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1. Introduction

The accession of Lithuania into the EU has un-
doubtedly brought to the forefront the signifi-
cance of uninhibited (by trade restrictions, often
still prevalent in the world market) participation
of Lithuanian exporters in the very sizeable EU
internal market. The analysis of the flows of go-
ods in the EU internal market confirms a brisk
rate of quantitative expansion, which provides the
necessary prerequisites for new member states
to achieve more efficient production. However,
it is important not to forget that the EU trade
policy, with regard to non-members and parti-
cularly the new economic centres such as Chi-
na, may actually dampen the positive effects of
internal market on new member states such as
Lithuania. Of particular concern is the fact that
Lithuania currently competes both intra-EU and
domestically in the categories of goods where a
large share of Lithuania’s total exports origina-
te. Therefore, in order to methodically assess the
competitive prospects for various categories of
goods that Lithuania exports to the EU, we em-
ploy the analytical tools of revealed comparati-
ve advantage (RCA) and relative trade balance
(RTB). The advantage of these indicators lies in
their broad applicability and suitability for com-
parative analysis.

The aim of this study is to:

® assess Lithuania’s position in the intra-EU
trade using the revealed comparative advan-
tage (RCA) and relative trade balance (RTB)
indicators (in 2005, ca. 65% of Lithuania’s
exports and ca. 60% of imports have been
intra-EU, the shares have been stable over
the last few years),

® consider the “extraneous factors”, more spe-
cifically the competition from China, as a
possible influence on the sustainability of a
comparative advantage,

® evaluate whether recent trends in FDI into Li-
thuania have a potential to change the lands-
cape of Lithuania’s comparative advantage.
The analytical methods used: comparative

analysis of statistical data, measurement of com-

parative advantage by two indicators.

2. World Trade and Measures of
Comparative Advantage

Since the works of A. Smith and D. Ricardo in-
troduced the concepts of absolute and relative
advantage in international trade, further progress
in the 20th century has been assured by the con-
tributions of E. Heckscher, B. Ohlin, W. Stolper,
P. Samuelson and others to this important area
of economic theory. All of them have essential-
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ly supported the idea that free trade brings im-
portant economic benefits to the participating
countries, albeit the size of those benefits may be
distributed unequally (the importance of world
trade is clearly confirmed by the growth of world
exports: 1948 — 58 bln. USD; 1963 — 157 bln.
USD; 1983 — 1.838 trl. USD; 1993 — 3.671 trl.
USD; 2005 — 10.159 trl. USD and the expanding
membership of the WTO, currently numbering
150 countries). On the opposing side, loud voi-
ces (more of populist nature) have been basing
their opposition on claims that it is the developed
countries that reap most of the benefits from tra-
ding with less developed countries. At the end of
the 20th / beginning of 21st century these claims
have been scientifically critisised by well-known
economists such as P. Krugman, P. Samuelson,
J. Sachs, J. Bhagwati and M. Porter. The regio-
nal aspect of international trade is also gaining
the attention of researchers. Whether based on
inter-governmental agreements (EU) or memo-
randa of intentions (APEC), the functioning of
trade systems provides an opportunity for trade
and economic well-being expansion for the par-
ticipating nations.

In 2004, Lithuania has become a full mem-
ber of the EU, the largest regional trading block
in the world, whose intra trade makes up about
28% of the world trade. This makes “the ability
of European producers to compete and survive
in the internal market” (European Commission,
2005) and opens new possibilities to enhance
the efficiency of the national economy through
aggressive export expansion and changing the
structure of export industries on the global level
(Z. Lydeka, 2001; A. Vasiliauskas, E. Vilkas,
A. Petronis, 2002). At this junction, it is interes-
ting to examine in more detail the sectors that
attracted most FDI in Lithuania and assess whet-
her indeed the structure of industries is changing
in Lithuania.
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pansion and changing of the structure of export
industries have opened up on the global level
(Z. Lydeka, 2001; A. Vasiliauskas, E. Vilkas,
A. Petronis, 2002). At this junction, it is interes-
ting to examine in more detail the sectors that
attracted most FDI in Lithuania and assess whet-
her indeed the structure of industries is changing
in Lithuania.

Measures of comparative advantage

This section discusses the country’s performan-

ce in external trade using the index of revealed

comparative advantage (RCA) and the index of

relative trade balance (RTB).

