 
The transportation infrastructure from Soviet times, which connects almost 
every capital city of the former Soviet republics by railway gauges or at least 
routes, is the cornerstone for mutual trade in goods between countries today 
also. This especially helps to expand economic ties with Russia, Belarus, and the 
countries of Central Asia. 

Looking at the trade and investment figures of Latvia, it is obvious that dealings 
in an Eastern direction still has a lot of potential. Russia remains Latvia’s main 
business partner and traditionally created about 10 percent of Latvia’s market in 
exports175, and trade in general. Most likely in the medium term, trade figures will 
be constant or reduced, mainly because of low growth rates from Russia and also by 
its retaliation sanctions against the EU. However, the major role of Russia in Latvia’s 
economy is still in the transportation and logistics area. This sector creates about 12 
percent of Latvia’s overall GDP – mainly connected with Russia.176 It should also be 
mentioned that 70 to 80 percent of all Latvian transit cargoes are linked to Russia. 

Regarding investments, Russia has been the most significant in recent years. 
Andrey Beskhmelnitsky and Evgeny Varov invested in Latvia’s dairy industry. The 
brothers Rotenbergs, Grigory Guselnikov, Andrey Molchanov, and Igor Tsyplakov 
invested their capital in the Latvian banking and finance sector, while the company 
Uralvagonzavod is building a factory in Jelgava.177 These are just several examples 
of Russian related investors in Latvia, which confirms the growing interest of the 
Federation’s business in our country.

At the same time it should be recognized that there are some concerns raised 
because of Western sanctions against Russia’s actions in Ukraine where several 
new Russian investors, or their related projects, are based. Latvia has always 
positioned itself as a small and open economy, however, potential investors have 
to respect European values,   and principles of international law.

In conclusion, there is a popular phenomenon within Russian investments 
which should be noted. It has often been mentioned that officially registered 
Russian capital in Latvia is relatively small. Russia ranks in fifth place for foreign 

175 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas un Krievijas Attiecības” [Latvian-Russian 
Relations], 13.08.2014., http://www.mfa.gov.lv/lv/Arpolitika/divpusejas-attiecibas/Krievija/
176 Kasjanovs I., “Transporta nozare Latvijā –izaugsme par spīti problēmām” [The transport sector Latvian – 
izaugsme despite problems], Delfi, 27.08.2013., http://www.delfi.lv/news/comment/comment/igors-kasjanovs-
transporta-nozare-latvija-izaugsme-par-spiti-problemam.d?id=43590831 
177 UVZ Baltija, “Jelgavā cels modernāko vagonbūves rūpnīcu Eiropā” [Jelgava will build the most modern 
vagon building factory in Europe], 05.06.2013., http://www.uvz-baltija.com/lv/news/3884.html
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direct investment in Latvian companies’ equity capital.178 A large part of Russian 
related investment in Latvia still comes from Cyprus, Malta, Luxembourg, and other 
countries.179 The actual presence of Russia is bigger than official data is showing. But 
not all Russian related businesses are also Kremlin related businesses. The free flow 
of the capital market is one of the brightest values of the European Union, and this 
is very well known also to those Russian rooted entrepreneurs who would like to 
transfer their financial assets from Russia to Europe. When dealing with financial 
services provided by Latvian banks, Russian customers get European-level service 
and answers to their questions in their Russian mother tongue. 

Belarus is Latvia’s second most important partner in transit business after 
Russia. About 15-20 percent of all Latvian transit cargoes are related to Belarus. As 
a neighboring state, Belarus naturally plays an important role as a Latvian export 
market (about 300 MEUR in 2013180).In the short term, considering Russia’s 
retaliation sanctions on the food industry, Belarus will play a very significant role 
in future exports of Latvian food products to the East. 

Among all EU member states, Latvia has one of the friendliest relationships 
with Belarus. This fact is explained not only by its neighboring location and strong 
economic ties, but also by Latvia’s pragmatic approach towards EU imposed 
sanctions against Belarus’ political elite and companies. In our view, any EU policy 
towards Belarus should not be detrimental to the average citizen in Belarus. It 
should be reasonable. In addition, it is necessary to maintain constructive political 
dialogue at the highest level with this neighboring country. 

Belarus is also a participant of the EU’s Eastern Partnership initiative. Despite the 
different progress of all six countries in this program, Belarus is the most important 
country for Latvian entrepreneurs. The Latvian Presidency of the EU will be a good 
opportunity to strengthen the EU’s common dialogue with Belarus, as well as our 
bilateral relations, opening up new opportunities to cooperate for Latvian business 
people. Considering the improvement of relations between the EU and Belarus in 
recent months, Latvia as a presiding country, and neighbor of Belarus, could play a 
key role in the further rapprochement between Brussels and Minsk.

Continuing further excursus on the Eastern Partnership countries, it is 
important to note the consistently high support of Latvian foreign policy for 
furthering their European integration. Current conditions are fairly difficult 
for simple designs of development for the six partnership countries. Ukraine 
needs broad international financial assistance and support for the reform 
process. Moldova is a champion of Euro-integration, however, concerns arise 
about the relatively low level of income for ordinary Moldovans, as well as 

178 Lursoft statistics, “Ārvalstu tiešo investīciju sadalījums pa valstīm” [Foreign direct investment by country], 
https://www.lursoft.lv/lursoft_statistika/?&id=501
179 Muižnieks N., “Latvian-Russian Relations: Dynamics since Latvia’s Accession to the EU and NATO,” (Riga: 
University Of Latvia Press, 2011), 56.
180 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas un Baltkrievijas attiecības” [Latvian-Belarus 
Relations], 30.09.2014., http://www.mfa.gov.lv/lv/Arpolitika/divpusejas-attiecibas/Baltkrievija/
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the domestic political struggle for power. Georgia’s objectives are reasonably 
clear and understandable, and further reconciliation with Europe will depend 
mainly on the performance of the DCFTA181 implementation and EU-Georgia 
trade dynamics. Armenia’s European integration pr ospects interfere with 
geopolitical realities. Azerbaijan, as an oil superpower, wants special partnership 
status with the European Union. In any case, the Latvian Presidency of the EU 
in the first half of 2015, whose main foreign policy priority is associated with 
the Eastern Partnership, will be a huge challenge for Latvian diplomats. So far, 
our biggest diplomatic success has been attributed to bilateral negotiations. 
Intercommunication with the other 27 EU member states and 6 different Eastern 
partners will require multilateral negotiation skills.

When evaluating the current bilateral trade volumes with all six Eastern 
Partnership countries it is evident Latvian business relations with Belarus (and 
partly with Ukraine) have a systematic role in Latvia’s economy. At the same 
time it should be noted there is a rapid growth in overall trade volumes with 
Georgia and Azerbaijan. Although it is not possible to find specific indicators 
to measure the contribution of the highest state official visits for the promotion 
of bilateral trade, we can observe that in recent years high-level visits to Eastern 
Partnership countries have been a positive incentive for the promotion of 
business contacts (see Table 4.).

Table 4. Latvia’s trade with countries of the Eastern Partnership, 2013182 

Ranking 
by total 

turnover
Country

Total 
turnover 

(EUR)

Share 
of total 

turnover

Increase of 
turnover 
per 2012

Increase of 
exports per 

2012

10. Belarus 494 299 758 2.46% -21% +2%

18. Ukraine 221 111 307 1.10% -19% -6%

46. Azerbaijan 24 424 053 0.12% +28% +37%

50. Georgia 22 373 442 0.11% +38% +41%

56. Moldova 16 789 941 0.08% +7% +7%

88. Armenia 3 184 580 0.02% +3% +2%

In total EaP 
countries 782 183 081 3.89% -18% +7%

One of the main reasons for relatively low bilateral trade dynamics with the 
Caucasus and Moldova is the geographical distances. For example, it is hard to 
develop a bilateral trade with Georgia in the food industry. Following the 2008 
Russia-Georgia war, Latvian entrepreneurs still face difficulties transiting cargo 

181 Deep and comprehensive free trade agreement.
182 Data from Central Statistical Bureau of Latvia.
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via Russia into Georgia. Instead of road and rail transport, maritime transport is 
used, making the shifting of goods more expensive, and time to get products to 
the buyer, longer. 

At one time great expectations were raised with the development of the 
container project ZUBR. There was a vision of a well-functioning transportation 
corridor from the Baltic to Black Seas. If that was the case it could certainly be 
called an Eastern Partnership transport corridor. To some extent, it has succeeded, 
because a train runs from Estonia to the Illichevsk port in Odessa (Ukraine). Aside 
from Latvia and Estonia, Belarus, Ukraine, and Moldova are also involved in this 
project. However, current cargo volumes are moderately low, and prospects for 
further development is hindered by different tariff policies, as well as a competing 
Lithuanian project known as VIKING.

Increased foreign direct investment, in particular from Ukraine183, 
Azerbaijan184, and Armenia185 shows the growing success of bilateral visits 
and mutual business interaction with Eastern partners. For some time these 
investments have been largely associated with the holiday accommodation, 
real estate, and financial sectors. However, the first multi-million investment 
in our country served as a reliable indicator of Eastern partners’ interest 
in Latvian business in other sectors. The KVV Group, belonging to Valery 
Krishtal and Yevgeny Kazmin from Ukraine186, recently bought the largest 
industrial flagship of Latvia “Liepājas Metalurgs.” Often, growing investments 
from Eastern countries has been evaluated with a bigger proportion of risk 
than investments from the West. Nonetheless, the experience of past years 
(using businessman Bertolt Flick and investor Vladimir Antonov as examples) 
acknowledged the citizenship of an entrepreneur could not be used as a 
serious argument for investment protection. Moreover, in case of Ukraine, 
the argument of Yanukovich’s political regime should be acknowledged. 
Corruption and the lack of rule of law, especially in the business area, led 
several serious businessmen to transfer their commerce from Ukraine to EU 
countries, namely Latvia. 

Another priority during Latvia’s presidency in the EU Council will be the 
strengthening of dialogue between Europe and Central Asia. Within the last 

183 “Ukraiņu investori Latvijā radīs 400 jaunas darba vietas” [Ukrainian investors will create 400 new jobs in 
Latvian], NRA, 22.03.2014.,  
http://nra.lv/ekonomika/113834-ukrainu-investori-latvija-radis-400-jaunas-darba-vietas.htm
184 ““Benkons” 9,24 miljonu latu investīcijas bijušajā “Hotel de Rome” atpelnīs 10-15 gados” [“Benkons” 9.24 
million investment in the former” Hotel de Rome” will pay off in 10-15 years], ABC- Būvniecības portāls, 
03.10.2013., http://abc.lv/?article=azerbaidzanas-kompanija-benkons-kas-sovasar-par-924-miljoniem-latu-
iegadajas-bijuso-viesnicu-hotel-d
185 “Viesnīca „Rīga” pārtaps par pieczvaigžņu viesnīcu „Grand Hotel Kempinsky Riga”” [“Hotel” Riga “turn into 
a five-star hotel “Grand Hotel Kempinsky Riga”], Latvijas Avīze, 20.05.2014.,  
http://www.la.lv/viesnica-riga-partaps-par-pieczvaigznu-viesnicu-grand-hotel-kempinski-riga/
186 “Ukrainas Investori reģistrējuši AS KVV Liepājas Metalurgs” [Ukraine Investors registered CFU AS Liepajas 
Metalurgs], Dienas Bizness, 26.09.2014.,  
http://www.db.lv/razosana/ukrainas-investori-registrejusi-as-kvv-liepajas-metalurgs-420868
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ten years Latvian diplomacy did a superb job promoting bilateral relations 
with all five countries, along with explaining to their European counterparts 
the cues of Central Asian nations, which are not always understood by 
Westerners. The fact that the EU is ready to revise The EU and Central Asia: 
Strategy for a New Partnership, established in 2007, is of great merit to Latvian 
diplomacy. For several years the issues of Central Asia were not high on the 
agenda of the EU, and Latvia would like to see this attitude change. 

Although all five Central Asian countries in Latvian public environment 
have been uncritically viewed as a whole, the Latvian approach to each is 
different, and based on mutually respectful cooperation. Considering bilateral 
trade data, Kazakhstan is Latvia’s closest economic partner. Similarly, as with 
Eastern Partnership countries, here the transportation connections play a key 
role in trade promotion. In addition to other areas of cooperation, Kazakhstan 
is Latvia’s third largest transit partner after Russia and Belarus. The overall 
proportion of Kazakh cargo in Latvia’s total freight transit composes about 
4-5 percent.187. Since autumn 2004, when Kazakh partners began to build 
their grain terminal at the free port of Ventspils188, a portion of the country’s 
grain is being shifted through Latvia. Cooperation in the railway sector 
(Baltika-Transit) and the building of this terminal confirms a high mutual 
trust between countries for more than a decade now.

Latvian bilateral relations with Uzbekistan is most likely the best example 
of how a small country can achieve great progress in economic diplomacy 
despite having moderate human resources but a high level of professionalism 
(see Table No. 5 and in particular the increase of Latvia’s export to Uzbekistan). 
A regular exchange of visits at the highest level is currently taking place. 
During the past two years, the President of Uzbekistan Islam Karimov visited 
Riga, and Latvian President Andris Bērziņš reciprocated by visiting Tashkent. 
Regular visits also contributed to the development of a very wide spectrum of 
bilateral legal frameworks. Similar to Kazakhstan, these visits play a positive 
role in promoting trade, and continued rail connections – especially the 
Baltika-Transit project.

Similar to Belarus, Kazakhstan is also seen as a promising export market 
following Russia’s implemented retaliation sanctions against some food 
products. At the same time, as in the case of Belarus, Latvian exporters should 
note the fact that these two countries function in the same Customs Union, 
along with Russia. It also means a unification of tariffs and joint decision-
making in relation to export certification.

187 VAS Latvian Railway Annual Report, 2012, 45, http://ldzcargo.ldz.lv/lv/content/gada-p%C4%81rskati-0
188 Information Ventspils Grain Terminal, http://www.vgt.lv/lat/info.htm
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Table 5. Latvia’s trade with the countries of Central Asia, 2013189  

Ranking 
by total 

turnover
Country

Total 
turnover 

(EUR)

Share 
of total 

turnover

Increase of 
turnover 
per 2012

Increase of 
exports per 

2012

27. Kazakhstan 99 086 838 0.49% -12% +28%

36. Uzbekistan 47 052 412 0.23% +86% +102%43

60. Kirgiz Republic 12 035 416 0.06% +54% +54%

66. Turkmenistan 7 659 597 0.04% +21% +20%

75. Tajikistan 5 855 147 0.03% -29% -29%

In total Central Asia 171 689 410 0.85% + 7% +40%

Regular air traffic between Riga and Tashkent is also helping promote 
business ties and bilateral people-to-people contact in general. The New York-
Riga-Tashkent flight is a great example of how Latvia can serve as a mediator 
in Central Asian links with other Western countries. A similar approach is 
planned to establish a flight between the Turkmen capital Ashgabat and Toronto 
in Canada.191 Uzbekistan illustrates well the economic cooperation potential that 
could be developed with countries who are distant from Latvia. More than twenty 
years192 since opening an Embassy in Tashkent, new records for Latvian exports 
have been broken. A window of opportunity is gradually opening, not only for 
Latvian goods but also services and the exchange of best practices, for example, in 
customs cooperation and environmental protection.

Cooperation with other Central Asian partners is also slowly evolving. It 
is very important that the Latvian President has assumed a kind of “personal 
patronage” to promote bilateral relations with Central Asia and has made a point 
of visiting all countries, with the exception of the Kyrgyz Republic. It is no secret 
that these frequent visits to Central Asia sometimes remind onlookers about some 
controversial aspects of democracy. Also, the business risks when cooperating 
with each country should be assessed very carefully. One cannot deny the rapid 
economic development and attractiveness for foreign investments in the so-called 
Central Asian five. 

Cooperation with Central Asia plays a crucial role in the Northern Distribution 
Network (NDN), which was established as a well-functioning transportation 
corridor for shipping goods to the ISAF mission in Afghanistan. The gradual 
departure of armed forces from Afghanistan decreases freight volumes, as well as 
the role of the NDN. However, in practice it was shown the NDN corridor is also 

189 Data from Central Statistical Bureau of Latvia.
190 Mainly export increased by large amounts of pharmaceuticals exported to Uzbekistan.
191 “Turkmenistan Airways domā par reisu Ašhabata-Rīga-Toronto” [Turkmenistan Airways thinking 
about flights Ašhabata-Riga-Toronto], Financenet, 03.09.2014., http://financenet.tvnet.lv/nozares/524997-
turkmenistan_airways_doma_par_reisu_ashabada_riga_toronto 
192 Latvia opened the embassy in Tashkent in 1992. 
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used for non-military goods from several Baltic seaports up to Kabul. In order 
to actually implement the NDN, commercialization requires cargo to be driven 
in both directions. With political will and professionalism shown by Latvia, the 
country is ready to continue to contribute to the restoration of Afghanistan and 
the integration of global economic structures. 

For two years in a row Latvia has actively participated in the Heart of Asia 
initiative, or the “Istanbul process”, which is the round-table format whose 
objective is a peaceful and stable Afghanistan.193 So far we have not received a fully-
fledged member status within this process and have participated in ministerial 
discussions (for example Almaty and Tian Jin) as special guests. However, Latvia’s 
goal is to have a much deeper involvement in this forum, playing a significant role 
in the furthering stability of the region. 

With the economic crisis Latvian diplomacy lost its diplomatic staff, and 
because of this some preconditions for development cooperation with countries 
of the Eastern Partnership and Central Asia. After the accession to the EU and 
up until 2008, in almost every strategic document of Latvia’s Foreign policy the 
progress of a cooperation development policy with Georgia and Moldova has been 
mentioned as a top priority. Today Georgia and Moldova are the most promising 
countries of the EaP (in terms of Europeanization), but the amount of money 
from the national budget allocated to cooperation development is still one of the 
smallest in the whole European Union. This is the main field where Latvia has lost 
opportunities for even better cooperation, but this failure has nothing to do with 
Latvian expertise or even the enthusiasm of Latvian diplomats. This is the failure 
related to the 2008 economic crisis. To a large extent this is also proof of the lack 
of an economic diplomacy strategy at a governmental level up until the economic 
crisis occurred. At present, while remaining under conditions of limited financial 
resources, the coordination of Latvia’s foreign economic diplomacy is being 
developed gradually. The Minister of Foreign Affairs is also the head of the Foreign 
Economic Policy Coordination Council,194 which manages the key directions 
and activities for future economic diplomacy between line ministries and state 
institutions, business organizations, and any other stakeholders involved. 

A lack of financial resources also impedes studies surrounding the Eastern 
direction. Latvia has many professional experts and academics, who could share 
their experiences and knowledge with partners of Central Asia and the EaP 
countries. Unfortunately there are only several publications (apart from the Latvian 
Institute of International Affairs studies) on the EaP and Central Asia issues within 
Latvian scientific circles. Considering former contacts of the Soviet times, as well 
as having knowledge of the Russian language – which is a strong advantage in 
contemporary Europe – Latvia’s potential in this regard is absolutely unused.

193 Heart of Asia – Istanbul Process, http://www.heartofasia-istanbulprocess.af/
194 Ministry of Foreign Affairs of the Republic of Latvia, Foreign economic policy coordination council, http://
www.mfa.gov.lv/lv/Arpolitika/ekspertu-padomes/arejas-ekonomiskas-politikas-koordinacijas-padome/
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Professor Andris Sprūds named 2013 as the year of Asia for Latvia’s foreign 
policy.195 It is reasonably clear that the whole decade could expand as a period with 
Asia prominently featuring at political and economic levels. The intensification of 
bilateral political contacts at the highest political level with the countries of Central 
Asia, the Middle East, the Persian Gulf, and South East Asia, are strongly related 
to the interest of Latvian business, and economic logic in general. Asia as a whole 
is one of the fastest growing parts of the contemporary world. Despite relatively 
small economic growth within the EU market, Latvian entrepreneurs are willing 
to trade more with successfully emerging economies whose regular GDP growth is 
annually more than 5 percent. The countries of Central Asia are vitally important 
for further expansion in other regions. Most Latvian exporters do not yet have the 
experience, knowledge, or financial resources to start a business in China or India, 
which are Asia’s biggest markets. Nonetheless, many Latvian businesses have had 
the advantage of dealing with Central Asian countries – more than entrepreneurs 
from Western Europe. Usually Latvia is presented as a business gate to the EU. 
At the same time, our experiences with Central Asia and Caucasus will lead to a 
better understanding of the Asian business philosophy on a whole. 

One topical trend in the global economy is the emerging of trading blocs 
and customs unions. As an integral part of the EU’s trading bloc and customs 
union, Latvia also strives to access key entries to other blocs. Further expansions 
in Latvia’s diplomatic representation network is an obvious, and adequate, address 
to this challenge. In January 2014 Latvia opened an embassy in India which will 
help represent our political and economic interests in the SAARC196 and SAFTA197 

countries. In July 2014 Latvia opened a new embassy in the United Arab Emirates 
which will serve as a main contact point for Latvian political and business interests 
along the Arabic peninsula and GCC198 member states. 

Further vision includes the opening of a new diplomatic mission in South 
Korea, which is one of the TOP 10 economies in the world. South Korea 
just recently opened a regional embassy in Riga. The next step should be an 
embassy with regional importance in Latin America, where Latvia would have 
representation in the MERCOSUR199 trading bloc. The next three possible 
locations for Latvia’s representation are: Singapore (the leading country of the 
ASEAN and a global-scale transportation hub and finance center), South Africa 
(has the leading economy of the Southern African region), and Australia (with the 
leading economy of Australia/Oceania and a significant Latvian diaspora). 

In recent years a significant breakthrough was made   with the strengthening 
of relations with China. Latvia is a proactive participant in the China and Central 

195 Sprūds, A., “Latvijai Āzijas gads Ķīnas zīmē” [Asian year for Latvian in Chinese mark], IR, 28.12.2013.,  
http://www.ir.lv/2013/12/28/spruds-latvijai-azijas-gads-kinas-zime
196 South Asian Association for Regional Cooperation. 
197 South Asian Free Trade Area.
198 Gulf Cooperation Council. 
199 Southern Common Market.
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and Eastern European (CEE) countries cooperation program (1+16). In June 
2014 the Ministry of Foreign Affairs of Latvia, in cooperation with the Ministry 
of Transport and transportation industry, organized a high level conference 
within the frameworks of this format.200 The China and CEE program provides 
cooperation in various fields, starting with culture, and ending with Chinese 
investments in 16 countries from the Baltics to the Balkans. Latvia sees this 
program as an additional platform for China and EU cooperation. Although only 
11 of the 28 EU member states participate in this format, this is the way China sees 
the so called “new Europe”. There is only a minor amount of direct Chinese foreign 
investment in all 16 CEE countries (Latvia is one of the most visible examples), so 
it is unlikely China would be interesting in working with each country separately.

