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Introduction 
 
Since the beginning of the 1990s, cooperation among Estonia, Latvia and Lithuania (further 
referred to in this article as intra-Baltic or sub-regional cooperation) has progressed relatively 
far. Intra-Baltic cooperation has occupied an important place in the agenda of the three 
countries’ policy-makers. The three countries have established a number of trilateral inter-
governmental institutions, including the Baltic Assembly, the Baltic Council of Ministers and the 
Baltic Council, and have signed a number of trilateral agreements ranging from economic to 
security matters. At the same time, membership in the European Union (EU) has emerged as the 
top foreign policy priority of the three states, and all three have signed bilateral agreements with 
the EU. They have all started implementing the pre-accession strategy, and Estonia has begun 
accession negotiations with the EU. 
Intra-Baltic cooperation and the factors behind it have increasingly become an object of 
extensive studies of both local and foreign analysts. The adoption of  trilateral cooperative or 
non-cooperative policies has been explained by employing security, geopolitical, cultural, 
historical or identity factors.1 While not denying the importance of these factors, this article 
argues that the factors accounting for the choice of general cooperative policy orientation do not 
necessarily provide an explanation of the dynamics of cooperation, its timing and particular 
forms. The argument here focuses on the influence of a regional union, namely the EU, on 
neighboring countries and the sub-regional cooperative policies they pursue. The observation 
that the EU has been exercising an important effect on intra-Baltic cooperation is not new.2 
However, systematic analysis of this EU impact on intra-Baltic cooperation has been lacking. 
This article attempts to provide such an explanation based on the general framework of the 
impact that a large regional union exerts on neighboring countries. 

The article adopts the definition of cooperation as it is widely accepted by scholars of 
international relations. It is suggested that cooperation “takes place when the policies actually 
followed by one government are regarded by its partners as facilitating realization of their own 
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objectives as the result of policy coordination.”3 This implies “that an actor’s behavior is 
directed toward some goal(s).”4 Therefore, analysis of cooperation requires understanding of 
how particular objectives are formed and prioritized. Regional cooperation might facilitate 
achievement of goals aimed at both an external environment and a domestic arena. Second, it 
implies “that actors receive gains or rewards from cooperation.”5 Thus, the issue is how 
distribution of gains is perceived by participating actors, and how cooperative measures 
influence the chances of achieving other objectives of governmental actors as well as the 
distribution of gains among domestic economic groups.  

Analysis of intra-Baltic cooperation in this article is focused on cooperation in trade 
matters. The choice is based on several considerations: (1) it has probably been the most 
advanced area of intra-Baltic cooperation, in some aspects surpassing multilaterally accepted 
requirements for regional agreements6; (2) it is characterized by both successes and failures, 
which allows comparison of different outcomes of cooperation dynamics; and (3) it reflects the 
modes of the Baltic states’ integration into the EU. The variable of intra-Baltic cooperation 
comprises both agreements to cooperate and failures to cooperate, which include unilateral, 
competitive or conflicting behavior limiting benefits to other actors as well as inactivity7. 

The argument attaches particular importance to the leadership role of the EU also acting 
as a “commitment institution” in solving coordination problems by providing common rules and 
side-payments.8 The EU, by virtue of the importance attached to it by Baltic leaders, has been 
playing the role of external coordinator in the process of intra-Baltic cooperation by providing 
rules for regional cooperation and domestic policy-making, often in close coordination with 
other suppliers of aid, trade or financial regimes. The EU’s role as an external coordinator helped 
to solve coordination problems of intra-Baltic cooperation when the three were all “vaguely and 
diffusely in favor [of cooperation], but their preference for forms and terms makes agreement on 
the specific cooperative enterprises difficult.”9 Coordination problems in particular hampered 
intra-Baltic economic cooperation during the early part of the decade. The prospect of EU 
membership, EU-provided rules guiding integration and the realization that sub-regional 
cooperation is likely to advance integration into the EU have all played a role in designing and 
implementing schemes for intra-Baltic economic cooperation.  

Nevertheless the role of an external leader is limited since the provision and adoption of 
rules for sub-regional cooperation depend on the individual countries’ prospects of integration 
into the regional union. Furthermore, the analysis is extended to include transition related issues 
such as uncertainty, lack of resources and changes in political and economic institutions which 
impact on governments’ ability to cooperate. Finally, the decisions in favor of intra-Baltic 
cooperation  are seen as a complementary rather than an alternative policy to integration into the 
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EU. The dynamics of sub-regional cooperation is directly conditioned by the prospects and 
prerequisites for integration into the regional union.  

In the interests of simplicity the reader should imagine a situation in which outside 
countries for a number of reasons express their willingness to join a regional integration scheme. 
For a number of other reasons, the regional union finds it too costly (in more than just economic 
terms) to accept new members, but does not deny the possibility of doing so some time in the 
future. Meanwhile, the regional union encourages outsiders to cooperate amongst themselves 
and supplies models of market integration as well as financial support and leadership. It thereby 
acts as a push factor with regard to the outsiders’ cooperation, which is also facilitated by certain 
conditions  (the security situation, recent cooperative experiences, common objectives as well as 
the demands of actors who stand to benefit from integration), and is disturbed by other factors 
(divergent preferences for achieving policy objectives, protectionist demands of actors facing 
losses from market integration, etc.). This article addresses the impact of a regional union, which 
outsiders aspire to join, while the other factors are taken as given. 

The impact of a regional union on the scope of sub-regional cooperation of neighboring 
countries can be assessed by examining the union’s policy towards individual countries and the 
way that particular decisions addressed towards them as a group or individually affect sub-
regional cooperation. The analysis would be incomplete, however, without examining responses 
by the sub-regional group and the means by which they translate into further sub-regional 
cooperation or lack of it. 