® The RCA index compares the country’s ex-
ports, both total and for a specific industry,
with those of a reference area (world, intra-
EU). Values higher (lower) than 1 imply thata
country (or a given industry) performs better
(worse) than the reference area, and are in-
terpreted as a signal of comparative advan-
tage. The RCA indicator is used to rank the
country’s products according to their compa-
rative advantage.
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where:
X..p - Export (intra-EU) of the country ¢ for
the product p,
NX: Total (national) export (intra-EU) of
the country c,
€xX,: Exports total for the intra-EU for the
product p,
EX: Total exports for the intra-EU.
®* The RTB index is used to measure perfor-
mance developments over time. The intra-EU
indicator compares the trades balance (ex-
ports minus imports) for a group of products
to the total trades (exports plus imports) of
that group of products.

_ (Xi _Mi)
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where X is the value of exports and M is the
value of imports.

The strong competitive performance is confir-
med by a high and positive value of the RTB index
(EU sectoral competitiveness indicators, 2005).

3. Factors affecting Lithuania’s
Comparative Advantage

There is, of course, a great multitude of factors.
Within the confines of this article, we will touch
upon only the most relevant ones for the medium-
term macroeconomic development.

The Context of Intra-EU Trade

The EU internal market represents a colossal va-
lue of goods moving freely without the hindran-
ce of trade barriers. In 2003, internal exports
reached 1878,5 bln. €, in 2004 — 2028,4 bln. €,
in 2005 — 21539 bln. €. The EU leaders have
been emphasising the importance of qualitative
changes to the internal market, arguing that “re-
moving the remaining barriers will create new

opportunities for market entrants and the resul-
ting competition will spur investment and inno-
vation. This is all the more important against a
backdrop of ‘tagnating intra-EU trade in goods’
and stalling price convergence” (A new start for
the Lisbon strategy, 2005). However, quantitati-
ve growth of the internal market has continued
and this is to be viewed as a positive news for the
new member states, characterised by large shares
of GDP created through exports.

Indeed, as Table 1 confirms, Lithuania’s ex-
ports to the EU have grown by over 20% p.a. in
2004 and 2005, exceeding the growth of GDP
as a whole.

Furthermore, a more detailed breakdown
of export performance by SITC product groups
makes it clear that Lithuania’s exports in SITC
product groups 0, 1 and 3 have been responsible
for most of the increase in Lithuania’s intra-EU
exports (Table 2).

It, therefore, comes as little surprise that the
RCA indicator has been showing the fastest im-
provement in SITC product groups 0,1 and 3, in
addition to a relatively stable and high RCA in-
dicator in SITC product groups 6, 8 and 9. Also,
looking at the RTB indicator for Lithuania in the
context of intra-EU trade, surpluses are visible
in SITC product groups 0, 1, 2,3 and 4, hence es-
sentially re-enforcing the same message as the
RCA indicator (Table 3).

It can be stated that export structure is do-
minated by low value-add goods, as opposed
to innovative products. Based on OECD goods
classification by technology category, the lion’s
share of Lithuania’s exports falls under catego-
ry I: low-technology (food products, beverages,
tobacco, textile, wood and wood products) and
medium-low technology (refined petroleum,
plastic products) manufactures, and a relatively
small share of category Il goods: medium-high
technology manufactures (chemicals, some ele-
ments of machinery and equipment).
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Table 1. Exports by SITC Product Groups, bln. €

SITC Product Groups* by years
Exports
0-9 0-+1 2+4

2003 2004 2005 2003 2004 2005 2003 2004 2005
1. EU-X 27614 | 29977 | 32249 | 215,5 223,2 | 2359 72,7 82,9 88,9
1.1. intra 1878,5 | 2028,4 | 2153,9 | 166,3 174,1 183,3 54,9 62,5 65,6
1.2. extra 882,9 | 969,3 | 1071,0 49,2 49,1 52,6 17,8 20,4 23,3
2. Lithuania X 6,16 7,48 9,49 0,64 0,80 1,14 0,39 0,46 0,52
2.1. intra EU 3,85 5,00 6,20 0,37 0,57 0,83 0,30 0,33 0,37
2.2. extra EU 2,31 2,48 3,29 0,27 0,23 0,31 0,09 0,13 0,15