Within format frameworks Latvia would like to take the initiative, and 
responsibility, regarding transportation and connectivity issues. Also, in 2015 
Latvia plans to continue organizing high level transportation and trade forums 
with top ranking officials and politicians from China. The big aim for Latvia’s 
government is to propose organizing a 1+16 Summit in Latvia, in 2016.201

Considering Russia’s ban on further export of several agricultural products, 
China is seen as the most prospective export market for Latvian dairy and meat 
productions. At the end of 2014, negotiations with the Chinese authorities 
responsible for food export certification are gradually closing and the most likely 
outcome is that in 2015 Latvian agricultural products will be exported to China. 
It should be noted, however, that this process is not directly related with Russia’s 
retaliation sanctions. Latvian food producers were already looking in China’s 
direction, and the possibility of obtaining permits to export products to China 
was a consideration by many stakeholders: entrepreneurs and their counterparts 
in China, the Food and Veterinary Service, the Ministry of Agriculture, the 
Investment and Development Agency of Latvia, the Foreign Service, and others 
who are also involved. It serves as proof that ambitious objectives cannot be 
achieved alone by State authorities or only by businesses. The State and private 
sectors should work together more, jointly, each using their individual strengths.

One of the main Eastern Latvian partners, as evidenced by trade statistics, is 
Turkey. Latvia opened its embassy in Ankara in 2004 but a significant increase 
of bilateral trade, as well as investment exchange, has only been observed in the 
last five years.202

On one hand, this is explained by the 2008 economic crisis which let some 
Latvian exporters transfer their export markets or businesses as a whole, from the 

200 Ministry of Foreign Affairs of the Republic of Latvia, “Noslēgusies Rīgas Transporta konference” [Riga 
Transport Conference is concluded], 04.06.2014, http://www.mfa.gov.lv/lv/Jaunumi/zinas/2014/junijs/04-01/
201 Latvijas Valsts prezidents, “Latvija un Ķīna apliecina aktīvu ekonomisko sadarbību ar mērķi to intensificēt 
un paplašināt” [Latvia and China confirm active economic cooperation with a view to intensify and expand] 
17.10.2014., http://www.president.lv/pk/content/?art_id=22600
202 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas un Turcijas attiecības” [Latvia-Turkey 
relations], 13.10.2014., http://www.mfa.gov.lv/lv/Arpolitika/divpusejas-attiecibas/Turcija/
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EU to Eastern countries. But on the other hand, political cooperation in recent 
years has become much more intensive and productive. A lot of effort has been 
invested in promoting bilateral dialogue. This has resulted in the exchange of 
president’s visits and multiple business delegations in both directions. A Latvian 
goal is to develop transport connections with Turkey to finally realize the vision 
of a fully-functioning Baltic and Black Sea transport corridor.

Similarly, another partner who   cooperates well in the Far East is Japan. The 
embassy was established in 2006, and after almost ten years Latvia is seeing large 
scale investment and business interest from here. It should be said that in the 
past five years, all three Baltic countries have appealed to the interests of Japanese 
partners for large scale investment projects. GE Hitachi was arranged as a strategic 
investor at the Visaginas NPP project. The Port of Tallinn managed to attract cargo 
from the Mitsubishi Motors Company. With the interest of Japanese investor 
Mitsui203 the Riga Universal terminal (RUT) has managed to establish itself as one 
of the most competitive port terminals in the Baltics. Thus, the Port of Riga has 
become exceedingly capable in the field of container handling.

In the last five years there have been major efforts to promote political 
and economic relations in countries who Latvia has not, and probably for the 
foreseeable future will not, have diplomatic missions with. The network of Latvia’s 
honorary consuls has increased to having 168 worldwide representatives.204 There 
are 34 consuls working in Asian countries, acknowledging the growing efforts for 
business and cultural ties with countries in the East. Diplomatic representation of 
Latvia in terms of honorary consuls could certainly be higher, but in several cases 
Latvian diplomats need to respect the traditions of some Eastern partners (such as 
the Russian Federation and some Arabic Peninsula countries), who simply do not 
recognize the institute of honorary consuls as such. Also the network of honorary 
consuls is fairly negligible in Latin America and Africa, where Latvia has 8 and 6 
honorary consulates, respectively. 

It is likely that in the near future that Latvia will not be able to export 
traditional trade products (for example machinery, electronics, and textiles) in 
large amounts to new markets in the East. Nonetheless, Latvian entrepreneurs 
have demonstrated they are masters when exporting niche products, especially 
in high-end perfumery and cosmetics, and also some food products (such as 
chocolate and alcoholic beverages). The success of Latvian exporters in the next 
few years will be highly dependent on how the government can contribute to the 
efforts of expanding new markets. Successful exporters could increase their export 
volumes, and beginners could fight for new markets with several conditions. A lot 
will depend on the future politics of taxation and export guarantees, as well as the 
national economic and diplomatic presence in all emerging markets. 

203 Mitsui is the mother-company of Singaporean company Portek, which is the main owner of the RUT. 
204 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas goda konsuli pasaulē” [Latvian honorary 
consuls in the world], http://www.mfa.gov.lv/data/file/goda_konsuli.pdf
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 Conclusions 
In absolute terms, Latvian diplomacy in the Eastern direction is less profitable 

than the Western one, but it is a part of the world where there is major potential 
for cooperation, and daily work requires more than just a mastery of “business 
as usual”. Logically, co-operation in trade and attracting investments has been 
developed with countries where Latvian embassies are located: Russia, Belarus, 
Ukraine, Georgia, Azerbaijan, China, Turkey, Japan, Kazakhstan, and Uzbekistan. 
It is worth noting that the best economic performances for Latvia show in 
countries where embassies were opened as early as possible.

It is reasonable to assume that very soon a similar scene will be observed with 
India, the UAE, and in other countries where Latvia will open an embassy or have 
a representative for the Investment and Development Agency of Latvia.

Russia remains Latvia’s most significant economic partner to the East. 
Regardless of several convulsions in bilateral relations (as in 1998 and after the 
annexation of Crimea) Latvians are doing, and will continue to do, business with 
Russians. This cooperation has a significant impact to Latvia’s GDP, especially in 
the energy and transportation sectors, and is regarded as a key element to the 
entire eastward focus for Latvian economic diplomacy. 

The Eastern direction is the most important source of income for Latvian 
transit business; rail and major ports are one of the most significant contributors 
to the Latvian GDP. Eastward Latvian economic diplomacy is the best example 
of Latvian diplomacy achievements after 2004. Latvian trade with Uzbekistan is 
approaching 100 million euro per year. If Latvia had not opened an embassy in 
Tashkent in 2000, it is unlikely these figures would be as significant. It is also 
unlikely that Latvian producers could have reached China’s export market by the 
end of 2014 if Latvia had not create  d constructive and pragmatic cooperation with 
the People’s Republic of China several years ago.

The activities of Latvian entrepreneurs, and their diplomatic and economic 
representations, also led some Eastern companies to start their businesses in 
Latvia. Worldwide known brands such as Etihad, Mitsui/Portek, Huawei, and 
others, who are dealing in Latvia are the result of fruitful dialogue at political 
and economic levels. 

Of course, Latvian foreign economic diplomacy could be more successful in 
the East. To a large extent, the planned development cooperation expectations with 
Eastern Partnership countries, as well as the expansion of the network of embassies 
was disrupted by the 2008 economic crisis. A reduction of the human resource 
capabilities by the Ministry of Foreign Affairs was a result. Even during Latvia’s 
presidency diplomatic engagement has not reached pre-crisis levels. As a result, 
for example, Latvia has opened its embassy in the United Arab Emirates. A few 
years ago it would have been optimistic to be among the first fifty nations having an 
official representation at the heart of the Arabic Peninsula. However, despite various 
achievements, there are still a number of countries where Latvian diplomacy has 
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no contact point. Latvia lacks the knowledge about, and representation in, the 
countries of South-East Asia. Large countries such as the Philippines and Indonesia 
are almost unknown for Latvian entrepreneurs and diplomats.

The best results have been achieved through close private-public cooperation. 
As a relatively small country with limited diplomatic staff and fixed resources 
from entrepreneurs, our main advantage in the expansion of new markets is 
cooperation between entrepreneurs and the government. 

Promotion of foreign economic relations in recent years has been declared 
as one of the top priorities for Latvia’s diplomacy. Moreover, the expansion of 
new export markets has become one of the cornerstones of Latvia’s economy on 
a whole. In reality Latvia is taking its first big steps to formulate its economic 
diplomacy (whether westwards or eastwards, it does not matter) and designing a 
national system for doing businesses. It is too early to speak about specific styles 
or the characteristic features of Latvian foreign diplomacy, but on one detail we 
can be certain: the confidence of the business sector in Latvia and its efforts to 
master the market is gradually increasing.
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LATVIA’S WESTERN ECONOMIC DIPLOMACY: 
ACHIEVEMENT, CONSTRAINTS, AND 

CHALLENGES
 

Aldis Austers 

In brief, Latvia’s Western diplomacy has been one of economic and political 
integration (fusion), of security guarantees, and of identity construction. It 
has been multilateral in its form to a great extent, and since Latvia’s accession 
to major Western international organisations, has also become highly 
institutionalised. Latvia’s eastern border became the EU’s external border in 
2004 and, politically, integration with the West has delivered in terms of Latvian 
European identity consolidation and national security. Moreover, Latvia, 
through its membership of numerous international organisations, has obtained 
considerable global leverage and on a number of occasions Latvia has resorted 
to its international “voice” with the purpose to resolve the most problematic 
bilateral issues with its bellicose eastern neighbouring countries like Russia.205 
However, Latvia’s economic development has proved to be a much trickier issue 
so far. The establishment of effective regional economic networks, expansion of 
EU-funded public infrastructure projects, and a full use of transit opportunities 
will be of critical importance to Latvia’s future growth. 

The focus of this chapter, devoted to the performance of Latvia’s Western 
economic diplomacy, will be on the institutional adaptations of Latvia’s economic 
diplomacy in the aftermath of the 2008-2009 financial crash. In the beginning of 
the analysis is a description of the major milestones in the development of Latvia’s 
Western diplomacy between 1991 and 2014. Further, a scrutiny of empirical 
data on the results of Latvia’s external economic activities will be offered, thus 
introducing a benchmark for assessing the efficiency of Latvia’s economic 
diplomacy. This will be followed analysis of the institutional set-up of Latvia’s 
economic diplomacy operations, including institutional adaptations after the 
crisis.206 Last but not the least important, in the conclusion, some suggestions will 
be drawn about the further direction of Latvia’s foreign economic policy making 
and economic diplomacy.

205 Thus, such typical bilateral issue as signing a border agreement between Latvia and Russia became an issue 
between the European Union and Russia. The treaty was ultimately signed and ratified in 2007 and, according 
to Latvia’s former Prime Minister Aigars Kalvitis, the German Chancellor Angela Merkel played a decisive role 
in mediating the conclusion of this border agreement. See Nadezda Titova, “Robežlīgums ar Krieviju parakstīts, 
pateicoties Merkelei” [Border treaty signed thanks to Merkel], Diena.lv, March 6, 2008, http://www.diena.lv/
sabiedriba/politika/robezligums-ar-krieviju-parakstits-pateicoties-merkelei-36609
206 For the purposes of this institutional analysis a number of personal interviews with experts were carried 
out. The interviewees included representatives of state institutions – the Ministry of Economics, the Ministry 
of Defence and the Investment and Development Agency of Latvia; business organisations – the Employers’ 
Confederation of Latvia and the commercial bank “DNB”; economic journalism – the journal “Ir”. All interviews 
were taken between 10 and 20 November 2014.
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Before turning to the main subject of this chapter, a few methodological 
notes should be introduced. In this paper economic diplomacy will be seen as an 
extension of domestic economic policies targeted at augmenting the productive 
capacity of the national economy and prosperity of people and will refer to the 
foreign economic activity of Latvia’s government in commercial, financial, energy, 
transit, and other areas. The role of non-state actors like employer’s associations, 
individual enterprises, and civic society organisations will be considered in this 
chapter only so far, as they can shape economic relations between Latvia and other 
countries. Although state institutions in Latvia are less exposed to information 
asymmetry due to their international activism and, therefore, are in a position to 
provide essential advice to local entrepreneurs, this paper will demonstrate also 
that non-state actors have successfully engaged in the resolution of inter-state 
conflicts on several occasions.

In addition, in this chapter, for the purposes of analysis, the conduct of Latvia’s 
economic diplomacy will be divided into macro- and micro- components. The 
macro-component of economic diplomacy will refer to diplomatic activities 
targeted at setting the institutional and regulatory framework for transnational 
business operations, like the conclusion of international treaties, negotiations on 
international conventions, the conduct of membership in international bodies etc. 
The macro-component of economic diplomacy will also refer to such seemingly 
domestic issues as macro-economic stability, and other policies targeted at the 
attraction of foreign investment and promotion of competitiveness of domestic 
businesses. The micro-component of economic diplomacy, instead, encompasses 
the actions at the level of individual enterprises – counselling, providing financial 
assistance, and defence in case of conflicts abroad.

Milestones in Latvia’s Western economic diplomacy

Before August 1991, Latvia could not conduct any diplomacy. Latvia 
was part of the Soviet Union, and in the Soviet Union all external relations, 
including economic ones, were conducted through Moscow’s “corridors”. In 
August 1991, one of the first decrees of the newly appointed government of the 
independent Latvia was to create a corpus of its diplomatic envoys abroad and 
seek international recognition of Latvia’s statehood. In September 1991 Latvia 
was accepted as a member state in the United Nations, and the Organisation for 
Security and Co-operation in Europe. 

The condition of Latvia’s economy was dreadful at the moment of the 
restoration of independence, and Latvia had to make stark choices regarding 
the transformation of its economy. Even though Latvian people were willing 
to reintegrate with the West and ready to accept painful economic reforms, the 
Soviet legacy was so debilitating that the idea of Latvia becoming a member 
state of the European Communities (now the European Union) and NATO in a 
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foreseeable future could cross the mind only of a few dreamers.207 Besides, there 
were quite a number of very important people in Latvia talking about Latvia’s 
future as a neutral, demilitarised country, serving as a great bridge between 
East and West. In a nutshell, Latvia’s foreign economic policy of the early 1990s 
was focused on the liberalization of trade and capital flows with the West; the 
reduction of dependence on Eastern supplies of raw materials and energy 
resources; the attraction of foreign loans for development and of foreign direct 
investment; and the search for new markets for Latvian produce. Moreover, Latvia 
freed prices, cut budgetary expenditure, redesigned tax system and reduced tax 
rates, and privatised the majority of state-owned productive assets. In addition, in  
1992-1993 Latvia introduced harsh monetary reforms, pushing down inflation 
from a three digit number (958 percent in 1992) to a double digit number  
(35 percent in 1993) in little more than one year’s time.

Latvia’s reform effort was rewarded with membership status in the 
International Monetary Fund and World Bank in 1992, and numerous high 
level visits of Western leaders. The most remarkable visit was from Bill Clinton, 
the President of the United States, to Riga, Latvia, in 1994. It has to be noted that 
Latvia’s integration in the European Communities was initially seen as purely 
an economic issue.208 In 1992 Latvia signed with the Economic Communities 
an agreement on trade and commercial cooperation, in 1994 – a free trade 
agreement, and in 1995 – the Association Agreement. In 1993 Latvia applied for 
membership in the General Agreement on Tariffs and Trade (the predecessor of 
the World Trade Organisation). 

In 1995, the Latvian government made it clear that it saw accession to the EU 
as indispensable for the survival of the Latvian nation and preservation of the 
Latvian state.209 This was a turning point in Latvia’s foreign policy orientation, 
because this declaration indicated the end of a “balancing” strategy in favour of 
“bandwagoning” the West. The initial hopes of “neutrality” and “a great bridge 
between East and West” were dashed by constantly deteriorating relations 
with Russia. Latvia’s refusal to reintegrate with former Soviet territories within 
the Commonwealth of Independent States, its insistence on the departure of 
post-Soviet Russian military troops from Latvian territory, and the refusal to 

207 Latvia’s Soviet economic legacy involved a low general level of economic development, the presence of 
great number of oversized, Soviet Union scale enterprises, working with outdated and inefficient technologies, 
country’s dependence on raw and energy material supplies from the former Soviet countries, close to zero 
business contacts with the West, large sea ports living on the mercy of transit cargo supplies from the former 
territories of the Soviet Union, the shortage of capital and hard currency reserves, the presence of large Soviet 
army troops on the Latvian ground – all this pointed to a close to impossibility of Latvia’s quick and full 
integration with the western economic structures.
208 In fact, the Latvian governments between 1993 and 1995 had a post of State Minister under the Minister of 
Foreign Affairs responsible for foreign trade and relations with the EU. The Ministry of Foreign Affairs also had 
a department in charge of both foreign trade and the EU affairs until 1998.
209 Main directions of Latvia’s foreign policy until 2005, adopted by Saeima (Latvian Parliament) on 7 April 
1995. See Latvian Institute of International Affairs. 1998. A Security and Defence Evaluation of the State: Latvia 
Entering the 21st Century. (Valsts drošības un aizsardzības izvērtējums, Latvijas Republikai ieejot 21. gadsimtā). 
Latvian Institute of International Affairs. Riga, 32.
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grant Latvia’s citizenship to all inhabitants of the Soviet Latvia caused serious 
friction with Russia. The evolving conflicts with Russia pointed to the inherent 
vulnerability of Latvia’s nationhood if it did not secure a sufficient stake of the 
Western powers in its existence as a counterbalance to a possible rebirth of the 
Russian revanchist mood.

Henceforth Latvia was targeting the membership of as many Western 
organisations as possible and prioritised bilateral relations with Western powers 
of strategic importance, e.g., Germany, Great Britain, Sweden, Denmark, the USA, 
and Canada. Latvia’s Western diplomacy became multilateral in its form, with 
bilateral relations serving the purposes of Latvia’s multilateral interests. To admit 
the truth: in many aspects relations with Western powers were asymmetrical, and 
Latvia was the weakest part. However, Latvia did not bother about it much – it 
was a widespread belief in Latvia that by approaching the West and emulating 
the Western way of life, Latvia would ultimately gain. As long as the West did 
not object to Latvia’s integration, the economic and social losses were perceived 
as a necessary sacrifice. Moreover, small states in general prefer multilateral 
frameworks over bilateral ones, as multilateral, institutionalised relations present 
more respect for small states’ statehood, and guarantee equal playing fields, rule of 
law in international transactions, and leverage against bellicose partners. Latvia is 
no exception to this principle – it clearly sees political advantages stemming from 
the memberships of Western organisations.

After Latvia’s accession to the EU and NATO in 2004, the directions of Latvia’s 
foreign policy naturally changed. The security afforded by the membership of the 
EU, NATO, and other global and regional international organisations allowed 
Latvia to move away from earlier existential anxieties towards greater freedom of 
action in its foreign policy. First, Latvia was willing to provide its contribution to 
global and regional affairs.210 Second, the facilitation of Latvia’s economic potential, 
security, and development was to be attained by active use of international 
instruments.211 Yet, it was admitted that the amount of gains would depend on 
dynamic use of those international instruments by Latvia’s public and non-state 
institutions. Third, Latvia made it clear that an economically strong and united 
EU (in terms of foreign policy) was in its best interests, and that it would advance 
its integration in the EU through participation in the Eurozone and integration 
in the EU’s transport networks. Fourth, the advancement of competitiveness of 
Latvian entrepreneurs was to be achieved through export promotion and low 
taxes in Latvia. Moreover, diversification of energy supplies, and the development 

210 To demonstrate Latvia’s commitment of being not only a consumer of security, but also its commitment 
to take an active part in security efforts in other countries, the Latvian National Armed Forces units have 
participated in a number of international operations: in Bosnia and Herzogovina (1996-2009), in Iraq (2003-
2008), in Afghanistan (since 2003).
211 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas Ārpolitikas pamatnostādnes 2006 – 2010. 
gadam” [Main Directions of Latvia’s Foreign Policy Year 2006 – 2010] ,  
http://www.am.gov.lv/lv/Arpolitika/pamatnostadnes/
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of ports and transit were also among Latvia’s foreign policy priorities.212

In 2011, Latvia’s Parliament adopted a new National Security Concept.213 
This concept sets out some directions in respect to the conduct of the foreign 
economic policy.214 It has to be mentioned that this National Security Concept was 
adopted after Latvia’s financial and economic crash of 2008-2009. This Concept 
identifies the instability of the economic environment and the lack of financial 
resources to Latvia’s entrepreneurs as essential risks leading to lower performance 
of enterprises, and sales of strategically important companies to foreign 
businesspeople for undervalued prices. The willingness to strengthen Latvia’s 
economic sovereignty was linked to the establishment of a stable and foreseeable 
business environment (domestic adjustments like a stable financial system, the 
fight against ‘state capture’, transparency, and the Euro’s introduction in Latvia), 
promotion of entrepreneurship development, high added value export promotion 
to friendly countries, and the use of Latvia’s geographical location to increase 
budget incomes and employment. In the energy area, the Concept repeats Latvia’s 
intention to integrate in the energy infrastructure of the EU and further diversify 
external energy supplies.

Review of the actual results of Latvia’s external political and 
economic activity

Today Latvia has fulfilled most of the ambitions of its foreign policy and of 
macro-level economic diplomacy. It has become a member state of almost all 
major global, and European political and economic organisations (see Table 6). 
The only major organisation, whose member state Latvia has not yet become, 
is the Organisation for Economic Cooperation and Development (OECD). The 
invitation to start the respective accession procedure was received in 2013, and, 
if negotiations proceed as planned, Latvia, along with Columbia, could become 
member states of the OECD as of 2016. Moreover, in addition to the plethora of 
established multilateral ties, Latvia has also signed bilateral treaties on investment 
protection and avoidance of double taxation with the majority of its Western and 
non-Western partner countries.