This analysis establishes a clear link between sub-regional cooperation and the policies 
of a regional union. As was indicated above,  sub-regional cooperation is perceived by 
participating actors not as an alternative but as a facilitator of individual integration into the 
regional union. For the purposes of this analysis, integration refers to the process of an 
independent state joining the regional union by way of removing barriers to free exchange of 
goods, services and movement of factors of production (negative integration), adoption of certain 
common rules and policies (positive integration), delegation of authority to supranational 
institutions and participation in common decision-making procedures. Thus, unilateral 
adaptation rather than joint decision-making is emphasized. The focus of analysis is on sub-
regional actors, and their strategies vis-á-vis a neighboring regional union. Integration refers to a 
gradual process evolving in stages that can be identified for analytical purposes. The integration 
process includes (1) the establishment and intensification of diplomatic and economic relations, 
(2) the pre-accession stage in which the union explicitly acknowledges the possibility of 
eventual membership, and supplies schemes designed to prepare applicants for integration into 
the common market and accession, (3) the accession negotiations, during which individual 
applicants agree with the union on the (negotiable) conditions of membership, and further 
proceed with adoption of rules governing the common market and common policies, (4) the 
accession itself, after which new members acquire the right to participate in the decision-making 
procedures but may face transition periods in certain areas. The main proposition is that there is 
a link between integration of individual members of the sub-region into the union, and the 
dynamics of sub-regional cooperation. Participation in different stages of integration which 
imply divergent prospects of union membership is likely to act as a barrier to cooperation and 
encourage non-cooperative policies. 

 
The EU and Intra-Baltic Economic Cooperation 
 
 A Period of Uncertainty. The early phase of relations between the EC/EU and the Baltic 
countries was marked by the EC/EU’s preference for a group approach towards the three. This 
lasted from the establishment of diplomatic relations to the initiation of individual trade 
agreements, although the actual negotiations were conducted bilaterally. The group approach 
towards the Baltic states was reinforced by EU representatives’ direct encouragement of intra-
Baltic cooperation on various occasions. They have indirectly promoted this cooperation by 



urging the strengthening of economic relations among transition countries in general. The 
economic cooperation of the Visegrad countries, and the EU’s statements regarding the 
desirability of the transition countries’ economic integration proceeding in parallel with their 
integration into the EU have provided Baltic policy-makers with a reference model to be 
followed. Once the prospects of EU integration  became more certain, and the Baltic states’ 
leaders realized that intra-Baltic economic cooperation was likely to maximize their chances of 
integration into the EU, they were willing and able to proceed with sub-regional cooperation. 
These developments are discussed below. 

The EC recognized the independence of the three Baltic states on August 27, 1991, and 
in April of 1992 the Ambassador of the EU to the Baltic states started discharging his duties. 
During an early-September meeting with the foreign ministers of the Baltic states, EC 
representatives offered to include the three states in the Phare program, thereby differentiating 
them from the other former Soviet republics, and to start preparing trade and cooperation 
agreements similar to those concluded with the CEECs. The subject of intra-Baltic cooperation, 
particularly in the field of developing their relations with industrialized countries and the EC, 
was dealt with during the visit of Commission Vice President Andriessen.10 In September 1991, 
the negotiations concerning the “first generation” trade and cooperation agreements were started. 
The agreements were signed in May 1992, and came into force in early 1993. The agreements 
were supplied by the EU and their enforcement has upgraded the trading status of the Baltic 
states in the general “pyramid of preferences” of the EU by extending MFN status and GSP as 
well as abolishing specific import restrictions applied before to the state-trading economies. 

The Baltic states’ representatives raised the issue of EU association already during the 
negotiations on trade and cooperation agreements. Their aim was to conclude association 
agreements similar to the ones signed by the EU with the Visegrad countries, and thereby to be 
included in the same group that was recognized as composing prospective EU members. This 
hope was expressed by the foreign ministers of the Baltic countries during the signing of the 
trade and cooperation agreements in May 1992. Estonian Foreign Minister J. Manitski called the 
accords “our first step back to Europe”, which would, he hoped, lead to full EC membership 
within a few years.11 The acknowledgment that these agreements may lead to association was 
also included in the preambles of the agreements. The Baltic states again expressed their wish to 
join the EU in a conference on aid to the former Soviet Union held in Lisbon at the end of May 
1992 and attended by representatives of 64 countries.12 The negotiations of the Europe 
agreements and the question of eventual EU membership moved to the top of the agendas of the 
Baltic governments. However, the attitude of EU policy-makers was rather reserved. The 
importance of regional cooperation among the “new independent states”13 was emphasized by 
President of the Council Pinheiro and reiterated in the conclusions of the Lisbon conference. The 
development of the EU’s relations with the Baltic states was not addressed. Later various 
proposals about possible forms of economic and political links with the Baltic states were 
debated, pointing to uncertainty about whether they could be included in the category of 
potential members14. The prospect of eventual membership was quite uncertain at best. 

Despite the uncertainty concerning further development of relations with the Baltic 
countries, the EU assumed a leading role in supporting economic and political reforms in these 
countries. The Phare technical assistance program was extended to the Baltic states. The EU 
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Commission acted in close coordination with the international financial institutions, for example, 
making aid conditional upon the adoption of the IMF economic recovery programs. A part of 
Phare funds and technical assistance measures were directed towards facilitating economic 
liberalization and supporting economic cooperation by improving the administration of trade and 
supporting the development of exports. Trade liberalization and sub-regional cooperation among 
the transition economies were encouraged as part of general support for economic transformation 
and democratic consolidation.15  

The group approach towards the Baltic states was reinforced by support of intra-Baltic 
cooperation measures, which EU representatives encouraged on various occasions. During the 
July 1992 G-7 summit, G-7 leaders urged “all CEECs to develop economic relations with each 
other.”16 This was directed in particular towards the Visegrad countries. In their case the link 
between sub-regional economic cooperation and integration into the EU was very explicit. The 
Visegrad countries decided to create a free trade area only after signing the Europe agreements 
with the EU, and tuned reductions of sub-regional trade barriers in accord with those of the EC.17 
Sub-regional integration among the Visegrad countries was strongly welcomed by the EC.18 At 
the same time, the “Visegrad example” provided a model that the Baltic states could emulate. 