SITC Product Groups* by years
Exports
3 5 7

2003 2004 2005 2003 2004 2005 2003 2004 2005
1. EU-X 106,1 | 120,32 | 172,6 | 407,8 | 4458 | 4884 | 11592 | 1254,8 | 1321,6
1.1. intra 79,3 88,3 128,5 | 265,3 2914 | 3223 761,5 816,3 840,2
1.2. extra 26,8 32,0 44,1 142,5 154,4 166,1 397,7 438,5 481,4
2. Lithuania 1,24 1,87 2,57 0,46 0,60 0,82 1,60 1,62 1,95
2.1. intra EU 0,42 1,15 1,58 0,37 0,43 0,54 0,89 0,83 0,97
2.2. extra EU 0,82 0,72 0,99 0,09 0,17 0,28 0,71 0,79 0,98

SITC Product Groups* by years
Exports
6+8+9
2003 2004 2005

1. EU-X 741,7 808,5 855,9
1.1. intra 511,4 555,3 582,7
1.2. extra 230,3 253,2 273,2
2. Lithuania X 1,82 2,12 2,49
2.1. intra EU 1,50 1,69 1,91
2.2. extra EU 0,32 0,43 0,58

* According to the Standard International Trade Classification (SITC Rev. 3), product groups are defined
as follows: sections 0 and 1 (food and live animals, beverages and tobacco), sections 2 and 4 (crude materials,
except fuels), section 3 (mineral fuels, lubricants and related materials), section 5 (chemicals and related ma-
terials), sections 7 (machinery and transport equipment), sections 6, 8 and 9 (other manufactured products).

Increasing the production of such goods is

New Frontier of “Economics

not a viable or economically efficient enterprise,

given that relatively cheap labour costs and raw
materials supplied at a discount to world prices

are unlikely to remain for long.
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Opportunities” — The Case of China

In view of the conclusions reached above, we turn
our attention to the emergence of China as a threat

to a rather fragile competitive advantage in intra-



Table 2. Lithuania’s RCA and RTB Indicators * based on intra-EU 25 trade in 2003-2005

Product groups ac- RCA RTB

cording to SITC 2003 2004 2005 2003 2004 2005
0-9 total 0.919 0.958 0.978 -0.106 —0.115 -0.089

0+1 0.749 0.914 0.937 -0.011 0 0.064

2+4 1.019 0.951 0.965 0.304 0.200 0.233

3 0.454 0.838 0.827 0.909 0.933 0.915

5 1.235 1.096 0.998 -0.333 -0.363 ~0.357

7 0.846 0.786 0.781 ~-0.378 -0.509 -0.508

6+8+9 1.196 1.160 1.126 0 —-0.074 —0.088

*RCA and RTB indicators are calculated by the author, using data from Eurostat, IMF, WTO, WB, and

Lithuanian Statistical Department.

Table 3. EU-25—China trade flows*, bln. €

Exports Imports RTB

2003 2004 2005 2003 2004 2005 2003 2004 2005
0-9 total | 41.17 48.19 51.84 105.39 | 127.46 15799 | -0.438 | —0.451 | —0.506
0+1 0.53 0.63 0.80 1.64 1.79 2.23 —0.512 | —0.479 | —0.472
2+4 1.61 2.26 3.21 1.49 1.82 2.36 0.039 0.108 0.153
3 0.12 0.11 0.06 0.68 1.17 0.73 —-0.700 | —0.828 | —0.848
5 3.73 4.43 5.19 3.77 4.01 5.06 —-0.05 0.050 0.013
7 26.37 30.76 31.21 47.96 61.96 73.72 -0.290 | -0.336 | —-0.405
6+8+9 7.95 9.12 10.17 49.53 56.40 73.30 -0.723 | -0.722 | —-0.756

* According to the SITC.

Table 4. Lithuania—China trade flows in selected product groups, min. €

Machinery and Vehicles, .
. . . i . Miscellaneous manu-
Textiles and textile articles mechanical aircraft, vessels .
X K factured articles
Year Total appliances; and associated
Of which: electrical transport Of which:
Total Total
clothing equipment, total | equipment, total furniture
Exp Imp Exp Imp Exp Imp Exp Imp Exp Imp Exp Imp Exp Imp

2004 |94 2370 | 1.4 24.6 0.1 140 |1.8 95.3 0.1 154 |04 19.7 104 |74
2005 |11.1 |291.2 |14 249 0.1 13.2 0.9 124.2 |10 17.3 0.1 21.1 |0 8.3

EU that Lithuania currently has in certain catego-
ries of goods (Table 3) and with China (Table 4).

Data in Table 3 would seem to confirm the
views expressed above, showing the worsening
RTB in virtually all SITC product groups in the
period from 2003 to 2005.