212 Ministry of Foreign Affairs of the Republic of Latvia, “Latvijas dalība Eiropas Savienībā – pamatprincipi, 
mērķis, prioritātes un darbība” [Latvia’s membership in the European Union – basic principles, aim, priorities 
and activities], http://www.mfa.gov.lv/lv/Arpolitika/eu/Prioritates/strategija/zinojums/
213 Parliament of the Republic of Latvia, “ Nacionālā drošības koncepcija” [National Security Conception], March 
10, 2011, http://www.mfa.gov.lv/lv/Arpolitika/nato/Pamatdokumenti/Nacionalas-drosibas-koncepcija/#34
214 In fact, as of 2010 Latvia has no single governmental document outlining Latvia’s foreign policy priorities. 
The tradition of drawing up a vision of foreign policy directions with the view of several years in perspective 
was relinquish due to difficulty to accurately foresee international developments and due to willingness to 
maintain flexibility in the policy making. Now the declarations of governments’ intended actions and the annual 
statements of the Minister of Foreign Affairs to the Parliament serve as major guides to what constitutes the 
priorities of Latvia’s foreign policy.
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Table 6. Latvia’s membership of Western political and economic structures

Structure Date of accession

United Nations 17 September 1991

Organisation for Security and Co-operation in Europe 10 September 1991

International Monetary Fund 19 May 1992

World Bank August 1992

Council of Europe 10 February 1995

World Trade Organisation 10 February 1999

North Atlantic Treaty Organisation 29 March 2004

European Union 1 May 2004

Schengen Area of border control-free travel 21 December 2007

Full membership of the Economic and Monetary Union 
(Eurozone)

1 January 2014

Organisation of Economic Cooperation and Development Planned in 2016

Permission to introduce the EU’s common currency, the euro, in Latvia as 
of 1 January 2014, represents the latest accomplishment of Latvia’s macro-level 
economic diplomacy. With the euro introduction Latvia became part of the core 
circle of the EU’s member states – the Eurozone, and the expectation is that 
this membership will lead to the expansion of external trade, and of investment 
inflows in Latvia. The Eurozone’s membership proved to be an elusive target to 
Latvia (the initial target year was 2008), as a synchronized fulfilment of the so 
called “convergence criteria”215 turned out to be a rather challenging task for a 
maturing economy like that of Latvia’s. Thus, during the boom years (2005-2007) 
high inflation was a major problem. Later, during the recession (2008-2009), 
the budgetary deficit prohibited earlier entry. Only through a sustained and  
well-coordinated effort by the government, the central bank, social partners, and 
international lenders did Latvia succeed with right-on-time216 compliance with 
all euro criteria.

The future task of Latvia’s foreign policy is to strengthen Latvia’s voice and 
prominence in the international arena and to turn obtained political advantages 
into economic gains. Taking into account the Russian-Ukrainian conflict and 
internal macroeconomic challenges, Latvia will find it difficult to turn to a 

215 The convergence or Maastricht criteria for euro introduction refer to internal price stability, sound budgetary 
situation, converging long-term interest rates and stability of exchange rate with respect to euro.
216 In fact, Latvia’s accession to the Eurozone on 1 January 2014 was one of the few anchors of Latvia’s economic 
stabilization program for 2009-2014. This program was attached to the international bail-out assistance received 
by Latvia in 2008 and 2009 and contained conditions for this bail-out assistance and described quantitative 
targets to be achieved.
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‘quiet diplomacy’.217 Instead, it would be more appropriate for Latvia to route its 
multilateral diplomacy towards ‘group diplomacy’ which refers to forming smaller, 
regional, like-minded groups of members of large international organisation 
and ‘niche diplomacy’ – the enhancement of an international position through 
specialising in certain policy domains. In this respect, the existing EU Strategy 
for the Baltic Sea Region, the European Neighbourhood Policy (2004) and the 
Eastern Partnership (2009), along with a deepening integration among the 
Eurozone member states, are some of the prospective directions for Latvia’s 
economic diplomacy.

Figure 9. Net international investment position (% of GDP)218

Contrary to foreign political successes, the path of Latvia’s economic 
development has been more controversial. Although Latvia has achieved impressive 
progress in terms of economic growth since the early 1990s, that growth has been 
volatile over time, with periods of sharp upswings and downturns. E.g., after Latvia’s 
accession to the EU and NATO in 2004, a period of impressive growth ensued – 
between 2004 and 2007 Latvia’s economy grew by 200 percent in nominal terms. 

217 This categorization of diplomatic strategies of small states comes from Alan Henrikson, who distinguished 
between quite diplomacy, protest diplomacy, group diplomacy, niche diplomacy, enterprise diplomacy and 
regulatory diplomacy. For more details see Alan Henrikson, Diplomacy and Small States in Today’s World, 12th 

Dr. Eric Williams Memorial Lecture, 2008.
218 Data from Eurostat (table code [tipsii10])
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However, huge macro-economic imbalances were accumulated, who’s unwinding 
in autumn 2008 was abrupt, leading to a collapse of the economy – peak-to-trough  
contraction of Latvia’s GDP was 21 percent in 2008-10.

The post-accession euphoria of market participants and of the Latvian public 
authorities was the major cause of Latvia’s recent economic calamities. Lax fiscal 
policy in combination with a fixed exchange rate exposed Latvia’s economy to 
huge foreign capital inflows, without providing sufficient resilience against a 
sudden reversal of capital flows. The common sense wisdom of reducing economic 
vulnerability did not find its way through real deeds. The decision makers preferred 
to ignore the lessons from crises occurring in other emerging economies, e.g., the 
‘emerging market disease’219 and risks stemming from ‘convergence play’.220 The 
dependence on foreign capital inflows/outflows is measured by net international 
investment position. According to the EU’s Macroeconomic Imbalance Procedure, 
the safe margin of exposure to international investment flows is considered at a 
level of 35 percent of a country’s GDP. Even in 2013, Latvia’s exposure to foreign 
capital at a level of 67 percent of the GDP still remained very high (see Figure 9.).

The external trade performance (of both goods and services) has been 
unable to produce a sustained net income to Latvia’s economy so far. The current 
account deficit has been an endemic issue in the case of Latvia, despite all export 
promotion efforts. Although Latvia’s export volumes have been expanding in line 
with the general growth of the economy, Latvia’s export capacity has not been a 
match to the growth of domestic demand and related import supplies. The good 
news is that Latvia’s external trade balance has become much more balanced since 
the crisis. Latvian exporters are continuously increasing their shares in traditional 
markets (in Western Europe), penetrating new markets (in Asia and other parts 
of the World) and selling goods abroad with increasing quality and added value.221 
Moreover, today’s current account deficit of several percent points of the GDP is 
not perceived as a sign of economic weakness, as the share of import component 
in Latvia’s export is very high, due to a dependence on imported energy resources, 
minerals, machinery, and also assembly parts. 

According to external trade statistics, the most export-oriented country among 
the Baltic States appears to be Estonia with 12 200 EUR of exports per inhabitant 

219 The emerging market disease is a theory developed by Francisco L. Rivera-Batiz. It states that emerging 
markets, starved of domestic capital, liberalize their capital markets. As capital floods in, real exchange rate starts 
to appreciate, leading to accumulation of debt because of falling exports and rising imports. Ultimately investors 
loose confidence in the economy and rush their capital out of that market. See Francisco L. Rivera-Batiz, “The 
East Asian crisis and the anatomy of emerging market disease,” in The Political Economy of the East Asian 
Crisis and its Aftermath: Tigers in Distress, edited by Arvid John Lukauskas and Francisco L. Rivera-Batiz, 
Cheltenham: Edward Elgar Publishing, 2001, 31-73. 
220 The convergence play denotes a situation in which expectations of further convergence lead to ever 
increasing investments ultimately leading to overpricing and price crash (e.g., the expectation of asset price 
convergence leads to heightened interest in these assets while they are low-priced, but the same interest pushes 
simultaneously those prices up).
221 Beņkovskis Konstantins, “Evaluation of non-price competitiveness of exports from Latvia,” in “EU 
Balance-of-Payments assistance for Latvia: Foundations for success,” European Economy Occasional Paper,s 
no. 120, (2012): 60-67.



87

in 2013, followed by Lithuania with 10 200 EUR per inhabitant, and only then by 
Latvia – with only 6 900 EUR of exports per inhabitant. Yet, as experts point out, 
this difference does not suggest an inferior trade performance by Latvia, because 
in the case of the other Baltic countries, trade figures are pushed up by industries 
importing large volumes of goods for low value-added processing and then selling 
abroad. In Estonia’s case this is the assembly industry of electronic equipment, 
while in Lithuania’s case – oil processing. Latvia, on the contrary, mostly exports 
goods made from local materials (wood) or imported raw materials (metals).

Figure 10. Foreign trade turnover by weight of major partners (%)222

The figures on trade turnover by Latvia’s major partner countries reveal 
some important tendencies (see Figure 10). First, although in absolute 
figures trade turnover has been increasing with almost all partner countries, 
the share of Western developed countries had plummeted, e.g. of Germany, 

222 Data from Central Statistical Bureau of Latvia (tabele code ATG03_E).
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Sweden Finland, Denmark, and Great Britain. At the same time the share of 
neighbouring Lithuania and Estonia, as well as of other emerging economies 
increased significantly. This indicates a strong regionalisation of trade links and 
a change in the composition of Latvia’s external trade, i.e., higher rate of finished 
or semi-finished products and lesser fraction of technological commodities – 
machines, appliances, vehicles. Second, the share of individual third countries 
(outside the EU) was rather small. Thus, the USA comprised less than 1 percent 
and China 1.7 percent of Latvia’s trade turnover in 2010. Russia and Belarus 
were the only exceptions: the share of trade with these countries was still 
significant (9.4 and 3.3 percent respectively). Altogether, these observations of 
trade turnover developments have important consequences for the direction 
of Latvia’s economic diplomacy. Apparently, Latvia’s exporting companies find 
it easier to trade within the confines of Latvia’s regional neighbours. Trade 
across large distances is more complicated, as companies need to develop very 
specific products and be capable to produce and sell it in large amounts. For the 
moment, only few Latvia’s companies are capable of such export performance 
(for example, pharmaceutical companies Olainfarm and Grindex).

Figure 11. Investment in Latvia: direct, portfolio and other (mil. EUR)223 

223 Data from Eurostat (table code [bop_ext_intpos])
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The statistics of inward investments presents another picture. The bulk of 
inward investment in Latvia took the form of financial investments, with foreign 
direct investment (FDI) comprising rather a small fraction (see Figure 11). The 
major source of financial investments were foreign private financial institutions 
which, using syndicated loan arrangements, issued credit to Latvian credit 
institutions. Other major sources of incoming funding included EU funds and 
labour remittances. During recent years the share of FDI has had a tendency to 
increase, and the accumulated FDI for total investment stock in 2013 comprised 
27 percent (in 2008 this was only 21 percent). Yet, the inflow of FDI in Latvia has 
been spectacularly lower than in neighbouring Estonia where the accumulated 
FDI per capita reached 12 030 euro in 2013, while in Latvia 5668 euro and in 
Lithuania 4170 euro. Besides, in Latvia, 24 percent of FDI has landed in the 
banking sector, thus crowding out investment in the real economy.

Figure 12. Foreign direct investment stock (%)224

224 Data from the Ministry of Economy of Latvia.
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The statistics on foreign investment flows to Latvia by source countries 
discloses some remarkable trends (see Figure 12). First, the major source of 
investment in Latvia used to the neighboring Estonia, but now the leadership has 
been overtaken by Sweden. This is explained by investments in banking sector, as 
the mother bank of Swedbank Latvia used to be located in Estonia, but now it is in 
Sweden. Second, the share of investment from the Western developed countries is 
somewhat decreasing. At the same time, the share of investment from Cyprus and 
third countries is expanding. Cyprus’ relevance is explained by many off-shore 
investments in Latvia. Out of third countries, significant amount of investment 
is coming from Russia, albeit the rate has been diminishing from year to year. 
Thus, if in 2004 Russian investment accounted to 6.7 percent of total investment 
in Latvia, then in 2010 it comprised only 3.5 percent – a half of 2004 level.

General institutional features of Latvia’s public administration 

Before turning to specific institutions of Latvia’s economic diplomacy, several 
points on theoretical perspectives of institutional development in small states in 
general, and Latvia in particular, merit attention. According to Galbreath and 
Lasas, Latvia, Lithuania, and Estonia, because of their smallness have significantly 
smaller bureaucracies, closer cooperation among their various political elites, and 
more intensive and direct participation of top political figures in daily foreign 
policy affairs, what makes the distance between domestic and foreign policy 
making much shorter than in bigger countries.225 Some other positive features 
of small states, proposed by Baldacchino,226 include linguistic homogeneity and 
economic openness, which makes the functioning of these societies more efficient 
and flexible. However, there are also some not so positive features of small and, 
in particular, emerging states. Thus, in the view of Katel et al.,227 a tiny domestic 
market and pool of human capital acts not only as a restraint on the provision of 
high quality administrative competence necessary for steering the economy, but 
also as a drag on domestic competition in political and economic areas that leads 
to rent-seeking and prevalence of vested interests. Besides, Baldacchino also finds 
that the monopoly on public institutions, totality of state and intimacy of people 
are essential features of small states, and he argues that the smaller the state, the 
more pronounced these features are.

In regards to Latvia, high departmentalisation, limited analytical capacities, 
and very high staff turnover have been identified as major problems of public 

225 Galbreath J. David and Ainius Lasas, “Continuity and Change in the Baltic Sea Region: looking at the impact 
of enlargement on Baltic foreign policy,” a paper prepared for the ECPR-SGIR 2007 Conference in Turin, Italy, 2, 
http://www.eisa-net.org/be-bruga/eisa/files/events/turin/Galbreath-galbreath_and_lasas_paper.pdf
226 Baldacchino Godfrey, “Meeting the Tests of Time: Small States in the 21st Century,” Current Issues in 
Comparative Education 15, no.1, Teachers College, Columbia University, 2012, 17.
227 Kattel Rainer et al. “Small States and Innovation,” in Small States in Europe: Challenges and Opportunities, ed. 
Robert Steinmetz and Anders Wivel (London: Ashgate, 2010), 65-86.
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administration.228 High departmentalisation denotes an administrative system 
which consists of departments enjoying a high degree of autonomy in their policy 
sphere. This leads to communication gaps and fragmented policy making – a 
dysfunction which can be resolved through a sustained coordination effort at a 
top management level. Limited analytical capacity is a situation in which public 
administration either has a limited capacity to carry out impact assessments on 
major public initiatives or has little appreciation for such studies. Indeed, such 
studies cost money, human resources and valuable time, however, without them 
policy making risks losing touch with reality and becoming erroneous. Finally, 
as to the high staff turnover, this problem speaks for itself. It is a critical issue in 
Latvia, as staff turnover in public institutions is twice as high compared to the 
average EU level and is often related to poor remuneration in public institutions. 

Adaptations of economic diplomacy in the aftermath of the 2008 
economic crash 

Empirical data shows that despite impressive progress during the last 
years and intense efforts to foster export performance and the attraction of 
foreign investment, Latvia has been in general somewhat less successful than 
its neighbouring countries Estonia and Lithuania. Naturally, one would ask for 
reasons as to why there is such a Latvian underperformance. Is it related to some 
structural features of the national economies of the Baltic countries, or subjective 
factors like ineffective decision-making, misjudgement of reality by key decision-
makers, or are there some ideological factors? Have these constraints been 
removed in the aftermath of the 2008 economic crash?

First, it can be easily seen that Latvia’s approach to foreign economic 
policy making had been rather neo-mercantilist in style. Low taxes (Latvia 
still has one of the lightest taxation regimes in the European Union), tax 
holidays for investments, and export promotion schemes (within the confines 
of international obligations) are among the most popular measures pursued 
by Latvia. Moreover, the progression of political diplomacy renders Latvia’s 
diplomatic services more capable in sorting out international issues compared 
with local companies. Indeed, the limited capacity of local businesses to go 
global is a challenge well known in Latvia. A lack of international business 
contacts, know-how to go global, and large-scale production facilities constrain 
Latvia’s external economic performance. Even today, in 2014, there are very 
few companies with a global reach or multinational companies headquartered 
in Latvia. Latvia’s entrepreneurs also show less interest in international 
public procurement offers like that of NATO. Naturally, the government is 
full of intentions to boost this capacity with all the means possible allowed 

228 Ivo Rollis, „The National Coordination System of EU Policy in Latvia,” Latvijas intereses Eiropas Savienībā 
[Latvia’s Interests in the EU], 2014/2, 97.
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by international trade treaties. Modern history presents a number of cases 
of small countries becoming influential world players and economic success 
stories, e.g., Finland who transformed itself from a ‘small state next to a great 
power’ to a ‘smart state’ with premium class businesses.229

Second, neo-mercantilism is largely rooted in the popular perception of 
the Latvian public that the government should help Latvian enterprises to find 
new markets abroad. (The argument is that enterprises pay taxes which are 
spent by the government on expensive embassies abroad, therefore enterprises 
deserve significant attention from the embassies’ staff.) However, Latvia 
is a small country with a limited administrative capacity. This dictates the 
necessity to pursue a liberal approach to state administration, namely, keeping 
government as small as possible, including diplomatic representations, and 
limit governmental functions to the regulation of general macro-conditions 
of external commercial activity. This mismatch between high popular 
expectations and real capabilities of public authorities often leads to empty 
promissory declarations from the part of public bodies, without little or no 
intention to follow them.

Third, according to analysts, after accession to the EU, Latvia introduced 
a well-coordinated mechanism for the management of EU affairs “with a 
clear division of labour between actors and ability to speak with one voice in 
Brussels.”230 It is a comprehensive and decentralized system, with the Ministry 
of Foreign Affairs being the central coordinator and other ministries and 
social partners being part of the mechanism. This system has allowed Latvia to 
actively promote its national interests in the EU when it deemed it necessary, 
like in the areas of EU budget payments to little developed areas, direct farm 
subsidies and agricultural policies, as well as energy and the environment.231 
From the point of view of economic diplomacy, recently concluded negotiations 
on the Canada-EU trade agreement (the Comprehensive Trade and Economic 
Agreement (CETA)) and ongoing negotiations about the EU and USA trade 
agreement (the Transatlantic Trade and Investment Partnership (TTIP)) and 
the EU-Japan Free Trade Agreement, both launched in 2013, are of utmost 
relevance However, the process of Latvia’s interest formulation and expression 
is highly institutionalised, and there is a good ground to believe that Latvia, 
and other Baltic countries, will not hesitate to “punch above their weight” in 
these negotiations if it is necessary for them. 

229 Browning, S. Christopher, “Small, Smart and Salient? Rethinking Identity in the Small States Literature,” 
Cambridge Review of International Affairs 19, no. 4, December 2006.
230 Rollis Ivo,”The National Coordination System of EU Policy in Latvia,” Latvijas intereses Eiropas Savienībā 
[Latvia’s Interests in the EU], 2014/2, 79.
231 Rollis Ivo,”The National Coordination System of EU Policy in Latvia,” Latvijas intereses Eiropas Savienībā 
[Latvia’s Interests in the EU], 2014/2, 95.
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The regulation of the investment environment

According to a position paper from the Foreign Investors Council in Latvia 
(FICIL) of March 2014,232 Latvia’s economy presents a number of concerns to 
foreign investors. Namely, these concerns are related to the relatively low level 
of foreign investment activity, low labour productivity growth, the structural 
weakness of Latvia’s economy vis-à-vis the Russian-Ukrainian crisis, and slow 
progress in upgrading the performance of such state institutions as the State 
Revenue Service, the Court System, Bankruptcy Administrators, and Customs 
services. Moreover, the FICIL notes the slowing down of earlier planned 
reforms in the energy, education, and health care sectors. In order to facilitate 
inflow of foreign direct investment, Latvia’s government is advised to promote a 
better balance between transparency, accountability, and sound governance in 
sectoral regulation and non-regulatory stimulus for development, including the 
enhancement of industrial policy. Latvia’s lawmakers are particularly asked to 
avoid erratic legislative changes that are not backed by sufficient impact analysis.

The concerns of FICIL are shared by such international bodies as the 
IMF and the European Commission. However, despite the fact that Latvia’s 
public institutions have recently reduced their reform zeal, Latvian deeds have 
to be measured against the overall progress achieved by Latvia since 2008 in 
terms of structural reforms. If this is taken into account, Latvia’s government 
deserves some words of praise, as Latvia’s lawmakers have earned a significant 
level of credibility, as attested by improving international credit ratings. Recent 
economic forecasts point to the continued leadership of Latvia in the EU in 
terms of economic growth for the coming years.233 

In Latvia, it is the government in general, and the Ministry of Economics 
in particular, who are responsible for the establishment of business and an 
investment friendly environment. Although all governments (from 2004 to 
2014 Latvia had nine governments) in their declarations of intended activities 
have committed to the promotion of foreign direct investment, as Latvia’s pre-
crisis and post-crisis experience has showed, there have been problems with 
responsible economic policy making. Moreover, public institutions have failed 
to see through the market investment bubble growing and foresee risks of 
delayed intervention. There is a wide consensus234 that the weakness of Latvia’s 
public institutions is not only linked to the inexperience of decision-makers, 
but also to the lack of political competition (in Latvia, all governments since the 
1990s, without exception, have been centre-right oriented), the considerable 
impact of vested interests on Latvian politics which preclude fresh economic 

232 The paper in question is Position Paper on Macroeconomic and Tax Policy, no. 1, FICIL, May 30, 2014. 
http://www.ficil.lv/faili/HC2014/1_14%2005%2030%20Macroeconomic%20and%20tax.pdf
233 European Economic Forecast, Overview, Autumn 2014, the European Commission,  
http://ec.europa.eu/economy_finance/eu/forecasts/2014_autumn/overview_en.pdf
234 National Integrity System Assessment Latvia, Transparency International, Delna, 2011.
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actors from entering the local market and a large shadow economy (according 
to some estimates from 35-40 percent of the GDP).

However, this is not to deny that Latvia’s government has not been improving 
in certain areas. With the Latvian economy in deep recession the government 
resorted to a number of reforms in the area of business taxation and regulation, 
most notably in cutting “red-tape” in registration of new businesses and in 
dealing with construction permits. As a result, Latvia’s ranking in the World 
Bank’s “ease of doing business” index considerably improved and in 2013 
Latvia ranked 7th best in the EU and 21st in the World. In 2014, Latvia’s rank 
dropped to the 23rd place in the World. According to this business regulation 
index Latvia has considerable gaps in getting electricity (only 89th), protecting 
minority shareholders (49th), dealing with constructions permits (47th), and 
resolving insolvency (40th). According to the Global Competitiveness Index, 
compiled by the World Economic Forum, Latvia’s ranking is more modest (42nd 
out of 148 countries in the World, in 2014, and 17th among the EU’s member 
states) although Latvia has progressed considerably from 2013 (52nd place).