 EU policy towards the Baltic states has been conducted in concert with other regional 
institutions, in particular the Council of the Baltic Sea States  (CBSS).  The CBSS was created in 
1992 in Copenhagen with the participation of representatives of 10 countries and the EU 
Commission. It became an important institution for development of ties between the Baltic states 
and the EU, and another avenue of EU support for sub-regional cooperation. Its importance is 
underlined by the fact that it includes Germany, Denmark and the future Nordic members of the 
EU which have become the main supporters of the Baltic states’ integration into the EU.19 “The 
Baltic Sea Dimension” of EU policy was strengthened further after Sweden and Finland became 
EU members in 1995. 

The situation in the Baltic states during the first years of transition was characterized by 
radical political and economic institutional changes, which imposed constraints on intra-Baltic 
economic cooperation. As policy-makers of one Baltic state acknowledged at that time, the 
“tense domestic situation” rendered advancing sub-regional cooperation impossible.20 
Uncertainty and lack of resources limited the abilities of governments to implement sub-regional 
cooperation projects. The work of one already established intra-Baltic institution – the Baltic 
Assembly - was hampered by a lack of financial resources, while the level of expertise for 
designing sub-regional market integration schemes was low.21 This was a period of learning, 
institutional imitation and innovation. The absence of a regional coordinator and supplier of 
cooperation rules made commonly acceptable agreement on the form and substance of economic 
cooperation more complicated, although various proposals, often based on references to the 
Benelux or other models, were discussed. 
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The Baltic states established foreign trade regimes in 1992 and 1993, ranging from a very 
liberal one applied by Estonia to more protectionist ones, particularly in trade of agricultural 
goods, applied by Latvia and Lithuania. Introduction of market institutions, such as national 
currencies, created the necessary basis for sub-regional economic cooperation, although varying 
rates of progress in each of the three states posed temporary limits. Estonian officials referred to 
Lithuania’s slow progress in introducing a national currency and instituting a visa regime for 
CIS nationals as an obstacle to a trilateral trade agreement.22 The willingness to proceed with 
trilateral economic cooperation on Estonia’s part was also temporarily lessened by the formation 
of a left wing government in Lithuania as a result of a “protest vote” during the parliamentary 
elections of late 1992. Estonian right-wing government officials were quoted referring to the 
“anti-business policies” of the new Lithuanian government and the need to consider conclusion 
of a bilateral free trade agreement with Latvia instead.23 These differences, however, proved to 
have only a temporary effect on intra-Baltic relations. 

Prospects for intra-Baltic economic cooperation started changing in 1993, and the major 
push to advance it is attributed to EU policies. The first indication of changing EU policy 
towards the Baltic states - not without major efforts by the Danish government - was an 
invitation to participate in a conference organized in Copenhagen on April 13-14, 1993. The 
conference gathered representatives from the EU, EFTA and the CEECs to discuss European 
integration, and the final declaration acknowledged the aim of several participating countries 
(meaning the Baltic states) to become members of the EU.24 The following months were 
characterized by developments in the EU and responses of the Baltic states to these 
developments that led to the intra-Baltic free trade agreement. Several days after the conference, 
the EU troika and Commissioner Van den Broek had a meeting with the Baltic foreign ministers, 
during which the issues of the EU’s relations with the three and economic liberalization and 
cooperation within the Baltic region were discussed.25 The Baltic states’ representatives raised 
the issue of establishing a free trade area with the EU. However, the response from the EU, 
namely from Belgian Foreign Minister Claes, was that the three “should first improve 
cooperation among themselves.”26 He also indicated that the Baltic states could learn from the 
Benelux example. 

Before going to their meeting with the EU representatives, the prime ministers of the 
Baltic states met in Vilnius to discuss their relations and common position towards the EU27. The 
Baltic leaders met again at the beginning of June, before the EU summit in Copenhagen, and 
issued a joint document urging the EU to begin talks on association with the Baltic states.28 
Although the EU summit in June 21-22 did not recommend starting association negotiations, the 
decision to ask the Commission to develop proposals on free trade agreements with the Baltic 
states marked a step towards integration of the three into the EU. The conclusions of the 
Copenhagen summit also stated that acceleration of the process of opening EU markets to 
transition countries is expected “to go hand in hand with further development of trade between 
those countries themselves”.29 The same attitude was again expressed during the meeting of G-7 
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heads in Tokyo in July, who urged “stronger cooperation among the countries in transition 
themselves.”30  

These decisions strengthened the perception of the Baltic governments that their major 
objective - integration into the EU - is likely to be facilitated by sub-regional cooperation. This 
was very explicitly stated by the leaders of the three countries during their August 1993 meeting 
in Jūrmala, when the three presidents jointly declared their intention to integrate into the EU and 
their view that intra-Baltic integration was a step towards integrating the sub-region into the 
EU.31 The intra-Baltic free trade agreement was signed on September 13. It was modeled on the 
bilateral free trade agreements that the Baltic states had concluded about a year ago with some 
EFTA countries. The intention to proceed further by liberalizing trade in agricultural products 
was indicated in the preamble of the agreement. 

