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Foreword
by Wojciech Wroblewski

The geographical location of Poland has predestined our country to be an important
actor in a number of political contexts, both in the relations between the East and the
West as well as along the North-South axis. However, our historical experience
evolved mainly around the East-West relations, with popular perceptions dominated
by relations with Germany and Russia. A feeling of historical and cultural community
also exists with Czechs, Slovaks, and Hungarians. However, there is close to noidenti-
fication with the countries of the Baltic Sea region, especially the Nordic states. Even
though at the turn of the 14th and 15th century many Polish cities belonged to the Han-
seatic League, nowadays, after many centuries during which our access to the Baltic
Sea was restricted, we no longer feel like a ‘sea country'. Ironically, it is precisely the
countries from the Baltic Sea region with which we currently have more in commoniin
terms of security and foreign policy than we do with the states of the Visegrad Group.

That is why this publication aims at ra-
ising public awareness about the importan-
ce of the Northern region of the European
Union and our role in it both in Poland and
abroad. The ‘Northern Dimension’' project is
a key priority objective of Polish foreign po-
licy, which in turn defines the cooperation
with our Northern neighbours as one of the
strategic directions of the development of
our country.

The North is important for the European
community. Although only about 17% of the
European population lives in the Baltic Sea
region, geographically it encompasses
almost 36% of the entire European Union. It
is also worth emphasising that the econo-
mies of this region generate almost one-
-third of the Union’s GDP every year.

The region is characterised on the one
hand by agreat demand for resources, and on
the other by a high level of export-orientated

production. Both these elements generate
exceptional needs in terms of logistics and
transport. Despite the internal differences
between individual countries, the region is
characterised by an average high level of
GDP and of democratic stability.

The only exception is Russia which, while
being a member state of the Council of the
Baltic Sea States and a regional power, con-
stitutes an exceptional case both due to its
way of conducting foreign policy (preference
for bilateral relations, focus onissues of Rus-
sian minorities, instrumentalisation of sub-
-regional organisations), but also because it
is not a member state of the EU or NATO. At
the same time, this region has a strategicim-
portance for Moscow as a transit channel for
Russian energy resources. In its politics,
Russia favours Germany offering it the posi-
tion of the mainimporter as well as distribu-
tor of Russian gas in Central Europe.



Furthermore, the psychological aspect con-
nected with the fall of the USSR and the loss
of power in the region should not be ignored.
The area of Russian military and economic
influence shrank considerably — a fact for
which Moscow is now trying to compensate
by a new aggressive policy being carried out
under the pretext of protecting the allegedly
endangered Russian-speaking minorities in
the Baltic states, above all in Estonia and
Latvia. The Russian post-imperial trauma is
expressed in the term ‘near abroad’ which is
understood as the zone of Russian influence.
Thus, the other countries of the region have
to find a common solution for their relations
with Russia, which remains a difficult
partner in many aspects.

The Council of the Baltic Sea States,
established in 1992, is a regional platform
thatinstitutionalises the international rela-
tions in the region. The following countries
are the member states of the CBSS:
Norway, Sweden, Finland, Denmark,
Lithuania, Latvia, Estonia, Russia, Poland
and Germany as well as, since 1996, Iceland.
The European Commission also has mem-
ber status, while ten additional countries
enjoy observer status. The Copenhagen
Declaration from 1992 outlines the follo-
wing areas of cooperation for the Council:
 supporting democratic institutions
» economic and technical cooperation
+ health and humanitarian issues

» environment protection and energy

* culture, education, tourism and exchan-
ge of information

 transport and communication

Each country holds a one-year-long pre-
sidency and sets out its own priorities for
this period. Starting from 1 July 2015 Poland
took over the Presidency in the CBSS,
choosing as the three main challenges the
following issues: sustainable development,
creativity and civil security.

The following publication, prepared by
the Foundation Institute for Eastern
Studies, encompasses ten articles by au-
thors from seven of the CBSS countries. All
of them are well-respected international
experts. In their analyses, they define the
key issues the region is facing. These inclu-
de: the crisis of regional security; cross-bor-
der electricity and gas connections and the
development of LNG terminals; information
and propaganda war on the global market.
The Baltic Searegionis presented in the pu-
blication as the first macro-region of the
European Union. The issue of cross-border
cooperation between Russia and the Schen-
gen countries is also discussed. The publi-
cation analyses the objectives of the Polish
presidency which, while taking into account
all the difficult aspects of the relations with
Moscow, believes that the CBSS, as a plat-
form of cooperation, could bridge the gap
between Europe and Russia.

WOJCIECH WROBLEWSKI

Managing Director of Corporate Communication, PZU Group.

Sociologist, graduate of the Faculty of Philosophy and History, Jagiellonian
University. Between 1984 and 1990 he was a research associate at the Institute of
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Director of the Polish Institute in Vilnius (1992-1997) and Ambassador of Poland to
Estonia (2001-2005). Advisor to the Minister of Interior (1990-1992 and 1997-2001).
Since 2005 he has worked in the most important Polish corporations — first at PKN
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Preface

by Kinga Redtowska

The Baltic Searegion, which is comprised both of Northern Europe's countries and the
seaitself, reflects the ties of common history, economy, and culture. The dynamic shift
in European geopolitics that has taken place in the last couple years has encouraged
afurther deepening of cooperation in allits dimensions — transatlantic, European, and
regional. European cooperation, regional stability is the sine qua non of the pro-
sperous and dynamic countries in the Baltic Sea region.

The Polish presidency of the Council of
the Baltic Sea States is an inspiring occa-
sion to reflect on the importance of the re-
gion for Poland and to select accurate,
effective tools for implementing strategic
priorities. Itis also an excellent opportunity
to extend the traditional East-West frame-
work and think about Central and Eastern
Europe in a broader context. Finally, it pre-
sentsanincentive to create acommunity of
interests of the Baltic Sea countries, espe-
cially in the face of recent Russian policy to-
ward Central and Eastern Europe — even if
we must not forget that regional security
currently has relatively limited relevance
and is submerged within the broader
Western-Russian agenda.

The annual meetings at the Economic
Forum in Krynica-Zdréj have always been
a proper place to discuss the issues perta-
ining to the countries of the Baltic Sea Region.
For 25 years discussions about this area’s
security, economy, society and culture
have driven the course of the conference.
The majority of guests of the Krynica sum-
mit come from Poland, Russia, Germany,
the Baltic republics and the Scandinavian

states, much like the authors of this volume,
whose unigue knowledge about their coun-
tries’ strengths and weaknesses allows
them to properly explore the most pressing
themes of our times. This is the mission
behind the Economic Forum and the mis-
sion which drives the publication of the
‘Baltic Visions' articles.

Kristi Raik from the Finnish Institute of
International Affairs exposes the fact that
concerns about hard security and territo-
rial defence have made a comeback to the
regional security agenda even as it has be-
en overshadowed by the Russia-West rift.
Nerijus Maliukevicius from Vilnius Universi-
ty then looks into the evolution of Russia's
posture on Information Warfare in the Bal-
tic states. The paper analyses response
strategies in countering this aggressive
information offensive, focusing specifically
on the issue of TV broadcast restrictions in
Lithuania as well as on elements of the
Latvian and Estonian approaches. The coun-
tries of the Baltic Sea Region have recogni-
sed cyber security as an inseparable part of
national security and have begun to take
steps to improve their domestic resilience.



The Estonian contribution to the publication
argues that good regional cyber security-re-
lated cooperationin the Baltic Searegion has
given its countries the potential to contribu-
te effectively to cyber security and stability
ataglobal level.

Greta Tuckuté then assesses Baltic ener-
gy connectivity, surveying its vulnerabilities
and successful projects before analysing its
future possibilities and challenges. She
argues that a state of energy insecurity was
a strong catalyst for the development of
energy infrastructure, allowing for a more
diversified and competitive energy supply.
Tuckuté concludes that the Baltic States are
turning from an ‘energy island’ into a region
energetically incorporated into the
European Union energy system.

As the Baltic Sea region is one of
Europe's mostimportant economic areas,
with strong potential for further future in-
tegration, we have decided to pay special at-
tention to topics such as innovation. It has
been a key element of the Nordic develop-
ment model of post-industrial societies,

which has been the basis t of a brave shift
towards a knowledge-based society. Profes-
sor Kurt Bodewig, a former Federal Minister
of Transportation and Infrastructure
(Germany) and current Chairman of the Bo-
ard of the Baltic Sea Forum, highlights the
first successful macro-regional strategy
of the EU. In his article, Bodewig demon-
strates how important a stimulus it was for
research and for the economy in the region,
highlighting in particular the intensive pro-
cess of cluster creation in an area with the
highest cluster-density in Europe.

| hope that readers will find this publica-
tion interesting and up to date, and will be
inspired themselves to see the full potential
of the Baltic Sea region.

[ wish you an inspiring read!

Dr KINGA REDLOWSKA
Director

International Cooperation Department
Foundation Institute for Eastern Studies



A Common Baltic Area:

The Goals of the 2015 Polish
Presidency of the Council
of the Baltic Sea States

Kinga Redtowska, Foundation Institute for Eastern Studies, Poland
Kazimierz Poptawski, Baltic Insight / przegladbaltycki.pl, Poland

The Baltic Searegion is facing new challen-
ges. By taking over the presidency of the
Council of the Baltic Sea States (CBSS) on
1July of this year, Poland also assumed the
responsibility forimplementing the objecti-
ves of thisimportant regional organisation,
one that has of course been greatly influen-
ced by the situation in Eastern Europe. The
Polish presidency will struggle with two
main challenges in this context: supporting
and maintaining existing cooperation
among all 1T member states as well as the
European Commission on the one hand, and
developing this cooperation in future direc-
tions on the other. Itisimportant to remem-
ber that the CBSS is one of the few
organisations that continue to cooperate
with Russia quite intensively and on a rela-
tively high level.

The importance of the Baltic Sea
Region for Europe and Poland

The 21t century has seen a continuing incre-
ase in globalisation of various aspects of

politics and the economy. At the same time,
regional cooperation has also been gainingin
importance, given that it would be impossi-
ble to meet the requirements of a globalised
world without strong regional collaboration.

The European Union has emphasised the
importance of implementing macro-regio-
nal strategies for many years. However, the
main ideas of the strategies promoted by
the EU have not been invented from
scratch; quite the contrary, as they are ba-
sed on regional cooperation initiatives that
have long existed in areas with dense and
long-lasting networks of cultural, econo-
mic, and geographical ties.'

In terms of geography, the Baltic Sea region
encompasses the Nordic countries
(Denmark, Finland, Sweden), the Baltic sta-
tes (Estonia, Latvia, Lithuania) as well as
Germany and Poland. Russia also belongs
to this region, not only thanks to the loca-
tion of its Kaliningrad exclave, but also be-
cause of the area around St. Petershurg.

1 Bengtsson Rikard, The EU Strategy for the Baltic Sea Region: Golden or missed opportunity? http://www.evi.ee/old/lib/valispol2011.pdf (accessed

on 29 July 2015)



Taking into account historical and econo-
mic reasons, Norway and Iceland should
also be included.

Historically the region was not very stable,
plagued by numerous wars that often resul-
ted in border changes. Nevertheless, the
first forms of regional cooperation emerged
as early as the Middle Ages, most notably
the Hanseatic League.? It is worth noting
that in comparison with the rest of the re-
gion, the cooperation among the Nordic sta-
tes is particularly well-developed, as they
established rules of mutual cooperation
earlier. It was not until the end of the 20"
century that institutionalised modern rela-
tionships emerged elsewhere in the region.
Such a change was possible first due to the
collapse of the bipolar world order that had
existed since the end of the Second World
War which more immediately resulted inre-
gained independence for the Baltic states
and later permitted their accession to the
European Union, which triggered new im-
pulses for further integration.

In addition to the CBSS, the countries situated
around the Baltic Sea work together within
the framework of numerous international or-
ganisations both governmental and non-go-
vernmental, including the Nordic Council, the
Helsinki Commission, the Baltic Sea Parlia-
mentary Conference, the Union of the Baltic
Cities, and the Baltic Sea Chambers of Com-
merce Association.

The Baltic regionis also one of the mostim-
portant macro-regions in the EU in econo-
mic terms, with a substantial potential for
growth. Its future growth dynamics depend

not only on the deepening of relations
within the region, but also onincreased tra-
de with partners outside of the EU-notably
Brazil, Russia, India, China, and Indonesia.
The Baltic Sea countries that are members
of the European Union have a population of
almost 17% of the EU's population. Hence, it
is no wonder that not only the countries
themselves, but also the entire European
Union are interested in strengthening this
regional cooperation, as demonstrated by
the EU's decision to make the region the
subject of its first macro-regional strategy.

This strategy serves as an answer to the
challenge posed by the economic heteroge-
neity of the Baltic Sea region, as it aims to
reduce the economic differences while also
enhancing integration, especially in terms of
energy. Indeed, apart from adapting to the
challenges of globalisation, it is precisely
the elimination of the differences between
the highly developed countries of the region
(Germany, Scandinavia) on the one hand and
Poland and the Baltic states on the other
that poses the bhiggest challenge. Even tho-
ugh the countries of the latter group have
performed very well during a relatively tur-
bulent time for the global economy, they
still aspire to the levels of prosperity
enjoyed in western European economies. 3

The Baltic region is an important part of
Polish foreign policy. Apart from Russia, all
the other countries in the region are mem-
bers of the European Union and/or NATO.
Poland's membership in these organisations
is the foundation of its security and econo-
mic growth. The last few years have seen
a gradual strengthening of Poland's role in

2 Smigerska-Belczak, Iwona, ,Wsptpraca w regionie Morza Battyckiego - Rada Paristw Morza Battyckiego”, Kwartalnik Kolegium Ekonomiczno-

Spotecznego , Studia i Prace”, Nr1(3)/2012, p. 196, Warsaw 2012.

3 Formore, see Wedemeier, Jan, and. Teuber, Mark-Oliver, Leaders of the Global Trade Market, Baltic Visions. European Cooperation, Regional

Security, Foundation Institute for Eastern Studies, Warsaw, 2015.



European and Euro-Atlantic structures.
Nevertheless, it is good bilateral relations
with its immediate neighbours that remain
the mostimportant pillar of Polish security. *
At the same time, developing relations with
northern Europe has begun to play a greater
role in Polish foreign policy due to a wish to
enhance the potential that comes with the
country's geographical location. For instan-
ce, since Poland sits at the crossroads of the
planned North-South corridor, it can poten-
tially harness the potential of both the
Baltic and the Mediterranean Sea regions. °

Poland would like to draw from the Nordic
countries’ experience in new technologies
and economic modernisation — it can best
do this by strengthening mutual relations.

The common interests of Poland and the
Baltic states are clearly visible, especially
inthe light of the recent changesin Europe-
an geopolitics caused by the shiftin Russian
policies and the resulting situation in
Ukraine. In the face of these considerable
new challenges, the few sensitive issues
among these countries, such as different
approaches towards the Polish minority in
Lithuania, have faded into the background.
Russian aggression in Ukraine, as well as in-
creased military activity by different partiesin
the Baltic Sea area, have combined to streng-
then the perception of shared regional intere-
sts. 8 The issue of hard security in the region
has returned to the agenda, followed by new
soft security threats such as propaganda,

information warfare, and cyber attacks. From
the Polish perspective, enhancing cooperation
around these issues is crucial. Even though it
has achieved a new dynamic, individual coun-
tries still take often widely divergent appro-
aches on many questions. Additionally, the
priority placed on overall relations between
Moscow and the West-given that the Baltic
Sea states are NATO/EU members — often
outweighs a specifically regional approach
towards Russian policy.

Aims and objectives of the
Polish Presidency

In assuming the CBSS presidency, Poland is
presented not only with an opportunity, but al-
so with a double challenge - both politically
and organisationally. On the one hand, Under-
secretary of State Henryka Moscicka-Dendys
described the Baltic region as one of the two
pillars of Polish regional activity’, yet Poland'’s
engagement there has been less significant
thanin the Visegrad Group. Minister Grzegorz
Schetyna stated while setting forth
Poland's 2015 foreign policy priorities that ‘the
Presidency of the Council of the Baltic Sea
States will be an important stimulus for
strengthening Polish involvement in the Bal-
tic Sea region'® On the other hand, even tho-
ugh the traditional subjects discussed at the
forum of the Council do not involve conventio-
nal security, the working of the CBSS has of
course been influenced by a context in which
contacts between European countries and
Russia have been limited.

4 Priorities of Polish Foreign Policy 2012-2016, Ministry of Foreign Affairs, http://www.msz.gov.pl/resource/aalc4aec-a52f-45a7-96e5-

06658e73bbé4e:JCR (accessed on 29 July 2015)

5 Priorities of Polish Foreign Policy 2012-2016, Ministry of Foreign Affairs, http://www.msz.gov.pl/resource/aalc4aec-a52f-45a7-96e5-

06658e73bbé4e:JCR (accessed on 29 July 2015)

6 Formore, see Raik, Kristi, Crisis of Regional Security. Challenges for CBSS, Baltic Visions European Cooperation Regional Security, Foundation

Institute for Eastern Studies, Warsaw, 2015.

7 Konferencja nt. Polskiej prezydencii w Radzie Paristw Morza Battyckiego”, Ministry of Foreign Affairs, 9 June 2015.

8 Informacja ministra spraw zagranicznych o zadaniach polskiej polityki zagranicznej w 2015 roku”, Ministry of Foreign Affairs, 23 April 2015.
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The Council of the Baltic Sea Statesis a po-
litical forum, a platform for exchanging ide-
as that influence the development of the
Baltic area, and — as Poland’'s ambassador
to Latvia Ewa Debska has emphasised —itis
the mostimportant regional organisation in
the Baltic Sea, the actions of which consti-
tute amodel and inspiration for other parts
of the continent. ® Of course, the CBSS is not
the only platform of cooperation in the re-
gion, which is the focus of a wide spectrum
of policies, strategies, and programmes.
These in turn translate into dozens of pro-
jects carried out by international institu-
tions and NGOs. This abundance is
sometimes referred to as an ‘institutional
nightmare’, but also as a ‘positive mess.’ '
While analysing the priority areas of the
CBSS as well as the priorities of the Polish
presidency that are derived from them, the
influence of a few other more important
forms of cooperation and their key sectors
of activity should not be ignored.

Priorities of the Council of the
Baltic States

In June 2014 the CBSS reviewed the five prio-
rity areas chosen in 2008 at its deputy mini-
sters' meeting in Riga: environment, economic
development, energy, education, culture,
‘civil security and the human dimension'. "

After the evaluation, new long-term priorities
of the Council were selected: ‘regional identi-
ty', ‘'sustainable and prosperous region’, and
‘safe and secure region’. ?

The first priority of regional identity encom-
passes among other aspects the intensify-
ing people-to-people and inter-institutional
contacts, protecting the region's cultural
heritage, developing cultural tourism, co-
operating in the area of education, fostering
youth dialogue, and establishing a brand for
the region. ™

The second priority —a sustainable and pro-
sperous region — entails improving the ove-
rall competitiveness of the region,
promoting innovation in infrastructure,
developing green technologies and R&D,
improving environmental protection, and
encouraging the development of an inclusi-
ve labour market. ™

Finally, the third priority of a safe and secu-
re region concentrates on civil society and
includes strengthening social resilience and
risk management mechanisms, fostering
macro-regional cooperation, enabling assi-
stance and rapid response/recovery from
natural and man-made disasters, and coun-
teracting all forms of organised crime
(especially trafficking in human beings). ®

9 Debska, Ewa, ,Morze Battyckie taczy, a nie dzieli", Ministry of Foreign Affairs,

http;//www.msz.gov.pl/pl/polityka_zagraniczna/baltyk/prezydencja/morze_baltyckie_laczy__a_nie_dzieli (accessed on 22 July 2015).