In order to overcome the coordination problems between various ministries 
and governmental institutions, in 2010, a Council for Coordination of Large 
and Strategically Important Investment Projects was established. This Council 
is chaired by the Prime Minister and comprises of ministers of economics, 
transport, education, finances, foreign affairs, and regional development. The 
meetings of the Council are accessible to the representatives of businesses and 
non-governmental organisations. The purpose of this Council is to coordinate 
the activities of state institutions vis-à-vis large investment projects in Latvia. 
The working of this Council has attracted some journalistic criticism due 
to the lack of strategic decisions in terms of resolving existing institutional 
bottlenecks, although state officials have praised the work of the Council, 
at least in 2011, when it supposedly managed to attract new investments 
worth170 million euro.235 

In 2013, the government adopted Guidelines for Export Promotion of 
Latvia’s Goods and Services and Attraction of Foreign Investment for the Years 
2013-2019. According to the representative of the Employers’ Confederation of 
Latvia (LDDK), these guidelines have a sufficient degree of detailed elaboration 
concerning the improvement of the investment climate in Latvia. However, 
although these guidelines foresee some measures of action at the level of local 
governments, there is a near consensus agreement among experts that local 
governments represent a major obstacle to investment inflow: the Latvian 
local governments are relatively small and have serious coordination problems 
among themselves, which is critical to large scale investment projects. Besides, 

235 Dombrovskis: pieteikušies seši lieli ārvalstu investori [Dombrovskis: six large foreign investors have applied], 
published on August 25, 2011,  
http://www.ir.lv/2011/8/25/dombrovskis-pusgada-sesi-arvalstu-investori-izlemj-par-lielam-investicijam



95

many investment projects have been declined by local governments due to 
concerns of alleged environmental degradation, and on many occasions this 
has happened despite respective territorial planning documents allowing 
industrial activity in a particular area. At the same time, several experts praised 
the work of the Investment and Development Agency of Latvia (LIAA) which 
has prioritised investment attraction in the service sector. The volumes of these 
investments are relatively small; however, being labour intensive, they provide 
well-paid jobs to a great number of local people.

Table 7. Some stylized facts on the Ministry of Foreign Affairs of Latvia236

2008 2009 2010 2012 2013

Budget (mill. euro) 57.0
(66.4 in 2007)

41.3 36.4 30.8 45.2

Employees:
- total
- central apparatus
- diplomatic representations

704
409
295

528 
327
201

530
343
188

581
359
222

574
338
236

Diplomatic representations abroad 46 45 44 45 44

Honorary representations abroad 134 134 138 131 167

Trade promotion – macro- and micro-components of Latvia’s 
Western economic diplomacy

The principal actor in the area of Latvia’s economic (commercial) 
diplomacy is Latvia’s Ministry of Foreign Affairs. During the recession, the 
budget of the Ministry was cut from 66.4 million euro in 2007 to 30.8 million 
euro in 2012. These cuts severely affected the number of diplomats in central 
apparatus and abroad, although the number of diplomatic representations 
was kept almost untouched. In such a situation diplomats had to undertake a 
heavier work load, as the general solution to staff cuts was to merge economic 
duties with political ones.

Despite budgetary cuts, the Ministry remained committed to tasks in 
the area of foreign economic relations: (1) to promote Latvia’s economic 
interests via multilateral bodies; (2) to popularize Latvia’s infrastructure for 
the development of its transport sector; (3) to organize visits of state officials 
and business people to countries with export potential; and (4) to defend the 
interests of Latvia’s business people and offer assistance in penetrating new 
export markets. The targeted new markets are in Asia, Africa, and Latin-
America, although access to traditional markets in Western countries was also 
promoted. To show its pro-active role in export promotion, the Ministry, in 

236 Data from public reports of the Ministry of Foreign Affairs of Latvia.
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cooperation with partner organisation the Employer’s Confederation of Latvia 
(ECoL), as of 2010, organises direct meetings between Latvian Ambassadors 
and diplomats, and Latvian entrepreneurs. The Ministry has also initiated, as 
of 2010, a regular trilateral meeting format among the Ministry, the Ministry 
of Economics, and the Latvian Investment and Development Agency. The 
Ministry of Foreign Affairs plans to extend the network of Latvia’s diplomatic 
representations from its current 44 to 51 in 2020 (these will include new 
embassies in South Korea, Brazil, Singapore, Australia, and South Africa, as 
well as a consulate-general in the USA).

Moreover, a Foreign Economic Policy Coordination Council has been 
reinstated with the purpose to introduce a concerted action between various 
public and non-public authorities in the area of foreign economic policy 
formation and promotion of competitiveness for Latvia’s national economy. 
This Council is chaired by the Minister of Foreign Affairs, and his deputy is 
the Minister of Economics. Last but not least, as of July 2014, the Ministry of 
Foreign Affairs has taken over from the Ministry of Economics the functions 
of external trade relations (WTO and trade agreement issues). According to 
business representatives, this Council has been able to deliver coordinated 
responses to such issues as prioritisation of external trade markets and better 
use of Latvia’s diplomatic representations for economic purposes. A topical 
issue presently on the agenda of this Council is the promotion of Latvia’s image 
abroad and a branding of Latvian products. This country branding issue is, 
indeed, a challenge, because, according to international opinion polls, Latvia 
has a lower level of identification than its Baltic neighbours, and Latvia’s 
national brand is inferior to Riga’s brand – its capital. 

As to the micro-component of Latvia’s economic diplomacy, the major 
institutional actor is the Investment and Development Agency of Latvia (LIAA). 
In 2014, the number of LIAA’s representations abroad has increased from 10 to 
14; the new ones have opened in Belarus, Ukraine, China, and Lithuania. The 
new representations are financed through EU structural funds. Moreover, EU 
structural funds were used to introduce the export guarantee scheme in Latvia; 
yet this guarantee can only be applied to export transactions to third countries –  
outside the EU and other Western markets. An overview of Latvia’s export 
promotion activities in 2008-2013 is depicted in Table 8.
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Table 8. Measures for promotion of export and investment in 2008-13237

Measure Date of 
introduction Intensity

The Council for Coordination of Large 
and Strategically Important Investment 
Projects

As of August 2010
Between August 2010 
and January 2014 – 
13 meetings

Foreign Economic Policy Coordination 
Council As of May 2012 2012 – 2 meetings

2013 – 5 meetings

Foreign Service serves Latvian Export – 
seminars on export opportunities in 
foreign markets (MFA and LDDK)

As of October 2009

2009 – 10 seminars
2010 – 7 seminars
2011 – 11 seminars
2012 - 8 seminars
2013 – 9 seminars

LIAA representations abroad 2012 – 10
2014 - 14

Joint Activity Plan between the 
Ministry of Foreign Affairs, Ministry of 
Economics, state agencies and business 
representatives for 2013

2013 – 253 activities 
of different durability 
and frequency

Several interviewed experts drew attention to a positive change of attitude 
among Latvia’s business people towards exports since 2008: the crisis has forced 
many business people to rethink their strategy and to activate searches for 
business opportunities abroad, particularly in a Western direction. However, 
as it has been noted, the capacity of Latvian businesses to execute large 
international orders and to conduct their businesses successfully on a global 
scale remains a serious challenge. One expert pointed to the fact that many 
businesses overestimate their capacity to penetrate far and exotic markets, as 
their produce is not yet specific enough to make business profitable despite great 
travel distance. From this perspective it is wiser to focus on closer markets like 
Germany, and through supplies of intermediary goods to German exporting 
enterprises, become part of global trade flows. This view somewhat conforms 
to the finding of another expert, representing a business organisation, that 
the aforementioned Guidelines for Export Promotion of Latvia’s Goods and 
Services and Attraction of Foreign Investment for the Years 2013-2019, although 
being detailed enough on an investment part, has not yet delivered in terms of 
guidance for external trade promotion.

Yet, on several occasions, Latvian business people have allegedly been highly 
effective in resolving intergovernmental wrangles. Thus, the long delayed signing 

237 Data from public reports of the Ministry of Foreign Affairs of Latvia.
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of the border agreement between Latvia and Russia was done in 2007, and 
business people on both sides of border had promoted this signing, according to 
ECoL. Also now, on the issue of discriminatory price policy applied by Belarus 
on its visa issuance, thanks to business contacts a progress has been attained. This 
effectiveness of business people can be explained by the fact that Latvian business 
people have much better relations with their Russian and Belarus’ counterparts 
than the governmental officials.

Suggestions on further directions for Latvia’s Western economic 
diplomacy

This paper has pointed out that, despite an impressive external economic 
performance, Latvia’s economy and its steering institutions, including economic 
diplomacy, still encompass a number of structural and policy-making 
shortcomings. Inter alia, these shortcomings include a lack of general capacity 
combined with untenable political promises, coordination and planning problems, 
unpreparedness of local authorities for large scale investment projects, and a lack 
of capacity of local businesses to go global.

Some suggestions on further directions for Latvia’s economic diplomacy:
•	 First, economic diplomacy is not about ‘window dressing’, but about 

resolving information asymmetry between international and domestic 
actors. Popular expectations should be matched with the real capacity 
of Latvia’s economic diplomacy (e.g., good example is Denmark where 
diplomatic representations charge a fee for their services to individual 
companies), and domestic institutional and structural “bottlenecks” should 
be removed as soon as possible;

•	 Second, Latvia should, henceforth, focus on “group” and “niche” diplomacy 
within the web of established multilateral relations. This will be particularly 
relevant for Latvia’s membership in the EU and Eurozone (in the context of 
negotiations for future economic growth framework and the economic impact 
of the Ukrainian-Russian conflict);

•	 Third, Latvia’s export promotion strategy should be reconsidered. The 
targeting of exotic and distant markets is premature. Instead, more attention 
should be paid to traditional export markets in Western Europe;

•	 Fourth, active FDI attraction in the service sector should be continued, 
however, it needs to be balanced with FDI in industrial, capital intensive 
activities. Latvia’s industrial sector requires modernisation. The problem of 
local authorities has become acute and needs to be resolved;

•	 Fifth, Latvia should arrest the outflow of people and promote remigration. 
Appropriate policies should be introduced to promote Latvian language 
training abroad with the expectation that those who speak Latvian will 
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most likely form part of the next generation of Latvia’s labor force. Specific 
programmes for the attraction of talented people have to introduced;

•	 Sixth, Latvia’s landscape provides ample opportunities for green businesses 
and also recreation. A strategy should be devised on how to profit from this 
natural advantage. The marketing or branding of Latvia itself and of Latvia’s 
products needs to be accelerated.
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ESTONIA'S ECONOMIC DIPLOMACY: 
PRIORITIES, AGENTS, AND CHALLENGES

Viljar Veebel

Similar to its Baltic neighbours, Latvia and Lithuania, Estonia has been commonly 
described as asuccess story in Central and Eastern Europe (CEE), showing remarkable 
economic performance and competitiveness since re-independence in 1991. Estonia 
experienced strong growth in 2001–2007, but also witnessed a deep economic 
recession in 2008 and 2009, followed by a relatively speedy recovery since 2010. In 
the periods of economic boom and during the bust, exports and foreign investments 
have played a crucial role in determining the country’s development. The open 
nature of the Estonian economy has boosted external trade and attracted significant 
inflows of foreign capital, which are considered the most important engines of the 
economic boom, whereas the partial disappearance of significant export markets, 
and a sharp reversal of foreign capital flows in 2008, have deepened the transmission 
of the external shock to the economy and exacerbated the economic crisis. 

The economic diplomacy channel is one of the most suitable tools to represent 
national interests, endorse domestic goods and services abroad, and influence 
economic and trade policies of the host country. However, the scope of diplomacy 
has widened significantly in recent years, involving not only traditional “players”, 
such as ministries, foreign officers, and consulates, but also agencies, businesses, 
individuals, and foundations. This helps establish an open and dynamic support 
network to represent and uphold a country’s interests, and to influence the 
economic policies of other countries. 

The current chapter focuses on the comprehensive “network” of economic 
diplomacy in Estonia by describing the roles of different agents involved and 
discussing the results of their activities in context with the framework implemented 
during 1991–2013. The analysis distinguishes two levels of economic diplomacy: 
a) business diplomacy – directly supporting business promotion between 
Estonia and host countries, and b) other diplomatic activities to establish an 
economic environment which supports local enterprises. The chapter will also 
analyse Estonian economic diplomacy priorities during 1991–2013, based on 
the distinction between business diplomacy and other activities related to the 
establishment of a supportive economic environment. The final part will focus 
on the main challenges posed to Estonia’s economic diplomacy in the near future. 

The priorities of Estonian economic diplomacy during 1991–2013

In the first years of re-independence liberal ideology was, without deeper 
discussion, considered an integral part of the new Estonian economic model by 
the political elite. Giving precedence to liberal ideology were concepts mainly 
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inspired by the works of Milton Friedman, Friedrich Hayek, and the foundations 
of Thatcherism, often cited by Mart Laar, the Prime Minister of Estonia between 
1992–1994 and 1999–2002. The country’s choice partially reflects the overreaction 
of society to domination of the state during the Soviet era in Estonia. However, it 
could also be viewed as an expression of an individualistic approach dominating 
Estonia, opposing the former collectivist approach during the Soviet period. After 
re-independence Estonia’s external economic policy has been focused on activities 
directed towards implementing an open economic policy, finding international 
support for radical economic reforms, and globally supporting a liberal economic 
policy.238 The cornerstone of the country’s trade strategy was a nearly tariff-free 
import trade regime until 1995 when Estonia started to harmonise the Most 
Favoured Nations (MFN) tariffs towards the common external tariff of the EU.239 
The Estonian market was opened to imports from other countries, whereas the 
export opportunities of Estonian producers often remained limited. In sensitive 
sectors, the competition from the importers’ side was relatively fierce in Estonia.240 
Although liberal ideology contributed to the impression of Estonia as a “right 
wing paradise”, in real terms local business diplomacy was neither targeted to 
support local exporters, or to establish an economic environment which would 
support local enterprises and offer them new opportunities in a global market. 

The concept of an “open economy” has also been followed during negotiations 
for a free trade agreement between the European Union (EU) and Estonia in 1994–
1995, and until Estonia joined the EU in 2004. According to Mart Laar, in 1995, 
Estonia decided to sign a free trade agreement with the EU without a transition 
period to protect the Estonian market and local producers, and underline the 
desire for deeper integration.241 As stated by Clyde Kull, Estonian Ambassador to 
the EU in 1992–1997, at the beginning of the preliminary negotiations for a free 
trade agreement in 1993, Estonia was committed to symmetrical and immediate 
free trade for industrial products, textiles and services, and the extremely liberal 
customs system, whereas the European Commission had reservations about 
Estonia’s intention to sign the agreement without a transition period. Free trade 
was – to some extent – considered as preferential treatment for non-EU member 
states, which should be implemented asymmetrically.242

238 “Eesti kasvuvisioon 2018. Võtmevalik: Välispoliitika hoiak” [Estonian growth vision 2018. Key Selection: 
Foreign attitude], Arengufond, (2010), 9,  
http://www.arengufond.ee/upload/Editor/kv2018/Raportid/¬KV2018¬Raport_valismajandus.pdf
239 Enhancing market openness, intellectual property rights, and compliance through regulatory reform in 
Estonia, OECD, country report, (2011), http://www.oecd.org/estonia/48262981.pdf
240 Toming, Kristina. The impact of integration with the European Union on the international competitiveness of the 
food processing industry in Estonia. (Tartu:Tartu University Press, 2011).
241 Laar, Mart. Estonia’s New Beginning. In Estonia’s Way into the European Union (compiled by K. Rannu). 
Estonian Ministry of Foreign Affairs, (2009), 8–15,  
http://vm.ee/sites/default/files/content-editors/web-static/052/Estonias_way_into_the_EU.pdf.
242 Kull, Clyde. Relations between Estonia and the EU in the Period Leading up to the Invitation to Accession 
Negotiations in 1997. In Estonia’s Way into the European Union (eds. K. Rannu). Estonian MFA, (2009), 16–22, 
http://vm.ee/sites/default/files/content-editors/web-static/052/Estonias_way_into_the_EU.pdf
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During the Estonian-EU negotiations on free trade, the EU was especially 
inflexible with respect to the agriculture and textile sectors. Although Estonia 
lobbied actively in EU member states and the Estonian Prime Minister and 
Minister of Foreign Affairs were actively involved in negotiations, the EU still 
decided to set quotas with preferential tariffs on Estonian agricultural products and 
requested a double-checking of the certification of origin in the case of Estonia’s 
textile exports.243 Although preferential treatment has been granted with the 
free trade agreement, the export of certain Estonian products into the European 
Union remained restricted despite lobbying. However, Estonia’s intention to sign 
free trade agreements with the EU, without any transition periods, definitely sped 
up accession negotiations later with the EU.

Transition periods were also excluded from European Association agreements 
between the EU and Estonia, signed in June 1995. The European Agreements 
included co-operation in the fields of political affairs, environment, crime prevention, 
and culture, and imposed upon Estonia preparations to harmonise its economic 
policy, and to bring its legislation into line with the European Union acquis.244 This 
has, inter alia, laid the foundations for the implementation of the European Union’s 
common commercial policy in Estonia after joining the EU in 2004. 

Until 1996, the strategic importance of Estonia’s accession to the EU was in 
some aspects underestimated by economic diplomats, as the EU accession has 
mainly been considered an economic issue. According to Kyllike Sillaste-Elling, 
the high-ranking public official working in the MFA from 1996 to 1999, no single 
fully sized structural unit responsible for EU issues existed in the Ministry of 
Foreign Affairs (MFA), and only two or three people have monitored developments 
in the EU, and the EU enlargement process.245 The situation changed with a much 
clearer EU membership perspective after 1996, when Estonian representatives 
actively argued that all candidate countries should be assessed objectively based 
on the accession criteria and that EU accession should take place as soon as a 
country is considered ready to join. This countered the “bloc approach” suggesting 
simultaneous accession negotiations with all ten candidate countries.246 Thus, 
during Estonia’s EU accession negotiation in 1998–2003, Estonian diplomats, 
particularly the Minister of Foreign Affairs Toomas Hendrik Ilves, distanced 
the country from its “Baltic” identity and emphasized Estonia’s “Nordic” roots, 
mainly because of the fear that if the Baltic States were not differentiated, Estonia’s 

243 Kull, Clyde. Relations between Estonia and the EU in the Period Leading up to the Invitation to AcKull, 
Relations between, Estonia’s Way into the European Union, (2009).
244 Palli, Meelike. The Europe Agreement and Relations between Estonia and the EU. In Estonia’s Way into the 
European Union (eds. K. Rannu). Estonian Ministry of Foreign Affairs, (2009), 30–35,  
http://vm.ee/sites/default/files/content-editors/web-static/052/Estonias¬_way_into_the_EU.pdf
245 Sillaste-Elling, Kyllike. The Path to Receiving an Invitation for Accession Negotiations – the Critical Years of 
1996–1997. In Estonia’s Way into the European Union (compiled by K. Rannu). Estonian MFA, (2009), 23–29, 
http://vm.ee/sites/default/files/content-editors/web-static/052/Estonias_way_into_the_EU.pdf
246 Kull, Relations between, Estonia’s Way into the European Union, (2009).
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accession would be delayed until Latvia and Lithuania were also ready to join.247 
Despite these fears, the 2004 EU enlargement followed the “bloc approach” and 
Estonia, Latvia, and Lithuania joined the Union together. 

During EU accession negotiations, the main structure supporting the export of 
Estonian companies was established at the beginning of 2000 on the initiative of the 
Estonian Ministry of Economic Affairs and Communication.248 Until then, several 
separate foundations promoting innovation, tourism, and regional development 
operated under the authority of different ministries. In 2000, these foundations 
were integrated into an institution named Enterprise Estonia. Another institution –  
KredEX (Estonian Credit and Export Guarantee Fund) – was founded in 2001 
with the purpose of offering loan guarantees, venture capital, and credit insurance 
to local enterprises allowing them to expand into foreign markets. Simultaneously 
the shift towards a less liberal economic policy and the creation of the basic 
structure supporting the exports of Estonian companies has occurred. 

The importance of international cooperation in the broadest sense is also reflected 
in the efforts of all three Baltic States to join world-wide organisations. Although 
in general all three countries were considered as a “bloc”, differences between the 
Baltic States could be observed. More precisely, in 1996, all three expressed a request 
to establish the Organisation for Economic Cooperation and Development (OECD) 
Baltic Regional Programme and to join the organisation later on.249 In 2007, Estonia 
was invited to become member of the OECD jointly with Slovenia, Israel, Chile, 
and the Russian Federation, whereas Latvia and Lithuania were invited to join the 
OECD later on in 2013. In Estonia, the invitation to join the OECD earlier than 
other Baltic countries has been warmly welcomed, but also interpreted as a sign 
of acknowledgement of Estonia’s past achievements, recent reform experiences, 
and better lobbying.250 The gains from the OECD membership mainly related to an 
increase in the attractiveness of the country to foreign investors.251

Estonian differentiation from the other Baltic States continued in 2010–2011, 
when Estonia was in the forefront by joining the Euro area. According to the views 
of the Bank of Estonia, in 2005 the main motivation behind Estonia’s decision to join 
the Euro area was related to benefits of the monetary union through increased trade 
and financial integration, higher economic growth, and real convergence.252 The 

247 Kasekamp, Andres. Baltic States and the EU: A rocky road from “outside” towards the “core”. In The Baltic States 
in the EU: yesterday, today and tomorrow (compiled by A. Grigas, A. Kasekamp, K. Maslauskaite, L. Zorgenfreija; 
managing editor: Yves Bertoncin). Notre Europe – Jacques Delors Institute, Studies and Reports, July, (2013), 20.
248 Eesti välisinvesteeringute ja ekspordi tegevuskava 2012–2014, Ministry of Economic Affairs and Communication, 
10 April (2012), 25, http://www.koda.ee/public/MiE_2.0.pdf
249 Estonia and the OECD, http://www.oecd.org/estonia/estoniaandtheoecd.htm
250 Paet, Urmas, “OECD-ga liitumine on tunnustus Eesti arengule” [Accession to the OECD is an 
acknowledgment of the development of Estonia ], Postimees, 16 May, (2007),  
http://www.postimees.ee/1661717/paet-oecd-ga-liitumine-on-tunnustus-eesti-arengule.
251 Arrak, Andres, “OECDga liitumine rahalaeva ei too” [Money does not arrive with the OECD membership], Eesti 
Päevaleht, 1 June, (2010), http://epl.delfi.ee/news/eesti/arrak-oecd-ga-liitumine-rahalaeva-ei-too?id=51277141.
252 Lättemäe, Raoul. Estonia’s preparations for joining the Euro Area. Bank of Estonia: Kroon&Economy, No. 3, (2005), 6.
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initial target date set for January 2007 was not reached in Estonia due to growing 
macroeconomic imbalances, and pressure related to the overheating economy, 
which became most apparent during the years 2005–2007. During the second 
attempt, Estonia successfully fulfilled the Maastricht criteria in 2010 and adopted 
the common currency in January 2011. Even despite the economic recession 
gripping the Euro Zone in 2011, local policy-makers were expecting an increase in 
business and investor confidence in their economic relations with Estonia, as well as 
an increase in economic stability in Estonia. The decision to adopt the Euro in 2011 
was directly related to a decision made 20 years earlier, when Estonia’s government 
instituted a currency board system and fixed the Estonian kroon to the German 
mark from 1998 and to the Euro from 1999.

Regarding the business diplomacy, specific measures to support business 
promotion were adopted from the beginning of 2010 in the form of practical 
advice in dealing with bureaucratic details, getting familiar with local business 
culture, and the sharing business contacts, provided by the economic diplomats 
of Estonian embassies abroad.253 In 2010, approximately 40 economic diplomats 
in Estonian embassies abroad were monitoring potential partner countries’ 
economies and advising Estonian entrepreneurs interested in exporting. 