The conclusion of the agreement was declared to be a major step towards the integration 
of the three into the EU. The intra-Baltic free trade agreement was clearly perceived by the 
Baltic leaders as maximizing their chances to integrate into the EU. As Estonian President Lenart 
Meri remarked, “we can’t reenter Europe through three doors and then get together there.”32 The 
instrumental value of the agreements was reaffirmed again during the meeting of the foreign 
affairs ministers of the three states in December, following the decision of the Commission to 
start discussions on Baltic free trade agreements. The ministers jointly appealed for prompt 
ratification of the intra-Baltic free trade agreement, and declared that this would pave the way 
for even more advantageous treaties with the EU in the immediate future.33

 Its was also positively evaluated by the EU Commission, which was at the time 
preparing bilateral free trade agreements with the Baltic states. A memorandum on the free trade 
agreement between the EU and Latvia, prepared in September, stated that the intra-Baltic free 
trade agreement, which provided for integration among the three, would assist in their future 
integration into the EU.34 The preparation for talks on the Baltic states’ free trade agreements 
with the EU took place in the second half of 1993. At the beginning of December, the 
Commission presented to the Council its recommendations to negotiate free trade agreements 
with the three, “taking into account specific features” of the Baltic countries. The latter 
qualification probably referred to some remaining policy ambiguities concerning possible 
accession of these countries. The Commission also noted that conclusion of the free trade 
agreements will ensure that existing agreements between the Baltic states and the Nordic 
countries will be compatible with the EU’s acquis after accession of the latter. 

On February 7, 1994, the EU Council confirmed the Commission’s mandate to negotiate 
free trade agreements with the Baltic countries. The Council and the Commission issued a 
declaration which acknowledged the importance of further strengthening integration between the 
Baltic states and the EU and declared that the free trade agreements would constitute an 
important step to this end. The declaration also stated that “the Council will take all necessary 
steps with the aim of negotiating and concluding Europe agreements as soon as possible in 
recognition of the fact that Estonia, Latvia and Lithuania are to become members of the EU 
through Europe Agreements.”35 Thus, the EU explicitly acknowledged the aim of the Baltic 
states to become EU members. Although the Europe agreements were to become the main 
instruments of integration, the strategy of integration was still uncertain.  

In the following months, bilateral negotiations on free trade agreements between the EU 
and the Baltic states took place. The three agreements were signed on July 18, 1994, and came 
into force in January 1995. The agreements, supplied by the EU and modeled on interim 
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agreements concluded before with other CEECs, resulted in different provisions concerning the 
speed and scope of liberalization. Their contents have been comparatively analyzed elsewhere, 
therefore it suffices to point out several features relevant to the analysis36. First, the agreements 
explicitly recognized the need for continuing intra-Baltic cooperation, taking into account that 
closer integration between the EU and the Baltic states, and among the Baltic states themselves 
should proceed in parallel.37 Second, the provisions of the agreements to a certain extent 
reflected differences in economic policies in each of the Baltic states, which were conditioned by 
domestic political economic processes. 

These developments spilled-over into other areas of Baltic economic cooperation. The 
intensified intra-Baltic cooperation resulting from EU policies towards the three expressed itself 
in the March 1994 decision to extend the sub-regional free trade area to the Visegrad countries, 
and in the establishment of the Baltic Council of Ministers in June 1994 as well as the Secretariat 
of the Baltic Council of Ministers several months later.38 Agreements on joint Baltic 
infrastructure projects financed by the EU were reached. However, earlier announced plans to 
extend the intra-Baltic free trade regime to agricultural goods and proceed with the establishment 
of an intra-Baltic customs union stalled. For some time, the Baltic states were actively involved 
in relations with the EU, which declared the Baltic region a “major focus” of its external 
policy.39  

 
Pre-accession and development of the group approach. In the period 1994-1996, the EU  
continued its group approach in bilateral relations with the Baltic states, although it gradually 
shifted its emphasis to individually evaluating the progress of each applicant in terms of future 
accession to the EU. The EU decided to start negotiating Europe Agreements with the three even 
before the free trade agreements came into force. In August 1994, negotiations were opened 
simultaneously with all three countries. Although they were conducted bilaterally, the 
agreements were all signed on June 12, 1995. They incorporated the free trade agreements, and 
added new dimensions to the Baltic states’ relations with the EU, including political dialogue 
and economic cooperation in a number of areas, and approximation of laws to the EU’s acquis. 

The Europe Agreements marked a new stage of the Baltic states’ integration into the EU 
and upgraded their status to that of the other associated countries.40 The agreements came into 
force only in February 1998, after the respective parliaments of the Baltic states, the EU member 
states, and the European Parliament ratified them. However, even before their conclusion, the 
EU decided that these countries could be included in the accession preparation strategy41 
following the signing of the Europe Agreements. The Baltic states were invited to the Cannes 
summit in June 1995, during which the EU confirmed that the Baltic states could be included in 
the accession preparation strategy, which was defined in Essen.42 The pre-accession strategy 
included such instruments of integration as the Europe Agreements, the Phare program, the 
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structured relationship between the CEECs and the EU, and the White paper on integration into 
the internal market. In other words, the Baltic states were provided with the opportunity to 
further integrate their markets into the EU, participate in Council meetings together with other 
CEECs, and focus on adopting the EU’s legal rules governing the internal market. In the latter 
case, the Commission suggested that each country should draw up its own timetable of legal 
approximation.  
 In parallel, the EU was using every opportunity to stress the need for advancing sub-
regional cooperation. For instance, during the visit of Commission representatives to the Baltic 
states to discuss the Europe Agreements, they indicated that “it could be only in the Balts’ 
interest to cooperate closely with each other.”43 The preambles of the Europe Agreements 
include the recognition of “the need for continuing regional cooperation among the Baltic 
states.”44 Similar statements were repeated by representatives of other EU institutions. In 
January 1995, a delegation from the European Parliament called for greater intra-Baltic 
cooperation stressing the importance of free trade among the Baltic states.45 In May 1996, the 
president of the European Parliament suggested during his speech to the Estonian Parliament that 
the Baltic countries should “cooperate more closely in order to better their chances of EU 
membership.”46  

