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Abstract. A relatively high percentage of Baltic corporations have already started their operations abroad, over 40% of 
the companies studied. It is surprising that the approaching EU membership docs not seem to be the driving force of the 
Baltic corporations' internationalization, though the EU is clearly the major export destination. The empirical evidence 
shows that the operations of the Baltic companies in foreign markets, have concentrated on the ex-CMEA countries, 
especially on the former USSR. The empirical data indicates that most of the operations abroad are related to marketing, 
such as the foundation of their own representative office or their own sales unit in a foreign market. 
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1. Introduction 

The Baltic States are very small. Their population, even 
combined, is only 7.5 million, which is less than the 
population of Austria. The small size of the Baltic 
economies becomes emphasized, when their GDP is 
analyzed. In 2000, the GDP of all the three Baltic 
States, measured at purchasing power parity (PPP) was 
some USD 60 billion. Even the GDP of Ireland (USD 
82 billion), which is among the least wealthy of EU 
members, is higher than the total Baltic GDP. Finland's 
GDP was some double that of the whole Baltics [1]. 

The small size of their economy obviously pushes Bal-
tic companies abroad. Clear evidence of Baltic firms' 
internationalization at the macrocconomic level is the 
high exports-GDP ratio. In 2000, the exports of goods 
and services were some 45-96% compared to the GDP, 
depending on the Baltic State in question [2]; [3]; [4]).1 

In 1990, the overwhelming majority of the Baltic 

1 According to the Economist Intelligence Unit, the exports/GDP 
ratio was in Estonia 96.5%, while in Latvia it was 45.8%, and in 
Lithuania 45.5%, respectively (EIU 2001a; 2001b; 2001c). 

States' foreign trade was directed to other socialist 
countries. Then, the CMEA covered over 90% of the 
Baltic States' exports [5]. Ten years later, the direc-
tion of the foreign trade has reversed almost com-
pletely. In 2000, the EU was the main trade partner 
of the Baltic States. Exports to the EU covered some 
65% of the Estonian exports. The respective share in 
Latvia was close to that of Estonia, but in Lithuania 
the EU share was remarkably lower, less than 50%. 
Also the imports from the EU are significant. The EU 
represented roughly 45-75% of the Baltic countries' 
imports, Estonia being the most dependent and Lithua-
nia the least dependent on the imports from the EU. 

Whilst the EU's importance in Baltic foreign trade has 
grown rapidly, the dependence on Russian trade has 
declined. In 2000, Russia covered only 2-7% of the 
Baltic exports, Estonia being the least Russia-oriented 
and Lithuania the most Russia-oriented. Russia's pro-
portion of Baltic imports is considerably higher than 
that of their exports. In Lithuania, the dependence on 
imports from Russia is by far the highest, almost 30%. 
In Estonia and Latvia, Russia formed just some 10% 
of the total imports [6]; [7]; [8]. 
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Besides foreign trade flows, the foreign direct invest-
ment (FDI) inflows verify that the Baltic countries are 
open economies. In 1999, the FDI-inflow represented 
4-5% of the Baltic GDP. The Baltic States have at-
tracted much more FDI per capita than other ex-So-
viet republics. The cumulative FDI inflow per capita 
during 1989-1999 in the Baltic States was over USD 
750, whilst in other formerly Soviet republics it was 
less than USD 150 [9]. 

Finland and Sweden are the most important investor 
countries in Estonia, where they together formed some 
70% of the Estonian FDI stock in 2000. Denmark, in 
turn, is the biggest investor both in Latvia and Lithua-
nia. The Baltic States covered only a modest part of 
the FDI in another Baltic State. Only Estonia managed 
to climb among the top 10 investor countries with 
approximately a 6% FDI stake both in Latvia and 
Lithuania [10]; [11]. 

The FDI has supported the recovery of the Baltic 
States from the transition slump and has enhanced the 
improvement of enterprise competitiveness both di-
rectly (foreign owner impact) and indirectly (via com-
petition or copying competitiveness). Along with the 
development of their competitiveness, the Baltic com-
panies have not only intensified their export activities, 
but they have begun to invest outside their home mar-
ket. 

As the authors were not able to find any comprehen-
sive report on the outward investments from the Bal-
tic States, it is impossible to state how much the Bal-
tic companies have already invested abroad. Even 
without any investigation concerning outward invest-
ments from the Baltic States, it can be rather safely 
stated that investment inflows to the Baltic States are 
still larger than the investment outflows from the Bal-
tic States. Although the investment outflow is insig-
nificant when compared to the investment inflow, 
some single Baltic companies have already shifted a 
great share of their assets abroad. In fact, a Latvian 
company was ranked the second most transnational 
company among the Central and East European firms 
in 1999 (see Table 1). 