Turning our attention to Lithuania’s position
with regard to China (Tables 4 and 5), it is not

so much the fact that Lithuania has a very large
(relative to its exports) and increasing trade de-
ficit with China that is disconcerting (Table 4),
but rather the observation that China’s surplu-
ses with the EU-25 seem to be occurring in the
same categories of goods where Lithuania’s ex-
port position is relatively strong with respect to
intra-EU trade.
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Table 5. Lithuania’s foreign trade flows *, bin. €

Broad Economic Ca- 2003 2004 2005

tegories Exp | Imp | Balance RTB Exp Imp | Balance | RTB | Exp | Imp | Balance | RTB

Total 6.16 | 8.53 | 237 | 0161 | 748 | 996 | 248 |-0.142 [949[12.50| 3.01 |-0.137

Capital goods 076 | 171 | —0.95 | —0.385 | 0.61 | 1.79 | —1.18 | 0492|078 | 2.00 | —1.22 |—-0.439

Tnterme-—

nerme 308|476 | —1.68 | -0.214 [3.96 | 582 | —1.86 |-0.190|5.05| 7.63 | —2.58 |-0.203

diate goods

Consumption goods | 1.65 | 1.46 | +0.19 | 0.061 |2.02| 178 | +0.24 | 0.063 | 244 2.15 | +0.29 | 0.063
s —

Other (motor spirit, | ) (o ¢ | 4006 | 0.04s |0.89 | 057 | +032 | 0219 [123] 072 | 051 | 0.262

passenger motor cars

* According to the classification by Broad Economic Categories (BEC).

Of note are SITC product groups 0 to 4 whe-
re Lithuania currently has a surplus with the EU,
but so does China, at least partially, and also in
product groups 7 to 9 where Lithuania has a high
RCA, but China’s exports to EU are rising fast
in these product groups. The implication then is
that Lithuania’s further export growth to EU-25
may be challenged by China, hence eroding its
future comparative advantage.

A detailed study characterising trends in in-
ternational economic integration has revealed in-
teresting features of trade in goods that apply to
China and the EU-10. Both entities have deficits
in “intermediate goods” categories and surplu-
ses in “consumption goods”. In addition, China
shows surpluses in “total” and “capital” goods,
while the EU-10 is in deficits in those categories.
The conclusion is that “China has strengths in the
labour-intensive stages of the production process
of a wide range of low-technology sectors and in
the labour-intensive stages of the production of
ICT-related goods. The EU-10 group is also spe-
cialised in the production of low-technology, la-
bour-intensive goods” (The EU economy: 2005
review, 2005). In other words, the EU-10 (and 1i-
kely to an even greater extent the EU-25) is expe-
riencing head-on competition from China on its
turf, and that competition is intensifying.

Lithuania’s trade flows according to BEC in-
directly mirror this conclusion. As Table 5 shows,
Lithuania is likewise displaying increasing de-
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ficits in capital and intermediate goods over the
period 2003-2005.

It is for this reason that we now turn to con-
sider the FDI inflows into Lithuania as a possible
precursor to a shift of comparative advantage to
different industries.

FDI and its Impact on the Growth of
Export Industries in Lithuania

The expansion of Lithuania’s export markets is
dependent on the FDI flows into Lithuania’s ma-
nufacturing sector. Over the last five years of bre-
ath-taking economic growth, the rankings of the
country groups providing the largest FDI inflows
(the EU accounts for about 65%) into Lithuania
have not changed substantially (after the comple-
tion of the acquisition of the “Mazeikiy Nafta” oil
refinery by a Polish group, the EU share of FDI
will increase further and that of CIS will decline).
Over the last five years, the stock of FDI has risen
2.5-fold from 2.71 bin. € at the start of 2001 to 6.92
bln. € at the start of 2006. FDI into the manufactu-
ring sector has increased 3.5-fold from 0.78 bln. €
or 28.8% of total FDI to 2.74 bln. € or 39.6% of to-
tal FDI. It is important to note that the structure of
FDI has seen little change over the last five years
(with an exception of refined petroleum products),
continuing to favour the main export sectors of
Lithuania (textile, clothing, furniture, chemicals,
transport equipment) (see Table 6).