10 Etzold, Tobias, Génzle, Stefan, ,Creating a Coherent Framework for Baltic Sea Cooperation”, Briefing Paper For the 2011/12 German Presidency of
the Council of the Baltic Sea States, Stiftung Wissenschaft und Politik, https://polskawue. gov.
pl/files/polska_w_ue/Polska_a_polityki_UE/Strategia_Morza_Baltyckiego/SWP_Coherent_Framework. pdf (accessed on 22 July 2015), p. 2.

11 Groenendijk, Nico, ,Clubs within clubs; The council of The Baltic Sea States (CBSS) and the Benelux as macro-regions within the UE", European
Integration and Baltic Sea Region: Diversity and Perspectives, p. 483, Riga 2011.

12 ,CBSS Long Term Priorities”, Council of the Baltic Sea States, http://www.cbss.org/chss-long-term-priorities/ (accessed on 25 July 2015).

13, Regional Identity”, Council of the Baltic Sea States, http://www.chss.org/regional-identity/ (accessed on 25 July 2015).

14, Sustainable & Prosperous Region”, Council of the Baltic Sea States, http://www.cbss.org/sustainable-prosperous-region/ (accessed on 25

July 2015).

15 ,Safe & Secure Region”, Council of the Baltic Sea States, http://www.chss.org/safe-secure-region/ (accessed on 25 July 2015).



The role of the Council of the
Baltic Sea States in the
coordination of the regional
cooperation

The CBSS plays animportant role in coordi-
nating inter-institutional cooperation and
the implementation of goals established
within other cooperation frameworks. Apart
from its CBSS presidency, Poland simulta-
neously coordinates the activities of the fol-
lowing initiatives: the EU Strategy for the
Baltic Sea Region (EUSBSR), the Northern
Dimension (ND), and as the Vision and Stra-
tegies Around the Baltic Sea (VASAB).

Initially, the EUSBSR was envisioned as
acatalyst for the development of the region
towards full integration with the EU. The
strategy encompasses such priorities as
environmental sustainability, infrastructu-
re connectivity, and economic prosperity, as
well as 15 specific priority areas within the-
se domains. '® The CBSS Secretariat is
responsible for the coordination of three
EUSBSR areas: climate change and susta-
inable development; security; and neighbo-
urhood (policies). The coordination of the
implementation of the EUSBSR is parallel
to the CBSS presidency. Therefore, Poland
hasincorporated all the priority areas of the
strategy into its activities.

At the EUSBSR Forum in the Latvian city of
Jirmala, Undersecretary of State Moscic-
ka-Dendys stated that the adoption of the
new EUSBSR Action Planis a good moment

toimprove the effectiveness of cooperation
among its main stakeholders and beneficia-
ries. Moscicka-Dendys included this task
into the priorities of the Polish presidency
of the EUSBSR National Coordinators'.
Poland is also responsible for the Northern
Dimension Partnership for Transportation
and Logistics as well as the VASAB Commit-
tee on Spatial Planning and Development.

It is worth noting that the goal of the CBSS
and other cooperation frameworks in the re-
gionis first of all toimprove the standard of
living of the inhabitants of this area. These
organisations and institutions should gu-
arantee prosperity, better interpersonal,
cultural (including the strengthening of
aregional identity), and economic relations,
improve the quality of the regional environ-
ment, and stimulate creativity and innova-
tion. While Poland has established three
clear substantive priorities for its presiden-
cy (as explored in more detail below), its
decision to focus on a more effective mana-
gement of the region — by harmonising and
coordinating the activities of the various co-
operation structures as well as promoting
communication among them-is an equally
important task. '8

Priorities of the Polish Presidency
1. New agenda for sustainable
development of the Baltic Sea
Region®

The first objective of the Polish presidency
in the CBSS fits into the long-term priority

16  Etzold, Génzle, ,Creating a Coherent Framework for Baltic Sea Cooperation”, p. 6.
17, Wiceminister Henryka Moscicka-Dendys na VI Dorocznym Forum Strategii UE dla regionu Morza Battyckiego”, Ministry of Foreign Affairs,

http://www.msz.gov.pl/pl/polityka_zagraniczna/baltyk/strategia/wiceminister_henryka_moscicka___dendys_na_vi_dorocznym_forum_strategii

ue_dla_regionu_morza_baltyckiego (accessed on 26 July 2015).

18 Debska, ,Morze Battyckie taczy, a nie dzieli".

19, Priorytety Prezydencji”, Ministry of Foreign Affairs, http://www.mfa.gov.pl/pl/polityka_zagraniczna/baltyk/prezydencja/priorytety/ (accessed

on 20 July 2015).
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called ‘Sustainable Region of Prosperity’
that aims at improving three inter-depen-
dent dimensions: economic, social, and
ecological. ? The biggest challenge in this
area will be to establish the foundations
for a new agenda of sustainable develop-
ment, which will enter into force in 2015. It
should aim, among other things, to limit
the economic and social impact of climate
change. The agenda should also take the
UN'’s Sustainable Development Goals into
account.

Activities within the framework of the su-
stainable development priority are also ba-
sed on cooperation with HELCOM and
VASAB, regional organisations whose goal
is to improve environmental quality in the
region. Working with these institutions
enables the CBSS to take a more integra-
ted approach to maritime and transport
issues. Joint meetings of the Sustainable
Development Group of the CBSS and the
HELCOM-VASAB Joint Working Group are
planned.

This priority also includes issues connected
with energy, science, research, and innova-
tion as well as tourism. Poland recognises
the importance of the diversification of
energy sources as well as securing their
transport and delivery. Transmission ne-
tworks, both electricity grids and gas pipe-
lines, are a very important element in this
area. It should also be mentioned that en-
hanced energy efficiency is an important
factor in stimulating economic growth in
the region.

In the field of science, research and innova-
tion Poland supports internationalisation
through common research and innovation
strategies but also by supporting existing
research programmes and enhancing their
effectiveness. It has also included plans for
creating a Centre of Baltic Tourism as part
of this priority, which should coordinate
and stimulate cooperation within the to-
urism sector.

2. Culture as a driving force for
social and economic
development of the Baltic Sea
Region (Creativity) 2

As for the ‘regional identity' long-term
priority of the CBSS, Poland seeks to im-
plementit by promoting culture under the
motto ‘Creativity + Cooperation = Develop-
ment.’ Above all, the Polish presidency pro-
motes new interdisciplinary projects as
well as enhanced effectiveness of coope-
ration networks among cultural organisa-
tions and institutions. It also wishes to
emphasise ‘the economic potential of cul-
tural ventures and the role of culturein the
socio-economic development of the re-
gion.”2 Culture should translate into deve-
lopment through the promotion and
development of cultural tourism. While
the Ministry of Foreign Affairs has empha-
sised the necessity of harmonising activi-
ties carried out by various bodies and
cooperation frameworks on this issue, the
Ministry of Culture and National Heritage
is responsible for this priority. 3

20 Smigerska-Belczak, Iwona, ,Wspétpraca w regionie Morza Battyckiego - Rada Paristw Morza Battyckiego”, Kwartalnik Kolegium Ekonomiczno-

Spotecznego , Studia i Prace”, Nr1(3)/2012, p. 196, Warsaw 2012.
21, Priorytety Prezydencji”.
22 ,Priorytety Prezydencji”.

23 ,Polska prezydencja w Radzie Paristw Morza Battyckiego”, Przeglad Battycki, http://przegladbaltycki.pl/1354,polska-prezydencja-w-radzie-panstw-

morza-haltyckiego.html (accessed on 25 July 2015).
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3. Civil protection in the Baltic
Sea Region?*

While sustainable development and creati-
vity are broad terms that can be used hoth
to reflect concrete aims and to conceal
a lack of substantive content, civil protec-
tion has a very definite and measurable
significance for the region. Pursuit of the
long-term CBSS goal ‘a safe and secure
region’ during the Polish presidency will be
based on three main objectives:

The first objective is to enhance the regio-
nal response capacities and interoperabili-
ty of civil protection services. Activities in
this area should enhance the effectiveness
of the emergency services in responding to
natural and manmade disasters. Accordin-
gly, Poland will review the availability of
resources in the region.

The second pillar of this priority is nuclear sa-
fety and radiological protection. The MFA has
enumerated a list of actions to be taken in this
area: exchanges of data, information, and expe-
rience; cooperation programmes between
spectrometry measurement laboratories and
radiation protection authorities; and coopera-
tion among law enforcement agencies, with
special emphases on the safe transport of ha-
zardous materials and on border control.

The third element of the security priority is
strengthening the safety of children.
Deinstitutionalisation of foster custody,
strengthening foster families, and promo-

ting adoption are just some measures men-
tioned in this priority, which is assigned to
the Ministry of the Interior.

The influence of the geopolitical
situation on the Polish
Presidency and its priorities

The geopolitical situation in Central and
Eastern Europe and the suspension of high-
-level cooperation with Russia by European
states had a great influence on the forma-
tion of the priorities of the Polish CBSS
presidency, especially in the areas of susta-
inable development and civil security.

One example of the direct impact of geopo-
litics on the presidency was the cancellation
of the 2014 CBSS ministerial summit that
was to be held in Turku, Finland.? There will
be no such summit this year either, even
though it has traditionally been one of the
most important eventsin developing coope-
rationin the Baltic Sea region?. The current
situation has also other aspects which go
beyond institutional implications, of cour-
se: there is a real threat to the region's se-
curity architecture. Accordingly, there have
been real consequences, from a decreased
sense of trust and lower intensity of inter-
personal relations and contacts among
NGOs to a drop in economic exchange as
well as restrictions in financing develop-
ment cooperation. 2°

Despite the above mentioned difficulties,

24 Priorytety Prezydencji”.

o

5 Priorytety Prezydencji".
6 ,Polska prezydencja w Radzie Paristw Morza Battyckiego”.

ro

21 This was the first such cancellation in the history of the CBSS. Brask, Hans, ,Governance crisis in the Baltic Sea region cooperation?”, Baltic

Development Forum, http://www.bdforum.org/hans-brask-governance-crisis-baltic-sea-region-cooperation (accessed on 24 July 2015).
28 Smigerska-Belczak, ,Wspdtpraca w regionie Morza Battyckiego - Rada Paristw Morza Battyckiego”, p. 182,
29 Gaciarz, Janusz, ,Rada Paristw Morza Battyckiego: Priorytety dziatalnosci i wyzwania integracji regionalne;j", presentation at the 3rd Gdarisk Baltic

Conference, University of Gdansk, Gdarisk, 16 April 2015, unpublished.
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the CBSS remains one of the few organisa-
tions in which cooperation with Russia still
continues. *® As an organisation that combi-
nes the political dimension with very prac-
tical actions on various levels, the CBSS
serves as a model of dispersed integration,
which is flexible enough to go far beyond
government structures. Maintaining even
lower-level cooperation on as many areas
as possible is in the interest not just of the
region, but also of Europe as a whole. ® The
efficient, pragmatic type of cooperation
that exists within the CBSS could also indi-
rectly influence Russian society.

The Polish presidency of the Council of the
Baltic Sea Statesis also a good opportunity
for emphasising the northern dimension of
Polish foreign policy. It also presents a chal-
lenge of sustaining and developing regional
cooperation among all CBSS member sta-
tes, especially in the face of the difficult
geopolitical situationin Central and Eastern
Europe. One of Poland's aims should be to
further enhance the practical aspects of the
actions of the Council by increasing the
significance and intensity of local-level and
sectoral contacts.
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Overshadowed by the
Russia-West Rift: Security
in the Baltic Sea Region

Kristi Raik, Finnish Institute of International Affairs (FIIA), Finland

‘Russia has yet to grasp the possibilities offered by the new era. It seems that some
Moscow politicians still believe that in bilateral relations one side has to win and the

other has to lose.’

President of Estonia Lennart Meri, remarks at a meeting
to commemorate the end of the Cold War, Jyvaskyla, Finland, 8 November 1999.

‘lam not prepared to let this success story going down the drain.’

Chancellor of Germany Gerhard Schrdder on German-Russian

relations, quoted in Die Zeit, 11 September 2004.

‘Russia flouted international law and annexed Crimea [...] this calls the entire European

peaceful order into question’

Chancellor of Germany Angela Merkel, Speech at the Lowy Institute
for International Policy, Sydney, Australia, 17 November 2014.

In 2014, the effects of the Ukraine crisis on
European security were sharply felt around
the Baltic Sea. For some, Russia's aggres-
sion against Ukraine was a culmination of
worrying developments observed over
many years; an outburst of tensions similar
to a volcanic eruption that is unavoidable
butimpossible to predict with precision. For
others, it was an abrupt turn away from
stability and peace that perhaps could have
been prevented with the right mix of diplo-
macy and clarity of strategic vision.

Both of these two perspectives find supportin
the Baltic Sea region, but a shared perception

16

in this part of Europe is that the war in
Ukraine and the deep crisis in relations betwe-
en Russia and the West have had a dramatic
effect on regional security. While comparisons
to the Cold War era flourish, today's situation
is more volatile and unpredictable.

The quotes above underscore just how wi-
dely assessments of (and thus relations
with) Russia differed between Germany and,
say, Estonia 10 to 15 years ago. Now, by con-
trast, Germany has taken the lead in sha-
ping a united EU approach to Russia,
strongly condemning Russia’'s actions in
Ukraine. The EU's efforts to engage and



integrate Russia, which had dominated the
regional security agenda in the 1990s and
early 2000s, have since been overridden by
confrontation between what are two com-
peting regional powers (even if the EU never
wished to see the situation in such terms).

The threat perceptions of countries around
the Baltic Sea have been re-assessed to re-
flect this emerging bipolarity and the
accompanying renewed tensions. In addi-
tion to the events in Ukraine, Russia's rec-
kless military activity' in the Baltic Sea
region has contributed to a convergence of
views among the remaining Baltic Sea sta-
tes? Elevated concerns about national se-
curity have led most countries in the region
to increase their defence spending. Issues
of hard security and territorial defence ha-
ve made a comeback alongside efforts to
counter hybrid threats such as propaganda
and economic pressure. As a result, econo-
mic interaction, people-to-people contacts,
and cooperation on soft security issues
between the two ‘poles’ have suffered.

Yet, despite their increasingly convergent
views and deepened cooperation in the field
of security, there are still considerable
differences among the Baltic Sea states on
how best to address the rapidly deteriora-
ted security situation. The differences are
most significant when it comes to their
approaches to military power.

Both the trend of convergence in threat per-
ceptions and security cooperation, as well
as the remaining disagreements over how
to counter aresurgent Russia, are explored
in the analysis below — which concludes by

underscoring the dominance of the broader
Western-Russian agenda — especially the
fate of Europe's security architecture —over
regional approaches to security in the
Baltic Searegion.

Convergence of threat
perceptions

After the Cold War, new conceptions of and
approaches to security in Europe mushro-
omed in both academic and policy circles.
There was a shift of focus from military to
non-military threats, as well as from con-
frontational to cooperative ways of addres-
sing perceived threats. An emphasis on soft
security and on strengthening inclusive,
cooperative structures was particularly
strong in the Baltic Sea region. Military se-
curity and territorial defence were deem-
phasised and came to be viewed by many as
out of fashion. At the same time, addressing
far-away crises in places such as
Afghanistan and the Middle East became
a key component of national security policies.

Within this broader context, focusing speci-
fically on the security policies of the Baltic
Sea states reveals considerable differences
among individual countries, beginning with
different threat perceptions. In the wake of
the EU's ‘big bang’ enlargement of 2004, the
relationship with Russia was the most divi-
sive foreign policy issue between the new
and old EU member states. The Baltic sta-
tes and Poland were always outspoken abo-
ut the (latent) threat posed by Russia. At the
time when German chancellor Gerhard
Schrdder praised the German-Russian rela-
tionship as a success story and characteri-

1 lanKearns, Lukasz Kulesa, and Thomas Frear of the European Leadership Network have reported on the recent series of military encounters here:

http://www.europeanleadershipnetwork.org/russia—west-dangerous-brinkmanship-continues-2529.html .
2 Fromnow on, the article uses the terms “Baltic Sea states” and “Baltic Sea countries” to refer to all of the Baltic Sea states with the exception of Russia.



zed his Russian counterpart as a ‘flawless
democrat’, the Balts and Poles openly
expressed criticism and concern about do-
mestic developments in Russia. Germany
based its policy of engagement on a belief
—albeit one based on scarce evidence —in
Russia's democratisation and modernisa-
tion. Poland and the Baltic states, by con-
trast, saw authoritarian trends inside the
country as a factor that undermined the
prospects of cooperative and friendly
relations with their big neighbour. Intere-
stingly, both approaches saw Russia's do-
mestic development as a key driver of
Moscow's foreign policy. Their different
readings of Russia's trajectory mirrored
their very different treatment by Moscow,
which pursued a policy of friendly engage-
ment with Germany at the same time as it
expressed repeated accusations and
threats against the Baltic states. ?

The Nordic countries can be situated on
a continuum between Germany at one end
and Poland and the Baltic states at the
other. Finland displayed an approach very
close to Germany's, emphasising good
-neighbourly relations and engagement as
away to contribute to favourable changein
Russia while avoiding open criticism.
Sweden, Norway, and Denmark were some-
what more critical and thus experienced
a somewhat more strained (while also rela-
tively less important) relationship with Rus-
sia. There were also variations even within
the group of the Baltic states and Poland:
once inside the EU, Estonia and especially
Latvia pursued a more adaptive approach to
the EU's common policy towards Russia,

whereas Lithuania and Poland were more
outspoken and at times even blocked com-
mon positions.

Russia's aggression against Ukraine marked
a turning point in the evolution of Western
views on the potential of friendly engage-
ment with Russia's current regime. The
annexation of Crimea and the war in eastern
Ukraine led to a convergence of threat
perceptions among the Baltic Sea states.
The most significant re-assessment was un-
dertaken in Germany's ‘Ostpolitik.' This co-
incided with broader calls for amore active
and responsible international role for the
country, as presented in the much-cited
speech by president Joachim Gauck at the
Munich Security Conference in Janu-
ary 2014. The shift was not about changing
the core premises of Germany's foreign
policy — such as a commitment to interna-
tional norms, peaceful conflict resolution,
and multilateralism - but instead about ta-
king a stronger and more consistent role in
defending these principles. Since these
commitments became irreconcilable with
a friendly, special relationship with Russia,
it was Ostpolitik that had to be abandoned,
at least temporarily. As far as Germany's
leadership was concerned, Russia had beco-
me an existential threat to the European
security order.

The events in Ukraine have also caused
significant policy changes in Sweden, since
they shattered the previous assumption
that one could safely exclude the possibili-
ty of military conflict in Europe. Russia's
military activity in the Baltic Sea region

3 Totake just one example, then- foreign minister Andrei Kozyrev said in discussing Russian-speaking minorities in the Baltic states in 1995 that

“[t]here may be cases when the use of direct military force will be needed to defend our compatriots abroad.” Moscow Times, 20 April 1995.
4 Forsvarsheredningen [Defence Commission of the Swedish Parliament],"Forsvaret av Sverige - Starkare forsvar for en osaker tid", 15 May 2014,
available at http://www.regeringen.se/rattsdokument/departementsserien-och-promemorior/2014/05/ds-201420/ .