Though only one Baltic company reached the top 25 
list, the importance of the monitoring the Baltic com-
panies' expansion abroad becomes emphasised, due to 
the accelerating globalization of business. The Baltic 
corporations cannot simply afford to underestimate the 
pressures created by globalization. 

2. The REM Internationalization Model 

The REM model is comprised of three main compo-
nents: (1) the R-factor - reason to internationalize; (2) 
the E-factor - environmental selection; and (3) the M-
factor - modal choice. 

Table 1. Top 25 Non-Financial Transnational Corporation based in Central Eastern Europe (ranked by 
foreign assets, 1999). Source: [12] 

 

CORPORATION COUNTRY INDUSTRY ASSETS  SALES  EMPLOYMENT TNI ' 
   (USD mn) (USD mn) (Empl. number) (%) 
   FOREIGN TOTAL FOREIGN TOTAL FOREIGN TOTAL  

1. Lukoil Oil Co. Russia Petroleum & gas 3 236.0 8 422.0 4 642.0 10 903.0 10000 120 000 30 
2. Latvian Shipping Company Latvia Transportation 459.0 470,0 191.0 191.0 1 124 1 748 87 
3. Hrvatska Elektroprivreda Croatia Energy 296.0 2 524.0 10.0 780.0  15 877 4 
4 Podravka Group Croatia Food & pharmac. 285.9 477.1 119.4 390.2 501 6 898 33 
5. Primorsk Shipping Co. Russia Transportation 256.4 444.1 85.3 116.5 1 308 2777 59 
6. Gorenje Group Slovenia Domestic applian. 236.3 618.1 593.3 1 120.6 590 6 691 33 
7. Far Eastern Shipping Co. Russia Transportation 236.0 5850 134.0 183.0 263 8 873 39 
8. Pliva Group Croatia Pharmaceuticals 181.8 915.9 3847 587.6 2 645 7 857 40 
9. TVK Ltd * Hungary Chemicals 175.4 553.2 248.9 394.3 927 5 225 38 
10. Motokov Czech Rep. Trade 163 6 262.5 260.2 349.1 576 1 000 65 
11. Skoda Group Plzen Czech Rep Diversified 139.1 973.4 150.7 1 244.5 1 073 19 830 11 
12. Atlanska Plovidba Croatia Transportation 138.0 154.0 46.0 46.0  509 63 
13 MOL Hungarian Oil & Gas Hungary Petroleum & gas 126.3 3 131.0 582.4 3 129.6 833 20 684 9 
14. Krka Slovenia Pharmaceuticals 120.7 447.0 209.0 283.0 429 3 218 38 
15. Adria Airways Slovenia Transportation 116.3 129.2 103.4 104.6 19 597 64 
16. Petrol Slovenia Petroleum & gas 90.4 574.9 105.7 924.4 75 2 356 10 
17. Slovnaft * Slovakia Petroleum & gas 82.8 1 367.1 627.5 1 035.7 119 7 540 23 
18. Zalakeramia Hungary Clay product 69.0 125.0 39.0 64.0 2 022 3066 61 
19. Matador Slovakia Rubber & plastics 51.9 305.0 34.0 203.4 5 3 878 11 
20 Malev Hungarian Airlines Hungary Transportation 43.3 206.3 274.1 367.5 49 3 162 32 
21 KGHM Polska Miedz Poland Mining 34.0 1266.0 265.0 1 155.0 25 28 300 9 
22. Croatia Airlines Croatia Transportation 29.9 288.6 60.2 77.9 39 842 31 
23 Elektrim Poland Diversified 21.0 1 228.0 42.0 874.0 62 26 475 2 
24. Petrom National Oil Co. Romania Petroleum & gas 19.0 2 970.0 211.0 2041.0 67 82 054 4 
25 Intereuropa Slovenia Trade 16.0 168.0 17.0 136.0 511 2 103 15 

1 The TNI, the transnational try index, is calculated as the average of three ratios: foreign assets to total assets, foreign sales to total sales 
and foreign employment to total employment (see EBRD, 2000). *  TVK and Slovnaft have been taken over by MOL. 
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The R-factor: a reason for internationalization creates 
the foundation of the REM model, as it answers why 
a firm decides to internationalize in the first place. 
According to [13], some companies internationalize 
due to external motives, for instance, their rivals and 
customers' operations have become global. There is 
also evidence that internal factors, such as a goal to 
increase the firm's profitability, push enterprises to 
begin their internationalization [14]. 

The E-factor: the environment selection stands for the 
choice of business environment(s). As national borders 
arc disappearing out of the way of various free trade 
areas or economic unions, the environment seems to 
be a more appropriate term than that of country or 
location [15]. 

There are a multitude of factors, which influence en-
vironment selection. [16] describes some variables in-
fluencing the environment selection decision and how 
the issues behind the decision-making have changed 
during the 1970s and the 1990s (see Table 2). 