These statements represented a shift from ad hoc encouragement  to a more coherent EU 
policy towards sub-regional economic cooperation in the CEECs. This policy was most 
explicitly presented in the Essen summit conclusions, which stated that “being aware of the role 
of regional cooperation within the Union, the Heads of State or Government emphasize the 
importance of similar cooperation between the associated countries for the promotion of 
economic development…”47 This statement was incorporated into the section on the accession 
preparation strategy, prompting some analysts to conclude that intra-regional cooperation had 
come to be seen as a requirement for EU membership.48

The EU’s policy of support for intra-Baltic economic cooperation found its expression 
and was constantly reaffirmed in a more general framework of EU policy towards the Baltic Sea 
Region. As was mentioned before, in 1994 the Baltic Sea region was declared to be a major 
focus of its external policy. On October 24, 1994, the Council adopted the Communication on 
Orientation for a Union Approach towards the Baltic Sea Region, which was presented by the 
Commission. It acknowledged that “the forthcoming enlargement of the EU and the move 
towards closer relations with the countries of the Baltic create a need for an overall Union policy 
for that region.”49 The EU’s approach was based on the regional dimension of cooperation and, 
among other things, supported greater cohesion between existing regional initiatives and 
cooperation in trade and economic matters. It also foresaw financing regional (including 
infrastructure) projects under the Phare framework. 

On May 29, 1995, the Council adopted its conclusions on EU policy towards the Baltic 
Sea Region, and reaffirmed its policy targeted to promote “initiatives to expand trade between 
Baltic Sea States which are not members of the Union by providing suitable assistance, e.g. in 
the customs field.”50 The Council also asked the Commission to prepare a report on the current 
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state of and prospects for cooperation in the Baltic Sea Region. At the end of November, 1995, 
the Commission presented its report in which financial contributions by the EU and other 
institutions and countries provided during the first half of the decade to the Baltic Sea Region 
were assessed and future projections presented.51 According to the Commission, over the period 
1990-1994, a total of 206 MECU were provided to the Baltic states in the context of national 
Phare programs, most of which concentrated on economic stabilization and restructuring. Multi-
annual Indicative Programs for the period 1995-1999 covering an estimated total of 430 MECU 
were under preparation for the three countries.52 These measures were expected to focus on pre-
accession, medium-term restructuring, infrastructure investment and regional cooperation. The 
Commission concluded that the “scope for the development of such a specifically regional Union 
approach to the countries of the Baltic Sea Region exists, based upon a deepening of the Union’s 
own bilateral relationships and supported by the active encouragement and support of inter-
regional and sub-regional cooperation.”53  

In December 1995, EU leaders requested that the Commission propose “a suitable 
regional cooperation initiative” to be presented during the conference of the Council of Baltic 
Sea States scheduled for May 3-4, 1996.54 Following this decision, the Commission adopted a 
Communication on a regional cooperation initiative in the Baltic Sea region on April 10, 1996. It 
proposed “strengthening democracy, political stability and economic development in this region 
… by taking full advantage of existing cooperation instruments”, and fostering regional 
cooperation.55 This implied not only support for cooperation in the whole region but also for the 
sub-regional arrangements such as the intra-Baltic economic cooperation schemes. The position 
of the EU was then presented in the Visby conference of the Council of the Baltic Sea States on 
May 3-4, 1996, which was attended by the President of the Council and the President of the 
Commission. The declaration adopted in Visby called for more cooperation in several areas 
including economic development and integration, and stressed its support for the “early 
realization of  a free trade area between Estonia, Latvia and Lithuania.”56  

Thus, the EU gradually developed a policy towards sub-regional cooperation, and intra-
Baltic economic cooperation in particular, which consisted of (1) general support for intra-
regional economic cooperation measures as an element of economic transition, (2) emphasis of 
sub-regional cooperation as an element of preparation for accession, (3) supply of rules for sub-
regional cooperation based on the EU’s integration record and the individual situation of 
countries forming a sub-region, (4) financial support for sub-regional initiatives. It should be 
noted that financial support was targeted towards improvement of administrative capabilities, the 
promotion of exports and, increasingly, pre-accession measures. For rather obvious reasons 
financial assistance was not provided for redistribution purposes and side-payments for groups 
facing adjustment pressure resulting from liberalization and market integration as practiced 
inside the EU. Leaving aside questions regarding the sufficiency, efficiency and necessity of 
concrete support measures, the EU’s policy of support for intra-Baltic cooperation projects 
backed by the provision of rules and some resources seems to have played a major role in 
advancing intra-Baltic economic cooperation insofar as this was perceived by the Baltic leaders 
as maximizing their chances of integrating their countries into the EU.  

After the signing of the 1993 free trade agreement, plans for extending the scope of intra-
Baltic market integration and common trade policies remained in the preparatory stage for 
several years. Support for extending the scope of intra-Baltic economic cooperation was 
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frequently expressed by the leaders of the three states. For example, during the February 13, 
1995 conference of the three prime ministers, the heads of government set a target for an intra-
Baltic customs union, which was to come into force starting January 1, 1998. There was also 
discussion of free trade in agricultural products with Estonian representatives, who stressed the 
difficulty of aligning their liberal agricultural trade policy with that of the other two states, which 
were more protectionist.57 These differences also became apparent during the negotiations on 
bilateral agreements between each of the three Baltic states and the EU. Despite constant EU 
support for intra-Baltic economic cooperation, the next measure on extending the scope of intra-
Baltic market integration was agreed on only in June 1996, after the change in the government in 
Latvia. 
 The intra-Baltic agreement on free trade in agricultural goods was signed on June 16, 
1996, after several months of negotiations. It came into force at the beginning of 1997. The 
preamble of the agreement stated the intention of the three states to participate in the European 
integration processes, and the agreements were seen as a means towards this objective. It was 
reported that the agreement was drafted taking into account the goal of the Baltic states to join 
the EU.58 The significance of the agreement as an instrument towards the integration of the three 
into the EU was stressed by the three Baltic presidents in Vilnius at the end of May, after the text 
of the agreement was finalized. The joint declaration of the three presidents stated that the 
creation of a free trade area for agricultural products would create “an important precondition for 
integration of the Baltic states into the EU internal market.”59 The following agreement on 
extending the scope of intra-Baltic economic cooperation – this time in the area of non-tariff 
barriers - was taken after more than a year. This period was marked by changes in individual 
integration of the Baltic states into the EU, which impacted on further dynamics of intra-Baltic 
economic cooperation. 
 