- including some incidents close to Swe-
den's borders — only exacerbated concerns
in Stockholm. As foreign minister Margot
Wallstrom wrote in the Swedish daily Sven-
ska Dagbladet on 6 March 2015, Russia had
become a ‘serious threat to European pe-
ace.'In 2014, a ‘separate military attack di-
rectly targeting Sweden’ was still seen as
unlikely, but the possibility of Sweden being
affected by a military conflict in the region
was acknowledged. * Sweden's anxiety was
largely shared by the other Nordic coun-
tries, as reflected in a joint declaration of
their five defence ministers that was initial-
ly published in the Norwegian daily
Aftenpostenon 9 April 2015.

For Poland and the Baltic states, the
Ukraine crisis came as less of a surprise. In
these four countries, the events in Ukraine
were more directly perceived as threate-
ning than was the case in the Nordic coun-
tries or Germany. Their assessments of
Russia had always been more pessimistic
and antagonistic, and they had considered
the Russian-Georgian war in 2008 as much
more alarming than their partnersin the EU
and NATO. In 2014 their worries were re-
-confirmed and Russia became seen as an
even more acute threat to their national
security. For example, the foreign minister
of Latvia —again a country which is known
as relatively more accommodating towards
Russia than its Baltic neighbours —stated in
March 2015 that Russia's military activity
near Latvia's borders ‘grew at an alarming

rate’in 2014 and posed a ‘threat to Latvia's
security.'®

Bolstering defence

The most obvious consequence of this
shift in threat perceptions has been an in-
crease in defence spending in almost
every country in the region. A brief look at
defence policies of the Baltic Sea states
prior to the Ukraine crisis shows a slightly
different picture compared to the level of
foreign policy rhetoric described above.
Germany's defence policy prior to 2014
matched its foreign policy rhetoric, reflec-
ting a decades-long practice of low levels
of investment in European security, a focus
for the military on crisis management in
far-away locations, and a ‘dearth of strate-
gic thinking." ®

Countries bordering Russia, by contrast,
never ceased taking into consideration the
possibility of confronting a traditional milita-
ry threat. Finland is an interesting case in
point:in parallel with its active efforts to pro-
mote friendly and inclusive relations with
Russia and its persistent official denials that
Russia posed a threat, it continued to main-
tain a credible territorial defence. Finland
and Estonia were the only countries in the
region to maintain military conscription
throughout the post-Cold War era.
Finland's emphasis on territorial defence
suggests thatits threat perceptions were not
that radically different from the Baltic sta-

5  Edgars Rinkévics, Speech by Latvian Foreign Minister at a Discussion on Foreign Policy in the Latvian Parliament, 3 March 2015, available at

http://www.mfa.gov.lv/en/foreing-minister-s-speech-at-the-discussion-on-foreing-policy-in-the-latvian-parliament-and-annual-report-on-natio-

nal-foreign-policy-and-the-eu

6  Charles Grant, “What is wrong with German foreign policy?", Centre for European Reform, 6 May 2014, available at http://www.cer.org.uk/insi-

ghts/what-wrong-german-foreign-policy.

T Kristi Raik, Mika Aaltola, Katri Pynndniemi, and Charly Salonius-Pasternak, “Pushed together by external forces? The foreign and security poli-

cies of Estonia and Finland in the context of the Ukraine crisis”, Briefing Paper 167 (Helsinki: Finnish Institute of International Affairs, 2015).



tes, although Helsinki's diplomatic relations
with Russia and its foreign policy rhetoric we-
re indeed different, being wrapped in a veil of
‘feigned naiveté.' ” Latvia and especially
Lithuania were cases of an opposite mi-
smatch, having combined alarmist rhetoric
with a defence spending below 1 % of GDP
prior to 2015. Meanwhile, Estonia and Poland
maintained their defence spending at levels
above and close to 2 % of GDP respectively.

Hence, in 2015, the largest hikes in defence
spending were seen in Lithuania (50%) and
Latvia (15%), which undertook hasty measu-
res to boost previously low spending com-
mitments. A strong re-adjustment of
defence policy took place in Sweden. During
the post-Cold War era, the Swedish military
(along with those of many other European
states) had been significantly downsized and
re-oriented from territorial defence to crisis
management tasks. In 2014, Sweden re-fo-
cused on territorial defence and increased
its military expenditure by more than
5% (albeit from a low base: even after thein-
crease, Sweden's military spending rema-
ined below its 2000 level). Likewise, Norway
considerably increased defence spending.
The new Finnish government that took offi-
ce in May 2015 has also expressed a commit-
ment to step up expenditure on security and
defence (while cutting virtually every other
sector of the state budget). Germany's
defence spending declined in 2015, and the
quality of Germany's defence forces was he-
avily criticised. Acknowledging the need for
adjustment, Germany has announced plans
toincrease military spending from 2016. Yet

its ‘civilian power' identity and its popular re-
luctance to lean on military force remain
strong.

While increased defence budgets in most
countries in the region can beread as anin-
dicator of heightened concern over the
Russian threat, significant changes have al-
so taken place in the structures and con-
cepts of collective defence. NATO has
undertaken what it calls ‘the biggest
reinforcement’ of its collective territorial
defence since the end of the Cold War.
Although still generally reluctant to boost
its military, Germany has nevertheless con-
siderably increased its commitment to the
security of NATO's eastern flank, where its
military contribution has become the
highest among European NATO members.
Denmark has also considerably increased
its contribution to the defence of the Baltic
states within an Alliance framework. °
However, Germany has objected to the per-
manent stationing of NATO forces in Poland
and the Baltic states so as not to violate the
NATO-Russia Agreement of 1997 —even tho-
ugh Russia clearly has violated the commit-
ment it made in that agreement to refrain
‘from the threat or use of force against each
other as well as against any other state, its
sovereignty, territorial integrity or political
independence.’

The stationing of troops is a major divisive
issue between Germany and NATO's
eastern members that reflects deeper clea-
vages between their foreign and security
policy approaches, notably when it comes

8  SIPRI, “Military spending in Europe in the wake of the Ukraine crisis”, Media backgrounder, 13 April 2015, available at http://www.sipri.org/me-

dia/website-photos/milex-media-backgrounder-2015.

9 Justyna Gotowska with Piotr Szymanski, “NATO's presence in the Baltic states - reassurance of allies or deterrence for Russia?”, Centre for
Eastern Studies, 29 April 2015, available at http://www.osw.waw.pl/en/publikacje/osw-commentary/2015-04-29/natos-presence-baltic-states-re-

assurance-allies-or-deterrence.
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to military power. While Germany prefers to
speak about ‘reassuring’ the Baltic states,
the latter seek credible military deterrence
against the perceived Russian threat.

Another cleavage in the region is that be-
tween members and non-members of
NATO. Finland and Sweden stay outside the
Alliance, albeit seeking further to tighten
their cooperation with it. At the same time
they have significantly deepened bilateral
defence cooperation. '° In addition, as con-
firmed in the aforementioned joint ministe-
rial declaration, the Nordic countries have
all expressed a commitment to enhancing
security cooperation-including with the
Baltic states-in order to address ‘deteriora-
tion in the security situation in Northern
Europe’. In the meantime, the role of non-NA-
TO EU membersinregional defence remains
ambiguous, in spite of their expressions of so-
lidarity towards the other Nordic and Baltic
countries, as well as their commitments wi-
thin the framework of the EU.

How to deal with the bully

In addition to national, regional, and Trans-
-Atlantic efforts to bolster regional defen-
ce, one can single out other important (if to
some extent divisive) elements of respon-
ding to Russian aggression.

Thereis general agreement on the necessi-
ty of maintaining diplomatic and other con-
tacts with Russia, but some disagreements
around the Baltic Sea (and beyond) remain

over the preferred form and nature of such
contacts. High-level political contacts have
been dominated by the Ukraine crisis,
leaving limited space for other issues. Bila-
teral diplomatic contacts have been cut to
a minimum, with Germany leading what lit-
tle diplomatic engagement efforts remain.
This has left Poland frustrated over its mar-
ginal role in crisis diplomacy. " The appro-
ach pursued by Germany (as displayed most
notably in the Minsk agreements) has not
been whole-heartedly supported across the
region—but it has also not been openly chal-
lenged so as not to fracture a fragile
Western unity. Finland stands out in the re-
gion as the only country in addition to Germa-
ny that has maintained active bhilateral
dialogue at the highest political level, provo-
king some suspicion about its commitment to
the EU line. However, none of the Baltic Sea
countries hasin fact undermined European or
western unity towards Russia. Compared to
the EU as a whole, there clearly has been
more unity among the Baltic Sea states.

The need to support Ukraine is another cau-
se that unites the Baltic Sea states, but
thereis again a notable divergence of views
on what forms Western support should
take. In principle there exists a broad
commitment to support Ukraine's domestic
reforms, although the level of actual sup-
port has been modest. Poland and the Bal-
tic states have expressed the strongest
solidarity towards Ukraine, built on shared
historical experiences and a shared interest
to counter Russia's meddling in other post-

10 Charly Salonius-Pasternak, “Deeper defence cooperation: Finland and Sweden together again?”, Briefing Paper 163, (Helsinki: Finnish Institute of

International Affairs: 2014).

11 Piotr Buras, “After Tusk: Poland in Europe”, European Council on Foreign Relations, 28 November 2014, available at http://www.ecfr.eu/page/-

[After_Tusk.pdf.

12 Andrey Makarychev, “The Crisis in Ukraine and the Baltic Sea Region: A Spillover of the Conflict?", PONARS Eurasia Policy Memo No. 345, Septem-
ber 2014, available at http://www.ponarseurasia.org/sites/default/files/policy-memos-pdf/Pepm345_Makarychev_Sept2014_2.pdf.
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-Soviet states. Lithuania and Poland have
been most forthcoming on the issue of pro-
viding lethal military assistance to Ukraine,
a step that has been rejected by Germany
and the Nordic countries as likely to escala-
te tensions further. Thus, the issue of mili-
tary power has once again become divisive.

Regional fora, such as the Council of Baltic
Sea States (CBSS), have experienced spill-
-over effects of the Ukraine crisis, such as
the cancellation of the summit that had
been scheduled for June 2014 in Finland. ™
Geopolitical confrontation has negatively
affected sectoral and technical coopera-
tion, but there is still space and practical
need for continued regional cooperation in
areas such as the environment, health, or
civil protection, where joint approaches are
required to address shared challenges.
Although curtailed due to EU sanctions and
Russian counter-sanctions, economic ties-
including trade and tourism-remain signifi-
cant. People-to-people contacts have
become particularly important as a way to
distinguish between the regime and society
in Russia and to cultivate ties to those parts
of society that have remained more open to
dialogue. However, civil society contacts
have been hit by tightening repressive
measures in Russia.

Dr KRISTI RAIK

Conclusion

Perhaps paradoxically, the combination of
increased security cooperation among the
Baltic Sea states other than Russia and
heightened concern about regional securi-
ty does not lend more importance to regio-
nalism. In the new environment, regional
security around the Baltic Sea has limited
relevance in its own right, and is instead
submerged within a broader western
-Russian agenda dominated by renewed
tensions and a revived emphasis on conven-
tional military security. The dramatic incre-
ase of Russia's military activity in the Baltic
Searegion should be seen as one symptom
of the broader confrontation over the futu-
re of Europe's security order. Likewise, in-
creased security cooperation among
countries in the region (again, excluding
Russia) is both a participant and reflection
of these broader trends. The solutions that
are being sought by the Baltic Sea states to
counter the increased insecurity aim to in-
tegrate Euro-Atlantic, regional and national
elements. The success of such solutions ac-
cordingly hinges upon the broader question
of how to rebuild the security architecture
not just of Europe, but of the entire North
Atlantic region.
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Challenges and Opportunities
in Nordic-Baltic Energy
Connectivity - Turning an
Energy Island into an
Integrated Part of the
European Energy System

Greta Tuckute, Center for Geopolitical Studies, Lithuania

For some time, ensuring Nordic-Baltic
energy connectivity has been a challenging
task, given that Estonia, Latvia, Lithuania,
and Finland have beenisolated from the Eu-
ropean energy system and market, and that
the three Baltic states had been anintegral
part of the energy grid and market of the
Soviet Union. The region's continuing de-
pendence on asingle energy supplier and its
inability to diversify energy resources has
had a directimpact on its economic growth,
development, and political climate-espe-
cially since energy has often been used as
an instrument of political pressure.

This challenging task has become one of
the main objectives of the European Union;
the objective of integrating these ‘energy is-
lands' into a common energy system has be-
en embedded in the Baltic Energy Market
Interconnection Plan (BEMIP) as well as in
the legislation of the integrating states.

The aim of this article is to assess the main ob-
stacles that stand in the way of Nordic-Baltic

energy connectivity and to provide an
overview of the possible and completed
energy projects in and around the Baltic Sea
for connecting the ‘energy islands' of
Estonia, Latvia, Lithuania, and Finland to
the EU energy system.

Strengthening interconnection capacities
and expanding energy supply corridors both
help to foster the independence of these
countries, as energy resources are vital for
economic development. Moreover,
Nordic-Baltic energy connectivity positive-
ly affects and increases regional coopera-
tion and contributes to the overall wealth,
innovation, and competiveness of the EU.

1.1 Electricity

One of the main priorities indicated in the
BEMIP Action Plan is to synchronise the
electricity grids of the three Baltic states
with that of Continental Europe. Due to
insufficient infrastructure and technical dif-
ferences among electricity grids, the
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achievement of this goal will require signi-
ficant financial investment as well as
political involvement on the highest levels.

The path toward achieving this goal is com-
plicated also because of the fact that the
Baltic electricity systems are synchronised
with those of Belarus and Russia, and opera-
ted on the basis of the BRELL (Belarus,
Russia, Estonia, Latvia, and Lithuania) agre-
ement. This continuing link constitutes an
obstacle for progressing with other tasks
such asimproving congestion management,
balancing and intra-day market functioning.

The September 2014 BEMIP Progress Re-
port indicates that ‘there is currently no
common understanding of net transmission
capacity calculation and allocation me-
thods between the Baltic TSOs, Belarus and
Russia. Baltic TSOs signed agreements re-
garding capacity calculation and allocation
on15March 2013."!

Thereport goes on to point out that negotia-
tions with Russia and Belarus, based on the
negotiating directive adopted by the
Council of Ministers in February 2012, ad-
dressed all major issues with third countries.
However, the issue of common reserves and
balancing requires further discussions.
Following the outcome of the study oninter-
connection possibilities that was completed
in September 2013, the EURUBY negotia-
tions were put on hold until the Baltic states
finalise their assessment of the situation
and agree on a way forward. ?

Moreover, the Baltic states generate elec-
tricity in different ways. The potential to use

local oil shale significantly reduces the
share of imported energy in meeting ener-
gy needs in Estonia-so much so that Estonia
is the least dependent country in the Euro-
pean Union on imported energy supplies,
with 11.9%. The majority of oil shale is con-
sumed either to generate electricity or in
the production of shale oil. ® At the same
time, Estonia has managed to increase the
share of renewables in electricity genera-
tion to 13% as of 2013.

Latvia, by contrast, gets the largest part of
electricity from hydro power. The country
has three hydroelectric power plants on the
Daugava River: Keguma HES, Plavinu HES,
and Riga HES, which together produ-
ced 48% of domestic consumption in 2011.
In total, 95% of electricity is generated by
Latvian electricity suppliers, of which
Latvenergo (with 89% of domestic produc-
tion) is dominant.

Lithuania used to be a net electricity expor-
ter, however, since the closure of the
Ignalina NPP (mandated as part of its EU ac-
cession agreement) in 2009, Lithuania has
been heavily dependent on electricity im-
ports-making it been the most vulnerable of
the three Baltic states to electricity supply
disruptions. The main sources of imports
are Estonia, Russia, Latvia, and the Nordic
countries (since the opening of the Estlink 1
& 2 cables connecting Finland to Estonia).
The present dependence on Russian electri-
city supply leaves much room for political
manoeuvring and manipulations.

On the other hand the situation will soon be
improved. For instance, the NordBalt

1 Baltic Energy Market Interconnection Plan, 6th Progress Report, July 2013 - August 2014,

2 Baltic Energy Market Interconnection Plan, Final report of the HLG, 2009.

3 Statistics Estonia, Minifacts About Estonia 2015, http://www.eures.ee/public/Minifacts_about_Estonia_2015.pdf
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undersea transmission cable directly con-
necting Lithuania to Sweden and the Nordic
electricity system) is being finalised: the
project, which will have a capacity of 700
megawatts (MW)is 90% completed thus far
and should be fully implemented by the end
of 2015. Meanwhile, the LitPol Link connec-
ting the Baltic states to Poland should also
begin functioning by the end of this year as
well, with an initial capacity of 500 mega-
watts (MW), rising to 1000 MW from 2020.4
As far as other Baltic states are concerned,
Estonia has already connected with Finland
via — EstLink 2, which was completed in
December 2014 with an EU contribution of
approximately €70 million.

A free market in electricity allows infra-
structure to be used in the most efficient
way, especially if the electricity exchange
among the countries is competitive. As an
example is Nord Pool Spot (NPS), which is
active in nine countries: Norway, Sweden,
Finland, Denmark, Lithuania, Latvia, Estonia,
the UK, and Germany). As the world’s first
deregulated power market, NPS has provi-
ded a blueprint for European electricity
market integration. ® NPS is also a
good example for how Nordic markets can
integrate with those on the eastern and so-
uthern shores of the Baltic. Increased com-
petition under NPS has made the electricity
markets in each participating country more
transparent and safer for states and their
citizens alike.

While these interconnection projects signi-
ficantly increase the independence of the
Baltic states, the question of power genera-
tion and diversification remains important

to ensuring energy security. One could
argue that it is sufficient to have the possi-
bility of importing/exporting electricity; ho-
wever, there is always the dilemma of
whether to invest in power generation
(a potentially expensive proposition for
smaller economies) or to rely instead on the
import of energy resources.

There is good potential in the Baltic Sea
region for the increased use of renewable
energy sources in power generation; it is
estimated that renewables could cover abo-
ut 30% of the gross energy demand of the
region (as opposed to 16% for the EU27);
however, the cost and efficiency of renewa-
bles production will remain an important
issue to consumers.

1.2 Nuclear energy:
to be or not to he?

Another source of electricity that has been
discussed in the region for along time is the
construction of nuclear power plants
(NPPs). Lithuania has begun to study the po-
ssibility of constructing a new plant at
Visaginas to replace the closed facility at
nearby Ignalina, as all the needed facilities
and know-how were in place. However, the
Visaginas project provoked much public
discussion, leading ultimately to a 2012 re-
ferendum in which a majority of voters dec-
lined to support the project.

Although no final decision has yet been ma-
de, the projectis not moving forward at pre-
sent. However, negotiations are continuing
with Estonia, Latvia, and Poland, the poten-
tial partner states. The project would be

4 Ascited on the website of Lithuania's electricity transmission system operator LitGrid, www.litgrid.eu.
5 Nord Pool Spot, A Powerful Partner (Annual rReport, 2014), available at, http://www.nordpoolspot.com/globalassets/download-center/annual-

report/annual-report_nord-pool-spot-2014.pdf
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implemented and partly owned by the Ja-
panese company Hitachi. Supporters of
Visaginas present it as a project of regional
importance that could ensure electricity
supply and energy diversification for the en-
tireregion and that could also contribute to
balancing electricity generation, given the
stability of nuclear power as a source that
does not depend on seasons or other
environmental conditions.