The importance of supporting export has recently been stressed by the local 
politicians and diplomats. In the wake of the economic crisis in 2008, former 
Estonian Prime Minister, Andrus Ansip, stipulated the new growth potential of the 
Estonian economy should result from the country’s exports, stressing that financial 
support by the State to the exporting companies has increased remarkably.254 The 
same statement has been made by current Prime Minister, Taavi Rõivas.255 Issues 
related to supporting exports have also been the subject of heated debates among 
politicians, e.g. in 2009 former Minister of Economic Affairs and Communication, 
Juhan Parts, and former Minister of Legal Affairs had intensive discussions with 
regard to draft legislation on offering State guarantees to exporters, and establishing 
an institution offering guarantees in the EU and in OECD countries.

From an economic perspective most of the efforts of Estonian diplomats 
since 1996 were aimed at deeper integration with the EU, which resulted in EU 
membership in 2004 as well as the Euro area membership in 2011. The economic 
motivation was related to benefits of the free trade area and customs union, 
the country’s attractiveness to international capital flows and search for the 
guarantees for investors trusting the local currency. Despite the smallness of the 
country, Estonia has successfully pursued its national economic interests in the 
development of EU trade policy on a number of occasions, such as in the initiation 
of the free trade agreement negotiations between the EU and Ukraine, and in 

253 “Eesti välisinvesteeringute” [Estonian foreign investments], (2012), 25. 
254 Ansip, Andrus, “Majanduskasvu peab vedama eksport” [Growth needs to pull exports], Eesti Päevaleht, 
September 13, (2008), http://epl.delfi.ee/news/eesti/ansip-majanduskasvu-peab-vedama-eksport.d?id=51142009.
255 See http://www.aripaev.ee/?PublicationId=8be4c5b6-eddf-4a4f-9a0b-30717b49fe1a&ref=rss
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the EU’s extension of autonomous trade preferences to Moldova.256 In practical 
terms, although foreign trade volume in Estonia has increased remarkably from 
2004, and the economic decisions made and macroeconomic tools used have, in 
principle, contributed to the sustainability of Estonian kroon to speculative attacks, 
generated a stable fiscal environment in Estonia, and attracted FDIs (especially 
during the boom years in 2006 and 2007), the country’s openness to trade also 
resulted in high trade deficits and current account deficits until 2009. Hereby, 
some tendencies reflecting the shift from liberal ideology dominating in Estonia 
in the early years of re-independence to the promotion of exporting sectors could 
be observed nationwide. At the same time, this information should be interpreted 
in the context of a small country with a growth potential dependent on its export 
capacity, than a fundamental shift from the liberal model to protectionism. 

Whereas Estonia’s economic relations with EU countries have remarkably 
intensified from 1991–2013 and have now reached the stage of high interdependence 
from the EU, Estonia’s economic contacts with Russia have been going through good 
and bad moments, as time to time Russia has demonstrated “hard-power tactics”.257 
In recent years Estonia-Russia co-operation has focused on resolving practical 
issues, such as the agreement regulating Estonia-Russia border points, and bilateral 
consultations and negotiations. However, due to the economic and political sanctions 
imposed during the 2014 Russian-Ukrainian conflict, diplomatic relations between 
Estonia and the Russian Federation are facing serious concerns for the near future.

The economic diplomacy “network” in Estonia: Who is who? 

The range of institutions involved in “opening doors” for the entry of Estonian 
companies into new markets, and in establishing the local economic environment 
to support these activities, is wide. It includes the Ministry of Economic Affairs 
and Communication, the Ministry of Foreign Affairs (MFA)258, foreign officers and 
consulates, agencies, businesses and business associations, and foundations, etc. A 
general distinction between ministries, as institutions setting general guidelines 
and other “players” offering only direct business promotion, would be inadequate, 
as the ministries’ roles vary remarkably. Likewise, agencies, foundations, business 
associations, and agencies in Estonia do not only develop direct contacts and offer 
financial support to Estonian exporters, but also contribute to the establishment of a 
general supportive economic environment (see Figure 13). Therefore, the following 
256 Enhancing market openness, intellectual property rights, and compliance through regulatory reform in Estonia, 
OECD, country report, (2011), http://www.oecd.org/estonia/48262981.pdf
257 Grigas, Agnia. Legacies, Coercion and Soft Power: Russian Influence in the Baltic States. Chatham House 
briefing paper, August, (2012), http://www.chathamhouse.org/sites/files/¬chathamhouse/public/Research/
Russia%20and%20Eurasia/0812bp_grigas.pdf
258 Hereby, the role of other ministries is rather secondary, as the activities of the Estonian Ministry of 
Agriculture cover agricultural products trading policies, whereas the Ministry of Finance is dealing 
with customs and taxation (Foreign trade – Importing and Exporting. Estonian Export Directory,  
http://www.estonianexport.ee/?page=b44&lang=eng)
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overview of the main channels of economic diplomacy in Estonia is focused on the 
specific functions of institutions involved.

In Estonia, policy guidelines for supporting local entrepreneurs and 
promoting export are set by various national strategies, the most recent of which 
is “The Estonian Entrepreneurship Growth Strategy 2014–2020”259 which has 
been formulated by the Ministry of Economic Affairs and Communication in 
September 2013. Accompanied by the competitiveness plan “Estonia 2020”, the 
specific action plan for the period 2011–2015 and annual action plans260, the 
strategy sets a framework for increasing productivity, stimulating entrepreneurship, 
and encouraging innovation in Estonia. The strategy is focused, among other 
issues, on Estonia,s integration in the international business environment and 
the encouragement of smart specialisation, fast adaptability, and a high degree 
of innovation. The activities targeted to promote export cover communication of 
contacts in Estonian companies to become possible partners, counselling on target 
countries and the training of exporters, the development of specific support services 
(brand development, provision of export guarantees, creation of new business 
opportunities, such as e-channels, etc.), supporting the participation of Estonian 
companies in international value chains, the enhancement of strategic partnership 
between companies, and support for the activities which increase the reputation of 
Estonia as an innovative country.261 

Figure 13: The main channels and interlinkages of the Estonian economic 
diplomacy 

259 The Ministry of Economic Affairs and Communications, Estonian Entrepreneurship Growth Strategy 2014–2020; 
(http://kasvustrateegia.mkm.ee/index_eng.html)
260 The five-years action plan and the annal action plans are also formulated by the Ministry of Economic Affairs 
and Communication.
261 Estonian Entrepreneurship Growth Strategy 2014–2020, http://kasvustrateegia.mkm.ee/¬index_eng.html
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The strategy also pays particular attention to the activities aimed to enhance 
productivity and employment in general, which are considered key elements of 
the country,s growth potential in the future. Although the strategy is most likely 
reflecting the views of the entire Estonian government, the Ministry of Economic 
Affairs and Communication has taken the leading role both in formulating 
strategic components of economic diplomacy when supporting Estonian exports, 
and in defining the key areas which are priorities to achieve stable, sustainable, and 
inclusive future growth. The Ministry of Economic Affairs and Communication 
has also initiated the establishment of the main structures supporting exports 
of Estonian companies – Enterprise Estonia and KredEX – at the beginning of 
2000. Recently, in addition to the position of the Minister of Economic Affairs, 
the position of the Minister of Foreign Trade and Entrepreneurship has been 
created in March 2014 in the Ministry of Economic Affairs and Communication, 
to stress the importance of the activities related to international trade relations 
and entrepreneurship, from a small country perspective. In regards to trade 
issues, the Ministry of Economic Affairs and Communication is responsible 
for trade relations within the EU, focusing on the free movement of goods 
and services, competition, quality assurance, and consumer protection.262 The 
Economic Development Department of the Ministry of Economic Affairs and 
Communications is also responsible for administrating contacts with the OECD. 

In this context, the MFA sees its task as “opening doors” to local producers 
for their entry into new markets by providing advice and direct assistance to 
local businesses interested in export. Through the network of consulates, foreign 
officers, honorary consuls, and foreign missions, the ministry has, in principle, 
appropriate structure, direct channels, and enough knowledge to do it. The Export 
Academy, target market seminars related to various countries, an initiative called 
“Breakfast coffee with an Ambassador”263, the organisation of business missions 
outside capital cities to meet key local people and conduct business-to-business 
meetings with them, the arrangement of business presentations at premises of the 
Estonian missions abroad with a purpose to show the government’s support for 
projects are just some examples of the tools used by Estonian business diplomats 
to promote business relations between Estonia and other countries. The MFA 
has also actively co-operated with partners from the public and private sectors, 
in areas of promoting awareness to Estonian entrepreneurs of the government’s 
opportunities to help them abroad, and of studying the hindrances for local 
entrepreneurs when entering new export markets. In regards to trade issues, 
the MFA deals with trade issues outside the EU, co-ordinating the EU common 
commercial foreign trade policy and negotiations with non-EU countries, such as 
foreign trade. In practice, in trade issues the division of responsibilities between 

262 The Ministry of Economic Affairs and Communication,  
https://www.mkm.ee/en/objectives-activities/european-union-and-international-co-operation
263 In the course of the initiative, Estonian ambassadors and economic diplomats working abroad come to 
Tallinn to meet with specific entrepreneurs.
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the MFA and the Ministry of Economic Affairs and Communication is still rather 
flexible and officials participating in EU trade policy co-ordination processes 
are drawn from different ministries, such as from the External Trade Division 
of the Ministry of the Foreign Affairs, and the Internal Market Department of 
the Ministry of Economic Affairs and Communications. Where highly specialised 
topics are under discussion, the Trade Policy Bureau at the Ministry of Agriculture, 
the Ministry of Culture, and Ministry of Justice, etc. are included.264 

The direct promoters of the guidelines set by the Ministry of Economic 
Affairs and Communication are business promotion organisations, mainly 
Enterprise Estonia (EE) and the Estonian Chamber of Commerce and Industry 
(ECCI). Also the contributions of various sector-specific business associations 
and foundations, such as the Estonian Employers, Confederation, and Estonian 
Business Association (EBA), should be mentioned. Financial support in the form 
of loan guarantees, venture capital, and credit insurance with the aim of helping 
Estonian enterprises to expand in foreign markets are offered by KredEX. 

The functions of Enterprise Estonia are twofold. The institution, which 
was established in 2000, educates potential Estonian exporters and distributes 
export refunds in the forms of export planning programmes and export market 
supporting programmes; from 2004 on the latter will be co-financed from EU 
structural funds.265 Enterprise Estonia also has representatives in Finland, 
Sweden, Russia, Germany, the United Kingdom, Ukraine, Japan, the United States 
of America, and China, advising Estonian companies interested in exporting. The 
EE representatives operate in co-operation with the foreign missions of the MFA. 
One of the recent initiatives of Enterprise Estonia is called “Export bulldozer”266, 
where during six months five companies received advice from an expert who 
knows the specifics of the potential export market companies are interested in, 
and helping them find business contacts and reach business negotiations. The 
most recent round of the programme is oriented towards France, Belgium, the 
Netherlands, and China. 

The business associations, mainly the Estonian Chamber of Commerce and 
Industry (ECCI), the Estonian Employers Association and the Estonian Business 
Association (EBA), contribute to Estonian economic diplomacy as well. The ECCI 
was re-established in 1989 with the purpose of developing entrepreneurship in 
Estonia and give governmental institutions advice on the design of economic 
policy and the climate. The ECCI provides consultations on matters of legal 
framework, foreign trade, the EU and conducting business abroad (trade missions, 
presentations), offers training and information services, and hosts the only 

264 Enhancing market openness, intellectual property rights, and compliance through regulatory reform in Estonia, 
OECD, country report, (2011), http://www.oecd.org/estonia/48262981.pdf
265 Enterprise Estonia: About the Agency,  
http://www.investinestonia.com/en/estonian-investment-agency/about-the-agency. 
266 See also http://www.eas.ee/et/ettevotjale/eksport/ekspordibuldooser/ueldist



109

permanent arbitration court in Estonia.267 Currently, the association has almost 
3200 members mainly from the textile, metal, timber, construction, and food 
industries, and 95 per cent of members are small to medium sized businesses. The 
association has five offices in Estonia. The ECCI is also an important partner of 
the MFA in different projects. 

With the mission to make the Estonian economy more competitive by 
improving its business environment and ensuring social stability, the Estonian 
Employers’ Confederation also constitutes an economic diplomacy channel, 
among other activities, representing the interests of Estonian entrepreneurs at an 
EU level through participation in a central organisation for European employers: 
the BUSINESSEUROPE.268 The Confederation represents (either directly or 
through trade associations) more than 1,500 Estonian enterprises, which in total 
employs around 145,000 workers.269 

The Estonian Business Association operates as a private legal entity and a 
string lobby-organisation, with the aim to contribute to the development of a 
favourable entrepreneurial and foreign economic environment in Estonia. The 
association unites 44 entities270, most of them market leaders in Estonia.

KredEX (the Estonian Credit and Export Guarantee Fund) was founded in 
2001, with the aim of helping Estonian enterprises expand into foreign markets 
by offering loan guarantees, venture capital and credit insurance. During the 
period 2004–2009, 356 million EEK (i.e. approximately Euro 22 million) has been 
used for export grants and loans delivered by Estonian Enterprise and KredEX, 
and supporting 541 Estonian companies. However, according to the National 
Audit Office, the state’s enterprise support system during the period 2004–2009 
has not made Estonia more competitive.271 Particularly, the lack of focus and the 
inflexibility and fragmentation of the support system has been criticized, which 
tries to approach all problems simultaneously and fails to take into account the 
actual needs of companies. Also, the complexity of the application process has 
been criticized, stating that the state’s financial support is available only for large 
companies who are able to pay companies specialized filling out application forms.

Estonia has clearly recognised the importance of export promotion activities, 
and various economic diplomacy channels contribute to “opening doors” for 
Estonian companies entry into new markets and for the establishment of a 
local economic environment to support these activities. The “network” covers 
ministries, foreign officers and consulates, agencies, businesses and business 

267 More information on the Estonian Chamber of Commerce and Industry, http://www.koda.ee/en
268 More information on the Estonian Employer,s Confederation, http://www.employers.ee/en/home/about; 
information on the BUSINESSEUROPE, http://www.businesseurope.eu/Content/Default.asp
269 Estonian Employer,s Confederation, http://www.employers.ee/en/home/about
270 More information on the Estonian Business Association, http://www.esea.ee/html/eng/intro_overview.html 
271 Mattson, Toomas. Enterprise support from the state has not increased Estonia’s competitive strength. 
National Audit Office of Estonia, (2010), http://www.riigikontroll.ee/Suhtedavalikkusega/Pressiteated/
tabid/168/557GetPage/1/557Year/2010/ItemId/566/amid/557/language/en-US/Default.aspx
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associations, and foundations. However, the efficiency of the economic diplomacy 
“network” is rather unclear, as the state’s enterprise support system has been 
hardly criticized.

Relations with the main bilateral trading partners in the EU: 
Finland and Germany

According to a survey conducted among local EU-officials in Estonia in 
2009, the Estonia-EU-related officialdom considers Germany, France, the United 
Kingdom, Sweden, Austria, the Netherlands, Italy, and Finland as most powerful 
countries in the European Union, whereas Malta, Bulgaria, Romania, Latvia, and 
Luxembourg were described as the least powerful. According to the survey, local 
EU-related officials have also estimated that contacts have been mainly established 
with colleagues from Finland, the United Kingdom, Sweden, Latvia, and Poland, 
which in this context, through personal contacts, could be considered Estonia’s 
potential EU allies.272 

Based on the statistics, during the decade 2002–2012 Estonia was mainly 
exporting to Finland, Sweden, and Latvia, but importing from Finland, Sweden, 
and Germany (see Figure 7.1). Also the shares of Finland and Sweden in foreign 
direct investments made to Estonia has been remarkably high, which confirms the 
widespread theoretical view that countries that trade with each other also invest 
in each other. Thus, from a small country perspective, Estonia’s growth potential 
depends to a large extent on the growth prospects of Estonia’s main trading 
partners as well as investors. Estonian economic diplomacy should primarily 
focus on the Finnish, Swedish, German, and Latvian economies. At the same 
time, local officialdom has rather limited contacts, particularly with colleagues 
from Germany, which is considered one of the most influential trade partners in 
the EU. 

As can be observed in Figure 7.1, Finland’s share among Estonia’s main export, 
as well as import partners, has decreased almost by 10 percent from 2002–2013. 
According to the authors’ opinion, the tendency in this particular case should not be 
observed in a negative way, referring to some extent to the changes in the structure 
of Estonia’s trading partners, but that Estonia’s trade relations have become more 
diversified. For example, during the abovementioned period, the annual weighted 
average growth rates of Estonian external trade with the United States and China 
have been, respectively, 7.4 percent and 11.6 percent273; also, Poland has become 
Estonia’s most important foreign trading partner in Central Europe, etc. 
272 Hurt, Ulrika, Malev, Julia, and Veebel, Viljar, “Euroopa Liidu liikmesriikide mõjukus, huvid ja 
koalitsioonivalmidus Eesti ametnike hinnangul” [Member States of the European Union influence, interest and 
willing to form a coalition with Estonian officials, estimate], Riigikogu Toimetised, no. 20, (2009),  
http://www.riigikogu.ee/rito/index.php?id=14006.
273 Ratso, S., “Eesti väliskaubanduse areng ja ekspordi konkurentsivõime Euroopa Liidus” [Estonia‘s foreign 
trade development and export competitiveness of the European Union], Akadeemia, no. 5, (2014): 917–939.
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With regard to the future perspectives of economic relations between Estonia 
and Finland, there is no reason to believe that close co-operation so far in different 
areas, from economic, trade, and cultural relations to energy co-operation, etc., 
should be looser in the future. For example, at a governments level, a variety of 
ideas have been suggested about how Estonia and Finland could support each 
other in improving their competitiveness, ranging from establishing the joint 
Estonian-Finnish Science, Technology and Development Council, and organising 
a high-level Estonian-Finnish economic summit, as well as international business 
and political conferences held in every two years to the formulation of a joint 
vision of solutions to the potential problems related to the security of energy 
supply in both countries.274 

Figure 14: Estonia’s export and import partners from 2002–2012 (%)275

(a) Share of Estonian total exports, %; (b) Share of Estonian total imports, % 

Regarding trade relations between Estonia and Germany, Estonia’s largest 
trade deficit occurs in trade with Germany, showing some signs of deficit reduction 
during the economic recession years, but rapidly increasing again from 2010 (see 
Figure 14(a)). Estonia is mainly exporting machinery and equipment, wood and 
wood products, and other manufactured goods to Germany, whereas imports 
from Germany include machinery and equipment, metals and metal products, 
and transportation vehicles. Therefore, although the Estonian external balance of 
goods and services as a percentage of the GDP has finally shown some positive 
signs since 2009 (see Figure 14(b)), in practical terms it could be stipulated that 
trade relations between Estonia and Germany are asymmetrical, reflected in the 
constant trade surplus in Germany’s favour. 

274 Opportunities for Cooperation between Estonia and Finland. Prime Minister’s Office/Finland: Prime Minister’s 
Publications, no. 10, (2008), http://vnk.fi/julkaisukansio/2008/j07-suomen-ja-viron-j10-opportunities/pdf/en.pdf
275 Data from the Bank of Estonia (2014).
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Trade relations with Germany, one of the most influential countries in the EU, 
are extremely important for Estonia276, whereas Estonia only ranks in 57th place 
among Germany’s trading partners.277 Asymmetry in the form of a continuous 
trade deficit from Estonia’s point of view could partially be explained by the neo-
mercantilist characteristics of Germany’s economy, focusing on trade surplus, and 
wage moderation, etc. 

Briefly analysing diplomatic reactions to the bilateral economic relations 
between Estonia and Germany, the asymmetry in trade is not under consideration. 
In diplomatic relations, it has been stressed that Estonia and Germany share 
coinciding views on macroeconomic issues, particularly, on macroeconomic  
co-ordination, and fiscal discipline.278 As stated by the current Estonian President, 
Toomas Hendrik Ilves, “It would be difficult to imagine the recovery of the 
European Union and the euro zone without Germany taking the lead”.279

Figure 15. The dynamics of the Estonian external trade balance and the 
external trade balance with Germany in 2002–2011 (mln EUR) and external 
balance of goods and services as a percentage of GDP in 1993–2013280

(a) The Estonian external trade balance and the external trade balance with 
Germany in 2002–2011 (mln EUR).

276 In 2012, Germany ranked as Estonia,s fifth trading partner, with a share in Estonian total external trade about 
8% (Statistics Estonia (2013)). 
277 Foreign trade – Importing and Exporting. Estonian Export Directory,  
http://www.estonianexport.ee/?page=b44&lang=eng
278 Ansip, A., “Eesti ja Saksamaa on head partnerid” [Ireland and Germany have good partners], The Estonian 
Government, (2013), https://valitsus.ee/et/uudised/peaminister-ansip-eesti-ja-saksamaa-head-partnerid.
279 Ilves, T.H., “Tänane Euroopa vajab rohkem “Saksamaad”” [Today, Europe needs more “Germany”], 
Postimees, 8 July (2013), http://www.postimees.ee/1294228/ilves-saksamaa-riigipeale-tanane-euroopa-vajab-
rohkem-saksamaad
280 Data from the Bank of Estonia (2014) and Eurostat (2014).
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(b) External balance of goods and services (in total) as a percentage of GDP 
during the period 1993–2013 (% of GDP)

Thus, it could be stipulated that with regard to relations between Estonia and 
Germany, political priorities have prevailed over economic diplomacy. From an 
economic perspective, it is still important to stress that theoretically favourable 
competitive positions created by low wages in relation to productivity, or 
undervalued exchange rates, include some vulnerabilities. 

Conclusions

For small member states in turbulent border area of the EU, the needs and 
threats are different than for bigger member states at the core. High economic 
openness, vulnerability to external shocks, and dependence on external 
capital flows leaves them fewer options for long-term stability. After regaining 
independence at the beginning of the 1990s, the principle choice for Estonia 
has been fast integration and growing international competitivness. As a result, 
in last decade the Estonian economy has been increasingly influenced by the 
external business environment, mainly due to high integration with the EU and its 
Member States. This integrated relationship consists of advantages and challenges. 
According to the Estonian Entrepreneurship Growth Strategy 2014–2020, the 
Estonian business community in 2014 is facing several strategic challenges, 
including decreasing transit flows, a large number of operators without enough 
ambition in terms of product development and aspirations towards foreign 
markets, poor quality of management and efficiency, and the lack of co-operation 
between operators in export markets. 

Related challenges to Estonian economic diplomacy are the openness 
and smallness of the country, which has led to high but asymmetric economic 
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dependence on the EU. Having a small, open economy, Estonia has focused on 
searching for partners and strategic allies, to ensure the country’s interests will be 
represented at a European and international level. 

