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INWARD AND OUTWARD FDI IN LITHUANIA AND ESTONIA: REVIEW OF PATTERNS IN NEIGHBORING COUNTRIES

Table 1. FDI by sectors October 1, 2004 (Lithuanian
Department of Statistics)

Figure 2. Cumulative FDI in Lithuania by country
(Lithuanian Department of Statistics)

priorities in Estonian economic development policy.
This is reflected in the elaboration of laws on
ownership reform, foreign investment, privatization,
the creation of special incentive programs and the
adaptation of regulatory frameworks to meet
internationally agreed standards. During the
privatization process the focal aim was to attract
strategic investors who would take vested interest in
Estonian companies, thus helping to speed up the
restructuring process. This policy has more or less
yielded expected returns. Numerous successful foreign
ownerships, especially in small and middle scale
enterprises, have considerably improved the economic
conditions despite the 1998s economic downturn
related with stock market crash because of Russian
crisis. As a result FDI, inflows have grown so that the
total stock reached EEK 44.5 billion by the end of
2000. This represented a growth in per capita terms
from EEK 7000 in 1996 to EEK 32600 by the end of
2000, making it one of the highest accumulated FDI
levels per capita in Central and Eastern Europe.

Cumulative FDI by Country as of October 1, 2004
(% of total)

Estonia is generally viewed as having very few
restrictions on foreign investments, offering high levels
of freedom to foreign investors and the protection of
property rights. Throughout the 1990s, foreign
investors and their investments were granted ‘equal
rights and obligations’ with their domestic coun-
terparts, with freedom to repatriate profits, dividends
and invested capital.

Since, 1994, the Estonian Investment Agency has
promoted foreign direct investment to Estonia by
raising awareness of investment opportunities, fa-
cilitating contacts with the public and private sectors
and supplying foreign investors with information and
assistance in the initial establishment phase. Estonia’s
future FDI policies include seeking to attract more
investment and continuing to adapt regulatory and
institutional process to meet internationally accepted
standards.

The yearly inflows of FDI have grown considerably
during the 1990s, peaking in 1998. At the same time,
the outflow of FDI has also increased, particularly in
recent years (Fig. 3). This is associated with the
increasing activities of Estonian investors abroad
(particularly in Estonia’s Baltic neighbors) and the
growing presence of large international investors in
Estonia, which have invested in the other Baltic
countries through their Estonian subsidiaries (United
Nations).

Foreign investors have been and will be in the focus
of Estonian economic policy. They have played
considerable role in achieving the present economic
status and living standard.

The main driving forces FDI in Estonia are supposed
to be potential market growth, financial and political
stability. Production costs in Estonia are lower than in
Central European transition countries, but this
advantage is cancelled by transportation costs in the
servicing markets of the developed Western European
countries. At the same time, Estonia has higher
production costs than Latvia, Lithuania and Russia.

In the beginning of the transition period FDI flows into
Estonia were mainly caused by the privatization
process. In Estonia the privatization process was
nearly completed in the end of 1995. Now special
attention is being paid to reducing bureaucracy and
regulation further. Very few restrictions to FDI remain.
Estonia now faces the challenge of keeping up with
the competition and catching up with the richer
nations. A significant part of the FDI came from
Sweden (42.8%) and Finland (27.0%) (Figure 4).

The main sectors in which inward investment is

rotceS muS
)noillim(

latotfo%
mus

gnirutcafunaM 074,1 %9.33

edarT 147 %1.71

noitaidemretnilaicnaniF 866 %4.51

secivresnoitacinummoC 566 %3.51

rehtO 397 %3.81
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Figure 3. Estonian FDI inflows and outflows, 1993-2003  (Kivits K., Purju A., 2003)

Figure 4. FDI in Estonia by countries, 2004 (Bank of
Estonia)

Cumulative FDI in Estonia by countries, 2004
(% of total)

concentrated are banking and financial services
(29.8%), which is explained by the strong presence of
Nordic banks in Estonia (Table 2).

The high level of FDI in telecommunications followed
privatization and the liberalization of the industry.
Within the manufacturing sectors, food and beverages
occupy first place, followed by wood, publishing and
printing, textiles and clothing. Electronics has also
seen an increase in FDI, as Finnish subcontractors
have established in Estonia, working for the
multinational leaders in the industry.

3. Comparing Estonia and Lithuania in terms
of FDI

Lithuania and Estonia are both developing countries
that started their transition reforms almost at the same
time and from quite similar position. Both countries
emphasized the importance of attracting foreign capital
and creation of favorable investment environment.
After 15 years of independence, formally, conditions
for investing are similar; but the situation in these
countries is not the same. The main differences are
seen in tendencies of inward and outward investments;
efficiency of FDI differs as well (Tvaronavičienė M.,
Kalašinskaitė K., 2003). In the following chapter the
influencing factors will be discussed and analyzed.

Table 2. FDI by sectors January 1, 2004 (Bank of Estonia)

rotceS )noillim(muS muslatotfo%

gnirutcafunaM 039 %1,81

edarT 6,287 %3.51

noitaidemretnilaicnaniF 7,8251 %8,92

secivresnoitacinummoC 298 %4,71

rehtO 699 %4,91
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