The M-factor: the modal choice answers the question 
of how a firm implements its internationalization. 
Since neither a universally superior mode nor environ-
ment exists, the modal choice depends on the envi-
ronment selection, and vice versa. The selection be- 

tween the different modes is influenced by many is-
sues, such as the control requirement, commitment, 
costs, the value creative potential and the complexity 
involved, experience, the capabilities and resources 
possessed,.partner-related risks and national/cultural 
preferences, the knowledge-sharing policy, and most 
of all the firm's overall strategy (e.g. [17]; [18]; [19]; 
[20]; [21]) [22] name various operation modes based 
on the operation 

type and the ownership of production and distribution 
(see Table 3). 

To conclude, the REM model is designed as a sim-
plistic theoretical tool for the analysis of internation-
alization at the enterprise level. Even if the REM 
model had been created particularly for the purposes 
of this research, it might also provide other case stud-
ies with an adequate framework to investigate inter-
nationalization (see Table 4). 

3. Methodology 

During the Soviet era, the primary goal of the Baltic 
corporations was to serve the needs of the whole So-
viet economy i.e. the Baltic enterprises' production 
was large when compared to the size of their economy. 

Table 2. Some Variables Influencing Environment Selection in the 1970s and the 1990s. Source [16] 
 

 In the 1970s In the 1990s 
(A) 

Resource 
Seeking 

1. Availability, price and quality of natural resources. 2 
Infrastructure to enable resources to be exploited, and 
products arising from them to be exported, 
3. Government restrictions on FDI and /or on capital and 
dividend remissions. 
4. Investment incentives, e.g., tax holidays. 

1. As in the 1970s, but local opportunities for upgrading equality of resources and the 
processing and transportation of their output is a more important locational incentive. 
2. Availability of local partners to jointly promote knowledge and/or capital-intensive 
resource, exploitation. 

(B) 
Market 
Seeking 

1. Mainly domestic, and occasionally (e.g., in Europe) 
adjacent regional markets. 
2. Real wage costs; material costs. 
3. Transport costs; tariff and non-tariff trade barriers. 
4. As A3 above, but also (where relevant) privileged 
access to import licenses. 

1. Mostly large and growing domestic markets, and adjacent regional markets (e.g.. 
NAFTA, EU etc.). 
2. Availability and price of skilled and professional labor. 
3. Presence and competitiveness of related firms, e.g., leading industrial suppliers. 
4. Quality of national and local infrastructure, and institutional competence. 
5. Less spatially related market distortions, but increased role of aggbmerative 
spatial economies and local service support facilities. 
6. Macroeconomic and macro-organizational policies as pursued by host 
governments. 
7. Increased need for presence close to users in knowledge-intensive sectors. 
8. Growing importance of promotional activities by regional or local development 
agencies. 

(C) 
Efficiency 
Seeking 

1. Mainty production cost related (e.g., labor, materials, 
machinery, etc.). 
2. Freedom to engage in trade in intermediate and final 
products. 
3. Presence of agglomerative economies, e.g., export 
processing zones. 
4. investment incentives, e.g., tax breaks, accelerated 
depreciation, grants, subsidized land. 

1. As in the 1970s, but more emphasis placed on B2, 3, 4, 5 and 7 above, especially 
for knowledge-intensive and integrated MNE activities, e.g., R&D and some office 
functions. 
2. Increased role of governments in removing obstacles to restructuring economic 
activity, and facilitating the upgrading of human resources by appropriate educational 
and trading programs. 
3. Availability of specialized spatial clusters, e.g., science and industrial parks, 
service support systems etc.; and of specialized factor inputs. Opportunities for 
initiatives by investing firms; an entrepreneurial environment, and one which 
encourages competitiveness enhancing cooperation within and between firms. 

(D) 
Strategic 
Asset 
Seeking 

1. Availability of knowledge-related assets and markets 
necessary to protect or enhance 

�
 specific advantages 

of investing firms - and at the right price. 
2. Institutional and other variables influencing ease or 
difficulty at which such assets can be acquired by foreign 
firms. 

1. As in the 1970s, but growing geographical dispersion of knowledge-based assets, 
and need of firms to harness such assets from foreign locations, makes this a more 
important motive for FDI. 
2. The price and availability of "synergistic" assets to foreign investors. 
3. Opportunities offered (often by particular sub-national spatial units) for exchange of 
localized tacit knowledge, ideas and interactive learning. 
4. Access to different cultures, institutions and systems; and different consumer 
demands and preferences. 
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Table 3. Twelve Entry Modes and Their Variants Source [22] 
 

TYPE DESCRIPTION VARIANT 

1. Normal FDI Entrant owns foreign production 
and distribution facilities. 

1.1. Both facilities are greenfield. 
1.2. Both facilities are acquired. 
1.3. Production is greenfield and 
distribution is acquired. 
1.4. Distribution is greenfield and 
production is acquired. 