Poland has also declared its intentions to
construct two nuclear power plants.
In February 2012, the supervisory board of
the Polish Energy Group (PGE in its
Polish-language abbreviation) approved the
construction of two nuclear power
plants 2035 as part of a strategy plan for
the period from 2012 to 2035. PGE plans to
install around 3000 MW of nuclear capaci-
ty. Three potential sites are under conside-
ration: Choczewo, Gaski and Zarnowiec. 8

Finland has already four reactors, with
a fifth under construction and two more
planned for the future. One of the two, the
proposed plant at Pyhajoki plant, is to be bu-
ilt in cooperation with Russia's Rosatom.
This project has already provoked active de-
bate among local citizens and neighbouring
countries.

Russia had intended to construct a NPP in
Kaliningrad; however, immediately after the
failed Visaginas referendum, it announced
an end to those. Despite its hopes to sell
electricity to Europe, Russia faced many ob-
stacles in securing preliminary electricity
supply contracts to Europe. Moreover, the
necessary efforts to disconnect from the
BRELL system would have caused technical

difficulties for such exports, requiring
additional investments.

Another NPP project being developed in the
region is that of Belarus in Astravets, loca-
ted on the border with Lithuania and in
close proximity to Poland.

Russia's intentions to construct NPPs on
the EU border make it possible to draw the
assumption that it aims to retain access to
the European market so as to have control
of the energy market and also maintain
leverage on political, security, environmen-
tal, and economic issues through strategic
electricity generation facilities.

2.1 Natural gas

The Baltic states used to be highly depen-
dent on the Russian gas supply. Until recen-
tly, they imported natural gas only from
Russia, as the gas supply infrastructure
inherited from the Soviet Union did not pro-
vide any other options. This monopoly situ-
ation made Baltic States extremely
vulnerable and allowed the single gas sup-
plier to dictate purchase conditions and re-
quirements-not only in economic but also
in political terms. For instance, Lithuania
paid the highest price in Europe for Russian
gas, although transportation costs are cle-
arly lower than to Germany. Consequently,
Lithuania brought a case against Gazprom
to the Arbitration Institute of the Stoc-
kholm Chamber of Commerce; initiated
unbundling procedures; and constructed
an LNG terminal in Klaipeda. These actions
resulted in Gazprom's decision to change
pricing policies toward Lithuania.

6  Polish cabinet approves new nuclear plan, http://www.world-nuclear-news.org/NP-Polish-cabinet-approves-new-nuclear-plan-

2901144.html, 2014, January 29.
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Despite their highly dependent status on
Russia, there are several aspects that allow
the Baltic States to benefit from their unfa-
vourable geographical position. First is the
large gas storage facility Incukalns UGS,
with a maximum capacity of 4.47 bcm (2.32
bcm of active gas) that is located in Latvia.
During the peak season, Russian gas is sup-
plied from Inukalns to the Baltic states and
to northwestern Russia.

Anotherimportant factor is the Kaliningrad
region, which is supplied via Lithuania;
accordingly, Russia cannot easily termina-
te gas supply to Lithuania without cutting
off the exclave. Previously, Russia had tried
to connect Kaliningrad directly to the main-
land via North Stream, however, the buil-
ding of a branch pipeline did not look
commercially attractive to other partners.
The idea of building an LNG terminal in
Kaliningrad has also been raised; a feasibi-
lity study has already been completed, and
according to official declarations, the
project will be implemented by 2017,

The monopoly on natural gas supply acted
as a catalyst for additional interconnection
and supply diversification projects, with the
firm and constant support from the EU.
As Jean-Claude Juncker declared last year
before taking over the chair of the European
Commmission, ‘If the price for energy from
the East becomes too expensive, either in
commercial or in political terms, Europe
should be able to switch very swiftly to other

supply channels. We need to be able to re-
verse energy flows when necessary.'®

One of the important gas lines is the Gas
Interconnection Poland-Lithuania (GIPL),
which is aimed at diversifying gas supplies,
increasing security of supply, and integrating
the Baltic states” gas markets into a single
European market. GIPL is being implemen-
ted in cooperation with the Polish gas trans-
mission system operator Gaz-System. ®

The prospective 700-mm diameter gas
transmission pipeline will connect the
Rembelszczyzna and Jaunitnai gas com-
pressor stations in Poland and Lithuania re-
spectively. Its estimated cost is €558
million, of which €422 million covers the
section in Poland and €136 million the por-
tion on Lithuanian territory. Partly suppor-
ted by EU energy infrastructure financing
programs, GIPL is scheduled to begin ope-
rationin 2020. However, at this stage finan-
cing from the Polish side has yet to be fully
confirmed. SincePoland wants to be seen as
avital ‘energy bridge’, it should therefore al-
locate funds for the completion and further
development of this vitally needed natural
gas interconnection.

Balticconnector is another single-pipeline
project of a single pipeline linking Inkoo
(Finland) to Estonia, with a capacity of 2.4
bcm per year. Balticconnector would secu-
re gas provision in case of disruption of gas
supply from Russia. It would also support

T Usanov A, Kharin A., Energy Security in Kaliningrad and Geopolitics, BSR Policy Briefing 2/2014,
http://www.researchgate.net/publication/267626218_Energy_security_in_Kaliningrad_and_geopolitics_BSR_Policy_Briefing_22014
8  ANew Start for Europe: My Agenda for Jobs, Growth, Fairness and Democratic Change. Political Guidelines for the next European Commission, by

Jean-Claude Juncker, Strashourg, 15 July 2014,
9 Amber Grid press release, 2015 May 13

https://www.ambergrid.lt/en/news/pressrelease/spatialplanningandengineeringdesignworksofthepolandlithuaniagasinterconnectionprojectwer

egrantedfinancialassistanceoftheeuropeanunion
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Finland in the diversification of the supply
sources, both by connecting it to Inéukalns
and by enabling it to gain access to the Eu-
ropean gas network. As of today, two alter-
native Estonian destinations for the pipeline
have been identified: Paldiski and Muuga.

Other intra-Baltic connections include:

— Latvia-Estonia pipeline: upgrades are
underway to increase its capacity from the
current 7 million cubic metres per day
(mcm/d) to 10 mem/d and to add a reverse
flow compressor; the estimated completion
date for these improvements is 2016;

— Estonia (Narva)-Russia Pipeline: while its
current capacity is only 0.5 mcm/d, by 2022
this should be increased to 7.5 mcm/d
(bidirectional).

— Latvia-Lithuania Pipeline: although its
current bidirectional capacity is 5 mcm/d,
two upgrades are possible: one would incre-
ase the daily capacity to 6 mcm/d by 2018,
while the other le the other one would bring
it to 12 mem/d by 2020.°

2.3LNG

LNG terminals can contribute significantly to
the strengthening of energy security and di-
versification. One of the first LNG terminals
built in the region is the floating facility at
Klaipéda, Lithuania, which has a nominal
capacity of 4 bcm per year" and can serve
as an additional regional gas supply infra-
structure to the region (see figure below™).

Its capacity is sufficient to satisfy the enti-
re natural gas demand of Lithuania and
most of the demand of Latvia and Estoniain
the event of a sudden gas supply interrup-
tion from the East. The Lithuanian gas
trading company Litgas has signed agre-
ements allowing it to sell gas from
Lithuania to the other Baltic states'.

ROSSIJA

POV poror

Additional LNG terminals in the region are
planned for Finland, while discussions are
taking place regarding potential terminals
in Estonia and Latvia. Despite widespread
speculation, to date no material agreement
has been reached on building a large-scale
terminal in any of these countries.

10 Booz & Company, Analysis of Costs and Benefits of Regional Liquefied Natural Gas Solution in the East-Baltic Area, November 2012,
11 Klaipeda LNG, presentation material presented by the former general manager Rokas Masiulis www.sgd.lt,.

12 Ibid.

13 Litgas press release, ,LITGAS obtained permission to trade in Estonian gas market”, 2015. http://www.litgas.lt/en/litgas-obtained-permission-to-

trade-in-estonian-gas-market/.
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However, several small scale terminals will
start functioning in Finland by 2018. Mean-
while, Polish LNG terminal in Swinouj$cie
should soon begin operation after extensi-
ve delays caused by disagreements betwe-
en the government and the general
contractor responsible for the terminal’s
construction. ™

3. 0il

Although oilis not usually a key focus of the
EU's energy policy, it still represents more
than a third of Europe’s energy mix'®. The
liquidity of the global oil market and its dif-
ferent infrastructure requirements do not
raise the same concerns as for gas; the fun-
damental dependence of the transport sec-
toronoilis not addressed inthe EU's energy
security policy. Neverthelessitisimportant
to review developments in the oil supply
sector, given that certain cases show a clo-
serelationship between oil supply dynamics
and the political climate.

Just like the gas and electricity sectors, the
oil sector has experienced pressure from
Russia. The three Baltic states have repe-
atedly experienced oil supply cutoffs during
or after political or economic disagre-
ements with Russia. For instance, oil
exports were interrupted when Latvia refu-
sed to sell the Daugavpils river port oil faci-
lities in 2003 and when Lithuania sold thes
Mazeikiy Nafta oil refinery to a Polish and
not Russian company in 2006 Oil sanctions
served as an instrument of political pressu-
re against Estonia after that country moved

a Soviet-era war memorial away from the
centre of Tallinn in the so-called Bronze
Soldier events of 2007.

Oilis supplied and exported through the fol-
lowing terminals: Muuga, Paldiski South,
and Paljassaare Harbour (Estonia); Liepaja
and Ventspils (Latvia); Butinge and Klaipéda
(Lithuania). '

4.1Liberalisation of the EU
energy market

The first two packages of EU legislation
aimed at liberalising the energy market
were introduced in 1996 and 2009, with the
Third Energy Package (3EP) — devoted to
ownership unbundling — coming in 2011.
The 3EP provided for the separation of ener-
gy production from energy transportation
infrastructure, as a consequence of which
suppliers are no longer able to monopolise
the transportation and distribution of their
energy resources.

Lithuania and Estonia implemented unbun-
dling legislation in the natural gas and elec-
tricity sectors before the 2014 deadline.
While Latvia has yet to complete implemen-
tation in the natural gas sector, it is expec-
ted to do so by 2017. Nonetheless, this delay
represents a problem, as the lack of compe-
titive access to the Incukalns storage
facility effectively shuts down the free
circulation of LNG in the region.

The Third Energy Package is considered hy
Russia to be discriminatory and highly

14, Saipem Asks Additional Support from Poland for Swinouj$cie LNG Terminal, Natural Gas Europe, 30 March 2015,

http;//www.naturalgaseurope.com/saipem-asks-additional-support-poland-winoujcie-Ing-terminal-22972

15 Jacques Delors Institute, From the European energy, Community to the Energy Union A Policy Proposal for the Short and the Long Term, 2015,

p.29.

16 Jacques Delors Institute, The Baltic States in the EU: Yesterday, Today, and Tomorrow, July 2013, p. 70.
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adverse toitsinterests; accordingly, Russia
brought a complaint to the WTQO, charging
that ‘[..]Jelements of the Third Energy
Package, in the opinion of Russia, contradict
the obligations of the EU in WTO on basic
principles of non-discrimination and market
access|...] the Third Energy Package creates
serious obstacles to ensure a stable supply
of Russian gas to the EU.'

Of course, unbundling legislation can only
be fully effective once there is a choice of
suppliers. It can be assumed that after con-
necting the electricity grids to their EU
neighbours to the north and south; boosting
LNG supply projects to the region; and de-
veloping alternative energy resources, the
Baltic states will be able to benefit from the
Third Energy Package It is already evident
that LNG infrastructure has contributed to
the objectives of the 3EP by creating alter-
native supply sources and increasing
market competition.

5. Concluding remarks

One of the first statements of the European
Commission statement launching the Ener-
gy Union initiative declares that ‘Our vision
is of an integrated continent-wide energy
system where energy flows freely across
borders, based on competition and the best
possible use of resources, and with effecti-
ve regulation of energy markets at EU level
where necessary.’' ' However, for this stated
objective to be achieved in the Baltic, much
effort is still required. To date, many steps
have been taken to improve infrastructure
and allow energy to flow more freely;

however, the region still can be labelled as
an energy island to some extent, as some
energy sectors experience obstacles
caused by political manoeuvring and infra-
structure limitations.

The gas market s still remarkably bound to
the single supplier. While the construction
of an LNG terminal in Lithuania diversified
gas supplies to an extent, the delayed libe-
ralisation of the Latvian gas market pre-
vents the full use of the terminal for
regional purposes. While the GIPL projectis
scheduled for completion by 2020, past
experience shows that such large-scale pro-
jects experience considerable delays witho-
ut high interest from all stakeholders.
As long as this project is not implemented,
there will not be any direct connectivity be-
tween the northern and southern European
gas markets.

Ideally, the Baltic gas market would
become one market with one common regu-
lator. While the infrastructure exists to ma-
ke this idea worth considering, it is still not
currently possible in practice due to the fo-
reign and domestic policy interests of each
state. While a single market space would
bring more competition and provide a stron-
ger negotiating position, in the absence of
specific EU legislation national interests are
simply too strong. Nonetheless, some tan-
gible steps forward in this sphere can be
cited, such as the creation of the Lithuanian
natural gas trading platform GET Baltic,
which aims to become the main natural gas
trading platform in the Baltics.

17 Quotation of the director of the Ministry of Economic Development's department of trade negotiations, Maksim Medvedkov,

http;//rt.com/business/156028-russia-sues-eu-energy/

18 Communication from the Commission, A Framework Strategy for a Resilient Energy Union with a Forward Looking Climate Policy, COM (2015) 85

Final, February 25, 2015
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The electricity sector has been quite wide-
ly developed and now features both good
intra-Baltic connections as well as intercon-
nections to the north and south. However,
in some parts the infrastructure is old and
needs to be upgraded, given that grid capa-
cities are not always efficient.
Another obstacle —or rather, challenge - is
that the Baltic electricity system is syn-
chronised with that of the former Soviet
Unionvia BRELL. The Russian side obviously
is interested in delaying desynchronization
given that it would have a direct impact on
the Kaliningrad region and the overall ba-
lancing of the BRELL system. However, with
the launch of LitPol Link and NordBalt by
the end of this year, electricity circulation
will affected regardless.

As with the other sectors, ensuring oil sup-
ply is not a simple task. The main Druzhba
(‘friendship’) pipeline has been under con-
struction for many years, putting Mazeikiy
Naftainan economically difficult situation.
As a result, the Polish company Orlen-the
owner of Mazeikiy nafta-has experienced

publications.

huge losses. Meanwhile, in Latvia a conside-
rable decrease of oil exports through its
ports has been observed, as Russia has di-
verted its exports through Primorsk.
Estonia has also seen less oil transit thro-
ugh its rail network, especially at times of
increased political tension such as the
period following the 2007 Bronze Soldier
events.

In conclusion, despite its progress in infra-
structure and in technical areas, the Baltic
region remains vulnerable due toits geogra-
phical and geopolitical situation. There is
plenty of evidence to support the point that
problems in the region’'s energy sector often
appear as a result of political pressure.
Decisions take place not on economic gro-
unds but because of the political and emo-
tional environment. However, energy
infrastructure projects, development of rene-
wable energy, strong EU legislative support,
and strengthening of regional cooperation can
turnthese shortcomings into advantages, and
the Baltic states could well be positioned in
the future as a competitive energy hub.
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The Roots of Putin’s Media
Offensive in the Baltic
States: Learning Lessons in
Counterstrategies

ave

Nerijus Maliukevi€ius, Institute of International Relations and Political Science

at Vilnius University, Lithuania

‘Falsehood flies, and the Truth comes limping after it; so that when Men come to
be undeceiv'd, it is too late; the Jest is over, and the Tale has had its Effect..’

The article examines the evolution of
Russia's posture on Information Warfare (IW)
and its practical application in the Baltic sta-
tes. The analysis begins by reviewing the
Soviet experience with political concepts
such as propaganda and agitation
(nponaeaHda u aezumayus, in Russian), as
well as military concepts Llike active
measures (akmusHele meponpuamus”),
strategic deception (cmpamezuueckas
mackuposka,) and reflexive control
(pedpnekcusHbili kKoHmposns). Special
attention is given to the institutional ar-
rangements, networks, and political-mili-
tary practices that helped to create the
mystique of a Communist utopia and sha-
pe the images of Soviet enemies. It then
continues by looking into how this practice of

Jonathan Swift

creating a ‘fake facade’ of Soviet reality was
borrowed by the Kremlin under President
Vladimir Putin and put into effect in
Russia's neighbourhood: first in the Baltic
states and now, most vividly, in Ukraine.

The second principal part of this rese-
arch outlines the experience of the Baltic
states with the influence strategies of the
contemporary Kremlin by looking into the
deliberate penetration and free-riding of
their media environment by Kremlin media
assets as well as at Russia's sophisticated
truth-bending campaign, which uses
pseudo-documentaries, films, and books.
The preferences of the Lithuanian audience
are analysed with the help of a recent public
opinion survey. % After illustrating how the

1 Public opinion survey (CATI method) was ordered by VIASAT and carried out by “Spinter Research” in May 2014. The data analysis was done by the
author and by Dr. Maivydas Jastramskis (Institute of International Relations and Political Science, Vilnius University).
2 See forexample Fiona Hill,,“Russia's Newly Found “Soft power", The Globalist (2004-08-26)
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Kremlin gradually weaponised its media
and information policies within its neighbo-
urhood, in its final part this article focuses
on potential response strategies by the
Baltic states in countering this aggressive
information offensive. Special attention is
given to the issue of Russian TV broadcast
restrictions in Lithuania, as well as counter-
-strategy considerations in the other two
Baltic states. The article concludes with
recommendations for coordinating a wider
European response to the Kremlin's abuse
of media and information channels for its
geopolitical interests.

The legacy of building a ‘fake
facade’ of Soviet reality

Foryears scholars examined Kremlin'sin-
fluence strategies in its neighbourhood
through the magnifying glass of Western
concepts such as soft power or information
warfare®, This is a somewhat misleading ap-
proach, however, because it fails to assess
theimportance of the Soviet experience and
the legacy of concepts and strategies that
are quite unique to the history and practice
of Soviet/Russian geopolitical power and
political leadership in the region. During
a meeting with Russia's ambassadors
in 2012, Vladimir Putin concluded with re-
gret that ‘as far as using new methods go-
es, soft power methods, for example, there
is still much to reflect on.” * Accordingly, it
is quite evident that the concept of soft po-
wer remains somewhat alien to the Krem-
lin, especially in the face of aggression in
Ukraine. This should come as no surprise,

because Joseph Nye originally introduced
the concept of soft power back in the 1990s
as an American political invention. °
The same could be said about the concept
of information warfare, which was original-
ly coined by US military strategist Martin
Libicki in his book What Is Information War-
fare, which primarily concentrated on the
American strategic military edge®. Contem-
porary Russian influence strategies in the
neighbourhood resemble Soviet-era practi-
ces more than Western ones.

In order for the Baltic states to be
effective in counter-strategy, itis important
conceptually to understand the nature of
the challenge for the region. For influence
and power plays, the Kremlin borrows a lot
from the Soviet past. During the Cold War
years, such policy was not defined in Nye's
terms; instead, it had other names in the po-
litical realm: ideological struggle
(uoeonozuyeckas 6opeba) or propaganda
and agitation (nponaeanda u aeumayus)
Soviet party documents stressed that an
‘ideological struggle for the hearts and
minds of billions of people around the pla-
netis taking place[..] and the future of man-
kind depends on the outcome of this
ideological struggle.' " Those concepts we-
re used to depict an attractive Soviet utopia
for both the domestic and international au-
dience. This fake ideological facade was
later used for very practical political purpo-
ses: e.g. in provoking ‘permanent revolution’
abroad, or selling Stalin's idea of ‘socialism
in one country." When analysing the Soviet
concept of propaganda and agitation in

Martin C. Libicki, What is Infoemation Warfare (NDU publ., 1995).
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CoBeLLaHve NOCIOB 1 NOCTOAHHbIX NpeacTaBuTenei Poccun. (2012-07-09), available at: http://kremlin.ru/transcripts/15902 [accessed: 2015-07-06]
Joseph S. Nye Jr. Bound to Lead: The Changing Nature of American Power (Basic Books, 1990).