The third challenge for Estonia, as for the other Baltic and Nordic States, is the 
need to adapt with a new economic reality including sanctions related to Russia. 
With a new security situation, economic and financial threats also play important 
role. Here the current situation is most complicated for Estonia, as the country is 
fully dependent on Russian gas, and the Estonian food industry is on a large scope 
oriented towards the Russian market. Estonian investments to Russia are quite a 
sizeable part of the GDP. These weaknesses combined with the implications of 
globalisation, and a renewed security situation in Europe, will definitely pose new 
challenges to Estonian economic diplomacy in the near future. New markets and 
new solutions need to be found as quickly as possible, and economic diplomacy 
and diplomats will be playing a central role in this process. 



115

LITHUANIA’S ECONOMIC DIPLOMACY: EXPORT 
PROMOTION AND FDI ATTRACTION

Ringailė Kuokštytė, Vytautas Kuokštis

Economic diplomacy may be defined as a set of diplomatic tools to promote 
national economic interests, by developing, nurturing, or establishing economic 
relations with foreign countries. Generally, this sphere of public action has been 
of interest to practitioners rather than academics. Based on the Lithuanian 
example, the current chapter offers an effort to assess the publicly advanced 
contributions of economic diplomacy in a more systematic manner. It will draw 
on the consultation of official documents, public statements and presentations, 
media reports, and semi-structured interviews with officials at relevant national 
institutions, and representatives of the business and expert communities.

A broad definition of economic diplomacy may cover a wide array of fields, 
some of which are more specific than others, such as economic security, the 
establishment of partnerships in the fields of transport and energy, the image 
formation of a country (or nation-branding), and others.281 If one analyses an EU 
(European Union) member state, regulations pertaining to the internal market 
may also refer to economic diplomacy. However, the present chapter will focus on 
the promotion of Lithuania’s exports and the attraction of inward foreign direct 
investment (FDI),282 which are not directly related to the internal market. These 
are the principal sets of action in economic diplomacy.283 Such a delimitation of 
public activities also permits to keep the analysis manageable. 

 The chapter is structured as follows. Firstly, the discussion on the national 
focus towards this field of public action will be provided, with particular reference 
to efforts making economic diplomacy a more closely coordinated and, hence, 
more efficient, and more relevant policy. Secondly, the status quo of the division 
of labour between diverse actors active in Lithuanian economic diplomacy will be 
presented. Thirdly, the chapter will provide an evaluation of Lithuania’s economic 
diplomacy, via a discussion of certain successes and failures. Recommendations 
will then follow.

281 See, for example, Evan H. Potter, “Branding Canada: The Renaissance of Canada’s Commercial Diplomacy,” 
International Studies Perspectives 5 (2004): 55-60; interviews with Gintaras Morkis, deputy Director General of 
the Lithuanian Confederation of Industrialists (LCI) for foreign relations, October 30, 2014, Mantas Nocius, 
Managing Director at Enterprise Lithuania, October 27, 2014, and Gediminas Rainys, Vice-president of the LCI, 
October 29, 2014.
282 Foreign direct investment is usually distinguished from so-called portfolio investment (“hot money”). In 
contrast to portfolio investment, FDI is considered to be less mobile, less likely to exit the recipient country, and 
more likely to add to the development of recipient’s economy via spillover effects.
283 For example, MFA, “2008 m. veiklos ataskaitos santrauka” [Summary of the Report on Activities in 2008], 
January 27, 2014, http://www.urm.lt/default/lt/2008m-veiklos-ataskaitos-santrauka
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Towards a more coordinated economic diplomacy

Economic diplomacy is not an irrelevant policy field to Lithuania, as is 
attested to by the overall efforts to more strategically position this policy during 
recent years. The interviewees confirmed there has been increasing interest shown 
by Lithuanian authorities in more active economic diplomacy over recent years. 
What could explain this intensification? 

First, one could point to the deep economic and financial crisis of 2008-2010. 
Second, the economic challenges posed by rising political tensions with Russia 
and its economic sanctions, as well as a subsequent need to diversify markets are 
to be mentioned. Yet another reason why there has been more interest shown 
in economic diplomacy might be the fact that it tends to be difficult to achieve 
meaningful successes in the field of domestic economic reforms due to the lack of 
political consensus; consequently, governments look for more easily achievable 
successes elsewhere.284 The EU factor is also significant, in the sense that the 
Union’s powers in trade and investment fields have increased, most recently with 
the Lisbon Treaty. As a result as well as due to the last economic crisis, the Union’s 
relevant activities have intensified. From 2007 onwards the EU has enriched its 
trade inventory, having or negotiating free trade agreements with partners such as 
Korea, ASEAN, Canada, India, Malaysia, Singapore, Georgia, and Moldova. As for 
the investment policy, the EU’s exclusive competence has been largely extended 
to FDI, whereas previously FDI was of shared competence, and EU preferential 
trade agreements did not contain exhaustive provisions on liberalisation and the 
protection of investments. Considered in terms of these developments, economic 
diplomacy at a European level may come to represent an ever more innovative 
feature of “EU diplomacy”, trumping common foreign and security policy.285 In 
other words, dealing with external economic issues might be expected to dominate 
the agenda for discussion among representatives of member states. 

In its conventional and most direct sense, the term “diplomacy” refers to the 
activities of the Ministry of Foreign Affairs (MFA).286 Although the introduction 
of the economic dimension in Lithuanian foreign affairs dates back to the 
1990s, a more proactive usage of the very concept of “economic diplomacy” in 
the country was promoted by the MFA, in particular with the organisation of 
the 2003 conference “Economic Diplomacy in the Changing World.”287 Most 

284 Interview with Ramūnas Vilpišauskas, Director of the Institute of International Relations and Political 
Science (Vilnius University), former economic advisor to the Lithuanian President, October 23, 2014.
285 Brian Hocking, “Introduction: Gatekeepers and Boundary-Spanners –Thinking about Foreign Ministries in 
the European Union,” in Foreign Ministries in the European Union. Integrating Diplomats, ed. Brian Hocking and 
David Spence (New York: Palgrave Macmillan, 2002), 9.
286 For instance, interviews with Rūta Skyrienė, Executive Director of the Investors’ Forum, October 29, 2014, and 
Justinas Pagirys, Director of the Investment Development Department of Invest Lithuania, October 29, 2014.
287 It was also during this conference, for example, that “the Memorandum on cooperation between the 
Lithuanian diplomatic corps and associated business agencies was signed.” Lithuanian Foreign Policy Highlights 
2003 (January), http://www.lfpr.lt/uploads/File/2003-11%2012/Lithuanian_Foreign.pdf; anonymous interview 
with a representative of the MFA (thereafter – anonymous interview).
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recently, efforts to elevate Lithuanian economic diplomacy to a more concerted 
policy should be viewed in the light of conferring a greater role to the MFA as 
a coordinator in the field. This pattern stems from the quest of the Lithuanian 
government for closer coordination between institutions, with the view to more 
efficiently represent Lithuania’s economic interests abroad. 

The problem of coordination and the lack of clear division of action lines among 
national institutions in the field had been relatively well known to Lithuania. 
In 2008 the State Secretary of the MFA, Deividas Matulionis, recognised the 
representation system of national economic interests abroad was not “sufficiently 
effective”, as the system lacked “team players”, was “fragmented”, with duplicating 
functions and a gap between the interests of business structures and economic 
diplomacy implemented by state institutions, while the MFA and the Ministry 
of Economy (MoE) had “been operating more as rivals than partners.”288 As 
stated by D. Matulionis, “[d]epartmentalism and the protection of one’s feudal 
domains [was] a serious problem. Given limited resources, it [was] necessary to 
team-play [or] maybe even to renounce to one’s “departmental sovereignty”.”289 
The system of representation of Lithuanian economic interests abroad was indeed 
problematic:290 the MFA possessed significant resources abroad, as compared to 
other national institutions, but it failed, for instance, to be considered as part of 
the information flows between some other actors; businesses back home were lost 
within the frame of an intricate system of economic representation. 

The new Lithuanian government elected in 2008 seemed to have been willing 
to remedy such a situation. As a consequence, the MFA was entrusted with a 
more consolidated role as a coordinator in Lithuanian economic diplomacy. For 
instance, the means of implementation pertaining to Lithuania’s foreign trade 
were largely placed under the precedence of the MFA.291 In 2009, the MFA took 
over from the MoE the coordination of foreign trade issues concerning EU market 
protection instruments. In order to pursue more effective economic diplomacy, 
some institutional changes were implemented within the MFA. Notably, two 
departments, the Department of Trade, and the Department of Export and 
Investment Promotion, were merged into one to become the External Economic 
Relations Department, within which currently resides the core responsibility in 

288 MFA, “Užsienio reikalų ministerijos valstybės sekretoriaus D. Matulionio kalba “Diplomatijos iššūkiai 
ekonominės krizės šviesoje““ [Speech of the State Secretary of the Foreign Ministry, D. Matulionis, “Diplomatic 
Challenges in the Light of Economic Crisis“], December 1, 2008,  
http://es.mfa.lt/default/lt/naujienos/uzsienio-reikalu-ministerijos-valstybes-sekretoriaus-d-matulionio-kalba-
diplomatijos-issukiai-ekonomines-krizes-sviesoje 
289 MFA, “Užsienio reikalų ministerijos valstybės sekretoriaus D. Matulionio kalba “Diplomatijos iššūkiai 
ekonominės krizės šviesoje““ [Speech of the State Secretary of the Foreign Ministry, D. Matulionis, “Diplomatic 
Challenges in the Light of Economic Crisis“], December 1, 2008,  
http://es.mfa.lt/default/lt/naujienos/uzsienio-reikalu-ministerijos-valstybes-sekretoriaus-d-matulionio-kalba-
diplomatijos-issukiai-ekonomines-krizes-sviesoje
290 Anonymous interview.
291 For example, Government, LR Vyriausybės 2008-2012 metų programos įgyvendinimo priemonės [Means of 
Implementation of the Government Programme 2008-2012], February 25, 2009,  
https://www.e-tar.lt/portal/legalAct.html?documentId=TAR.3F36D5A73A82 
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the field of economic diplomacy. This reform was based on the “one-window” 
principle, in order to avoid function duplication and to improve coordination 
concerning the country’s external economic relations. 

Economic diplomacy continues to be actively pursued by the MFA, 
despite the alteration of political parties in the government since 2012.292 
Positive results in economic diplomacy seem also to be appreciated by the 
business sector: as stated by Robertas Dargis, President of the Lithuanian 
Confederation of Industrialists (LCI), the government became much more 
open for discussion with businesses and “a really good stage” had been reached 
in their cooperation.293 Contributing to the competitiveness of Lithuania’s 
economy thanks to economic diplomacy continued to be recognised as the 
prime priority of the MFA in 2014.294 The MFA maintains precedence in the 
“use [of] diplomatic means (visits of high ranking authorities, meetings of 
bilateral trade and economic cooperation commissions and working groups, 
business missions and fora […]) to represent Lithuanian economic and 
business interests, [and] to promote throughout the world information on 
Lithuania’s economic […] potential.”295 The MFA is also entrusted with the 
responsibility to “[t]ake advantage of the EU trade policy, with the view of 
improving conditions for the export development of Lithuanian goods and 
services, as well as of assuring equal competition in the internal market.”296 

It is also significant to note that in 2013, at the initiative of the MFA, a 
governmental commission called the Council of Economic Diplomacy, CED, 
(Ekonominės diplomatijos taryba) was set up, with the objective of establishing 
a more constructive dialogue between public institutions and associated 
business structures, in order to better implement Lithuania’s economic 
foreign policy and defend its economic interests. Notwithstanding a short 
existence of the Council, it has already been officially recognised as providing 
a “significant” contribution to “develop[ing] existing markets and search[ing 
for] new ones, [as well as to] more efficient economic cooperation.”297 The 

292 Based on the interview with Skyrienė, for example, the current Social Democratic Prime Minister of 
Lithuania, Algirdas Butkevičius, tends to ever more prioritize the attraction of FDI.
293 Simona Viltrakytė, “Robertas Dargis: “Stipriai kritęs pasitikėjimas partnere Rusija““ [Robertas Dargis: “Trust 
with regard to Russia Has Plummeted“], June 19, 2014, http://www.lrytas.lt/verslas/izvalgos-ir-nuomones/
robertas-dargis-stipriai-krites-pasitikejimas-partnere-rusija.htm 
294 MFA, “Užsienio reikalų ministerijos Strateginio veiklos plano 2014 m. užsienio politikos prioritetai” [Foreign 
Politcy Priorities of the Foreign Ministry’s 2014 Plan on Strategic Activities], February 12, 2014,  
http://www.urm.lt/default/lt/uzsienio-politika/naujienos-kalbos-publikacijos/SVP-prioritetai
295 Government, LR Vyriausybės 2012-1016 metų programos įgyvendinimo prioritetinės priemonės [Priority 
Means of Implementation of the Government Programme 2012-2016], March 13, 2013,  
https://www.e-tar.lt/portal/legalAct.html?documentId=TAR.26DA62D7E9F4, 67.
296 Government, LR Vyriausybės 2012-1016 metų programos įgyvendinimo prioritetinės priemonės [Priority 
Means of Implementation of the Government Programme 2012-2016], March 13, 2013,  
https://www.e-tar.lt/portal/legalAct.html?documentId=TAR.26DA62D7E9F4, 67.
297 Government, LR Vyriausybės 2013 metų veiklos ataskaita [Report on Government Activities in 2013], 
March 26, 2014, https://www.e-tar.lt/portal/legalAct.html?documentId=99b891c0b4e411e3ad2eed5a4e1b7108; 
interview with Regimantas Jablonskas, Deputy Director of the External Economic Relations Department, MFA, 
October 29, 2014
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Minister of Economy, Evaldas Gustas, has recently commented that the 
creation of the Council was an important step which allowed for the meetings, 
communication and cooperation between state institutions and business.298 
The establishment of the Council extends the logic of the MFA to strive for a 
more coordinated implementation of economic diplomacy, including based on 
an internationally discernible pattern of rationalisation of the representation 
of economic interests.299

However, the position within the business sector and at an expert level is 
less homogenous regarding the beneficial effects of the CED. On one hand, 
some utility arising from its establishment cannot be neglected: for example, 
according to R. Dargis, President of the LCI, the Council allows for businessmen 
to “coordinate their actions with the state activit[ies] of economic diplomacy.”300 
Gintaras Morkis, Deputy Director General of the LCI for foreign relations, 
also favourably considered the establishment of the CED, and maintained his 
partial contribution to its setting-up.301 There is an understanding that the 
CED serves as a centralised forum for hearing out companies’ problems and 
complaints at a high level, in the sense that four ministers are members of the 
CED and are supposed to participate in its activities.302 Yet, at the same time, G. 
Morkis recognised that only issues of a practical nature, instead of important 
political ones (such as relations with neighbour countries), had been discussed 
so far in this format. According to him, political issues might be avoided, as 
ministries may not be willing to lose their share of competence with regard 
to specific questions. Furthermore, despite an advisory role of the CED and, 
hence, a recommendatory nature of its decisions, Gediminas Rainys, Vice-
president of the LCI, feared the risk of over-institutionalization.303 According 
to him, such over-institutionalization could crowd out informal meetings. The 
latter are often more useful due to their higher frequency and flexibility. Last 
but not least, it is to be mentioned that, although the secretariat functions of 
the Council were delegated to a division of the External Economic Relations 
Department of the MFA, to the authors’ knowledge, no extra human resources 
were foreseen to carry out additional workloads. Consequently, this may put 
pressure on the effectiveness of the CED. 

298 15min.lt, “Evaldas Gustas: ekonomikos diplomatų pastangomis galime sukurti konkurencingesnę Lietuvą” 
[Evaldas Gustas: Thanks to Economic Diplomats’ Efforts We Are Able to Make Lithuania More Competitive], 
October 20, 2014, http://www.15min.lt/naujiena/aktualu/lietuva/evaldas-gustas-ekonomikos-diplomatu-
pastangomis-galime-sukurti-konkurencingesne-lietuva-56-461068?cf=vl
299 MFA, “Ekonominės diplomatijos tarybos veikla” [Activities of the Council of Economic Diplomacy], April 1, 
2014, http://www.urm.lt/default/lt/ekonomine-diplomatija/ekonomines-diplomatijos-tarybos-veikla
300 Stasys Gudavičius, “Pramonininkai ir dvi ministerijos kartu dėlios eksporto prioritetus“ [Industrialists 
Together with Two Ministries Will Deliberate on Export Priorities], September 15, 2014,  
http://vz.lt/?PublicationId=c5c43006-32e9-4f19-aef2-ac74286e5dee&ref=rss; interview with Skyrienė.
301 Interview with Morkis.
302 Interview with Morkis.
303 Interview with Rainys.
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A larger set of institutional players

While the role of coordinator, especially with regard to trade issues, has been 
strengthened within the MFA in Lithuania’s economic diplomacy, the policy continues 
to be characterised by inter-linkages with other institutional structures. The focus on 
actors involved,304 their institutional network, and relevant functions allows for seizing 
the reality of economic diplomacy of a country in a more comprehensive manner.

Table 9. Lithuania’s economic diplomats, commercial attachés,  
and contractual representatives of Enterprise Lithuania in different  
countries in 2014305

Economic 
diplomats

Commercial  
attachés

Contractual 
representatives of 
Enterprise Lithuania

Belarus
Germany
Russia 
USA
China (to be established)
Kazakhstan (to be 
established)
Turkey (to be established)
To the OECD (to be 
established in Paris)

Azerbaijan and to 
Turkmenistan (Baku)
Belarus (Minsk)
China (Beijing)
France (Paris)
Israel (Tel Aviv)
Norway (Oslo) 
Russia (Saint Petersburg 
and Moscow)
Sweden (Stockholm)
UK (London) 
Ukraine (Kiev)

Denmark (Copenhagen)
Germany (1 in Hamburg,  
1 in Munich)
Kazakhstan (Almaty)
Poland (Warsaw)
Sweden (Malmö) 
USA (2 in Chicago,  
1 in Silicon Valley)

In Lithuania’s case, the state institutions most prominently involved in the 
field are the MFA and the MoE. An important role in economic diplomacy 
belongs to economic diplomats at Lithuania’s diplomatic representations abroad306 
and commercial attachés, who function under the supervision of the MFA and 
the MoE,307 respectively. Table 9 shows the current distribution of economic 
diplomats, commercial attachés, and representatives of Enterprise Lithuania (a 
public institution responsible for business and export promotion–see further 
in the text) in the world. Currently, Lithuania has economic diplomats working 
in four countries, commercial attachés in ten countries and representatives of 
304 Donna Lee, “The Growing Influence of Business in UK Diplomacy,” International Studies Perspectives 5, no. 1 
(2004): 50–54.
305 Enterprise Lithuania, Web site, www.verslilietuva.lt; MoE, “Atašė“ [Attachés]  
http://www.ukmin.lt/web/lt/struktura_ir_kontaktai/atase; Stays Gudavičius, “Lietuvos ambasadose – trys 
nauji ekonomikos diplomatai” [Three Lithuanian Embassies Will Welcome New Economic Diplomats], 
October 29, 2014, http://vz.lt/article/2014/10/29/lietuvos-ambasadose-trys-nauji-ekonomikos-diplomatai; 
interview with Jablonskas.
306 Interviews with Nocius, Morkis, and Skyrienė.
307 The MoE has been developing its web of commercial attachés from the beginning of 2000s onwards.
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Enterprise Lithuania in six countries. As a result of fiscal consolidation during 
the last economic crisis, the number of economic diplomats was cut significantly 
(from 18 in 2008 to 4 currently),308 although four new posts are to be established in 
2015 in four more countries. In countries where Lithuanian economic diplomats 
are absent, the responsibility of dealing with economic issues falls upon regular 
diplomats. In total, Lithuania has embassies in 47 countries (data from 2012). 

As regards the functions of economic diplomats and commercial attachés, 
there is a certain division of labour. Economic diplomats are responsible for official 
relations with state institutions in their country of residence, for participation 
in EU coordination activities in third countries, political-economic lobbyism, 
the gathering of macro-economic information, media analysis, contacts with 
businesses both in their country of residence and back home, and support to the 
organisation of business missions. The responsibilities of commercial attachés 
include searching for business contacts (notably via targeted visits to companies), 
providing information and consultation to Lithuania’s and foreign businesses, 
organising business missions and specialised business events, presenting 
Lithuania’s business potential at various events, and gathering micro-information.

Furthermore, daily economic diplomacy also prominently refers to the 
activities of two specialised public institutions responsible for export and 
investment policies. The latter are Enterprise Lithuania (Versli Lietuva) and Invest 
Lithuania (Investuok Lietuvoje), respectively. They both fall under the remit of the 
MoE. These institutions were established in 2009 after splitting up the Lithuanian 
Agency of Economic Development. According to Rūta Skyrienė, Executive 
Director of the Investors’ Forum (Investuotojų forumas), the creation of the two 
institutions responsible for separate fields was a welcome step as it helped purify 
responsibilities and allowed for better focusing.309 After a new government came 
to power in 2012, there were some talks about merging these two organizations 
again, but these plans were ultimately abandoned.

Enterprise Lithuania’s mission is “to support the establishment and development 
of competitive businesses in Lithuania and to foster the country’s exports by 
facilitating cooperation with our partners’ networks and providing quality training, 
consultancy, market analysis, and business-partner search services.”310 It also helps 
Lithuanian exporters by participating in business fares and business missions, 
among other things. As mentioned above, it has its own representatives abroad,311 
whose functions are more or less similar to those of commercial attachés, yet more 
narrowly focused sector-wise. Enterprise Lithuania tends to work with groups of 

308 Stays Gudavičius, “Lietuvos ambasadose – trys nauji ekonomikos diplomatai” [Three Lithuanian Embassies 
Will Welcome New Economic Diplomats], October 29, 2014,  
http://vz.lt/article/2014/10/29/lietuvos-ambasadose-trys-nauji-ekonomikos-diplomatai
309 Interview with Skyrienė.
310 Enterprise Lithuania, “Vision and Mission,”  
http://www.enterpriselithuania.com/en/about-us/strategy/vision-and-mission/ 
311 Enterprise Lithuania, “Map,” http://www.enterpriselithuania.com/en/map/
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Lithuanian businesses, which, inter alia, contribute to eliminating the risk that 
the interests of a single company would somehow dominate.312 Concerning Invest 
Lithuania, it “provides free advice […] to global companies interested in doing 
business in Lithuania”, “serves as a point of contact for foreign companies and guides 
international businesses through every step of the process of setting up operations 
in Lithuania.”313 As regards representatives of Invest Lithuania abroad, it tends to 
practice engaging people on a contractual basis to carry out specific tasks abroad.314

Another gradually expanding “institute” which relates to Lithuania’s economic 
diplomacy is the web of honorary consuls. Their functions, inter alia, include the 
promotion of economic, cultural, scientific, and educational relations between 
Lithuania and their country of residence in the field of trade.315 Lithuania has a network 
of 72 honorary consuls in Canada, France, Italy, Germany, Oman, Poland, Spain, 
Sweden, Norway, and the United States.316 Another set of actors includes organised 
business associations, which are the following: the Lithuanian Confederation of 
Industrialists, the Lithuanian Business Confederation, the Lithuanian Business 
Employers’ Confederation, the Lithuanian Chambers of Commerce, Industry and 
Crafts, and the Investors’ Forum. The following subchapter offers to assess Lithuania’s 
practices of economic diplomacy, considered in terms of successes or failures.