2. FDI in production Entrant owns foreign production but uses 
independent distribution facilities. 

2.1. Production is greenfield. 
2.2. Production is acquired. 

3. Subcontracting Entrant owns foreign distribution but uses 
independent production facilities. 

3.1. Distribution is greenfield. 
3.2. Distribution is acquired. 

4. FDI in distribution Entrant exports to own distribution facility. 4.1. Distribution is greenfield. 
4.2. Distribution is acquired. 

5. Exporting/franchising Entrant exports to independent facility.  
6. Licensing Entrant transfers technology to independent 

integrated firm. 
 

7. Integrated JV Entrant jointly owns an integrated 
set of production and distribution facilities.  

8. JV in production Entrant jointly owns foreign production but 
uses an independent distribution facility. 

 

9. JV in distribution Entrant jointly owns foreign distribution but 
subcontracts production to an independent facility. 

 

10. JV exporting Entrant exports to a jointly owned distribution facility.  
11. FDI/JV combination Entrant owns foreign production and 

jointly owns foreign distribution. 
11.1. Production is greenfield. 
11.2. Production is acquired. 

12. JV/FDI combination Entrant owns foreign distribution and 
jointly owns foreign production. 

12.1. Production is greenfield. 
12.2. Production is acquired. 

Table 4. The REM Model 
 

 

Due to the disintegration of the Soviet Union, the 
Baltic companies' home market diminished dramati-
cally, and the Baltic firms were either forced to adjust 
their production to domestic demand or to find 
compensating markets abroad. 

As no earlier empirical study has been conducted on 
the internationalization of Baltic corporations (at least 

no such study was found), the authors decided to 
search for an answer to the following research ques-
tions: 

 

*  To what extent have the largest Baltic companies 
already moved their operations abroad? 

*  What are the main driving forces behind the in-
ternationalization (R-factor)? 

*  What are the main target environments of the 
internationalization (E-factor)? 

*  What are the main operation modes used (M-fac-
tor)? 

Due to limited research funds, the researchers were 
forced to limit the sample size, and thus, they focused 
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the study on the 100 largest companies in each Baltic 
State. These 300 were selected on the basis of their 
net turnover/sales. 

The authors deliberately decided to focus the study on 
the largest corporations for three main reasons. First, 
should the researchers have aimed at random sampling 
among almost half a million registered business units 
in the Baltic States, the outcome of the study would 
most probably have been less successful, because a 
large proportion of the registered enterprises do not 
operate. This would inevitably have caused an enor-
mous non-response. Secondly, smaller companies have 
usually less need, resources or skills for their interna-
tionalization. This would most probably have resulted 
in a great percentage of those answers indicating that 
the firm has not yet started its internationalization. 
Thirdly, the investigation was focused on the largest 
companies, due to their economic importance. The 
success of these companies' internationalization is 
crucial for the economic development of the Baltic 
States, since they form a significant part of the Baltic 
GDP and industrial production. 

The questionnaire designed for the research is based 
on the REM model. In other words, the questionnaire 
deals with the reason, environment, and mode of the 
internationalization. The authors considered that the 
questionnaire should be linguistically as clear as pos-
sible, to avoid the possibility of misunderstanding. It 
was also decided that the questionnaire should not 
exceed two pages and it should not include too sensi-
tive issues, such as exact performance indicators or 
ownership arrangements, since both a lengthy ques-
tionnaire and too sensitive questions would have re-
duced the Baltic managers' willingness to fill the ques-
tionnaire (see Appendix 1). 

The above methodological decisions proved to be cor-
rect, since the response rate was rather satisfactory, 
over one-third, especially taking into consideration that 
the mail survey was conducted among the post-social-
ist companies, which arc usually reluctant to reveal 
any information to researchers (see [23]). In this con-
text, it should be mentioned, that due to the research-
ers' persistent efforts, two reminders, the response rate 
then increased from some 20% to 38% (see Table 5). 

The Estonian companies were more active in partici-
pating in the survey than the Latvian and the Lithua-
nian firms. Even if the Latvian and Lithuanian corpo-
rations were less enthusiastic to take part in the re-
search, the response is not so much unbalanced by 
their lesser enthusiasm that the over- or under-repre-
sentation of any country would distort the analysis on 
the internationalization of the largest Baltic corpora- 

tions. The participating companies also represent vari-
ous business fields in each of the countries in ques-
tion, so no distortion was resulted in this matter, ei-
ther (see Appendix 2). 

The analysis of the fulfilled questionnaires indicates 
that those questionnaires received by the researchers 
were rather accurately answered; though deficiencies 
could be detected from the questions concerning the 
geographical division of the exports. On the basis of 
the response analysis, it can be assumed that using 
English in the questionnaire did not result in an in-
correct interpretation of the questions, and thus, the 
received answers are believed to be valid and cred-
ible. Most probably, the research language did not 
cause the non-response as much as managers' hectic 
timetables or a fear of the data getting into 'wrong' 
hands. 