Crykanu, bopuc. Matepuan Mnexyma Lientpanbroro komuteta KNCC, (14-15 nions 1983), 7.
Frederick C. Barghoorn, Soviet Foreign Propaganda (Princeton University Press, 1964), 12.
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his 1964 comprehensive study, Frederick
Barghoorn was struck by the similarities be-
tween Communist propaganda and the reli-
gious propaganda of the Catholic Church:
a few intelligent and dedicated individuals
could be converted to ‘correct’ Marxist
-Leninistideology and could later carry out
agitation work among the masses®. In the
Soviet Union, Communist ideology became
a substitute for religion. Barghoorn conclu-
des that this process of ideological conver-
sion through propaganda was especially
important for the Soviet Union because it
produced revolutionaries that were deter-
mined to change their respective social and
political environments to create a Soviet-
-style utopia.®

This almost religious belief in a Soviet
utopia was vital for practical political
purposes:internally this helped organise the
political life of Soviet society, while external-
ly it served to find ‘useful idiots’ to carry on
the existential ideological struggle with the
West. Itis striking how successful the Soviet
Unionwas at the art of propaganda. It mana-
ged to create a fake reality in which science
was replaced by Marxist-Leninist ideology;
education by indoctrination through the di-
scipline of the Pioneer and Komsomol youth
organizations; and journalism by propagan-
dain state newspapers with Orwellian titles
such as The Truth (Mpaegda,.

The same can be said about the way
external Soviet political ideological front
group networks were organized. Networks
of Communist parties and movements aro-
und the world were also given Orwellian

titles including words such as ‘friendship,’
‘peace,’ or ‘culture.' These front groups we-
re key participantsin the global ideological
struggle (udeonozuyeckas 6opeba) with
the West. The first group was the Comintern
(Communist International), founded in 1919
and later succeeded by Cominform (the
Communist Information Bureau, which exi-
sted until 1956. However, the best illustra-
tion of the Soviet political network model is
the Union of Soviet Societies for Friendship
and Cultural Relations with Foreign Coun-
tries (SSOD), an umbrella group of interna-
tional Communist organisations and
popular front movements created in 1958 as
a successor to the All-Soviet Society for
Cultural Relations with Foreign Countries
(VOKS). Overall, such networks of ‘peace’
and ‘friendship’ organizations concentrated
on specific topics that changed over time:
during the early years the key theme was
‘the unity of the international proletariat
and the spread of socialism’; in the period
immediately before and after the Second
World War, the topic shifted to the fight
against ‘fascists and warmongers’; later, it
was replaced by the Soviet struggle against
‘colonialism and discrimination’ and toward
‘peace, democracy and socialism.''® This en-
tireideological struggle against the capita-
list bloc was orchestrated by experienced
specialists from the International Section
of the Central Committee of the Soviet
Communist Party.

The anti-Western slogans of contempo-
rary Kremlin's propaganda resemble much
of this Soviet experience. This should come
as no surprise, because — as Barghoorn

8  Barghoorn, 16.

9 Nerijus Maliukevicius, “(Re)Constructing Russian Soft Power in the Post-Soviet Region”, Baltic Security & Defence Review (Vol 15, Issue 2, 2013),

1.
10 Barghoorn, 29.
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concluded — Soviet propaganda and agita-
tion was marked by a special kind of seman-
tic adaptability: the ‘proletariat and working
class' in later propaganda messages was
turned into the ‘peace-loving people’ and
still later into the simple catch-all of ‘the
people.'" Such semantic adaptability can be
seen today in Putin's repurposing of WWII-
-era narratives about ‘fascists’ in the Baltic
states or Ukraine.

In the military realm Soviet strategists
practiced such concepts as active measures
(ak musHble meponpusamus), strategic decep-
tion (cmpamezuveckas mackuposka) and
reflexive control (pegpriekcueHbIli KOHMPOITL).
Fake reality was a tool for the Soviet military
as well, which used these conceptsin order to
discredit, disorient, and deceive the opponent.
The KGB was the master of active measures,
which were defined as ‘covert or deceptive
operations conducted in support of Soviet fo-
reign policy. [...] The goal of active measuresiis
toinfluence opinions or actions of individuals,
governments, or publics. Deception is the es-
sence of active measures.' " Strategic decep-
tion and reflexive control, meanwhile, were
the domain of Soviet military institutions. The
American analyst Timothy L. Thomas has
rightly summarised the end game of all these
concepts as follows:

o (distraction, by creating a real orimagina-
ry threat to one of the enemy’s most vi-
tal locations (flanks, rear, etc.) during the
preparatory stages of combat opera-
tions, thereby forcing him to reconsider
the wisdom of his decisions to operate
along this or that axis;

o overload, by frequently sending the ene-
my a large amount of conflicting
information;

e paralysis, by creating the perception of
a specific threat to a vital interest or
weak spot;

e exhaustion, by compelling the enemy to
carry out useless operations, therehy
entering combat with reduced resources;

o deception, by forcing the enemy to real-
locate forces to a threatened region
during the preparatory stages of combat
operations;

o division, by convincing the enemy that he
must operate in opposition to coalition
interests;

o pacification, by leading the enemy to
believe that pre-planned operational tra-
ining is occurring rather than offensive
preparations, thus reducing his vigilance;

o deterrence, by creating the perception of
insurmountable superiority;

e provocation, by force him into taking
action advantageous to your side;

o overload, by dispatching an excessively
large number of messages to the enemy
during the preparatory period;

e suggestion, by offering information that
affects the enemy legally, morally,
ideologically, or in other areas;

e pressure, by offering information that
discredits the government in the eyes of
its population®.”

This comprehensive outline of Soviet
measures of military deception bears stri-
king resemblance to the recent Kremlin
campaign against Ukraine in Crimea.
Concealing the military's identity; provoking

11 Soviet Influence Activities: A Report on Active Measures and Propaganda, 1987-1988. (Washington: U.S. Department of State, 1989), viii.
12 Timothy L. Thomas, “Russia's Reflexive Control Theory and the Military". Journal of Slavic Military Studies (17; 237-256, 2004), 248-249.
13 TRANSCRIPT: Presidential Address to the Federal Assembly (December 16, 2013) available at: http://russialist.org/transcript-presidential-address-

-to-the-federal-assembly-transcript-concluded/ [accessed: 2015-07-06]
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unrest; paralysing Ukrainian government
and military institutions: these were the
precise stepsin Putin's course of action.

Contemporary Russian propa-
ganda and the ,new fake”
of Putin’s political reality

The Soviet experience demonstrates how
importantideology is for the success of pro-
paganda and agitation. While Communist
ideology was the cornerstone for Soviet pro-
paganda practices in the West, modern
Russia specifically lacked such an ideologi-
cal base until Putin (re) invented the ideas
of the ,Russian World" (Rycckut mup) and,
later, a conservative agenda. " While
Moscow lost its global appeal based on
communistideology, it was still able to ma-
intain its reach over the region in the
post-Soviet environment.

The Kremlin has also heavily borrowed
from the Soviet institutional experience:
in 1994, during the Yeltsin administration,
those enormous institutional capacities
were mobilised around Roszarubeztsentr,
whichin essence became a successor to the
Soviet SSOD and VOKS organisations. Under
Putin Roszarubeztsentr was reorganised
into Rossotrudnichestvo in 2008. Meanwhi-
le, the Baltic states were the focus centre
of another institution within the presiden-
tial administration, the Department for
Interregional and Cultural Relations with
Foreign Countries, which was established
in 2005, when Vladimir Putin appointed
Modest Kolerov as its first head. In 2007 yet
another institutional reshuffle took place

with the establishment of the Russian
World Foundation, headed by Vyacheslav
Nikonov. This foundation devotes its activi-
ties entirely to the practical implementa-
tion of the Russian World ideology.

On the other hand in the military realm
strategists modified old Soviet conceptsin-
to new stratagems: for example,. in the Rus-
sian General Staff this resulted in the idea
of nonlinear conflict — or, as many call it,
hybrid warfare — in which the Soviet expe-
rience of military deception, distraction, and
disinformation are central to this new way
of winning future battles. '® In Gerasimov's
doctrine of nonlinear conflict, non-military
tools of influence are even more important
than traditional military means. '6

With the help of these contemporary pro-
paganda toolboxes, the Kremlin started to
shape a ‘new fake' reality for the Baltic sta-
tes and other neighbouring societies. The
primary target group was and still is
Russian-speakers in the region. Two main
narratives focus around the exceptionalism
of the Russian World and the traditionalism
of conservative values —thereby presenting
a clear dichotomy between Russia and the
West, between ‘good’ and ‘evil." Additional-
ly, several other sub-narratives constantly
emerge: these include the artificial and re-
visionist character of the Baltic states (and
other states that emerged after the collap-
se of the Soviet Union) and the storyline of
the ‘golden age’ of Soviet rule.

Putin’s reaction to Euromaidan and his later
aggression in Eastern Ukraine demonstrated

14 Banepwii fepacumoB. LienHocTb Hayku B npeaugequn. VPK (No. 8 (476) 27-02-2013) available at: http://vpk-news.ru/articles/14632 [accessed:

2015-07-06]
15  Ibidem.

16 For more see Stopfake.org available at: http://www.stopfake.org/en/news [accessed: 2015-07-06]
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just how robust and intense this process of
creating ‘new fake' realities for political
ends can be: suddenly, Russian state televi-
sion stations stopped bothering to use fake
witnesses or professional actors to tell in-
vented stories on prime-time news and talk
shows; they simply ‘reported’ stories such
as the alleged crucifixion of a child by the
Ukrainian military. " This culminated with
the Crimean campaign, during which Rus-
sian military spin doctors supported the
strategy of using unidentified soldiers on
the ground from the beginning, and continu-
ed to back this campaign of fake reality in
the Donbas region: e.g. in ‘explaining’ the
shooting down of Malaysia Airlines Flight 17
and the supplying of separatists via
so-called ‘humanitarian convoys.' This stra-
tegy of using deception, distraction, and di-
sinformation in order to create a new kind
of virtual reality, perfectly suited to Putin's
political ends, is best illustrated in a new
study by Peter Pomerantsev. 8

From a Baltic perspective, this Kremlin
propaganda offensive in the region is the re-
sult of along-term approach: for more than
a decade, Russia concentrated on bringing
its media outlets into the European media
environment in order to be able to reach ne-
ighbouring populations with the above-
-mentioned narratives. In an analogy with
geopolitics of energy, such an approach
could be called ‘geopolitics of informa-
tion,"®in which the European media environ-
mentis abused (and information tools used
for geopolitical ends), in much the same
way as Gazprom increased its dominance in

the European energy market and became
a source of political leverage for Putin’s fo-
reign policy goals. What was central to the
Gazprom strategy was the establishment of
murky energy subsidiaries in the Baltic sta-
tes and in other European countries. Later,
those subsidiaries were used to put pressu-
re on the respective governments during
energy negotiations with Russia — and in
some cases, to influence domestic political
landscapes financially during elections. 2°
The same could be said about Putin’'s geo-
politics of information, in which the
Kremlin has sought to establish state me-
dia subsidiaries in European countries: e. g.
the First Baltic Channel (PBK) was licensed
in Latvia; five other channels (NTV Mir Bal-
tic, NTV Mir Lithuania, REN TV Baltic, REN
TV Lithuania, and PBMK — Music TV) in Gre-
at Britain; and RTR Rossiya in Sweden?.,
With the help of such ‘media-offshoring’ of
Russian state TV channels, the Kremlin
gained a significant competitive edge in
reaching its target audiences in the Baltic
states.

The geopolitics of information approach has
become a sophisticated truth-bending campa-
ign with the use of the above-mentioned TV
channels as well as other media outlets.
This campaign focuses mainly on the topic of
history —from distant periods to the more re-
cent past—to present a new virtualreality for
the Baltics. This can be illustrated by the
following list of ‘pseudo-documentaries’ and
books:

17 Peter Pomerantsev, Nothing Is True and Everything Is Possible: The Surreal Heart of the New Russia. (PublicAffairs, 2015, 241 pp.)
18 Nerijus Maliukevicius, ,Russian geopolitics of information”, Lithuanian political science yearbook. (2007).

19 Agnia Grigas. The Politics of Energy and Memory between the Baltic States and Russia (Ashgate Publishing, 2013).

20 See The Radio and Television Commission of Lithuania. available at: http://www.rtk.lt/ [accessed: 2015-07-06]

21 For more see Stopfake.org, available at: http://www.stopfake.org/en/news [accessed: 2015-07-06]
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Table1List of propaganda examples

Year Media Title Narrative/plot
‘DalncTcKme HacTpoeHusa B NlaTeum,
2003 Internet ScToHuUm 1 Nintee’ Rise of neo-fascism in the Baltic States.
(Fascist Sentiment in Latvia, Estonia and Lithuania)
‘Mpubantuka mexay CtanuHbiM 1 Mutnepom’ A o
2004 Book (The Baltics between Stalin and Hitlen Justification of the Molotov-Ribbentrop pact.
2005 Documentar ‘Haumsm no-Mpubantuiickn’ Collaboration of the Baltic states with Hitler
y (Nazism, Baltic Style during the Second World War.
2005 Internet caricature ‘CMepTb GpaLMCTCKUM OKKynaHTam!' Art competition for best caricature on the topic
contest (Death to the Fascist Invaders) of neo-fascism.
‘I'IpeCTynneHMﬂ HaUuncToB N nx noco6bHNKOB
2006 | Collection of documents B Mpubantuke (SctoHns) 1941-1944" Collaboration of the Baltic states with Hitler
(Crimes of the Nazis and Their Collaborators during the Second World War.
In the Baltic States (Estonig) 1941-1944)
2006 Book ‘Natbiwckuii nerviod CC: BYepa 1 cerogHs’ Collaboration of the Baltic states with Hitler
(The Latvian SSLlegion: Yesterday and Today) during the Second World War.
2008 Documentar DCTOHMA — NepeKpECcToK ncropmn’ Collaboration of the Baltic states with Hitler
y (Estonia: The Crossroads of History) during the Second World War.
) ‘NaTBuA NoA Urom Haumsma’ Collaboration of the Baltic states with Hitler
2006 | Collection of documents (Latvia Under the Yoke of Nazism) during the Second World War.
) ‘DCTOHMA: KPOBaBbI Clief Haum3ma’ Collaboration of the Baltic states with Hitler
2006 | Collection of documents (Estonia:. The Bloody Face of Nazism) during the Second World War.
. ‘Tpareaua Jlutebl: 1941-1944 roapl’ Collaboration of the Baltic states with Hitler
2006 | Collection of documents (The Tragedy of Lithuania: 1941-1944) during the Second World War.
Collection of documents . . . , Collaboration of the Baltic states with Hitler
2007 (in English) Latvia Under the Nazi Yoke during the Second World War.
Collection of documents . . e 1QI_1O4L Collaboration of the Baltic states with Hitler
2007 (in English) Estonia. The Bloody Face of Nazism: 1941-1944 during the Second World War.
Collection of documents . . B Collaboration of the Baltic states with Hitler
2007 (in English) »The Tragedy of Lithuania: 19411944 during the Second World War.
‘TpecTynneHna HaUMCTOB N UX NOCOBHUKOB
2007 Collection of documents B Mpubanturke (NlatBus) 1941-1945' Collaboration of the Baltic states with Hitler
(Crimes of the Nazis and Their Collaborators during the Second World War.
in the Baltic States (Latvia) 1941-1945
2007 Book ‘Npubantuinckuin Gawumsm’ Collaboration of the Baltic states with Hitler
(Baltic Fascism) during the Second World War.
‘MpunbanTKa: HeBblyYeHHble YPOKN' Collaboration of the Baltic states with Hitler
2007 Documentary (Baltics: Unlearned Lessons) during the Second World War.
‘MpubanTtuka. ctopnsa ogHoM okKynaumn’ N N . . .
2009 Documentary (Baltics: The Story of One Occupation) Golden age” of Soviet rule in the Baltic States.
2013 Documentar ‘Yenosek 1 3aKoH' Revisionist account of the events of January
y (7he Man and The Law) 1991in Vilnius.
2013 Documentar ‘CkpbiTas ncropus NMpubantukn’ Collaboration of the Baltic states with Hitler
y (7he hidden history of the Baltic) during the Second World War.

Source; the author
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These are just a few examples of how
Russian propaganda narratives shape a new
virtual reality and history. Usually such
campaigns are organised before or during
key national holidays or during electoral
cycles. They paint a picture of the Baltic sta-
tes as revisionist countries with aggressive
nationalist values, fascist pasts, and neo-
-fascist presents. By contrast, of course, the
Soviet period is presented as a glorious and
nostalgic ‘Golden Age.’

Baltic experience of battling
the “new fake” of Putin’s
propaganda

When Russia started its campaign of
aggression in Ukraine, a group of young pro-
fessionals and activists took up the challen-
ge of countering Putin's information
offensive and debunking fake stories and
narratives by launching the internet project
StopFake.org in March 2014.22 In the Baltic
states, the idea of countering Russia's geo-
politics of information campaign and the
and Kremlin's propaganda narratives is not
a new one; these techniques have for years
been the focus of Baltic counter-strategies.

The feeling of being duped by fake reality
and history on Russian TV channels is present
not just among Baltic leaders and experts,
but within society more generally: in 2014,
Lithuanians were surveyed about their trust
in the news and information presented on
three major Russian TV channels in Lithuania
—PBK, RTR and NTV; the largest group (one-
-fourth of respondents) stated that they com-
pletely distrust Russian news, backed by an
additional 13.9% who somewhat distrust it;

these figures can be compared with the
only 1.6% who expressed complete trust
and 4.9% who said they somewhat trust the
news sources (see Chart1).

Chart 1. Do you trust the TV news
and information broadcasts of
PBK, RTR and NTV? (%)

B Completely
distrust;

25%

B Neither trust
nor distrust;
18,6 %" Somewhat
distrust;
139%

® Somewhat
Completely ~ trust;
. 4,9

Source: Mazvydas Jastramskis and, Nerijus Maliukevicius, Public
Opinion Survey - CATI method (VIASAT, Spinter Research, May, 2014).