Table 6. FDI flows into selected manufacturing sectors

Manufacturing sector 2001 01 01 2006 01 01
mln. € % mln. € %
Total 780.0 100.0 2740.0 100.0
Of which:
food products and beverages, tobacco products 312.8 40.1 469.2 17.1
Textiles 101.4 13.0 95.6 3.4
Clothing 23.2 3.0 43.4 1.6
wood and wood products 37.7 4.8 57.9 2.2
refined petroleum products, nuclear fuel, chemicals 49.2 6.3 1390.2 50.8
office machinery and computers, electrical machinery n. e. c. 14.5 1.9 49.2 1.8
radio, television and communication equipment 37.7 4.8 26.1 0.9
medical, precision and optical instruments 8.7 1.1 20.3 0.8
motor vehicles, other transport equipment 55.7 7.1 84.7 3.1
Furniture 8.7 1.1 37.7 1.4

On the evidence to date, there is precious
little to suggest that Lithuania is experiencing
FDI inflows that are likely to facilitate a change
in the structure of export industries.

Conclusions

In this article, we aimed to assess Lithuania’s
competitive position by factors such as intra-
EU trade, China and FDI. While comparative
advantage indicators are improving for certain
categories of export goods, we also point out that
China’s position is likewise strengthening in si-
milar categories of goods. Is that a problem? Af-
ter all, the EU internal market is deep enough to
accommodate many exporters. It is, of course,
true that the EU market is a huge playing field.
However, countries like Lithuania will undoub-
tedly find it hard to compete with the economies
of a scale that China and other large developing
countries can achieve. Although one perhaps
should not read too much into a single case, but
the recent bankruptcy of the medium-high tech-
nology equipment producer “Ekranas” painfully
illustrates that despite the size of the EU market,
only so many players can survive. Yet another

risk (not addressed in this study) for small coun-
tries like Lithuania is that because of the need
to acquire a scale of production, industries are
likely to be made up of only a few companies,
the implication being that management errors
of only a few companies can affect a country’s
competitive position. In larger economies, in-
tra-country competition may better ensure that
comparative advantage remains in the country,
even if one company is taken over by another
domestically.

While, of course, we admit that our study
has not been focused on offering solutions to
Lithuania’s export industries, our analysis of in-
tra-EU trade flows, China’s trade with the EU and
FDI inflows into Lithuania has revealed that:
® Lithuania’s comparative advantage is concen-

trated in low to medium value-add goods;

® the position of the emerging economic powers
like China is also strong and improving in si-
milar categories of goods;

* FDIinflows into Lithuania have not produced
any evidence that FDI inflows up to now have
been focusing on industries that may be unli-
kely to suffer substantially from competition
with large emerging economies like China.
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LIETUVOS UKIO GAMYBOS SEKTORIUY KONKURENCINGUMO VERTINIMO ASPEKTAI ES

PLETROS KONTEKSTE

Henrikas Karpavicius

Santrauka

Lietuvai tapus ES nare ypatinga reikSme igyja visa-
teisis misy Salies tikio subjekty dalyvavimas didziuléje
Europos Sajungos vidaus rinkoje, nevarzomoje jokiy
protekcionistiniy priemoniy, daznai naudojamy glo-
balioje tarptautingje prekyboje. 2005 metais Lietuvos
prekiy eksporto apimtis ES vidaus rinkoje buvo apie
65%, o importo — apie 60% bendro prekiy judéjimo
srauto.

Sie rodikliai apibudina dkio gamybos sektoriy
konkurencingumo lygi ES vidaus rinkoje, taip pat i§
dalies patvirtina zinomy pasaulio mokslininky nuomong
apie daugiaplang uzsienio prekybos nauda visoms pro-
cese dalyvaujancioms Salims.

Detali analizé (pagal atskiry produkty grupes)
atlickama panaudojant RCA (lyginamasis konkuren-
cinis pranasumas) ir RTB (santykinis prekybos ba-
lansas) rodiklius. Identifikuoti $iy rodikliy kieky-
bines reik§mes ypa¢ aktualu nedideléms ir sparciai
besivystancioms nacionalinéms ekonomikoms, i§ ju
Lietuvos, formuojanc¢ioms trumpalaikius ir ilgalaikius
ukio gamybos sektoriy plétros prioritetus.