The questionnaires were sent for the first time on the 
12th of January and the last questionnaire, which was 
included in the analysis was received two months later, 
on the 11th of March, 2001. Because the firms from 
transition economies expand their activities abroad at 
an ever-increasing speed, the empirical data will be-
come outdated relatively fast, and therefore, it is ex-
tremely important to conduct follow-up studies fre-
quently. 

4. Empir ical Results 

4.1. Expor ts of the Baltic Companies 

Almost two thirds of the respondents (64%) indicated 
that their company has exports. The export frequency 
among the Latvian corporations was considerably 
lower, only one half of the studied Latvian companies 
have exports. When one remembers that the Latvian 
firms were more active in their activities abroad than 
the Estonian and Lithuanian ones, their lower export 
activity is a bit puzzling. 

The companies that have exports were asked to indi-
cate the share of the exports out of their total sales. 

Table 5. The Response to the Survey 
 

Response description  
No reply 179 
Replied that the company does not reveal information 8 
Usable reply 113(38%) 
Total 300 

The division of usable reply by country  
Estonia 42% 
Latvia 27% 
Lithuania 31% 
Total 100% 
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The data reveals that over one-third of the companies 
have no exports, a fifth of the companies exports less 
than one-fifth, and for the rest, the exports compose 
50% or more of the total sales (see Table 6). 

Table 6. The Share of Exports of the Total Sales in the 
Baltic Companies (N=113) 

 

The EU and another Baltic State(s) are the most com-
mon destinations for the exports. Of those companies 
that have exports, more than two-thirds export to the 
EU or/and to another Baltic State(s). The EU is espe-
cially favored among the export-oriented companies 
i.e. if the proportion of the exports from the total sales 
is high, the company is likely to export to the EU. To 
put it differently, if a Baltic company exports to the 
EU, it seldom has any other significant destinations 
for exports. Respectively, if a company exports else-
where, the exports are divided between many coun-
tries (see Table 7). 

Russia is the third most favored export destination, 
after the EU and another Baltic State(s). The share of 
Eastern Europe was not so high. In fact, the Baltic 
companies export more often to the USA than to East-
ern Europe. 

 

Table 7. The Division of the Baltic Companies' Exports 
to Another Baltic State and to the EU 

Table 8. The Studied Baltic Companies Abroad 
 

Does the company operate 
abroad? 

  

No Yes 
Estonia 57% 43% 
Latvia 50% 50% 

Country 

Lithuania 65% 35% 
Total  58% 42% 

 

4.2. The Baltic Corporations' Operations 
Abroad 

It is not exceptional to find a Baltic enterprise, which 
have already started its operations abroad. Some 42% 
of the studied companies have begun their operations 
in a foreign market (see Table 8). 

The table above shows that operations abroad are 
more common among the Latvian corporations than 
the Lithuanian and Estonian ones. The empirical data 
cannot reveal any apparent explanation, why Latvian 
companies are more active in starting operations 
abroad than their Estonian and Lithuanian counter-
parts. 

The majority of the Baltic companies stated that driv-
ing force for their internationalization was getting a 
foothold in a larger economy. The option "internation-
alization is a necessity" was in second position. The 
aim of getting a better price was the third most fre-
quently selected alternative. Surprisingly, "preparation 
for the EU accession" was selected by only 13% of 
those companies which have operations abroad. All in 
all, it can be concluded that the domestic factors push-
ing Baltic companies abroad seems to be behind the 
reasons for their internationalization rather than the 
attractions of foreign markets per se (see Table 9). 
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Table 9. The Reasons for Baltic Companies to Operate 
Abroad (N=48). (As a company may have several reasons 

for operating abroad, the sum of percentages exceeds 
100%.) 

 

Reason Frequency 

To get a foothold in a larger economy 58% 
Internationalization is a necessity 54% 
To get a better pnce 44% 
To secure the availability of raw materials or skilled 19% 
labor  
Competition is not so hard abroad 17% 
More stable business environment 17% 
Foreign owner's influence 13% 
Domestic clients are already abroad 13% 
Preparation for the EU accession 13% 
To decrease transportation costs 10% 
To avoid/reduce custom duties or other tariffs 6% 
Production costs are lower 6% 
To reduce their tax burden 4% 
Investment incentives offered by host/home government 0% 

Though the EU has an important role as a destination 
for the Baltic companies' exports, companies do not 
self-evidently seem to turn to the West in their opera-
tions. In fact, operations in other Baltic State(s) and 
in Russia arc more common than operations in the EU 
(see Table 10). 

Table 10. The Operations of the Baltic Companies 
Abroad (N=48). (As a company may have operations in 

many regions, the sum exceeds 100%.) 
 