Russian propaganda pressure accordin-
gly resulted in counter-pressure from the
Baltic states, which began toimplement so-
me counter measures. In August of 2011
a think tank specializing in investigative jo-
urnalism called Re: Baltica — which can be
considered a prototype of StopFake.org —
was established. The think tank has produ-
ced some excellent investigative reports
about Russian propaganda and its organisa-
tioninthe Baltic: e. g. several investigations
were conducted under the ‘Money from
Russia' initiative.®In 2014 NATO decided to
establish a Strategic Communications Cen-
tre of Excellence (StratComCOE) in Riga,
thus strengthening organisational commu-
nications capabilities in the heart of the

22 For more see Re:Baltica: The Baltic Center For Investigative Journalism. ,Money from Russia“ initiative available at: http;//www.rebalti-

ca.lv/en/investigations/money_from_russia [accessed: 2015-07-06]

23 For more see NATO Strategic Communications Centre of Excellence available at: http://www.stratcomcoe.org/ [accessed: 2015-07-06]
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Baltic. Apart from Latvia, StratComCOE has
six other sponsoring nations: Germany,
Estonia, Italy, Lithuania, Poland, and the
United Kingdom. The centre is quite active
in researching Russian propaganda capabi-
lities, releasing for example a 2014
‘Analysis of Russia's Information Campaign
against Ukraine.' %

Estonia, for its part, has pioneered
another important counter-propaganda
tool: the Annual Reviews of its Internal
Security Service (KaPo), published begin-
ning in1998. In these reviews, KaPo devotes
significant attention to publicising Russian
influence operations, describing in detail
the institutions and individuals involved. %
From 2012, Lithuania's State Security
Department and Military Intelligence Servi-
ce began to produce similar annual reports.
Additionally, Estonia holds annual discus-
sions among key media, military, and politi-
cal decision-makers under its Psychological
Defence initiative—and at these meetings, the
Russian information offensive in the region is
a central topic during those meetings?,

One of the spheres of counter-strategy
in which Lithuania has taken the lead in the
Baltic became the use of administrative-
-legal action against the disinformation,
hate speech, and war propaganda that be-
came frequent on Russian-controlled tele-
vision stations. While the aggressiveness of
Russian propaganda intensified during
Putin's campaign in Ukraine, it was not un-
common during previous years as well: e. g.
in 2004, PBK broadcast a documentary cal-
led ‘Secrets of the Century: The Verdict for
Europe,’ which questioned the consequen-
ces of the Ribbentrop-Molotov Pact for Li-
thuania and its independence?. At that
time the Lithuanian Radio and Television
Commission faced difficulties in taking any
action, since PBK was licenced in Latvia
and thus fell under Latvian jurisdiction.

According to the aforementioned
Lithuanian public opinion survey, a clear
correlation was evident between support of
Putin’s policy in Ukraine and the frequency
of watching Russian TV channels.

Chart 2. Support of Russian policy in Ukraine and Russian TV watching (%)

A‘gree with Russia

7} policy; 16,00%

n

Neitheragree nor
disagree; 61,00%

40

B Stopped watching
— recently
1 Less often or never

Disagree;70,80% M At least once a month

M At least once a week

Source: See Chart 1



As this chart clearly demonstrates,
those who are heavy viewers of the Russian
television support Russia's policy in Ukraine
—and vice versa. The biggest challenge is
the radicalising effect that hate speech and
disinformation about Ukraine has on those
heavy viewers, not just in Lithuania but in
the Baltic states in general. Recently the
Lithuanian Radio and Television Commis-
sion took a more active approach towards
hate speech and disinformation on Russian
TV: e.g. there were five cases when admini-
strative measures were taken, resulting in
temporary (three-month) broadcast restric-
tions on the channels concerned (by compa-
rison, in Latvia there was one instance in
which Rossiya RTR was temporarily banned,
while Estonia has declined to take any such
action).

One of the firstinstances was a case aga-
inst PBK, whenin 2013 it broadcast yet ano-
ther documentary, ‘The Man and The Law,’
about the events of January 1991 in Vilnius.
By muddling the facts, it put forward a con-
spiracy theory arguing that it was
Lithuanian activists, not Soviet soldiers,
who started shooting at the crowd. In 2014
the Office of the Inspector of Journalist
Ethics concluded that in two other instan-
ces —an edition of ‘Becmu Hedenu' (Weekly
News, shown onRTR Planeta) and the docu-
mentary ‘The Damned Trap for the Alpha
Group’ (shown on NTV Mir) — there was a

breach of Article 19 (1)(3) of the Law on the
Provision of Information to the Public,
‘which provides for an unconditional prohi-
bition to publish information which instiga-
tes war or hatred, ridicule, humiliation,
instigates discrimination, violence, physical
violent treatment of a group of people or
a person belonging thereto on grounds of
age, sex, sexual orientation, ethnic origin,
race, nationality, citizenship, language, ori-
gin, social status, belief, convictions, views,
orreligion’as well as Article 19 (2) of the sa-
me law, which prohibits disseminating ‘di-
sinformation.’ 2 The Lithuanian Radio and
Television Commission reacted again and
imposed broadcast restrictions on TV pro-
grams of Russian origin in the above-men-
tioned channels. In 2015 there was one
other case when Lithuanian Radio and Tele-
vision Commission imposed administrative
restrictions, when REN TV Baltic breached
the same law. However, the most recent
case —a complete ban on RTR Planeta —is
quite unique, because Lithuania cited
norms established by the EU's Audiovisual
Media Services (AVMS) directive. Article 6 of
the Directive specifically states: ‘Member
States shall ensure by appropriate means
that audiovisual media services provided by
media service providers under their jurisdic-
tion do not contain any incitement to hatred
based on race, sex, religion or nationality’ %°.
Inthis way Lithuania challenged the Kremlin's
media offshoring strategy and free-riding on

24 For more see KaPo's section , Annual Reviews" available at: https://www.kapo.ee/eng/annual-reviews.html [accessed: 2015-07-06]

25 Tomas Jermalavicius, andMerle Parmak, Towards a Resilient Society, or Why Estonia Does Not Need ,Psychological Defence”, ICDS Occasional
Paper (Tallinn: International Centre for Defence Studies, September 2012) available at: http://www.icds.ee/publications/article/towards-a-resi-
lient-society-or-why-estonia-does-not-need-psychological-defence/ [accessed: 2015-07-06]

26 Délistorinés tiesos iSkraipymo A. Valionis kreipési j LRT komisija. (2004-09-01) available at:

http://www.bernardinai.lt/straipsnis/2004-09-01-del-istorines-tiesos-iskraipymo-a-valionis-kreipesi-i-Irt-komisija/20532 [accessed: 2015-07-06]

21 See The Radio and Television Commission of Lithuania. available at: http://www.rtk.lt/ [accessed: 2015-07-06]
28 AVMS Directive. available at: https://ec.europa.eu/digital-agenda/en/audiovisual-media-services-directive-avmsd [accessed: 2015-07-06]

29 See Meduza. available at: https://meduza.io/ [accessed: 2015-07-06]
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pan-European media regulation (RTR Plane-
ta declares that it is licenced in Sweden)
and set a precedent for other EU member
countries.

Recommendations for a wider
European response to the
Kremlin’s information offensive

As outlined in the preceding section, the
Kremlin's information offensive and propa-
ganda pressure in the Baltic states produced
counter-pressure effects as well. Each of the
Baltic states concentrated on some specific
aspects of counter- strategy. Latvia produ-
ced excellent investigative journalisminitia-
tives — such as Re: Baltica - so it should
come as no surprise that Russian journalists
facing professional problems at home deci-
ded to choose Latvia as the host of their own
investigative journalism initiative, called
Meduza®. Estonia’s KaPo started the practi-
ce of public Yearly Reviews, which was later
adopted by Lithuanian security institutions.
Additionally, Estonians demonstrated the
benefits of high level discussions on Russian
propaganda amongst policy makers and
journalists. Finally, Lithuania demonstrated
that it possible to challenge Russian geopo-
litics of information in Europe and demand
that Russian TV channels observeEuropean
media regulations instead of free-riding on
them.

Overall, Russian aggression in Ukraine
revealed the lack of a more coordinated
approach  towards counter-strategy.
Foryears, the Baltic states have challenged
Putin's information offensive in separate
ways. It is clear that those lessons learned

should be shared among European part-
ners. In 2015 Lithuania together with Esto-
nia, Denmark, and UK circulated
a non-paper on coordinated European ap-
proach towards countering Russian propa-
ganda. The parties invited the European
Union take resolute action to increase pu-
blic resilience in the EU and the Eastern
Partners to any propaganda—whether it se-
rves the interest of the Russian government
or of radical and extremist groups. The
document builds its argument on 4 As:

Awareness. Raise the dangers of propa-
ganda and the importance of proper respon-
se to it. Propaganda aims at hindering the
EU and Western unity and lessening public
support to EU policies and actions
—apprehension of the damage and urgency
is needed to take necessary steps and take
them together.

Assertiveness. Tell truth, facts and
deconstruct propaganda proactively. We
should actively spread the European narra-
tive as well as our national narratives-
explaining our policies and actions. Active-
ly deconstruct propaganda, disclosing sour-
ces, narratives and methods. This will
increase critical perception of our popula-
tions and make information manipulations
less effective. Important to note, that this
capacity is critical repelling manipulations
by radical extremists groups as well.

Alternatives. Provide credible and com-
petitive information alternatives to Russian
speaking populations and those using
Russia's state-controlled media.

30 See leaked Document ,EU Strategic communication - strengthening information security and responding to propaganda”. available at:
http://blogs.lecho.be/files/4-ministers-letter-on-eu-strategic-communication.pdf [accessed: 2015-07-06]

32 Article by Jonathan Swift, (The Examiner, Number 15), p. 2, col. 1
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Accountability. Media monitoring institu-
tions should pay greater attention to viola-
tions of laws on broadcasting and public
information — taking into consideration
criteria as objective reporting, transparen-
cy of interests, incitement of hatred or
propagation of violence and war. %

It is quite clear that Europe should not
engage in Putin's game. Rather than trying
to battle propaganda with counter
-propaganda, instead European Union
should practice its tools of strategic com-
munication, debunking fake elements of
Putin's propaganda narrative while evoking
European media regulation where and

when it is breached by Russian media
outlets. At the same time it is very impor-
tant to research and understand the con-
ceptual roots of Russian information -
offensive strategies in order not to be
misled by erroneously interpreting Russian
policies through the lens of Western con-
cepts such as soft power. In facing Putin's
propaganda challenge, the European
Union needs a common understanding,
a common language, and a common set of
integrated solutions to counter this ‘new
fake' reality of the contemporary Kremlin
in just the same way as the West stood up
to challenge the ‘old fake' of Soviet propa-
ganda during the Cold War period.
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Leading Lithuanian expert on information warfare, intercultural communication and
conflict management as well as Russian studies. He works as scientific researcher in
the Institute of International Relations and Political Science at Vilnius University. His
PhD thesis analysed the potential and spread of Russian informational geopolitics in
Lithuania. He is the author of two books about Russian information warfare strategies.
In 2007 he was a co-author of a national study on Lithuanian geo-cultural values entitled

‘Between East and West: Lithuanian Geo-Cultural Values Survey’ (ed. Ainé Ramonaiteé,
CIVITAS, Vilnius). More recently, he has co-authored two other major international
research projects: Humanitarian Dimension of Russian Foreign Policy toward Georgia,
Moldova, Ukraine, and the Baltic States (ed. G. Pelenens, Centre for East European Policy
Studies, Riga 2010) and Swedish Defence Research Agency (FOI) Project — Tools of
Destabilization: Russian Soft Power and Non-military Influence in the Baltic States. (ed.

Mike Winnerstig, 2014).

43



Rising Challenges:
Cybersecurity in the Baltic

Sea Region

Piret Pernik, International Centre for Defence and Security (ICDS), Estonia
Patrik Maldre, International Centre for Defence and Security (ICDS), Estonia

Introduction

Since the end of the Cold War, the Baltic Sea
region has been one of the most prosperous
and stable in the world, with its countries of
the region cooperating closely on numerous
cross-border issues. However, these regio-
nal dynamics have been interrupted by
Russia's annexation of Crimea and aggres-
sion elsewhere in Ukraine in 2014, with fron-
tline states increasingly concerned about
both regional stability and their own natio-
nal security —including in the cyber domain.

A wide variety of actors and sectors in the
Baltic Sea Region have a stake in cyber
security. This is exemplified by waves of de-
nial-of-service (DoS) attacks that overwhel-
med government, media and banking
websites in Estonia in 2007 ', industrial spy-
ing via spear-phishing attacks against the
Norwegian oil and gas sector in 2011 ?,

military espionage by a foreign government
against Danish leading defence corporations
since 2012 3, targeted infiltration of the
Finnish Foreign Ministry's electronic commu-
nication networksin 20134 and cyber attacks
against a Polish aircraft carrier in 2015°.

In this article we scrutinise the present
state and future potential of cyber security
cooperationin the Baltic Searegion. Mature
cyber security cooperation has emerged
among the eight Nordic-Baltic countries
(NB8), a group that includes the five Nordic
countries (Finland, Sweden, Norway,
Denmark, and Iceland-hereafter N5) and the
three Baltic states (Estonia, Latvia, and
Lithuania, or 3B) 8. This chapter first briefly
describes the emerging state of cyber co-
operation at the strategic and technical le-
vels, while the main bulk of the chapter
suggests areas and issues for future coope-
ration in a field that will continue to be

1 Foradetailed look into this well-known case, see chapter on the Estonian cyber attacks in Jason Healey (ed.),. A Fierce Domain: Conflict in Cyber-

space, 1986-2012 (Cyber Conflict Studies Association, 2013).

2 Albanesius, Chloe. ,Norway Cyber Attack Targets Country's Oil, Gas Systems”, Security, November 18, 2011.

3 0'Dwyer, Gerard.,,Common Threats Shape Nordic-Baltic Cyber Cooperation.” Defense News December 10, 2014.
4, Secret Services: Cyber Spies Twice Penetrated Foreign Ministry”, YLE Uutiset [YLE News, Finland],. July 2, 2014,
5 Hackers Target Polish Airline LOT, Ground 1,400 Passengers”, Security Week, June 22, 2015.
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achallenge both regionally and globally. We
argue that despite strong existing coopera-
tion, there remainsfertile ground for deepe-
ning NB8 cooperation on the operational and
technical levels, as well as for expanding it
to Poland and Germany.

Overview of NB8 cyber security
cooperation

The motivation for greater defence coope-
ration among the Nordic countries have
been enhancing effectiveness and compe-
tence, saving on costs, as well as educating
and training personnel — especially in the
exercise of high quality capabilities. Histo-
rically and culturally very close, the Nordic
countries-which comprise the world's le-
ading region in the area of digital develop-
ment-have traditionally not been eager to
include less wealthy neighbours with diffe-
rent cultural and social values”in NORDEF-
CO projects. Moreover, there has been a gap
between the ambitions of the NB8 security
and defence cooperation expressed in the
lofty rhetoric of government statements
and concrete actions at the working level
that fail to match such words 8. Factors that
have encumbered greater advancement of
the overall NB8 security and defence coope-
ration have been explored in detail elsewhe-
re % One major limitation hampering N5
cooperation is differences in alliance

membership: not only are Sweden and
Finland not NATO members, but Norway is
outside the EU, while Denmark has chosen
to exercise its opt-out from the EU's com-
mon security and defence policies; naturally,
for NATO members cooperation with the
alliance naturally takes precedence.

Despite these limitations, NORDEFCO has
been often cited as a good example of close
regional cooperation, and significant
results have been achieved. In the area of
cyber security, the landmark 2009 Stolten-
berg report on the NB8 suggested the N5
could benefit greatly from cyber security
cooperation. ' Since then cyber cooperation
among the NB8 countries has become par-
ticularly active. However, cyber threats and
challenges have continued to grow — argu-
ably outpacing the parallel development of
international cooperation. The cooperation
formats that are currently in place are lau-
dable, but further trust and deeper coope-
ration are necessary to prevent and if
necessary respond to the increasingly com-
plex and well-resourced cyber threats stem-
ming from state and non-state actors alike.

1.1 Strategic level interactions

At the strategic level, cyber security is
often on the agenda at meetings of cahinet
ministers, political directors of the

6 Regarding broader security and defence cooperation in the region, the greater involvement of the US and UK in the region has been a major objec-
tive of most NB8 countries. Both the US and UK have become involved within the regional security and defence initiatives, including in the area of
cyber security. In 2010 Liam Fox, then-Secretary for Defence of the UK, launched the Northern Group of defence ministers with the purpose of fo-

stering further defence cooperation with the NB8.

7 ,Cultural map-WVS wave 6 (2010-2014)" The World Values Survey, 2015.

8 ,International Defence Cooperation. Efficiency, Solidarity, Sovereignty”, “ Report from the Inquiry on Sweden's International Defence Cooperation
(F62013:B). Government Offices of Sweden, Ministry of Defence, October 2014.

9 Ibid.

10 “Nordic Cooperation on Foreign and Security Policy: Proposals Presented to the Extraordinary Meeting of Nordic Foreign Ministers in Oslo on 9 Fe-

bruary 2009.” Norwegian Ministry of Foreign Affairs.
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ministries, and parliamentary delegations.
For example, Estonia formally highlighted
cyber security as a priority in its 2014 cha-
irmanship of the Nordic-Baltic cooperation
framework; one key accomplishment was
initiating an annual meeting between NB8
and US cyber policy delegations . An ana-
logous meeting has also been taking place
for several years among the NB8, the UK,
and Poland 2. Meanwhile, the N5 have es-
tablished a working group to reflect on
new areas of cyber security cooperation on
foreign and security policy issues 3. More-
over, NB8 officials responsible for cyber
defence have met on an annual basis
since 2012%,

The NB8 states also cooperate frequently
at the working level in both formalised and
ad-hoc ways through their participation in
numerous international organizations,
such as NATO, OSCE, the European Union,
and the United Nations. This can include
coordination of national delegations posi-
tions before significant meetings, drafting
and delivering joint statements, vocally
supporting each other's initiatives and
positions, briefing each other on develop-
ments, and participating in multilateral
projects. Examples include: Sweden and
Finland participating in the work of the
Tallinn-based NATO Cooperative Cyber
Defence Centre of Excellence (CCD COE),

or Lithuania's presentation of best practi-
cesinregional cooperation on behalf of all
three Baltic States at an annual OSCE
conference on confidence-building measu-
res in cyberspace ®. In the framework of
the United Nations, Estonia is the only co-
untry from the NB8 to be included in the
most recent Group of Governmental
Experts 8 (UN GGE) discussing cyber secu-
rity at the global level. However, Estonia
has conducted several briefings on the
work of the UN GGE and even conducted an
international seminar to NB8 representa-
tives on the topics of international law and
norms of responsible state behavior in
cyberspace, which are at the heart of the
UN GGE process.

1.2 Operational and technical
level collaboration

While the discussions that take place at the
strategic level are usually rather overar-
ching and conceptual, they can also result
in more practical, technical-level coopera-
tion. One example is a project between the
foreign ministries and electricity companies
of the Baltic states and the US to streng-
then the cyber security of critical electrici-
ty infrastructure in the region. Recently,
overlapping elements were discovered with
as Baltic Ghost ", another avenue of coope-
ration between the ministries of defence

11, Baltic Sea Year: Estonian Leadership in 2014" Estonian Ministry of Foreign Affairs, available at. http://bsy.vm.ee/en/nordic-baltic-cooperation/es-

tonian-leadership-2014/

12, WSIS10 Year Country Report by Latvia”, WSIS 10: Overall Review of the Implementation of the WSIS Outcomes, 2014.

13 “The Implementation Programme for Finland's Cyber Security Strategy” 194/8.1.99/2013. The Security Committee, 11.3.2014.

14, Nordic-Baltic Cyber Experts in Tallinn to Discuss Cooperation” (Estonian Ministry of Defence press release,. April 26, 2013.

15 ,0SCE Chairmanship Event Summary" Information and Communication Technologies (ICT) Confidence Building Measures (CBMs): Promoting Im-

plementation, Supporting Negotiations, December 22, 2014.

16 Maurer, Tim. ,Cybersecurity and the United Nations” WG 1- An Internet Free and Secure: Blog Series, Freedom Online Coalition.
17 Cavanaugh, Shaun. ,Baltic Ghost: Regional Cyber Defense Cooperation between the Baltic States, EUCOM and the SPP.” Media Library (United Sta-

tes European Command). June 11, 2013.
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and armed forces of the Baltic States and
the US; the two cooperation formats have
subsequently been effectively combined.