Differentiation and accession negotiations. The change in EU policy towards the Baltic states 
(and applicant countries in Central and Eastern Europe in general) became apparent with the 
announcement of the Commission’s Opinions on the applicant countries in July 1997. The group 
approach was abandoned in favor of an individual approach towards integration of the applicant 
countries into the EU. Although the proposal to start accession negotiations with some countries, 
and not others created new groups of “ins” and “pre-ins”, to use the terminology of the 
Commission, the result in the case of the Baltic states was their differentiation. This change of 
EU policy produced a change in intra-Baltic relations, although the EU continued emphasizing 
the importance of sub-regional cooperation. However, the potential benefits of intra-Baltic 
economic cooperation in terms of maximizing their chances of EU membership decreased for 
some of the Baltic governments, and the Estonian government in particular. At the same time 
incentives for other targets of cooperative efforts were strengthened (for example, Lithuania’s 
economic relations with Poland). 

Signs of changing EU policy towards the prospective members appeared before the 
presentation of the Opinions. The Copenhagen accession criteria represented a major shift in 
evolving Union policy of integrating candidate countries into the EU. The definition of 
membership criteria, however vague and broad, for the first time indicated that each country 
would be assessed in terms of its development and ability to meet the criteria. At that time, 
however, the concrete strategy of integration, especially in the case of the Baltic countries, was 
far from clear. Simultaneously the EU was constantly encouraging sub-regional cooperation as a 
way to prepare for accession (or as a sign of the lack of a clear integration strategy, depending on 
one’s point of view). With the prospect of membership negotiations becoming clearer, however, 
the emphasis gradually shifted from the group approach towards individual readiness for 
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accession. In November 1995, the Commission presented its interim report on the effects of EU 
enlargement on its policies, which stressed that the countries “will accede on an individual basis 
in the light of their economic and political preparedness and on the basis of the Commission’s 
opinion on each applicant.”60 This approach was confirmed at the 1995 Madrid EU summit, 
which adopted the position that each country was to be treated separately. The Madrid Council 
also asked the Commission to “expedite preparation of its opinions on the applications made so 
that they can be forwarded to the Council as soon as possible after the conclusion of the 
intergovernmental conference.”61 By that time, all three Baltic states had presented their EU 
membership applications.62 Early in 1996, the Commission started collecting the necessary 
information for preparation of the Opinions, which were to assess the state of the applicant 
countries on the basis of membership criteria. The Opinions were presented in July 1997. They 
recommended opening accession negotiations with Estonia, among other countries, but not with 
Latvia and Lithuania. After intense debates inside the EU during the second half of 1997, the 
European Council in Luxembourg confirmed the differentiation of the applicant countries, 
although in a somewhat “softer” form of “ins” and “pre-ins”, and new multilateral arrangements 
including all candidates63. At the same time, the Council declared that “each of the applicant 
states will proceed at its own rate, depending on its degree of preparedness.”64

The ambiguity of the EU group approach during the period leading to the explicit 
differentiation of the Baltic states in 1997 was reflected in the attitudes of Baltic policy-makers 
assessing to what extent “preparedness” of their countries for accession could be advanced by 
intra-Baltic cooperation. This was in particular evident in Estonia’s policy. As early as 
November 1994, the Foreign Minister of Estonia declared during a conference in Tallinn that 
Estonia prefers admission to be decided “on individual countries rather than groups”, and 
“should any of the Baltic states meet the admission criteria, its admission should proceed 
immediately” 65. Similar statements followed in 1995 and 1996, although they were usually 
followed by joint declarations of the Baltic leaders that accession negotiations should be started 
at the same time with all three Baltic countries. An example of such an ambiguous policy was 
the statement made by Estonian President Lennart Meri in March 1996, during his visit to the 
Commission, that “each of the applicant countries must be dealt with separately, namely, on its 
own merits.”66 This statement prompted criticism from the other Baltic states, namely Lithuania. 
Several months later the Presidents of the three countries declared that the three countries are 
going to integrate into the EU together, “making a show of their common front” as some have 
commented.67 In October 1996, the Estonian President reaffirmed his support for the intra-Baltic 
customs union during his meeting with the Latvian President in Riga.68 The ambiguity of 
Estonia’s policy towards intra-Baltic cooperation was also reflected in the negotiations of 
bilateral free trade agreements with the EU, which the EU and the Baltic Assembly encouraged 
to coordinate among the three. The Estonian attitude was expressed by a statement of a Foreign 
Ministry official who remarked that “had we agreed [to coordinate negotiations] it would have 
been similar to tying bombs to our feet, waiting for the others to catch up.”69 However, before 
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the actual differentiation of the Baltic states, intra-Baltic economic cooperation was perceived by 
all three countries as an important instrument for individual integration into the EU, especially in 
the background of intensive support for sub-regional cooperation expressed by the EU. The 
agreement on free trade in agricultural products should be seen in this light. As Estonian Foreign 
Minister Kallas declared after signing the agreement, “we are going to build our relationship in 
such a way as to further integrate into the EU.”70