Environment Frequency 

Another Baltic State(s) 63% 
Russia 44% 
TheEU 40% 
Other ex-Soviet republic(s) 23% 
Eastern Europe 21% 
The USA 17% 
Asia 13% 
Elsewhere 6% 

Starting operations in other Baltic State(s) is natural, 
as the Baltic States form a relatively familiar market 
place. Their geographical proximity can be another 
explanatory factor. The Estonian and Latvian compa-
nies, in particular, seemed to have chosen to expand 
their operations in another Baltic State, while the 
Lithuanian firms have penetrated into some other re-
gions. 

It is noteworthy to mention that also distant regions, 
like the United States and Asia, are represented among 
the environments where operations have been started. 
Latvian companies, in particular, have discovered 
these 'remote' environments. 

 

27 out of 32 corporations indicated that they have 
employees abroad. However, not more than two firms 
stated that they have the majority of their staff abroad. 
28 companies announced they have assets abroad, but 
not more than six companies have moved over 50% 
of their assets outside their country. Estonian compa-
nies have been more active than their counterparts in 
Latvia and Lithuania to shift their assets abroad (see 
Table 12). 

As indicated already in Table 1, only one Baltic com-
pany reached the list of the 25 most transnational com-
panies coming from Central and Eastern Europe. The 
empirical evidence of this study also indicates that 
several other transnational Baltic companies exist. The 
data also makes reference to the fact that the field of 
operation is not the main explanatory factor for mov-
ing assets and employees abroad, but several different 
fields of operations can be detected behind these 
Baltic companies. 

4.3. Future Operations Abroad 

Table 13 shows that only 28% of the companies stud-
ied expressed having plans to start operations abroad. 
The data does not reveal a significant difference bc- 
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Table 12. The Transnationality Analysis of the Studied Baltic Corporations 
 

Country Flek) Assets abroad (%) Sales abroad (%) Employment abroad (%) Transnationality index 

Latvia Shipping 85 90 60 78 
Latvia Trade 60 60 50 57 
Latvia Pharmaceuticals 75 80 5 53 
Estonia Shipbuilding 15 80 10 35 
Estonia Automobile equipment 1 90 10 34 
Lithuania Construction 10 60 30 33 
Estonia Beverages 15 67 5 29 
Estonia Trade 30 20 35 28 
Estonia Security services 30 25 25 27 
Lithuania Textiles 2 76 2 27 
Estonia Trade 20 20 20 20 
Estonia Construction 22 22 11 18 
Estonia Travel services 15 15 20 17 
Estonia Textiles 10 30 5 15 
Estonia Port services 10 20 10 13 
Latvia Foodstuffs 5 23 2 10 
Lithuania Stevedoring 2 20 3 8 
Estonia Foodstuffs 1 20 3.5 8 
Latvia Computers 6 15 3 8 
Lithuania Construction 1 15 5 7 
Estonia Transport 90 75 N/A N/A 
Estonia Trade 75 N/A N/A N/A 
Lithuania Oil-petroleum products 67 N/A N/A N/A 
Estonia Shipping services 40 80 N/A N/A 
Lithuania Textiles 30 30 N/A N/A 
Latvia Oil products 20 N/A 2 N/A 
Latvia Dairy 10 20 N/A N/A 
Latvia Transport N/A 70 2 N/A 
Lithuania Construction N/A N/A 20 N/A 
Estonia Forestry N/A N/A 2 N/A 
Lithuania Cereals N/A 28 1 N/A 
Lithuania Vehicles N/A 1.6 0.4 N/A 

tween the Baltic companies' interest in beginning op-
erations abroad in the future. Moreover, the answers 
indicate that the company's existing operations abroad 
does not seem to reflect whether a company plans to 
start further operations abroad i.e. firms with no ex-
perience in foreign operations are planning to start 
operations abroad (15%) as frequently as those enter-
prises with experience (13%). 

While eleven companies indicated that they have plans 
to expand their operations in another Baltic State, only 
seven companies mentioned the EU as the target en-
vironment. In fact, Russia was more popular than the 
EU. Nine companies planned to start their operations 
in the EU. Keeping in mind the small number of the 
response, the empirical evidence tentatively indicates 
that the largest companies in the Baltic States perceive 

Table 13. The Companies' Intentions to Operate Abroad 
 

  Company already operates abroad 

 No Yes 
Total 

Yes 15% 13% 28% Planning to start 
operations abroad No 46% 26% 72% 

Total  61% 39% 100% 

the EU as a trading partner rather than a destination 
for their expansion. 

Conclusion 

Over 60% of the studied enterprises expressed that 
they have exports. Also a relatively high percentage 
of the firms indicated that they have started operations 
abroad, some 40%. These high percentages do not 
come as surprise, since the Baltic States are small 
markets, which automatically pushes most of the larg-
est Baltic corporations abroad. 