The topic of day-to-day cooperation on the
part of technical authorities, however, is
less well documented. States are generally
reluctant to share operational details of
technical-level information sharing and
incident response. However, one example
involves Finnish and Estonian CERTs, which
worked together to create a software tool
called Abusehelper that simplifies informa-
tion sharing, helps to reduce rates of mal-
ware infection, and can be used to combat
the activities of botnets 8. The Nordic coun-
tries have also set up a secure communica-
tions network (Nordic National CERT
Information Sharing Network, NCIS) that
can be used to share classified information
and coordinate cooperative responses to
cyber incidents . The three Baltic States
also maintain close ties among their natio-
nal CERTSs; there is political-level support
for signing an MoU to formalise coopera-
tion in incident response and exchanging
information 2,

1.3 Joint trainings and exercises

Strategic —and working level discussions
and commitments among government
officials are important, but they must be
complemented by technical — level ad-

vances in order to maximise their utility.
One of the first examples of NB8 coope-
ration in this field took place in 2010,
when specialists from Sweden, Estonia,
Latvia, Lithuania, and NATO planned and
conducted an exercise called Baltic
Cyber Shield?. Since 2012, the NB8 coun-
tries have all participated in the annual
Locked Shields exercise hosted by the
NATO CCD COE, which is the largest tech-
nical ‘live-fire’ cyber defence
exercise of its kind in the world 22, Poland
and Germany also regularly participatein
both exercises.

Additionally, Nordic CERT Cooperation
(NCC) brings together CERTs from the N5
countries to carry out joint trainings in a
variety of different aspects of cyber secu-
rity. These states have also been holding
their separate cyber security exercises in
this cooperation format, such as one that
was hosted by the Swedish Civil Contin-
gencies Agency in March 2015 2. Finally,
the Nordic countries have used the
NORDEFCO format to initiate projects
aimed at developing joint training activi-
ties among military CERTs involving the
testing of defensive as well as offensive
cyber warfare processes and technologies.
The 3B recently accepted an invitation to
join the pan-Nordic Cyber Warfare Collabo-
ration Project (CWCP) as part of NORDEFCO
in 2015-2016 24,

18 llves, Luukas. ,Estonia: Building a Safer Global Cyberspace.” Estonian Information Society Yearbook: 2011-2012.
19, Foreign Minister Tuomioja: Nordic Cooperation Is a Fundamental Part of Finnish Foreign Policy.” Speech by Foreign Minister Erkki Tuomioja at

Nordic Security Co-operation Seminar. November 23, 2012.

20 ,Joint Statement.” Prime Ministers’ Council of the Baltic Council of Ministers. December 5, 2014,
21, Baltic Cyber Shield 2010.” Cyber Defence Exercises (NATO Cooperative Cyber Defence Centre of Excellence). May 10, 2010.
22 400 Participate in Largest Live-Fire Cyber Defence Exercise Locked Shields 2015." Cyber Security News (NATO Cooperative Cyber Defence Centre

of Excellence). April 23, 2015.

23 Nordic Cyber Security Exercise Was Conducted in Linkdping.” News (Swedish Civil Contingencies Agency). March 19, 2015.
24 0'Dwyer, Gerard. ,Joint Cyber Training New Nordic Priority.” Defense News. April 24, 2015.
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Recommendations for further
cooperation

The depth and breadth of cyber cooperation
among the NB8 states demonstrates their
commitment to joint approaches to tackle the
problematic aspects of the increasing relian-
ce on information technology by govern-
ments, businesses, academic institutions, and
individuals. However, collaboration within the
region must also continue to move forward in
new directions and in innovative ways.

In the following section, several avenues of
cooperation that the NB8 should pursue will
be identified. International law, norms of be-
havior, and CBMs are areas in which strate-
gic debates significantly affect NB8
interests, and in which those states can play
an even more active role. On a more practi-
cal level, the NB8 can also broaden coope-
ration in the field of critical infrastructure
protection and improve shared situational
awareness in order to improve regional
cyber security. Finally, widening existing
formats to include Poland and engaging in
more joint capacity-building activities
would also constitute effective ways of le-
veraging international cooperation in order
to promote the shared goal of a free and
secure cyberspace.

2.1 Promoting strategic stability

Over the course of the last several years,
a number of different actors have expoun-
ded their visions of what is necessary for
stability in cyberspace. Estonia, through its
membership of the UN GGE, has also propo-
sed three norms: refraining from attacking
critical infrastructure (such as financial in-
frastructure), not hindering the work of
other countries ‘CERTS', and providing mu-
tual assistance in cyber crises. At the time
of writing, it remains to be seen whether the
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current UN GEE process will deliver another
breakthrough report, as it did in 2013.
However, this is an area where agreement
at the regional level from the NB8 could
shape the global debate in a significant and
positive way.

NB8 countries other than Estonia can and
should devote greater attention to cyber
norms and express an interest to work with
Estonia to arrive at shared views.
Meanwhile, Estonia, should go beyond semi-
nars and briefings by holding substantive di-
scussions with fellow NB8 countries with
a mandate to find areas of agreement. This
would benefit both Estonia and the rest of
the NB8 states by projecting their collective
views at the European and global levels in
a much stronger way than any one country
could onits own. It would also show that co-
untries that are still at different levels of di-
gital development can find common ground
on this topic. Finally, the strong voice that
would emerge from regional agreement
could be amplified if other countries, whe-
ther inside or outside Europe, were to
subscribe to positions agreed among the NB8.

2.2 Critical infrastructure
protection (CIP)

On a more practical level, NB8 should con-
sider closer cooperation in the field of criti-
cal infrastructure protection. Vital sectors
such as telecommunications, finance, and
energy have considerable domestic inter-
connections as well as cross-border depen-
dencies. In this context, attacks or failures
in a single country have the potential to
cause disruption across the region.
Moreover, thereis currently no common ap-
proach to critical information infrastructu-
re protection, let alone a lack of uniform
cyber security standards or information-
-sharing protocols across jurisdictions.



A more thorough understanding of inter-
connections would enable better risk mana-
gement and preventative activities in NB8
countries regarding CIP.

A regional approach in the NB8 format
could prove to be a significant contribution
to awareness and preparedness. Possible
methods of cooperation could include me-
etings of experts; joint training & exercise
activities; and even aligned legal frame-
works. This field is especially important
both because interconnectednessis steadi-
ly increasing % and because high-profile
proofs-of-concept ®as well as real-world in-
cidents 7 have already demonstrated that
cyber tools can be used to cause physical
destruction and even the loss of human
life, by manipulating industrial control sys-
tems that control critical infrastructure.
The countries of the Baltic Sea region can
and should increase cooperation in the field
of CIP in order more effectively to prepare
for these risks and safeguard the
prosperity and security of their populations.

2.3 From situational awareness
to situational understanding

Information sharing is particularly critical
with regard to complex, targeted, and well-
-resourced (usually state-sponsored) thre-
ats known as advanced persistent threats
(APTs). Strategic actors often target com-
panies and government agencies across the
region using a similar set of tools, and one
country's mitigation efforts and lessons le-
arned can be crucial to prevention and
detectionin another. This type of information

is often sensitive or classified in nature; for
this reason, communications networks that
can securely transmit classified informa-
tion—such as the one among Nordic CERTs-
could be expanded to incorporate the
Baltics as well.

Furthermore, the trust that exists among
governments of the NB8 can and should be
leveraged to formalize technical-level co-
operation between NB8 CERTSs, law enfor-
cement agencies, and military units in the
form of a broad-based and inclusive memo-
randum of understanding. Such a document
would create the politically binding basis
from which to continue cooperation in join-
tly combating both basic and advanced
cyber threats across the NB8 region.

2.4 Joint regional exercises

Considering the growing cross-bhorder inter-
dependence of critical infrastructure within
the NBS8, Nordic cyber security exercises
could be expanded into regional ones. The
most promising avenues for cyber coopera-
tion among the NB8 are research & develop-
ment, education, and training, including
strategic and technical-level exercises.

It is planned that the aforementioned
CWCP, will collaborate with the NATO CCD
COE %, Since the N5s already conduct joint
trainings, and since they and the Baltic co-
untries (as well as Poland) are sponsoring or
contributing partners of the NATO centre,
the NB8 states could test their capacities jo-
intly at NATQO's cyber range, which is also lo-
cated in Estonia. This would be inaccordance

25 ,Lithuania's Power Interconnections with Poland and Sweden to Be Launched Within Year”, Delfi, . January 4, 2015.

26 Meserve, Jeanne. ,Sources: Staged Cyber Attack Reveals Vulnerability in Power Grid", CNN,September 26, 2007.
21 Zetter, Kim. A Cyberattack Has Caused Confirmed Physical Damage for the Second Time Ever”, Wired, January 8, 2015.
28 0'Dwyer, Gerard. ,Joint Cyber Training New Nordic Priority”, Defense News, April 24, 2015.
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with the primary objective of the CWCP,
which is to build combined capacity invo-

lving training and exercises among military
CERTs.

2.5 From NB8 to NB9 and
Germany

Cyber security cooperation in the NB8
should be deepened to involve more pro-
jects at the technical and operational le-
vels, as well as expanded geographically to
include other like-minded countries in the
Baltic Sea region such as Poland (in the
Nordic-Baltic-Poland 9, format, or NBP9)
and Germany. The NBP9 and Germany
should enhance cooperation among their
law enforcement bodies, CERTs, and milita-
ries, in order to improve the protection of
critical infrastructure and critical informa-
tioninfrastructure in the sectors of finance,

transportation and energy. In the long run,
the countries should aim to attain common
situational awareness and situational
understanding as well.

Cooperation among the NBP9 and Germany
could further leverage joint cyber defence
training and exercises, as well as the pursu-
it of joint cybercrime investigations 2. Last
but not least, cooperation among defence
academies, national universities, and think
tanks aimed at exchanging experiences and
ideas on how to integrate cyber security and
defence aspects into education efforts re-
lated to operational planning is both a
feasible and necessary undertaking.

Table 1. Rows refer to areas of collaborati-
ve activity, and columns indicate the
actions that NB8 countries could take at
each level.

Domestic

Regional Global

International Law

Promote agreed list through

and Cyber Norms

Undertake legal and policy analyses;
develop positions and mandate

Negotiate and agree to list of shared
norms

international speeches,
presentations, and
publications

institutional relations

and joint analysis.

Critical
Infrastructure Map domestic interdependence among Chart cross-border dependencies; carry Share best practices and
. sectors out meetings and joint projects; lessons learned
Protection
Formalise platforms for sharing among
N Ensure adequate human as well as . . ) . .
Situational . civilian, security, and industry bodies; Share best practices and
technical resources; foster better . L X
Awareness develop a joint cyber situational picture lessons learned

Education and

Integrate cyber into operational planning
into curricula of national military

Conduct regional exercises to build
combined capacity; exchange

Coordinate participation in

and Germany

inclusion

existing cooperation formats based on
mutual interest

. . . ) L ) . EU & NATO cyber exercises
trainings academies and into national crisis experiences on developing cyber across NBS
management/ military exercises defence planning curricula
Integrate Poland and Gi int Invite Poland and G t
From NB8 to NBP9 Assess willingness and necessity of niegrate Fofand and bermany into nvite Fotand and bermany to

participate in global
messaging efforts

29 Advancing Confidence Building in Cyberspace: Sub-regional Groups to Lead the Way, Occasional Paper (Tallinn: ICDS, November 2014).
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Conclusion

A number of high-profile cyber incidents in
the NB8 countries have raised awareness of
the seriousness of the threat. Most policy-
makers, officials, and analysts now view
cyber security as an integral part of natio-
nal and international security. This under-
standing has translated into a noticeable
advancement of regional cooperation at all
levels.

However, there are still several ways in
which the NB8 can move forward and posi-
tively affect their collective cyber security.
These include coordinated messaging to
influence global debates about cyber
norms, adopting a more regional approach
to CIP, developing a joint situational

PIRET PERNIK

awareness and analysis, and collaborating
on cyber education and training.

The NB8 have already developed a good
foundation upon which to keep improving
their cooperation in practical terms, espe-
cially in expanding the scope of their colla-
boration to Poland and Germany. However,
given the global nature of cyberspace and
the strong likelihood that cyber threats will
continue to grow in terms of scale, frequen-
cy, and sophistication, they need to stay
engaged and assert their positions at the in-
ternational level as well. The effective com-
bination of these approaches can not only
the countries of the Baltic Sea region more
secure, but also contribute to stability and
freedom globally as well.
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Trade Connections and
Economic Specialisations
in the Baltic Sea Region

Mark-Oliver Teuber, Economic Trends Research (ETR), Germany
Jan Wedemeier, Hamburg Institute of International Economics (HWWI), Germany

Introduction

The Baltic Sea region' is one of
Europe’s most important economic areas,
with a strong potential for further integra-
tion in the future. Eight of the nine states
that border the sea are members of the
European Union. The ongoing structural
change towards service — and knowledge-
-based societies; the intensification of eco-
nomic interconnections in global goods,
services, and labour markets; the increasing
integration of neighbours within the region;
and the ongoing demographic changes will
all have considerable influence on the region.
While such trends bring challenges, they
also offer opportunities and further potential.

In the following a brief overview on some
economic indicators of the Baltic Sea region
in comparison to the EU27? is given.
In 2014, 39.7 million people lived in the
Baltic Searegion, which is 7.9% of the EU27

population of 502.7 million inhabitants).
Due to the very low population density in
Sweden and Finland, the Baltic Sea region
is sparsely inhabited on average (35 people
per square kilometre, compared to a figure
of 117 inhabitants/km? for the EU2T7).
However, from an economic point of view, the
region has been very successful. In 2013, the
Baltic Sea region generated a GDP of €1,244
billion, which was 9.5% of EU27 GDP. In the
past, the region's GDP growth figures have
also been very positive (cf. Stiller/Wedeme-
ier 2011). Its per capita income of €31,300
was considerably higher than the EU avera-
ge of €25,900. In addition, in 2013 the unem-
ployment rate was lower (8.0% vs. 10.1%) and
the workforce participation rate higher (54.8%
vs. 51.4%) thanin the EU27 (cf. Eurostat 2015). 3
These facts demonstrate that the Baltic
Sea region is a key driver of growth for the
entire European economy. In this context,
it is important to note that the region's

1 Wedefine the Baltic Sea region as the EU countries Denmark, Estonia, Finland, Latvia, Lithuania, and Sweden as well as parts of Germany and
Poland, specifically the German federal states of Hamburg, Mecklenburg-Western Pomerania, and Schleswig-Holstein as well as the Podlaskie,

Pomeranian, Warmian-Masurian, and West Pomeranian voivodeships of Poland. In addition, the trade analyses in the Baltic Sea Trade section take

Russia into account.

2 Allreferences to the European Union refer to the EU27, i.e., all member states except Croatia.
3 Foragood overview on economic development of the Baltic Sea region, see. Stiller/Wedemeier (2011).
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economic success is significantly depen-
dent on the intensity of trade within the re-
gion as well as between the region and
foreign countries. Its future, moreover, de-
pends not only on continued trade and eco-
nomic growth, but on maintaining its
market-leading position as well as its
comparative economic advantages.

This paper aims at analysing the trade
connections of the Baltic Sea region. We take
both relationships within the regioninto acco-
unt. On the one hand the intra-regional trade,
and on the other we consider the trade ne-
tworks of the Baltic Sea region with other co-
untries. These trade analyses are
complemented by a critical review of what we
call the Baltic Sea region's ‘economic specia-
lisations', that is, the focal sectors of its eco-
nomy). This analysis is particularly helpful in
identifying the Baltic Sea states leading
position in the international trade market.

Baltic Sea trade

Locations near sea coasts tend to attract
more concentrated economic activity
thanks to transport cost advantages and
intensified trade (cf. Gro3mann et al. 2006).

According to empirical studies, the costs of
transporting goods from one region to ano-
therincrease by 20 to 30%, when the two re-
gions are twice as far apart (cf. WTO 2004).
This correlation helps us to understand why
international trade relationships tend to be
more intensive when the distance among
the trading partners is smaller.

Spatial proximity is only one factor expla-
ining the intensive trade links among the
Baltic Sea states. Other reasons include hi-
storical ties among these countries, espe-
cially among the cities once part of the
Hanseatic League. Thus, to a certain extent
these economic and social connections are
the result of path dependency.

Accordingly, Baltic Sea states make up
a high percentage of each other's imports
and exports. Germany imports 13% of its
goods from the region, mostly from Poland
(T%). Russia is also an important trading
partner for Germany (11%). Estonia (74%),
Latvia (73%), and Finland (61%) are especial-
ly highly dependent on imports of goods
from Baltic Sea trading partners. Lithuania
(60%) and Finland (47%) have especially high
import links to Russia (see table ).

Export flows from Germany go mainly to
Poland (7%), Sweden (3%), and Denmark

TABLEI
Import share of EU intra-regional trade within the Baltic Sea region, %

To/from Germany | Denmark | Estonia | Finland | Lithuania | Latvia |Poland | Sweden |BSR' |Russia?
Germany : 22 0.1 1.2 0.3 0.1 7.0 2.3 131 1.5
Denmark 29.5 0.6 19 0.9 0.7 4.8 77| 56.2 4.1

Estonia 141 1.9 18.3 9.4 10.2 9.2 108| 739 347
Finland 22.4 6.2 4.2 : 0.8 0.5 36 231| 60.8 46.6
Lithuania 17.1 24 4.1 32 10.8 14.8 49| 573 59.7
Latvia 14.4 28 9.6 7.3 211 : 13.4 4.0 725 40.1
Poland 38.9 19 0.2 1.3 1.0 0.3 35 47. 333
Sweden 25.1 10.6 2.4 7.3 1.1 0.6 4.7 51.8 16.3

1Baltic Sea region
2 Russia'simport share of extra-regional trade
Source: Eurostat (2015).
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TABLE Il
Export share of EU intra-regional trade within the Baltic Sea region, %

From/to Germany | Denmark Estonia | Finland | Lithuania | Latvia | Poland | Sweden BSR' | Russia®
Germany 26 0.3 13 0.4 0.2 73 33 15.4 6.1
Denmark 285 : 0.4 4.4 0.7 0.5 4.3 185| 573 38

Estonia 6.7 36 212 73 14.8 2.7 24.9 81.3 35.4
Finland 209 31 5.6 1.2 22 4.5 19.2| 56.7 19.4
Lithuania 13.2 4.3 79 24 16.7 151 65| 66.0 46.1
Latvia 9.5 5.1 16.2 27 25.7 : 8.9 74| 756 46.5
Poland 34.0 21 09 11 1.9 1.3 37| 448 18.5
Sweden 171 1.9 1.3 12.0 1.0 0.5 5.0 1| 489 4.7

1 Baltic Searegion
2 Russia’s export share of extra-regional trade
Source: Eurostat (2015).

(3%). Germany is an important purchasing
and sales market for most Baltic Sea states,
though some states within the Baltic Sea
region trade more intensively with other
partners than Germany. Nonetheless, for
Denmark, Germany is the most important
export market (29%); other important
Danish trading partners are Sweden (19%)
and Finland (4%). Finland's (21%), Poland'’s
(34%), and Sweden's (17%) most important
export market in the context of EU intra
-regional trade is also Germany. As for the
three Baltic states of Estonia, Lithuania,
and Latvia, they each have a high share of
EU extra-regional exports going to Russia
(between 35 and 46%) (see table ll).
Germany plays a crucial role in trade in
the Baltic area. In 2004, it imported and
exported €102.5 billion worth of goods from
and to the Baltic Searegion. By 2014, the tra-
de value expanded to €175.5 billion, which is
an increase of 71%. The three Baltic Sea sta-
tes showing the largest growth in trade over
the same ten-year period from 2004 to 2014
were Poland (+161%), Latvia (+157%), and
Lithuania (+149%). In comparison, Finland
(+35%), Denmark (+37%), and Sweden (+42%)
had the lowest growth figures. The EU27
— intra regional trade of the Baltic area

increased by 53% (to €1,894 hillion); mean-
while, the EU27 — extra regional trade value
of the region grew by 75%(to €1,103 billion) in
this period. Overall, exports and imports of
the Baltic Sea states increased dynamically
not only with partners within the region, but
internationally as well.