An assessment of Lithuania’s economic diplomacy: successes  
and failures

To define a “success” and, hence, a “failure” is not an easy task.317 A relevant 
guideline as to a more structured approach is provided by Ramūnas Vilpišauskas.318 
He proposes to distinguish, within the set of measures destined to boost a country’s 
competitiveness, between vertical (also referred to as “sectoral”) and horizontal 
measures; the capacity of these measures to achieve their aim may differ.319 
Horizontal measures aim at many (or all) companies no matter what their business 
profile, while vertical measures target specific sectors or companies. Horizontal 
measures would include signing free trade and investment agreements, striving 
to reduce obstacles for the free flow of goods, services and capital, increasing the 
bureaucratic efficiency of diplomatic services abroad, etc. Vertical measures, to 
name some examples, would include training for exporters, specific subsidies, tax 
allowances for certain companies, activities of diplomats or public officials aimed 

312 Interview with Nocius.
313 Invest Lithuania, “Our Services,” http://www.investlithuania.com/en/services/IL-support
314 Interview with Pagirys.
315 Lithuania’s Embassy in Germany, “Garbės konsulų funkcijos” [Functions of Honorary Consuls],  
https://de.mfa.lt/index.php?2471249171 
316 Honorary Consuls of Lithuania, Web site, http://www.honoraryconsuls.lt/about
317 Interview with Vilpišauskas.
318 Ramūnas Vilpišauskas, “Tarptautinis konkurencingumas ir Lietuvos eksporto politika” [International 
Competitiveness and the Lithuanian Export Policy], Pinigų studijos (2004): 54-69.
319 Ramūnas Vilpišauskas, “Tarptautinis konkurencingumas ir Lietuvos eksporto politika” [International 
Competitiveness and the Lithuanian Export Policy], Pinigų studijos (2004): 60-64, 55.
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at specific companies, information provision for exporters and foreign investors, 
or aid to businesses to participate in international exhibitions. In what follows 
the chapter draws on these two perspectives, while pointing to the problematic 
aspects of Lithuania’s economic diplomacy. The assessment will focus on insights 
collected from interviewees and publicly available sources (such as the media).

Arguably, the two stories most covered in the media and emphasized by the 
then government were the establishment of the technology centre Barclays, and 
the services centre of Western Union in 2010. On the one hand, Barclays and 
Western Union offered attractive job opportunities with good working conditions 
and high salaries; they subsequently became much desired employers in Lithuania. 
Furthermore, based on the interview with R. Skyrienė, these projects led to other 
investments by foreign companies (such as the service centers of SEB and Danske, 
among others). Such a causal consideration was confirmed by J. Pagirys, Director 
of the Investment Development Department of Invest Lithuania: according to 
him, if a foreign company makes an investment in Lithuania, it may be expected 
that other companies originating from that same country will show greater 
interest with regard to the Lithuanian market. On the other hand, certain criticism 
was also laid at the mentioned projects. First, other companies in the IT sector 
complained they faced shortages of labour as potential employees were lured by 
significantly higher salaries paid by Barclays and Western Union. Furthermore, 
the Lithuanian government offered subsidies to these companies.320 However, the 
amount allocated by the government to Barclays and Western Union was meagre 
compared to total state support received by all Lithuanian business.321 

Enterprise Lithuania and Invest Lithuania share their own success stories 
on their websites.322 The former, for instance, shares the success of a Lithuanian 
company, Megrame International, which, thanks to Enterprise Lithuania, has 
developed its network of partners in the United Kingdom. Companies having 
joined the national stand organized by Enterprise Lithuania in the exhibition 
InterSolar Europe 2014 resulted in “million-strong deals.” As for Invest Lithuania, 
it refers to Barclays, CITCO, COWI, CSC, or Affecto, to name a few. Also, 
according to the MFA, among the successes of Lithuania’s economic diplomacy 
is the Life Sciences Baltics Exhibition,323 which was largely attended in 2012 and 
2014, thanks to invitations circulated by Lithuanian diplomatic representations 
abroad.324 
320  Vz.lt, ““Western Union” Lietuvoje steigia pasaulinį paslaugų centrą” [Western Union Is Setting up in 
Lithuania a Global Services Centre], May 28, 2010, http://v1.vz.lt/Default2.aspx?ArticleID=f5820a50-693a-42c5-
9459-5b6d75459c9d&readcomment=1&page=0&orderBy=down
321 Interviews with Skyrienė and Pagirys.
322 Enterprise Lithuania, “Sėkmės istorijos” [Success Stories], http://www.verslilietuva.lt/lt/sekmes-istorijos/; 
Invest Lithuania, “Stories to Share,” http://www.investlithuania.com/stories-to-share/
323 It is an exhibition for “world-class biotechnology, pharmaceutical and medical devices experts from all 
around the world.” Life Sciences Baltics, Web site, http://www.lsb2014.com/en/about-lsb/about-lsb-forum/
324 Anonymous interview; see also Delfi.lt, “Lietuvos gyvybės mokslai atveria verslui naujas galimybes” 
[Lithuanian Life Sciences Provide Businesses with New Opportunities], September 20, 2013,  
http://www.delfi.lt/mokslas/mokslas/lietuvos-gyvybes-mokslai-atveria-verslui-naujas-galimybes.d?id=59552303
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In terms of failures, one could refer to more or less known cases in which 
high expectations regarding foreign investors failed to materialise. In 2010, the 
Lithuanian government signed an agreement with IBM to set up a joint research 
centre.325 The plan was that the centre would “conduct research in IBM’s strategic 
areas – nanotechnology, life sciences, healthcare innovation, and intellectual 
property for innovative management.”326 Nevertheless, this project ultimately 
failed to materialize, and losses were suffered by the Lithuanian government.327 
Based on the interview with M. Nocius, Managing Director at Enterprise 
Lithuania, the general idea and intentions were good. Nevertheless, a non-ideal 
implementation led to the project being abandoned. There was a lack of effort 
both from Lithuanian authorities and IBM and, with projects such as this, “the 
devil hides in the details.” Similarly, the relevance of such a “devil” in Lithuania’s 
economic diplomacy was also stressed by G. Rainys. He referred to the efforts of a 
Ukrainian pharmaceutical company to relocate its activities to the country: while 
Lithuania had a promising start vis-à-vis Latvia in this regard, the project has run 
into difficulties because of rigid and inflexible bureaucratic procedures. 

These failures relate to a recurrent aspect which often undermines Lithuania’s 
economic diplomacy, that is, the lack of a continuous “chain” in the process of 
investment attraction and export promotion. For example, attracting foreign 
investors, and getting them interested is a necessary, but not a sufficient condition, 
so they would ultimately decide to invest. As argued by J. Pagirys, it is necessary to 
have a consistent and systematic approach, which would translate into continuity 
in economic diplomacy policy.328 In a similar vein, G. Morkis maintained that, 
for economic diplomacy to work efficiently, it was “fundamental” to ensure 
a systematic interest of public authorities, descending form the President to 
the Prime Minister to ministers, with regard to targeted countries which were 
of interest to Lithuania. In the context of the mentioned continuous “chain”, 
politicization, be it understood in terms of favouritism or populism, is an 
aggravating factor.329 It risks bringing about discontinuity in pursued strategies 
and/or downplaying expert opinion. 

Concrete projects, however, fail to inform about their more systematic 
impact on Lithuania’s economic growth. Based on the interview with M. Nocius, 
for example, in order to evaluate success in terms of export promotion, it is not 
unreasonable to look at the development of Lithuanian exports (and, ultimately, 
economic growth). As shown in Figure 16, Lithuanian exports have expanded very 

325 The Baltic Times, “IBM Decides Future’s in Lithuania,” May 12, 2010,  
http://www.baltictimes.com/news/articles/25942/#.VFT-iPmSzfI
326 The Baltic Times, “IBM Decides Future’s in Lithuania,” May 12, 2010,  
http://www.baltictimes.com/news/articles/25942/#.VFT-iPmSzfI
327 The Lithuania Tribune, “Lithuanian Research Center Set up with IBM to Be Closed – Economy Minister,“ 
January 14, 2013, http://www.lithuaniatribune.com/27048/lithuanian-research-center-set-up-with-ibm-to-be-
closed-economy-minister-201327048/ 
328 Interview with Pagirys. 
329 Interviews with Morkis, Rainys and Skyrienė.
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robustly since the economic crisis and faster compared with both the EU average, 
and the other Baltic States. Lithuania’s export growth is especially impressive given 
the significant challenges stemming from the crisis of 2008-2010, competitive 
devaluations by important trade partners (Poland, Russia, and Belarus to some 
extent), political problems with Russia (the most important export partner of 
Lithuania), as well as sluggish growth in the Eurozone. More specifically, Enterprise 
Lithuania has estimated that the growth of export flows from its clients has been 
more significant when compared to their peers (exports of Enterprise Lithuania 
clients grew by 15.6 percent, 11.3 percent, and 12.4 percent in 2011, 2012, and 
2013, respectively). At the same time, the story with investment attraction is not 
as rosy. Estonia has traditionally been much more successful in attracting FDI than 
Latvia and Lithuania, and has a substantially higher stock of accumulated FDI. 
Nevertheless, the difference in FDI inflow has decreased in recent years (see Figure 
17). Furthermore, it is important to note that FDI flows do not necessarily reflect 
specific targeted activities practiced by a specialized institution, with the view of 
attracting investments.330 For example, Invest Lithuania is used to identifying more 
specifically investment projects, to which it has contributed.331 

Figure 16. Exports’ growth (goods and services) in the Baltic States and the 
EU in 2008-2013, in percentage: annual increase and whole period increase332

330 Interview with Pagirys.
331 Interview with Pagirys.
332 Data from Eurostat (2014).
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Figure 17. Direct investment inflows in the Baltic States in 2007-2013,  
in % of GDP333 

As regards possible contributions of economic diplomacy to a country’s 
economic growth, it is not irrelevant to notice that Western countries actively 
engage in promoting their exports and securing investments, in terms of both 
attracting and protecting investments abroad.334 Relatedly, countries continue 
to seek better coordination in their economic diplomacy, as attested to, for 
example, by the case of Latvia’s Foreign Economic Policy Coordination Council 
established in 2012. A reference to the EU is also pertinent in this context, as it 
allocates structural funds to the activities of economic diplomacy335 of member 
states, and pursues a common policy of this kind. In reference to these realities, 
Lithuania’s economic diplomacy may be considered as successful “by definition.” 
Put differently, if others are doing it, it must be relevant. However, it is doubtful 
that there exists a universal “recipe” for success.336 

Further, a closer look specifically upon the EU framework is not only relevant 
but also indispensable. Given the EU’s exclusive competence in establishing 
economic regimes with third countries, the European external economic policy 
333 Data from Eurostat (2014).
334 Interview with Nocius; MFA, “Ekonominės diplomatijos tarybos veikla” [Activities of the Council of 
Economic Diplomacy], April 1, 2014,  
http://www.urm.lt/default/lt/ekonomine-diplomatija/ekonomines-diplomatijos-tarybos-veikla 
335 For example, MoE, “Ūkio ministerija pagal priemonę “Naujos galimybės“ paskirstys 27,7 mln. litų“ [Ministry 
of Economy Will Allocate 27.7m Litas through the Means “New Opportunities“], August 25, 2014,  
http://www.ukmin.lt/web/lt/naujienos/naujienos/ukio_ministerija_pagal_priemone_naujos_galimybes_
paskirstys_277_mln_litu
336 During the interview, Pagirys, for instance, seemed to distinguish between investment strategies of Central 
and Eastern European countries and those of Western countries; also, interview with Nocius.
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may be considered part of the internal affairs of the Union.337 This internal-isation 
is to be associated with the EU’s more systematic and regular activities in the 
field on the one hand, and more systematic attention paid to these activities by 
member states on the other. One can deduce a significant dose of such attention 
in Lithuania’s case from the MFA’s practice to report its achievements in defending 
the interests of Lithuanian businesses via specific EU mechanisms. Not to mention 
but a few examples, in 2010, thanks to the EU’s procedures of duty suspension and 
tariff quotas, Lithuania managed to ensure that the country’s companies would 
save around 1.5 million litas (430 thousand euros) in taxes;338 in 2012, the interests 
of the Lithuanian industrial sector were defended thanks to the initiation of new 
studies on antidumping and anti-subsidies concerning solar panels.339 Also, for 
instance, the usage of specific EU procedures resulted in a successful defence in 
2013 of the interests of Lithuanian industries of transport and dairy products, 
with regard to Russia.340 Lithuanian ambassadors to the EU were even awarded a 
prize for export promotion in 2013 from the Association of Lithuanian Chambers 
of Commerce, Industry and Crafts for their adamant defence of Lithuanian 
businesses’ interests.341 

Moreover, in June 2014, the Association Agreements, introducing Deep and 
Comprehensive Free Trade Area (DCFTA) regimes, were signed with Georgia and 
Moldova. The DCFTA regime notably provides for a gradual liberalization of trade 
and services, and the comprehensive alignment of related rules and regulations 
of third countries with those of the EU. The relevance of these agreements for 
Lithuania stems from the geographical factor: put differently, both experts and 
public authorities agree it is crucial for Lithuania’s economy to further liberalize 
economic relations with countries of the region.342 These are a few testaments 
to Lithuania’s successful economic diplomacy at an EU level, pointing to the 
horizontal approach referred to above, as opposed to other examples provided. 

What about failures? A case in point might be the European Commission’s 
announcement to delay by more than a year the provisional application of the 
DCFTA in Ukraine. As argued by A. Ažubalis, former Minister of Foreign 
Affairs, the political decision taken with regard to Ukraine “partly undermined” 

337 Interview with Jablonskas.
338 Government, LR Vyriausybės 2010 metų veiklos ataskaita [Report on Government Activities in 2010], March 
30, 2011, https://www.e-tar.lt/portal/lt/legalAct/TAR.DB24333BB9AC 
339 Government, LR Vyriausybės 2012 metų veiklos ataskaita [Report on Government Activities in 2012], March 
20, 2013, http://www.lrv.lt/bylos/veikla/veiklos-ataskaitos/2012_veiklos%20ataskaita.pdf, 70.
340 Interview with Jablonskas.
341 Lithuanian Chambers of Commerce, Industry and Crafts, “Vyriausybėje apdovanoti daugiausiai Lietuvos 
ekonomikai nusipelnę verslininkai“ [The Most Significant Business Contributions to Lithuania‘s Economy Were 
Evaluated by Awards], http://www.chambers.lt/lt/?m=6 
342 See, for example, Ramūnas Vilpišauskas, “Tarptautinis konkurencingumas ir Lietuvos eksporto politika” 
[International Competitiveness and the Lithuanian Export Policy], Pinigų studijos (2004): 64; MFA, “Užsienio 
reikalų ministerijos valstybės sekretoriaus D. Matulionio kalba “Diplomatijos iššūkiai ekonominės krizės 
šviesoje““ [Speech of the State Secretary of the Foreign Ministry, D. Matulionis, “Diplomatic Challenges in 
the Light of Economic Crisis“], December 1, 2008, http://es.mfa.lt/default/lt/naujienos/uzsienio-reikalu-
ministerijos-valstybes-sekretoriaus-d-matulionio-kalba-diplomatijos-issukiai-ekonomines-krizes-sviesoje
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Lithuania’s political and economic interests.343 Lithuania strongly supported the 
DCFTA with Ukraine, including due to the expected benefits for Lithuanian 
businesses it was supposed to provide. The Ukrainian market is indeed important 
for Lithuanian producers: in 2013, for example, exports of goods of Lithuanian 
origin to Ukraine amounted to 79.9 percent of total Lithuanian exports to this 
country; by comparison, the corresponding percentage was only 14.6 percent 
in the case of Russia (in fact, the value of exports of goods of Lithuanian origin 
to Ukraine almost equalled the value of exports to Russia).344 However, in the 
context of Lithuania’s economic diplomacy, the question whether the Ukrainian 
case can be considered as a failure begs for a nuanced answer: as political interests 
more powerful than those of Lithuania and its partner member states dominated, 
Lithuania did not seem to have much of a say in the final decision.345 

The EU appears to make Lithuania’s economic diplomacy successful, as 
it provides the country with new and more diverse opportunities to pursue 
its economic interests, largely along the horizontal perspective. Additionally, 
it may be contributing to the domestic efforts of a closer and more systematic 
coordination among institutions, but also between the latter and national 
businesses. It is to be mentioned in this regard that a survey carried out by the 
Investors’ Forum (investors in Lithuania were surveyed) in 2014 revealed that 
Lithuania’s attractiveness to investors received a significant boost precisely due to 
its membership in the European Union and NATO.346 On the whole, membership 
in the EU (and preparation for it) has been very beneficial for Lithuanian economic 
development due to the establishment of quality “institutions”, increased trade and 
financial integration, as well as the use of the EU’s financial support. Furthermore, 
most recently, Lithuanian authorities have been praised by investors for their 
successful efforts to solve profound challenges the country had faced, that is, the 
pre-crisis economic bubble and the crisis itself. The fact is Lithuania was one of a 
few examples of this kind in the category of EU member states; consequently, by 
means of exclusive visibility, its image may have been significantly boosted among 
its European peers as well as internationally. 

Last but not least, the relevance of the EU factor is also present in the position 
of Lithuanian businesses, as they tend to refer to Business Europe, for instance. 
Business Europe provides relevant information to European businesses, 
analyses the implementation of the EU’s commitments to European economic 

343 Audronius Ažubalis, “Kodėl Ukraina pasirinko pauzę“ [Why Ukraine Chose to Pause], Delfi.lt, September 18, 
2014, http://www.delfi.lt/news/ringas/politics/a-azubalis-kodel-ukraina-pasirinko-pauze.d?id=65878324 
344 Authors‘ calculations based on data from Statistics Lithuania.
345 Rafał Sadowski and Agata Wierzbowska-Miazga, “Russia Is Blocking a Free Trade Area between the EU and 
Ukraine,” September 17, 2014, http://www.osw.waw.pl/en/publikacje/analyses/2014-09-17/russia-blocking-a-
free-trade-area-between-eu-and-ukraine 
346 Dalius Simėnas, “Investuotojai įvardijo, dėl ko jiems brangi Lietuva“ [Investors Explained Why 
They Valued Lithuania], October 25, 2014, http://vz.lt/?PublicationId=507643DD-D6BE-46FA-AA7A-
D39AEB3ABA8A&SiteId=8BE8512F-9B99-4DC3-8C8C-801CAEE38FE6
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growth, and carries out research on the potential impact of EU agreements,347 
among other things. Concerning more specifically Russia’s embargo imposed 
on certain agricultural products, food stuffs, and raw materials originating from 
the EU, subsequent to EU sanctions, G. Rainys referred to the EU’s relevance 
for Lithuania in yet another way: the Vice-president of the LCI implied that a 
breakthrough in the current situation could be expected thanks to Germany 
because of its pragmatism.348

Recommendations 

Two caveats are in order. First, this is only a tentative exploration, more  
in-depth research is necessary, especially given that this is one of the first attempts 
to analyse Lithuania’s economic diplomacy. Second, the results of assessment 
inevitably depend on certain fundamental assumptions about the State’s role in the 
economy – these are questions over which endless arguments within economics 
and public policy communities exist. If one is inclined to believe that government 
intervention beyond the provision of a level playing field for all businesses, of 
basic public goods and of a generally sound business environment at home, as 
well as beyond ensuring good political relations and eliminating obstacles for 
trade and investment abroad is undesirable, then by definition any selective 
measures will be treated with scepticism.349 Although diplomats and politicians 
are inclined to emphasize “visible” concrete projects, their effectiveness might be 
doubted, or it may be at least significantly lower compared to broad horizontal 
reforms benefiting all businesses. 
•	 Thus, the first recommendation, although not directly linked to diplomatic 

action, would be to ensure a sound, broad framework for doing business, that 
is, to ensure good horizontal domestic economic policy. When promoting 
exports and attracting foreign investments, the creation of a sound domestic 
business environment is a prerequisite.350

•	 When it specifically comes to economic diplomacy, one should not neglect 
horizontal measures. In line with the previous recommendation, horizontal 
measures are to be considered the most efficient and effective. Such measures 
involve signing free trade and investment agreements and eliminating 
barriers for the flow of goods, services, and investments. As an EU member 

347 Interviews with Rainys and Morkis.
348 However, Rainys expressed some criticism with regard to the EU’s approach towards European growth, in 
particular concerning the Union’s commitment to achieving environmental goals, to the detriment of other 
economic targets. Furthermore, he tended to see some scope for bilateral action in the context of Russia’s embargo.
349 Ramūnas Vilpišauskas, “Tarptautinis konkurencingumas ir Lietuvos eksporto politika” [International 
Competitiveness and the Lithuanian Export Policy], Pinigų studijos (2004): 54-69. 
350 Ramūnas Vilpišauskas, “Tarptautinis konkurencingumas ir Lietuvos eksporto politika” [International 
Competitiveness and the Lithuanian Export Policy], Pinigų studijos (2004): 54-69; interviews with Vilpišauskas 
and Skyrienė.
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state, Lithuania has the facility to act via the EU, especially with regard to 
remote regions. 

•	 Given the increase of EU powers in the fields of trade and investment, the 
possibility of improving the representation of Lithuania’s interests at an EU 
level should not be discarded. The extension of EU powers over specific areas 
puts pressure on domestic institutions and business structures to coordinate 
their positions. Otherwise, a risk might emerge of letting “the outcome get 
out of control”351 in EU negotiations and thus undermining national interests. 
Such a scenario is not unrealistic, considering the diverse economic interests 
of EU member states when dealing with third countries.352

•	 As there continues to be a scope for bilateral action, Lithuania should not let 
the possibility to review and sign new investment, double taxation avoidance, 
and economic cooperation agreements out of its sight.353 Moreover, given that 
EU or global regimes provide countries (or country groups) with homogenous 
obligations and opportunities in their external economic relations, creative 
thinking at a national level might be expected to play an important role in 
order to advance national economic interests in a competitive way.354 As for 
diplomatic representations abroad, diplomats may play an important role so 
they could equip their own country with necessary knowledge and connections 
to “influence the domestic decision-making process in their partners.”355  

•	 Different regions might necessitate different approaches in terms of economic 
diplomacy. Specifically, Eastern countries (such as Russia, Belarus, Central 
Asian countries, and China) usually require a more heavy presence of 
political, preferably high level, officials. Their presence is less necessary in the 
Western world which is characterized by less politicized and more transparent 
business relations as well as different cultural attitudes. However, different 
countries may reflect their own national specifics, including in the West. 
Furthermore, more thorough attention should be given to the specificities of 
export promotion strategies on one hand, and those of investment promotion 
on the other. 