Some 60% of the companies indicated that a foothold 
in a larger economy was one reason to start operations 
abroad. The second most frequently given answer was 
"internationalization is a necessity to survive in future 
business", over 50%. Thirdly, the Baltic corporations 
expand their activities in foreign markets to receive a 
better price for their commodity. 

All these aforementioned responses could be easily 
anticipated, but it is very surprising that the prepara-
tion for EU accession did not rank higher among the 

28 



THE INTERNATIONALIZATION PROCESS OF THE LARGEST BALTIC CORPORATIONS 

Table 14. The Internationalization of the Baltic Companies in the REM Model 
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 Table 15. Foreign Direct Investment Stock in the Baltic States by Investing Countries  
Estonia Latvia Lithuania 

Investing country FDI stock in 
2001* (mn USD) 

%0f 
total 

Investing country FDI stock in 
200 � * (mnUSD) 

%0f 
total 

Investing country FDI stock in 
2001*** (mn USD) 

%of 
total 

1. Sweden 1031.4 37.6 1. Denmark 191.9 14.0 1. Denmark 426.1 18.3 
2. Finland 790.9 288 2. Germany 174.4 12.7 2 Sweden 404.5 17.3 
3. Netherlands 156.5 5.7 3. Sweden 139.8 10.2 3. USA 229.4 9.8 
4. USA 137.9 5.0 4. USA 127.6 9.3 4. Germany 172.3 7.4 
5. Denmark 107.8 3.9 5. Russia 99.8 7.3 5. UK 155.9 6.7 
6. Norway 83.1 3.0 6. UK 91.1 6.6 6. Estonia 149.3 6.4 
7. Germany 83.0 3.0 7. Estonia 83.2 6.1 7. Finland 140.7 6.0 
8. UK 71.4 2.6 8. Finland 73.4 5.4 8. Switzerland 113.0 4.8 
9. Liechtenstein 41.7 1.5 9. Norway 56.7 4.1 9. Norway 99.3 4.3 
10. Russia 39.1 1.4 10. Netherlands 41.0 3.0 10. Luxembourg 792 3.4 

         
      16 Russia 23.4 1.0 

TOTAL 2741.7 100.0 TOTAL 1371.0 100.0 TOTAL 2334.3 100.0 

* As of 30.6.2001, currency converted using EEK 18.22:US$1 ,** = As of 1.1.2001, currency converted using LVL0.607:US$1, *** = As 
of 1.1.2001.Sources: Bank of Estonia (2001), [11], [10]. 

reasons for starting internationalization. The responses 
of the Baltic managers indicate that the approaching 
EU membership is not the driving force 

for the Baltic corporations' internationalization, even 
though the EU is clearly the major export destination. 

The Baltic corporations' management may think that 
they are able to maintain sales to the EU even with-
out starting-up their own operations inside the current 
EU. In a way, maintaining production inside the Bal-
tic States can be rational decision since it allows the 
Baltic corporations to take advantage of lower produc-
tion costs while enjoying the benefits of the European 
Single market. On the other hand, EU membership 
may attract more EU and even non-EU companies to 
the Baltic States, and hence, increase competition in-
side the Baltics. 

Consequently, increasing competition will force the 
Baltic companies to improve their effectiveness, either 
via increasing their size or by sharpening their focus. 
If the Baltic corporations do not manage to improve 
their competitiveness, we can witness an increase in 
bankruptcies, mergers and takeovers in the Baltic 
States in this decade (see Table 14). 

The empirical evidence shows that the operations of 
the Baltic companies in foreign markets have concen-
trated on the cx-CMEA countries, especially in the 
former USSR. The explanation for focusing on the ex-
CMEA market may stem from the fact that the Baltic 
commodities' price-quality ratio better fits these mar-
kets than those of the developed West. Also, their ear-
lier business relations and experience in these markets 
may have offered a competitive advantage to the Bal- 

tic corporations, compared to their Western rivals. 

The empirical evidence supports the presumption that 
most of the operations abroad are related to market-
ing, such as establishing their own representative of-
fice or their own sales unit in a foreign market. These 
sales increasing activities are a logical modal choice 
since they do not require heavy financial investment. 
It can be assumed that operational modes, which re-
quire more investment and risk taking will increase 
along with the improvement of the Baltic firms' finan-
cial position. 

In closing, it can be argued that internationalization 
is a necessary condition, though not a sufficient con-
dition by itself, for securing the Baltic corporations' 
survival in future business. Therefore, Baltic corpo-
rations must build strategic alliances between each 
other or some foreign companies to be able to cope 
with the competitive pressures arriving both from the 
EU and from the East, as it can be predicted that 
Russian companies will intensify their investment ac-
tivities in the Baltic States in years to come. 