Although the subsequent agreement on abolishing non-tariff barriers to intra-Baltic trade 
was signed in November 1997, i.e. after the announcement of the Opinions, its conclusion can 
also be largely attributed to the “EU effect”. The agreement illustrates both the potential scope of 
intra-Baltic economic cooperation and its future limits, taking into account individual integration 
of these countries into the EU. The preamble of the agreement explicitly stated that the final 
objective of the parties to the agreement is EU membership. Thus, the agreement was 
instrumental in their integration into the EU. Moreover, EU rules were taken as a reference for 
the provisions of the agreement, thereby illustrating most clearly the role of the EU in solving 
the coordination problem of choosing the appropriate framework for cooperation. Besides, the 
costs of economic cooperation measures were minimized as each of the Baltic states was in the 
process of approximating domestic legislation, including norms governing veterinary and 
technical product standards, as part of their integration into the EU internal market. 

The coordination problems also explain the failure to advance positive intra-Baltic 
market integration, extending it beyond the scope of integration into the EU, namely the failure 
to implement the intra-Baltic customs union in 1998. Divergent trade regimes of the three 
countries and estimated costs related to their alignment, unclear potential benefits as well as the 
method of sharing the customs duties among the three proved to be an obstacle that policy-
makers of the three countries were unable to overcome in the absence of a leader who could 
supply the rules and side-payments for the disadvantaged. The EU role in positive integration, 
extending beyond the scope of integrating candidate countries into the EU, is limited. Any 
economic arrangement among the Baltic states exceeding the scope of their integration into the 
EU has rather unclear prospects, particularly in view of the fact that one country had already 
started accession negotiations. Differentiation of the Baltic states further reduced the incentives 
for intra-Baltic economic cooperation, as policy-makers of these states are provided with new 
opportunities (or constraints) for achieving their main objectives. 

To sum up the analysis presented above and discuss possible future developments of 
intra-Baltic economic cooperation, the linkages between EU policy and intra-Baltic economic 
agreements are suggested in the following table. The scheme is based on the categorization of 
integration stages presented in the introductory section. 
 
 
 
 
 
 
 
 
Table 2. Linkages between EU Policy and Intra-Baltic Economic Cooperation 

EU policy towards 
the Baltic states 

Policy characteristics The Baltic states’ 
integration into the EU  

Intra-Baltic economic 
cooperation 

Establishment of 
diplomatic and 
economic relations; 
search for policy 

Group approach;  
ad hoc support for 
sub-regional 
cooperation 

Negative market 
integration (trade and 
cooperation agreements; 
free trade agreements) 

Agreement on free 
trade in industrial 
goods 
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options 
(1991-1995) 

supported by financial 
assistance (Phare) 

Pre-accession 
(1995-1998) 

Group approach with 
increasing emphasis 
on individual 
development; 
strengthened support 
for sub-regional 
cooperation 

Negative market 
integration supplemented 
by unilateral aligning of 
regulatory policies 
(Europe agreements, 
White book), political 
dialogue and continued 
financial assistance 

Agreement on free 
trade in agricultural 
products; agreement 
on abolishing non-
tariff barriers 

Accession 
negotiations 
(1998-present) 

Differentiation; some 
support for sub-
regional cooperation 

Positive integration 
complemented by 
continued financial 
assistance; opening of 
accession negotiations 
with Estonia 

Failure to implement 
customs union; 
possible agreements 
on free movement of 
production factors 

Membership and 
transition periods 
(200? - …) 

Initial differentiation; 
formation of issue 
sub-groups 

Positive integration; 
delegation of authority, 
participation in joint 
decision-making 

Possible coalitions 
inside the EU on 
certain policy issues 
(regional policy, etc.) 

 Source: compiled by the author 
 

Several remarks need to be made concerning these linkages between EU policy and intra-
Baltic economic cooperation. Although it is possible to attribute changes in EU policy to 
concrete decisions or agreements - the signing of the Europe Agreements or the actual opening 
of accession negotiations - the categorization of stages masks the fact that policy changes occur 
gradually, and trigger responses from outsiders, sometimes even during the preparatory stages. 
Another feature of this scheme is the emphasis on the adaptive policy of the Baltic states based 
on responses to the development of EU policy. The EU acts as a policy-maker while the Baltic 
states’ governments respond by assessing opportunities and constraints for integration into the 
Union. In the area of intra-Baltic economic cooperation, Baltic policy-makers cooperate when it 
is likely to increase their chances of membership, which in turn is facilitated by being a part of 
the same group in respect to the EU. 

The current differentiation of the Baltic states by the EU is likely to reduce the 
possibilities and incentives for increasing the scope of intra-Baltic economic cooperation. The 
issue is perceived not so much, or not only, as how the development of intra-Baltic economic 
cooperation can facilitate the three countries’ integration into the EU. Rather, the question 
currently is being phrased differently: how differentiation is likely to affect intra-Baltic 
economic agreements implemented so far. This change of position was rather clearly illustrated 
by the declaration made by Estonian Foreign Minister T. Ilves upon the opening of accession 
negotiations with the EU at the beginning of April, 1998. He stated that “we shall seek to ensure 
that the existing political, cultural and economic relations with our neighboring countries are 
preserved.”71 The future status of Estonia’s trade regime with the other two Baltic states was to 
become one of the first negotiation subjects at the beginning of 1999. It is likely that the current 
market integration measures will be secured, although the prospects for further intra-Baltic 
economic cooperation are uncertain. Still, the possibility of extending it to include the areas 
which are harmonized on the basis of EU rules remains. 