ES vidaus rinkai daro jtaka daug veiksniy, tadiau
Lietuvai ypac reikSmingas $ios rinkos atvérimas ,,naujy
galios centry®, ypa¢ Kinijos, prekiy importui. Tyrime
fiksuojami duomenys (RCA ir RTB pavyzdziu) pat-
virtina Lietuvos ekonomikai nepalankias tiesiogines

ir netiesiogines tendencijas. Lietuvos ir Kinijos dvisalé
prekyba prekémis, sudaranciomis zenklia musy $alies
eksporto dalj (tekstilés medziagos ir dirbiniai, masinos
ir mechaniniai jrenginiai, elektros irengimai, transpor-
to priemonés ir jrenginiai, baldai), pastaraisiais metais
tampa vis labiau nesubalansuota Lietuvos tikio subjekty
nenaudai. Didelg grésmg Lietuvos eksporto potencialui
kelia sparti ES ir Kinijos prekybos plétra, ypa¢ Euro-
pos Sajungai nepalankus ir 2003-2005 metais sparciai
blogéjantis prekybos paminétomis prekémis balansas.

Lietuvos uzsienio prekybos struktiiriné analizé pa-
gal Makroekonomikos kategorijy klasifikatoriy (BEC)
fiksuoja nezymuy teigiama RTB rodiklj vartojimo prekiy
grupgje, taciau zenkly neigiama Sio rodiklio dydj tar-
pinio vartojimo prekiy ir investiciniy prekiy grupése.
Tai patvirtina Europos Komisijos institucijy 2005 metais
atlikto tyrimo i$vadas, jog naujosios ES Salys (ir Lietu-
va), eksportuodamos zemo bei vidutinio technologinio
lygio prekes tarptautinés prekybos kontekste patenka
i stipry Kinijos (ir kity sparciai besivystanéiy dideliy
ekonomiky) konkurencinio spaudimo lauka.

Pagal tyrime naudojama kompleksing konkurencin-
gumo lygio vertinimo metodika atlikta tiesioginiy
uzsienio investicijy ir jy pasiskirstymo pagal Gikio sek-
torius rodikliy analizé nepatvirtina zenkliy eksporto
struktiiriniy pokyc¢iy galimybés.
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ASSESSING LITHUANIA’S COMPETITIVENESS IN THE CONTEXT OF EU ENLARGEMENT

Henrikas Karpavicius

Summary

After Lithuania’s accession to the EU, the participa-
tion of Lithuanian enterprises in a very sizeable intra-
EU trade, unrestricted by protectionist measures, ac-
quires an ever greater importance. In 2005, Lithuania’s
exports to the EU amounted to 65% of total exports,
whereas imports reached 60%. These figures would
seem at first sight to reflect positively on Lithuania’s
competitiveness in the EU and confirm the assertions
of many prominent economists about the multi-faceted
benefits of foreign trade to its preachers.

To gain a deeper understanding of Lithuania’s
comparative advantage, a detailed analysis by prod-
uct groups has been conducted, using the metrics of
Revealed Comparative Advantage (RCA) and Rela-
tive Trade Balance (RTB). Quantifying comparative
advantage is particularly important to small and rap-
idly growing economies that are still looking to de-
fine their both short- and long-term economic devel-
opment priorities.

The developments of intra-EU trade are affected
by a multitude of factors, however, we single out the
effects of opening of the EU market to imports from
new ‘economic centres’, especially China, because of
the competitive threat it poses to countries like Lithu-
ania. In this context, our analysis using RCA and RTB
metrics highlights unfavourable, both direct and indi-
rect, tendencies for Lithuania. Looking at Sino-Lithu-

[teikta 2007 m. sausio mén.
Priimta spausdinti 2007 m. vasario mén.
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anian trade in goods that account for the lion’s share
of Lithuania’s total exports (textile, machines and me-
chanical equipment, electrical equipment, transport ve-
hicles and equipment, and furniture), it becomes clear
that the trade balance in these goods is shifting not
in Lithuania’s favour. Furthermore, a breath-taking
growth in the Sino—EU trade and, in particular, EU’s
deteriorating trade balance with China in the afore-
mentioned goods categories over the 2003—-2005 peri-
od raises serious questions about the future of Lithu-
ania’s export industries.

The structural analysis of Lithuania’s foreign trade
using the BEC (Broad Economic Categories) classifica-
tion reveals a slightly positive RTB value in the ‘con-
sumption goods’ category, but a substantially negative
value in the ‘intermediate’ and ‘investment goods’ cat-
egories. This seems to confirm the conclusions reached
in a study by European Commission in 2005, that the
new member states (including Lithuania), owing to
their exports of low to medium grade goods by tech-
nological sophistication, will be severely pressurised
by competition from China and other fast-develop-
ing countries.

Analysis of foreign direct investment (FDI) flows
by economic sectors does not provide evidence that
major changes in the export structure are underway
to mitigate the effects of competition with China and
other fast-growing countries.