Until now, Russian investments in the Baltics have re-
mained relatively modest (see Table 15). In Latvia, 
Russia formed some 7% of the FDI stock in 2000. 
Both in Estonia and Lithuania Russian investments 
represented only some 1-2% of the FDI stock ([10]; 
[11]). However, it would not be a surprise if Russian 
companies would decide to use the Baltic States as a 
familiar foothold to the EU single market, and hence, 
would already decide to increase their investments in 
the Baltic States before the Baltic States receive their 
EU membership [24]. 
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APPENDIX 1.   The Questionnaire 

1. Does   your    company   have   expor ts   (mark 
appropr iate alternative with X)? 

(   )Yes (   ) No - if no, move to question 4. 

2. The share of expor ts of total sales ? 

( )l-5% ( ) 6-10% ( ) 11-20% 
( ) 21-30% ( ) 31-40% ( ) 41-49% 
( ) 50-60% ( ) 61-70% ( ) 71-80% 
( ) 81-90% ( ) 91-99% ( ) 100% 

3. What is the share of the following markets of 
your  company's expor ts ? 

EU ___ % 
Another Baltic State ___ % 
Russia ___ % 
Other ex-Soviet republic/s ___ % 
Eastern Europe ___ % 
USA ___ % 
Asia ___ % 
Other, what ____________________________ % 

4.  Does your  company operate abroad (not taking 
into account expor ts) ? 

(   ) No - if no, move to question 7. 

5. Which   operation   mode/s   is  your   company 
using abroad (many answers possible) ? 

( 
) Marketing co-operation with a foreign firm/s 
) Own representative office/s 
) Own sales unit/s 
) Joint venture with another firm 
) Completely owned production unit/s 
) Equity ownership in a foreign company/ies 
) Own investment / holding company abroad 

( ) Subcontracting / licensing / franchising agreement 
with a foreign company 
( )Other, what ________________________  

6. In which regions your  company has star ted 
business operations (not exports)? 

EU ( )Yes 
Another Baltic State ( )Yes 
Russia ( )Yes 
Other ex-Soviet republic/s ( )Yes 
Eastern Europe ( )Yes 
USA ( )Yes 
Asia ( )Yes 
Other, what ____________________ 

 

Employees Profits 

8. What are the 
reasons why your  company has 
star ted operations abroad ? 

(   ) To get a foothold in a larger economy 
(   ) To get a better price 
(   ) Production costs are lower abroad 
(   ) To decrease transportation costs 
(   ) To secure availability of raw materials or skilful 
labor 
(   ) To avoid / to reduce custom duties or other tariffs 
(   ) To reduce tax burden 
(   ) Due to investment incentives offered by host or 
home government 
(   ) Due to more stable business environment 
(   ) Due to better business infrastructure 
(   ) Domestic clients have started their operations 
abroad 
(   ) Influence of foreign owner in your company's 
management 
(   ) Competition is not so hard abroad as in the home 
market 
(   ) Preparation for the accession of your country in 
theEU 
(    ) Internationalization is a necessity to survive in 
the future business 
(    ) Other, what _______________________  

9. Are you planning to star t operations abroad 
(not expor ts) ? 

( ) Yes   , when ______________  
( ) No - if no, move to the end of the questionnaire. 

10. In which regions you are planning to star t 
operations (not expor ts) ? 

EU ( )Yes 
Another Baltic State ( )Yes 
Russia ( )Yes 
Other ex-Soviet republic/s ( )Yes 
Eastern Europe ( )Yes 
USA ( )Yes 
Asia ( )Yes 
Other, what ____________________ 

Thank you for  your  valuable 
contr ibution ! If you 
wish to receive the research report on the 
internationalization of the 300 largest Baltic 
companies, please write your company's address 
below or enclose your business card in the reply 
letter. 

7.  What is the share of the following activities of your  
company's per formance ? 

Assets 
Sales 

Home market 
% 
% 

Abroad 
% 
% 
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(   )Yes 

( )No 
( )No 
( )No 
( )No 
( )No 
( )No 
( )No 

_ ( )Yes 

% 
% 

% 
% 

( )No 
( )No 
( )No 
( )No 
( )No 
( )No 
( )No 
( )Yes 
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APPENDIX 2.   The Sample ' ESTONIA 
 

1 The companies marked with bold returned a usable reply. 
: In February 2001, one US dollar equaled 16.9 Estonian kroons (EEK). 
3 The companies marked in the brackets were not included in the research either because the researchers were not able to find the 
company's mail address. Also corporations operating in banking or in insurance business were dropped out of the survey. Moreover, the 
Latvian Privatization Agency was no approached. 
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APPENDIX 2. Continued      LATVIA 
 

1 In February 2001, one US dollar equaled 0,62 Latvian lats (LVL). 
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APPENDIX 2.       Continued        LITHUANIA 
 

 

1 In January 2001, one US dollar equaled 4,00 Lithuanian litas (LTL). 
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