After the official decision to differentiate between the Baltic states in terms of their 
accession-status and abandon the group approach, the EU continued its support for intra-Baltic 
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economic cooperation, although it seems that the emphasis shifted to avoiding the negative 
consequences of differentiation for sub-regional relations.  It was reiterated during the meeting 
of the CBSS in Riga in January 1998 and during the meetings of Association Councils that took 
place after the Europe Agreements came into force in February 1998. On these occasions EU 
representatives “welcomed the Free Trade Agreements” that came into force between the Baltic 
states.72 In July 1998, Commissioner van den Broek visited Latvia and Lithuania. During his 
talks with policy-makers of the two countries he encouraged them to intensify regional 
cooperation.73  

The Baltic leaders continued to occasionally declare their solidarity, although 
differentiation had clearly impacted on intra-Baltic economic cooperation. Before the 
Luxembourg summit, the three presidents agreed on a joint declaration stressing the importance 
of “full-fledged participation of the Baltic states on an equal footing in the European Union 
enlargement process.”74 The joint position towards integration into the EU was abandoned after 
the Luxembourg summit as were the plans for the intra-Baltic customs union, although the latter 
issue was brought up in May 1998 by the Latvian Minister of Agriculture, who referred to the 
need to protect the intra-Baltic market.75 The political tensions resulting from differentiation 
found expression at the end of April 1998, when the Estonian President was quoted as saying in 
his interview by a Polish newspaper that “Estonia can introduce a visa regime for Lithuanians 
and Latvians if the European Union requires it.”76  “Baltic unity” was reaffirmed in May 1998 in 
a joint statement of the three presidents, who also encouraged “the establishment of a more 
unified economic area, particularly in the fields of transportation, border crossing and the free 
movement of people, services and capital.”77 Although the plans for trilateral agreements on free 
trade in services and labor were discussed during the routine meetings of the Baltic Council, no 
decisions have been taken so far and do not seem to be very likely in the near future. 

Differentiation created incentives for new cooperative dynamics among sub-groups 
formed by members participating in the same stage of integration. The meeting of five 
prospective “ins” in Prague before the Luxembourg summit to discuss their integration 
strategies, and in February 1999 to jointly urge the EU to speed up internal reforms and alter its 
export policies in regard to CEECs, signals new cooperative efforts.78 Another sign of new 
cooperation dynamics is an increasing number of bilateral meetings between Latvian and 
Lithuanian authorities in 1998 and 1999. However, it is very unlikely that cooperation inside 
new groups of “ins” and “pre-ins” will be extended beyond coordination of their policies 
towards the EU. Possible changes in group structure reflecting divergent integration rates of 
individual candidates, limited benefits that could be derived from stronger economic 
coordination and concentration of resources on accession-related measures all reduce the 
incentives and opportunities for extending the scope of sub-regional cooperation. 
 
Conclusions 
 

The analysis presented above supports the argument that intra-Baltic economic 
cooperation to a large extent has been determined by the “EU effect”. The main findings could 
be summarized as follows. (1) The EU has acted as the supplier of sub-regional cooperation rules 
and as the indirect “supervisor” of sub-regional cooperation. The EU has also provided financial 
assistance, although restricted to administrative aspects and pre-accession measures. (2) The 
initial EU strategy of parallel and uniform treatment of the Baltic states and its emphasis on sub-
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regional cooperation as an informal precondition for membership has gradually changed with the 
evolution of enlargement politics and the emphasis on individual achievements of applicant 
countries. The group approach towards the Baltic states has facilitated intra-Baltic economic 
cooperation, while differentiation proved to discourage it. (3) The issue of intra-Baltic economic 
cooperation has been high on the three countries’ agenda since before and after the re-
establishment of independence. However, after the establishment of relations with the EU, it has 
become instrumental for advancing integration into the EU. After the EU’s decision to invite 
Estonia to start accession negotiations, the issue has become not so much how sub-regional 
cooperation affects integration into the EU, but how the latter might affect the former. Lack of 
resources, most of which have been mobilized for EU oriented policies, has set further limits on 
intra-Baltic cooperation. (4) Therefore, the scope of intra-Baltic economic cooperation is 
influenced by how individual Baltic countries are situated in a gradual process of integration into 
the EU. Participation in different stages might discourage further sub-regional cooperation. (5) 
Intra-Baltic market integration has been limited largely to negative measures. When 
harmonization was agreed upon, it was based on references to the EU rules. Sub-regional rules, 
common economic policies and administrative structures have not been agreed upon because of 
coordination problems, high costs and unclear potential benefits. 

 It still remains to be seen how the further integration of the Baltic states into the 
EU is likely to affect trilateral cooperation. The opening of accession negotiations with Latvia 
and Lithuania which is likely to be agreed upon by the European Council in December 1999 will 
place them in the same position as Estonia. However, the dynamics of membership negotiations 
is likely to be the main factor behind the sub-regional cooperation initiatives. The aligning of 
regulations will rather take place on the basis of unilateral adoption of the EU acquis rather than 
result from intra-Baltic cooperation. It is also unclear what effects the possible accession of one 
Baltic State are likely to have on sub-regional economic cooperation. The impact to a large 
extent will be determined by membership negotiations. The economic and political impact of 
enlargement in stages on sub-regional economic cooperation is difficult to estimate. Possible 
trade and investment diversion resulting from differentiation might reduce the market pressure 
for sub-regional integration and strengthen demands for protection. However, the negative 
economic effects are likely to be insignificant, taking into account continuing integration of the 
three into the EU. The other issue is to what extent the sub-regional approach can be maintained 
when the Baltic states become EU members. It is doubtful that the Benelux example of close 
trilateral coordination inside the EU will be followed by the Baltic states. The dynamics of intra-
Baltic relations does not seem to provide evidence for the bargaining power argument. The 
bargaining positions in the Council might be coordinated depending on the policy area. 
However, the willingness to coordinate positions on economic policy issues is going to a large 
extent to be determined by domestic political economic forces. 