•	 There is certain ambiguity surrounding the added value of diplomats 
and commercial attachés in securing economic ties. As argued by some 
interviewees, diplomats should limit their activities to horizontal measures 
and avoid contact with specific companies, as these might be ineffective and 
sometimes even detrimental (especially if diplomats do not have proper 

351 Stephen Woolcock and Nicholas Bayne, “Economic Diplomacy,” in The Oxford Handbook of Modern 
Diplomacy, ed. Andrew F. Cooper, Jorge Heine and Ramesh Thakur, 2013, http://www.oxfordhandbooks.com.
ezproxy.univ-paris1.fr/view/10.1093/oxfordhb/9780199588862.001.0001/oxfordhb-9780199588862-e-22 
352 Interview with Rainys.
353 Interviews with Skyrienė and Jablonskas.
354 For example, in Lithuania’s case, one may pay more attention to the Lithuanian diaspora (interview with Skyrienė).
355 Stephen Woolcock and Nicholas Bayne, “Economic Diplomacy,” in The Oxford Handbook of Modern Diplomacy, 
ed. Andrew F. Cooper, Jorge Heine and Ramesh Thakur, 2013, http://www.oxfordhandbooks.com.ezproxy.univ-
paris1.fr/view/10.1093/oxfordhb/9780199588862.001.0001/oxfordhb-9780199588862-e-22
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training and competence). On the other hand, other interviewees expressed 
the opinion that the active efforts of Lithuanian diplomats residing abroad 
are desirable and might be even necessary for a successful promotion of 
Lithuanian exports and attraction of investments.356 Thirdly, there were some 
insights on a potentially differing impact of economic diplomacy in the 
two fields discussed in the chapter. Consequently, a suggestion would be to 
more thoroughly analyse the issue in question. One way to do this would be 
to carry out an econometric analysis relating the presence of embassies (or 
economic diplomats/commercial attachés) with the growth of economic ties 
(while controlling for relevant factors).357 In any case, even if diplomats and 
commercial attachés play a significant role, it seems to depend a lot on a given 
person’s experience, motivation, personal qualities, etc.

•	 The level of dialogue seems to be satisfactory between institutions and the 
business sector, and there is general willingness from public institutions to 
engage in more active economic diplomacy. Although over recent years the 
situation has improved, there is still room for improvement. There is a need 
to better define the division of labour within the field (who is responsible 
for what, etc.)358 and to improve relevant competencies. Relatedly, Lithuania 
still seems to be struggling with its image strategy.359 Also, a more active 
engagement with Lithuanian diaspora may also be considered in the context 
of bettering overall coordination.360 

•	 Last but not least, economic diplomacy should be de-politicized and based on 
expert insights. There is still some evidence attesting to a contrary tendency 
in Lithuania’s case.

356 According to Skyrienė, for example, every Lithuanian ambassador should set the goal of visiting at least top 
10 companies per year in the country of residence.
357 See, for example, Andrew K. Rose, “Foreign Service and Foreign Trade: Embassies as Export Promotion,“ 
The World Economy 30, no. 1 (2007): 22-38.
358 Interview with Pagirys. 
359 Interviews with Nocius, Skyrienė and Pagirys.
360 Interview with Skyrienė.
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SUMMARY, CONCLUSIONS, AND SUGGESTIONS 
FOR BALTIC ECONOMIC DIPLOMACY

Kārlis Bukovskis

Economic diplomacy has been a challenging phenomenon in international 
relations. Countries tend to look for possible ways to promote their economic 
interests, mostly in the exports of goods. The classical period of mercantilism 
is often seen as the most typical example of trade promotion by sovereign and 
state means. However, the birth of capitalism and international trade did not 
take away the promotion of economic interests from the responsibilities and 
interests of countries and their institutions. On the contrary, trade liberalisation 
and globalisation in the nineteenth and twentieth centuries applied an increased 
use of different arguments and instruments to the promotion of economic 
interests. Welfare of countries is considered to be among main national interests. 
But, in order to provide the domestic population with the desired goods and 
income level, trade and investments must be promoted. And this is done by 
businesses themselves and/or state institutions in both liberal economies and 
state controlled economies. 

The Baltic States, being newcomers to the modern international economic 
system and choosing an open market approach, learnt the trade quickly. At the 
same time, economy size, availability of human resources, the number of available 
instruments, and promotional capacities are essential elements occasionally 
preventing a more successful implemention of Baltic economic interests. This 
book is dedicated to an analysis of the trends, successes, and hurdles in Latvia’s 
economic diplomacy, in comparison with Estonian and Lithuanian experiences. 
Authors with different backgrounds each cover a specific aspect of Latvia’s 
economic diplomacy, while the Estonian and Lithuanian authors look for a general 
approach to their respective countries. Although each chapter draws their own 
specific conclusions, this final part of the book seeks to locate general conclusions 
and recommendations. 

The term “economic diplomacy” can signify multiple aspects of diplomatic and 
business activity. Authors Gatis Pelnēns and Andris Čegodajevs cover multiple 
uses of terms and their expressions in scientific and professional literature. In this 
book economic diplomacy is understood as the totality of instruments available, 
used by government institutions and businesses in fostering economic security 
and economic benefits. The openness of small states to global economic processes 
allows them to integrate their production processes into the regional and global 
economy more easily, acquiring access to bigger markets. But, it is not only about 
nominal access to the common market that the European Union, for instance, 
provides for the Baltic States. It is also about acquiring the market share and 
outcompeting alternatives. To do that, small countries must relatively use more 
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of the administrative, lobbying, and marketing resources than bigger countries, 
or even large corporations. Establishing the market share does not only involve 
proactive and skillful action by businesses, but also creates a positive country 
image, and diplomatic support in the form of ambassadorial or ministerial visits 
and endorsements. 

Authors Pelnēns and Čegodajevs describe two levels of economic diplomacy –  
domestic and external – and conclude that: “Policy initiatives suggest the 
government is pursuing works with the non-governmental sector to facilitate 
foreign investment and create a better environment for business, [while] other 
ministries do their part by informing and supporting Latvian businesses that wish 
to enter foreign markets, as well as providing useful services to foreign businesses 
and investors looking to enter Latvia.” The same is done by the Ministry of 
Foreign Affairs of Latvia, and the Investment and Development Agency of Latvia, 
who not only seek to coordinate activities abroad, but also tend to promote and 
lobby Latvian businesses. After a prolonged period where the external economic 
relations of Latvia were a responsibility of the Ministry of Economics, the duties 
in mid-2014 were returned to the Ministry of Foreign Affairs and its relatively vast 
diplomatic service. Thus, use of administrative and financial resources could be 
facilitated more efficiently. The increased responsibility of embassies in promoting 
Latvian businesses, in close cooperation with the LIAA, represents a step forward 
in streamlining and strengthening the economic diplomacy of the Republic of 
Latvia. Especially, with plans to expand Latvia’s diplomatic network via the 
establishment of embassies in India, Brazil, South Korea, and other countries 
and regions where Latvia has not yet been represented. This is largely a result of 
consequent pressure by businesses361 seeking additional administrative support. 

Meanwhile, when analyzing Latvia’s economic diplomacy in a sectoral 
dimension the authors tend to conclude there are posititive and negative 
experiences. Hence, Andrejs Jakobsons concludes regarding trade issues that Latvia 
has managed to eliminate, by large, the dramatic trade deficits the country was 
experiencing during 1990s and also until the economic crisis of 2008. At the same 
time, a lot of homework is seen to be unfinished as well: “A high export goal remains 
important for a number of industries in Latvia, as the limited domestic demand 
in a small country limits rapid growth opportunities in a domestic market.” The 
author emphasizes the necessity to follow in part a classical mercantilist approach 
to stimulate exports in order to pay for imports and ensure further investment 
and development possibilities. Finally, Jakobsons sees the necessity to shift the 
agenda setting on economic diplomacy in established countries, and sectors, from 
public authorities towards businesses, while concentrating on discovering new 
markets and opportunities. This clearly resembles the interests of businesses to 
seek the opening of new embassies abroad. One of the most potentially beneficial 

361 Meļķis Didzis, Uzņēmēji spiež atvērt vēstniecības [Businesses Demand Opening of Embassies], Dienas 
Bizness, 05.08.2014., http://www.db.lv/laikraksta-arhivs/zinas/uznemeji-spiez-atvert-vestniecibas-398596
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instruments in which Latvia should be trying to apply its resources, is attracting 
trade as an entry point for goods into the European Union. That, of course, would 
imply a geographical diversification of partners, and becoming global operators 
for many Latvian companies. 

Promotion of investments into Latvia is yet another crucial element of Latvia’s 
economic development since the country regained its independence. Latvia’s 
limited accumulated capital and domestic investment capacities demanded 
foreign direct investments to secure, sustainable economic growth. Gatis Pelnēns 
tends to conclude that, in spite of its bumpy economic path, “Latvia’s growth rates, 
together with high rankings in different performance, and business promotion 
measures, have drawn the attention of foreign investors. However, this attention 
is not really resulting in real FDI growth in conditions where competition sets 
high standards for investment policies.” The author criticizes the insufficient 
attractiveness of Latvia for foreign investors. Many see inefficiencies in crucial 
sectors like courts, education, vocational training, as well as corruption, and 
low productivity, as deterring factors. Latvia has not been able to manage the 
aforementioned problems to satisfy not only the demands of the local population 
and businesses, but also potential foreign investors. From the point of view of 
a rapid and well-established information system among the agents of economic 
diplomacy, Pelnēns does not see immediate problems, although the country’s 
image remains a fundamental problem. 

Therefore, improving the country’s image is the central task not only of the 
Latvian Institute, but of every state institution, every municipality, every business, 
and every politician. Using the Latvian Presidency of the Council of the European 
Union (1 January – 30 June 2015) as an opportunity to change and improve the 
country’s image is the first step towards eventually increasing the number of 
investors coming in. At the same time, the presidency period will be over in six 
months and therefore should be followed by increased emphasis on, and more 
resources dedicated to, the country’s image than earlier. The membership in 
different organziations that Latvia has managed since it became independent 
has been an essential element in building the country’s image, but the increasing 
attractiveness of its economy, culture, and society brings not only potential 
financial gains, but also political recognition, sympathy, and empathy abroad. 

The transport sector is yet another important element when a country’s 
economic diplomacy is evaluated. Logistics, transit, and attached services are 
important elements of modern, globalized trade processes. Latvia, Lithuania, and 
Estonia have historically experienced an advantageous geographical position for 
the transportation of goods. Artūrs Caune writes that: “Latvia has experienced 
notable improvements in the performance of the transport and logistics sector 
during past years, and followed a global trend towards more integrated services. 
The weakest elements of the system remain the quality of infrastructure, and the 
logistics service.” The author evauates in detail the achievements and problems in 
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Latvia’s transport sector, and has indicated concrete proposals for their solutions. 
Caune insists that: “Latvia has to decide whether to rely on East-West outbound 
trade flows through Latvian ports only, or to develop smart and integrated 
services in addition.” New infrastructure and services like Rail Baltica II (North-
South transport routes) would provide an alternative, rather than competition, to 
the traditional East-West dimension. It would generate additional transportation 
capacities for Baltic goods. In the author’s mind, Latvia has tended to rely on 
traditional, profitable routes and services without much interest in innovation or 
searching for new opportunities. Therefore a fundamental decision on alternative 
developments becomes especially needed in times of uncertainty, such as the 
one caused by the 2014 Ukrainian-Russian conflict and the following economic 
sanctions imposed by the Western countries onto Russia, and Russia’s economic 
retaliation to those.

Artūrs Caune suggests deeper integration of Latvian ports into a single 
logistics proposal. He advocates that: “(…) multimodality and green logistics will 
have increasing importance on the Latvian transport and logistics sector agenda 
when considering EU transport policy developments and global market pressure 
on efficiency and competitiveness of the transport and logistics services.” One 
needs to discuss the role Latvia plays in intercontinental and regional trade flows, 
and storage capacities. Division of labour within the EU is an important aspect 
for Latvia’s transport sector and its place in promoting not only Latvia’s, but also 
Estonia’s and Lithuania’s, economic interests. The task for diplomats, businesses, 
politicians, and for economic diplomacy of the Baltic States in general would be 
to reach a point when: “All three Baltic countries can be seen as a single region in 
terms of economic integration and with similar global specialization in transport 
and logistics.” Therefore, this approach would allow integrating the Baltic States as 
an inadmissible part of the European Union internal market and transportation 
networks. And it is not an economic concern alone; it is geopolitical, and an issue 
of the country’s image as well. 

The “Eastern” economic diplomacy of Latvia has remained, and has been 
developed, because of its historical logic. Once members of a single country, the 
Baltic States, Russia, Belarus, Central Asian countries, and other nations now have 
infrastructural, political, and business ties among them. Therefore a logical step 
was to consider the development of the Eastern direction in Latvia’s economic 
diplomacy. Arvils Zeltiņš, analysing this aspect of Latvia’s economic diplomacy 
in detail, generally concluded that: “In absolute terms, Latvian diplomacy in an 
Eastern direction is less profitable than a Western one, but it is a part of the world 
where there is major potential for cooperation, and daily work requires more than 
just a mastery of “business as usual”.” Latvia has used its embassies in order to 
advance its economic presence in former Soviet countries, as well as in China, 
and Japan. Zeltiņš concludes that historical, geographical, and already established 
economic (and other) ties will not take the Latvian–Russian economic interaction 
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away, and that will remain one aspect in Latvia’s economic diplomacy even if 
political relations further deteriorate. The author repeats the argument used by A. 
Caune that the Eastern direction is essential for Latvia’s current transport sector 
related businesses. But not only for them. “The activities of Latvian entrepreneurs, 
and their diplomatic and economic representations, also led some Eastern 
companies to start their businesses in Latvia. Worldwide known brands such 
as Etihad, Mitsui/Portek, Huawei, and others, who are dealing in Latvia are the 
result of fruitful dialogue at political and economic levels.” The expansion towards 
Eastern countries, or especially Eastern Partnership countries, was interrupted 
by the economic downturn that Latvia experienced in 2008 and because of that 
a reduction of human resources. A. Zeltiņš analysis demonstrates that private-
public contacts and cooperation between government institutions and businesses 
has been the main positive element in reaching the achieved representation of 
Latvian business in the Eastern Partnership and Central Asian countries. It should 
be mentioned, that the expansion of economic diplomacy in Latvia, has been, 
and is still planned, as a main vector for the development of Latvian diplomatic 
services. Security aspects brought on the agenda by the unexpected developments 
in Russian–Western relationships, and proximity of the Latvian Presidency of 
the Council of the EU, at the same time, have shifted some of the political and 
administrative attention away from economic diplomacy issues. But, it is most 
likely there will be only a temporary shift, as Zeltiņš optimistically concludes 
that, “The confidence of the business sector in Latvia and its efforts to master the 
market is gradually increasing.”

Finally, when analyzing the economic diplomacy of Latvia in detail, the 
“Western” dimension should always be kept in mind. Aldis Austers, in his 
chapter, sees Latvia’s external economic activity as an unseparable part of Latvia’s 
economy. In a harsh manner the author criticizes some of the elements of Latvian 
economic diplomacy, emphasizing the necessity to meet expections with real 
economic improvements. Namely, “Popular expectations should be matched with 
the real capacity of Latvia’s economic diplomacy (…), and domestic institutional 
and structural “bottlenecks” should be removed as soon as possible.” Austers is 
emphasizing the need to concentrate not so much on the general promotion of 
economic interests, but a targeted one. Vagueness is the result of general approaches 
and a lack in concentration. In particular, specific issues should be substituted by a 
focus on “group” and “niche” diplomacy. Export promotion, in the author’s mind, 
is of utmost importance. The enthusiasm and euphoria related to the extension 
of a diplomatic presence to new, “exotic” places must be kept at bay, while more 
attention should be devoted to the extreme Western European markets. Austers 
also criticizes the municipalities for not being able to attract Western investors 
because of a lacking modernisation in infrastructure and energy sectors, as well 
as their external communication. One such possibility for rural areas would be 
the facilitation to green businesses and recreational tourism. Latvia’s membership 
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in the European Union defines its Western economic diplomacy, in Austers 
approach. At the same time, often the search for new markets overshadows an 
increasing intensity and presence in the European Union and the potential for 
attracting capital from Western investors. 

The last two chapters of the book deal with Estonian and Lithuanian economic 
diplomacy. Therefore it is the task of these conclusions to see similarities and 
differences in experiences. The Estonian example provided by Viljar Veebel 
demonstartes the same small state economic openness driven developments 
that have been present in Latvia. At the same time, if Latvia’s recent experiences 
demonstrate a growing enthusiasm, Estonia on the other hand is “facing 
several strategic challenges, including decreasing transit flows, a large number 
of operators without enough ambition in terms of product development and 
aspirations towards foreign markets, poor quality of management and efficiency, 
and the lack of co-operation between operators in export markets”. Veebel 
concludes that the Baltic States should address new security threats that come 
from economic and financial interdependence elements with “Eastern countries”. 
Being more pessimistic than his Latvian colleagues, the Estonian author sees the 
actual challenges posed by Estonia, and because of similarities in Latvian and 
Lithuanian, and exposure to Russian markets in particular: “New markets and 
new solutions need to be found as quickly as possible, and economic diplomacy 
and diplomats will be playing a central role in this process.”

The Lithuanian experience provided by Ringailė Kuokštytė and Vytautas 
Kuokštis show multiple similarities in the challenges and advantages that the 
Latvian chapters and chapter by Viljar Veebel do. Firstly, the necessitity for a sound 
domestic business environment from a legal, taxation, and political stability point 
of view is preferred, and required, to further use economic diplomacy instruments. 
Similarly, all Baltic countries must see the possibility to act via EU institutions 
in external economic activities, especially when, for instance, additional market 
information, is necessary. At the same time, EU instruments should not at any 
time be perceived as a substitute to national economic diplomacy. All three 
Baltic countries must face the fact that the Western dimension of economic 
diplomacy differs from the Eastern one. “Specifically, Eastern countries (such 
as Russia, Belarus, Central Asian Countries, and China) usually require a more 
heavy presence of political, preferably high level, officials. Their presence is less 
necessary in the Western world which is characterized by less politicized and 
more transparent business relations as well as different cultural attitudes.” Among 
several technical suggestions provided by the authors, they also warn about the 
skillfulness of diplomats to engage in economic diplomacy and interactions with 
companies directly. An understanding of economic processes by diplomats and 
even ambassadors should be increased in order to not have a negative impact on 
negotiations. Finally Kuokštytė and Kuokštis conclude that Lithuania has been 
struggling for an improved image of the country, as are their Latvian counterparts. 
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A country image strategy is probably the sphere in which Estonian diplomats have 
most advanced, as it has not been seen as a central issue to address and improve 
in any country’s economic diplomacy. 

Therefore, one can conclude that Baltic economic diplomacy struggles are very 
much similar, whether economic, historical development, political, geographical, 
or otherwise. The Baltic States are competing among each other for foreign 
investments and seeking promotion of national businesses. At the same time, 
analysis by the authors demonstrates that similarities in, and problems around, 
Baltic economic diplomacies are the same, although these tend to be priorisied 
differently. Improvement of a country’s image, repercussions of the Russian and 
Ukrainian situation of 2014 on the Baltic States, the necessity to increase quantity, 
but especially quality of diplomats and other state officials assistin businesses, 
needs to be increased. Because of the similarities in needs and resources, the 
Baltic States must not forget the fact they are often projected as a common region 
and not separate. Investors tend to see the Baltics as single unit, a part of the 
bigger entities – Northern Europe, the Eurozone, the European Union, and the 
Western World. The Baltic States must not forget that the image of a country 
very much depends on the region where they are located. The Baltic States 
should seek common elements to promote themselves as a region. Combining 
resources provides increased opportunities for a re-allocation of scarce resources. 
Building a common image of the Baltics being part of the broader region with 
Nordic countries, and with Germany and Poland, provides immence possibilities. 
Promotion of the Baltic Sea region as stable, democratic, and “open for business” 
addresses many of the economic diplomacy challenges that not only Latvia, but 
also Estonia and Lithuania, face.
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Arvils Zeltiņš is an associate fellow of the Latvian Institute of International 
Affairs and his academic and professional activities are closely connected with 
the Eastern direction of Latvia’s economic diplomacy. Currently Arvils Zeltiņš 
works as Head of the Foreign Economic Relations Promotion Division at the 
Ministry of Foreign Affairs of Latvia. His professional experience has been mostly 
related to economic cooperation with Eastern Europe and Central Asia, as well 
as bilateral cooperation with Baltic and Nordic countries. In his previous career 
Arvils worked as a project manager at the Latvian Transatlantic Organization. 
Parallel to his diplomatic career Arvils is preparing his PhD on Latvia’s energy 
security issues at Riga Stradiņš University, and as a guest lecturer prepares courses 
on cooperation aspects in the Baltic Sea region. In his academic career, Arvils has 
prepared a number of publications on Latvian economic relations with Russia, the 
Baltic Sea region, and Latvia’s energy policy.
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Latvian Institute of International Affairs (LIIA)
Address: 21 Pils street, Riga, LV-1050, Republic of Latvia, liia@liia.lv
http://liia.lv

The Latvian Institute of International Affairs was established in May 1992, 
in Riga, as a non-profit foundation, charged with the task of providing Latvia’s 
decision-makers, experts, and the wider public with analysis, recommendations, 
and information about international developments, regional security issues, and 
foreign policy strategies and choices. It is an independent research institute that 
conducts research, publishes publications, as well as organizes lectures, seminars, 
and conferences related to international affairs.

Friedrich-Ebert-Foundation
Address: 37-64 Dzirnavu Street, Riga, LV-1010, Latvia, 
http://fes-baltic.lv/en/ 

The Friedrich-Ebert-Stiftung (FES) foundation was established in 1925 as 
a political legacy of Germany’s first democratically elected president, Friedrich 
Ebert. Ebert, a Social Democrat from a humble crafts background, who had 
risen to hold the highest political office in his country in response to his own 
painful experience in political confrontation, proposed the establishment of a 
foundation to serve the following aims: – furthering political and social education 
of individuals from all walks of life in the spirit of democracy and pluralism, – 
facilitating access to university education and research for gifted young people 
by providing scholarships, – contributing to international understanding and 
cooperation. As a private, cultural, non-profit institution, it is committed to the 
ideas and basic values of social democracy. 



144

NOTES




	1 vaks-1
	EconomicDiplomacy_2014_A5 INTERNETAM
	1 vaks-2