All Baltic Sea states, including Russia,
experienced an economic downturn betwe-
en 2008 and 2009 due to the global econo-
mic and financial crises. After recovering
in 2011, the Baltic Sea states have returned
to growth. Altogether, the trade develop-
ment of the Baltic Sea states has generally
runin parallel, with the exception of Russia.
In 2012, exports and imports to and from the
Baltic Sea states began a decline that con-
tinues to this day (see figure I). The reasons
for this decline are manifold, beginning with
the decline in the world price of oil, the ro-
uble crisis, and the implementation of eco-
nomic sanctions on Russia because of its
annexation of Crimea.

Generally, the development of the traded
value per kilogramme (that is, the value -
volume ratio) to and from the Baltic Sea
region increased rapidly between 2004
and 2014, with the exception of Russia and
extra-regional trade with the EU27.
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Since 2012, the extra-regional traded valu-
es per kg have decreased slightly, while for
many states (Germany, Denmark, Estonia,
Lithuania, Poland, and Sweden), the deve-
lopment of the value-volume ratio has

actually stagnated. Explanations for these
phenomena are diverse, ranging from
exchange rate fluctuations to low interest
rates and low primary prices (that is, for oil
products and raw materials).

Figure l. International trade within the Baltic Sea region’
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Source: Eurostat (2015).

Broader trading patterns within the
Baltic Searegion can be summarized as fol-
lows: Germany mostly trades processed in-
dustrial goods (with a 31% share of its total
trade with the region), capital goods (13%),
capital goods, parts, and accessories (9%),
and transport equipment plus parts and ac-
cessories thereof, (also 9%). Germany is not
unigue in this respect, as other Baltic Sea
neighbours also trade mostly industrial and
capital goods to the Baltic Sea region.
While, Denmark and Lithuania specialise in
trading processed food and beverages
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mainly for household consumption (11% for
the former). Estonia specialises in trading
capital goods, parts, and accessories (10%).
Finland's largest category is processed
fuels and lubricants (9%), as is Latvia's
(12%). Poland, meanwhile, exports impor-
tant shares of transport equipment, parts,
and accessories thereof (10%), and Sweden
capital goods, parts and accessories (8%) to
the Baltic Sea neighbours. Uniquely, Rus-
sia's foreign trade with the Baltic Sea sta-
tes depends strongly on the selling of
primary fuels and lubricants (see table IlI).



TABLE Ill
Trade of the Baltic Sea region by trading partner, product, and value in % 2014

BEC- EU27- | EU27-
Code' Germany | Denmark | Estonia | Finland | Lithuania | Latvia | Poland | Sweden | Russia Extra Intra

Egtl?lhg 175.5 58.1 14.4 42.5 16.7 131 127 84.2 129.3| 1103.0| 1894.4

m 11 20 0.6 0.2 1.6 1.5 1.3 0.3 0.1 0.8 0.8

12 1.4 2.0 21 1.0 4.0 31 1.7 1.9 0.7 1.0 1.7

121 0.7 0.9 0.6 0.4 1.0 0.8 0.8 0.5 0.3 0.5 07

122 6.0 1Al 1.4 4.2 8.5 8.4 55 4.9 2.4 2.4 55

210 25 3.0 37 33 33 47 23 31 1.0 22 23

220 30.7 232 249 333 29.1 25.9 305 217 15.3 208 28.5

310 0.4 1.3 0.4 0.9 1.0 0.6 07 1.0 32.5° 8.8 25

321 0.1 11 1.5 22 0.7 1.2 0.2 1.7 0.3 0.4

322 1.8 41 5.6 89 8.5 1.6 39 59 8.0 25 35

410 12.6 13.5 15.7 127 9.0 10.9 10.8 15.6 9.9 17.2 123

420 8.8 76 10.4 72 35 34 75 79 4.3 10.6 8.0

510 5.1 27 4.2 4.6 2.2 39 1.8 4.5 19 73 5.6

521 25 21 21 28 2.5 1.8 1.7 2.7 1.7 39 3.0

522 0.2 0.2 0.1 0.3 0.2 0.1 0.1 0.3 or 03 0.2

530 8.7 22 31 37 2.6 25 10.4 4.7 29 6.7 8.5

610 41 39 34 2.7 6.0 4.2 4.9 47 15 27 33

620 6.0 6.7 5.1 45 47 4.8 59 49 1.8 4.7 47

630 5.4 14 5.2 4.6 8.2 6.6 59 5.1 34 5.5 6.1

700 0.2 0.6 0.4 0.4 0.7 0.4 1.1 0.7 0.8 1.2 0.6

1 BEC=Broader Economic Categories; 111 Food and Beverages, primary, industry; 112 Food and Beverages, primary, household; 121 Food and
Beverages, processed, industry; 122 Food and Beverages, processed, household; 210 Industrial supplies, primary; 220 Industrial supplies,
processed; 310 Fuels and Lubricants, primary; 321 Fuels and lubricants, processed, motor spirit, 322 Fuels and lubricants, processed, other; 410
Capital goods, except transport equipment; 420 Capital goods, parts and accessories; 510 Transport equipment and parts and accessories thereof,
passenger motor cars; 521 Transport equipment and parts and accessories thereof, other, industrial; 522 Transport equipment and parts and
accessories thereof, other, non-industrial; 530 Transport equipment and parts and accessories thereof,; 610 Consumer goods, durable; 620

Consumer goods, semi-durable; 630 Consumer goods, non-durable; 700 Goods not elsewhere specified

2 without Denmark
Source: Eurostat (2015).

Economic specialisations of the
Baltic Searegion

The Baltic Sea region exhibits some spe-
cialisations in economic activity, meaning
that certain sectors are less important for
its economy. Although there are strong dif-
ferences within the Baltic Sea region, by me-
ans of using location quotients the region’s
most important economic sectors can be
identified. For this purpose the sector

shares in the Baltic Sea region, measured by
gross value added (GVA), are compared to
the corresponding shares in the EU27. Valu-
es of the location quotient higher than one
imply that the corresponding economic sec-
tor has greater than average significance wi-
thin the Baltic Sea region compared to the
EU27 as a whole, and correspondingly
values lower than one mean that the sector
has less than average significance.

These quotients can be foundin Table V.
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TABLEIV
Economic specialization (GVA) of the Baltic Sea region in comparison to EU27 in 2012'

Economic sector (NACE Rev. 2) Location quotient
A |Agriculture, forestry and fishing 1.20
B [Mining and quarrying 1.34
C [Manufacturing 0.95
D [Electricity, gas, steam and air conditioning supply 114
E |Water supply; sewerage, waste management and remediation activities 0.84
F [Construction 0.93
G |Wholesale and retail trade; repair of motor vehicles and motorcycles 1.06
H [Transportation and storage 1.36
I |Accommodation and food service activities 0.55
J  [Information and communication 1.03
K [Financial and insurance activities 0.83
L  [Real estate activities 0.94
M [Professional, scientific and technical activities 0.95
N |Administrative and support service activities 0.85
0  [Public administration and defence; compulsory social security 0.93
P [Education 1.00
Q [Human health and social work activities 1.27
R |Arts, entertainment and recreation 0.97
S |Other service activities 119

1 Data for Polish regions are from 2011.

Sources: Central Statistical Office of Poland (2015); Eurostat (2015); Federal Statistical Office (2019).

Notable findings include that the region’s
economy features a considerably greater
emphasis on agricultural and mining activi-
ties, as well as on transportation and health
services. On the other hand, accommoda-
tion and food service activities are in parti-
cular strongly underrepresented.

Notwithstanding the above examples, it
is clear that the quotients in most cases are
quite close to one. This is due to the fact
that, on the one hand, the aggregation of
economic activity by sectors is not very de-
tailed, and, on the other hand, the averaging
of this activity over several countries or
regions hides interesting information.

A closer look at the data reveals that the
relatively high location quotient of the trans-
port sector, for example, is mainly due to the
Baltic countries Latvia and Lithuania as well
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as the German federal city-state of Hamburg.
In comparison to EU27, Hamburg features
a location quotient of 2.21 in this sector. This
is hardly surprising, because Hamburg's im-
portant port sector has a strong need for
sufficient transport capacities and therefore
works hand in glove with the logistics sector.
In agricultural activities, on the contrary,
Hamburg — as a highly urbanised city-state
- has by far the lowest location quotient of
all Baltic Sea regions, with 0.07. Agriculture
is therefore very unimportant for Hamburg's
economic sector structure. However, the hi-
ghest values of location quotients in the Bal-
tic Searegions are reached in this sector. The
Podlaskie and Warmian-Masurian voivode-
ships in Poland and the German federal
state Mecklenburg-Western Pomerania
have, with location quotients of 6.48, 5.32,



and 2.05 respectively, very strong specialisa-
tions in agriculture. But even for the Pome-
ranian and West Pomeranian voivodeships
agriculture features a high location quotient
compared to EU27 (cf. Central Statistical
Office of Poland 2015, Eurostat 2015, and
Federal Statistical Office 2015).

These results show that knowledge
— based structural change has not yet re-
ached every part of the Baltic Sea region.
In particular, the eastern European regions
have further need for the expansion of
knowledge-based industries and services.
This is very important for the region’s futu-
re prospects, because the demographic
change will lead to a declining population,
especially in rural areas (cf. Eurostat 2015).
In order to counteract this development,
these regions have to increase their attrac-
tiveness for immigrants. A knowledge
- based economic structure attracts more
companies, which in turn draws more pe-
ople, and so on. In this manner the regions
can help to slow this demographic change.

Conclusions

To conclude, the Baltic Sea states are
highly interlinked through intensive trade
connections. These trade patterns can be
explained by a long historical, cultural, and
societal affinity, as well as spatial proximity.
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Baltic Business and
Innovative Markets:
Prospects for Integration
and Trade in the Baltic

Sea Region

Mats Hellstrom, Former Minister for Foreign Trade,

Former Minister for Agriculture, Sweden

When the Iron Curtain collapsed into the
Baltic Seain the early 1990s, new networks
and relationships developed quickly in the
whole Baltic Sea Region.

In a branding exercise in the Baltic Deve-
lopment Forum one option was this:
‘Born in the age of globalisation. The Baltic
Sea Region is the only economically signifi-
cant place on Earth that was born for, and
into, a global world. Unlike most other re-
gions, it's not struggling to cope in a diffe-
rent world order than the one it grew up in,
butitis itself a product of globalisation, and
so has global competitiveness in its veins.’

But whatis the Baltic Sea Region (BSR)?
While there are many different ways to de-
fine it, this article views it as including the
Nordic and Baltic countries, Poland, we-
stern Russia, and northern Germany.
However, less attention is paid to the nor-
thern coast of Germany, as its economy is
strongly integrated with that of continental
Europe.

Overview

Ina 2007 branding exercise for the Baltic
Development Forum, one suggestion was
‘Born in the Age of Globalisation'. The mo-
dern BSR is arguably the result of a sudden
opening (and the resulting creative new en-
counters) between mature economies in the
west and innovation-hungry, fast-growing
ones in the east.

How do things look now, 25 years later?
According to most international bench-
marks, the Baltic Sea Region comes out as
a very innovative part of the world — albeit
with somereservations, see below. Thereiis
an almost unique combination of key indu-
strial clusters —from biotech and ICT tore-
newable energy, design, and much more, all
within a sustainable context. Moreover,
much innovation is user-driven; as a result,
the region is sometimes seen as a testhed
for sophisticated new products for later
introduction to world markets.

The following are the issues | seek to
address in this article:

How has business and industry developed
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after the region became completely free?
What canwe learn from the journey that we
all have made in Northern Europe? What
prospects will business and trade have in
the future in our region?

Evidently the last few decades have com-
prised a period of great change in the world,
characterised hy globalization of trade and
investment as well as by the introduction
and dramatically increased use of the inter-
net. How has the structure of the econo-
mies and business changed in these years?

In the midst of this period, the world has
been shaken by a serious financial crisis.
How has the Baltic Sea Region recovered?
What are the main hurdles in our current
development?

To create regional cohesion requires not
only political will and an effective civil
society but also a functioning economic mar-
kets. How far have we come in this respect?

As for the future, what new challenges
and possibilities are emerging? Finally,
what about the Baltic Sea itself, given that
it is so fundamental to our lives? Can it be
saved by sustainable conservation as well
as with new, advanced scientific and tech-
nological measures?

In sum, this article is about integration,
internationalisation, and innovation.

Industry structure

The region, which expands over a vast
territory, is nevertheless sparsely popula-
ted. Accordingly, communications and
transport have been extremely important
since the beginning of its history. At the
beginning of the 1900s, Stockholm had the
largest number of telephones in Europe —
not the largest per capita figure, the largest
absolute number. The railway industry is
quite developed in Scandinavia, while Po-
land has a long tradition of producing high-
-quality transit vehicles like trams and buses.
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There is an abundance of raw material
and commodities in the region, which featu-
res large forests as well as expansive depo-
sits of iron ore and other minerals. It is
significant for the prosperity of the BSR that
much of the wood and iron has been proces-
sed in the region itself, thereby facilitating
the development of more sophisticated
value-added products — such as new forms
of paper, furniture, special steel, power ge-
neration technology, automotive & mariti-
me equipment etc. This is somewhat
different from North America, where much
of the abundant natural resources extrac-
ted in Canada has been exported to the US
toundergo value-added further processing.

In modern times, the Northern European
economies have thus been characterized by
a high concentration of companies with
highly developed, complex products in va-
rious areas, like electricity production, ICT,
and industrial services. In the 1980s many
synergies emerged among the Nordic coun-
tries, between Sweden, Finland and Norway
in paper and pulp processing equipment and
electricity, as well as in services with
Denmark. This Nordic industrial integration
was rightly seen as forerunner to the larger
European Single Market, which was laun-
ched in the early 90s and which has served
as an impetus for growth in the small
export-oriented Nordic economies.

New trade and foreign investment

After the freeing of the economies of the
former communist countries, trade thro-
ughout the Baltic Sea Region developed
fast. At first, trade for the eastern BSR co-
untries was mostly with the western states,
but trade among them soon began to incre-
ase as well. Thus, a certain level of econo-
mic integration emerged in the region. Its
industrial, manufacturing, and knowledge
base was constantly upgraded throughout
the 1990s, thereby facilitating the later



integration into the European Union of the
new democracies.

Another important feature of the intra-
-regional integration process was a signifi-
cant increase in foreign direct investment
(FDI). Again, this had previously been
a strong trend in western countries like
Denmark and Sweden, but eastern BSR sta-
tes were able to increase the inward stock
of FDI faster than the world as a whole, let
alone faster than the ‘old’' European market
economies.

Toalarge extent this meant outsourcing
of lower cost production from the western
to the eastern part of the Baltic Sea basin.
But it also brought with itthe introduction
of modern industrial systems to the transi-
tioning countries.

Early on this was part of an immediate
wave of post-communist privatisations in
the new market economies. Yet a firm trend
of accepting FDI became established such
that it continued to grow even after the pri-
vatization wave was more or less over. The
inward FDIinto new market economies such
as Estonia, Latvia, and Lithuania has been
especially important, since a genuine capi-
tal market built on private savings did not
previously exist in those countries, and had
to be gradually built up from scratch.

Upgrading

These changes in FDI only follow the
general modernising trend in the eastern
BSR. Gradually, the focus of FDI itself has
moved away from manufacturing, flowingin-
stead into service sectors like finance, real
estate, tourism and business activities. This
is not to say that manufacturing has been
left behind; it too has also grown, although
with less relative importance. Examplesinc-
lude food processing, forest/wood products
in Estonia and Latvia —and given the strong
industrial tradition in Poland - transport
equipment. It should be noted here that

while the Nordic countries represent a very
important source for FDI in the Baltic states,
this does not apply to Poland, where Germany,
UK, France and the US play a dominant role.
The upgrading of the economies should
be seen in the context of increasing dome-
stic consumption, which featured new pat-
terns and tastes —although some lingering
traditions from Soviet-style central plan-
ning remained in some people's minds. The
upgrading has also been part of the integra-
tion process into the EU, of which the new
democracies became members in 2004,

Financial crisis

The great worldwide financial crisis
in 2008 hit the Baltic Sea Region hard.
Some countries, like Sweden and Finland,
had already undergone a very painful crisisin
the early 1990s. As aresult of the lessons le-
arned and implemented from that period, the
Swedish and Finnish banking systems were
less shaken than many others in 2008-09.
The state had also built up strong financial
reserves with permanent budget surpluses.

Other countries were not as fortunate;
especially hard hit were the ‘tiger' economies
at the eastern rim of the Baltic. The respecti-
ve GDP of Estonia, Latvia and Lithuania fell
by 20, 25, and 17 percent respectively.
Unemployment increased by a factor of four.

The big exception was Poland, which was
the only country in the European Union that
did not see a single quarter of negative
growth throughout the whole crisis. This
was due to a combination of its cautious fi-
scal policy, its successful creation of a do-
mestic market with relatively strong
demand, and the Keynesian role of substan-
tial use of structural funds from the EU.

Recovery

Through tough domestic policies,
the Baltic states managed to recover more
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quickly than other parts of Europe after the
acute financial crisis. Moreover, their reco-
very has been sustained. Unemployment ro-
se sharply during the crisis but has again
declined not only in the Baltic states but al-
soin the Nordic countries, something that is
not the case for Europe as a whole. The other
driver of the crisis, rapidly swelling public
debt had not been a problem before the cri-
sis and was more manageable than else-
where.

A positive signis also the region’s perfor-
mance on the so-called economic misery
index, which has been better than that of
North America or the EU as a whole. This is
important not least given the large income
disparities in the region as well as the gro-
wing divide in living standards between
urban and rural areas in the eastern part of
the Baltic Sea Region.

Current prospects
and lessons learned

So what are the current prospects for
business and economy in our region? The an-
nual State of the Region Report of the Baltic
Development Forum raises a question that
is very much en vogue throughout the world
at present: whether itis possible to adapt to
a ‘New Normal' with less growth.

Sound base

Firstit has to be said that that, essential-
ly, the region has a sound economic base.
The gap in prosperity levels between the
eastern Baltic Sea Region and Europe as
awhole has narrowed every year, while the
Nordics — which are ahead of the rest of
Europe —have beenable toincrease their lead.

As has been mentioned, unemployment
levels have receded after the crisis. Public
finances are well managed, and the region
gets very high marks on most innovation
scorecards.
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New worries and challenges

Nonetheless, there are certainly also
worries that have to be taken seriously, and
thus no reason for political and economic
actors to become complacent.

While the region performs better than
the EU as a whole on unemployment, priva-
te consumption, private investment, etc.,
it is now underperforming in a comparison
with the whole of OECD. Thus, even though
we are doing better than EU, we are still too
closely tied to the European economy.

Businesses in the region have to trade
and investin a much more global way if the
region is to become once again a world
leader ininnovation. Today being part of so-
-called global supply chains is vital for bu-
siness in all parts of the world.

Especially worrying is the drop in the
growth rate of private investmentin recent
years and the lack of expansion of small and
medium-sized enterprises. High uncertain-
ty (toamore pronounced degree thanin the
EU as a whole) about the medium- term
outlook —is probably a reason. Russia's an-
nexation of Crimea and its involvement in
Eastern Ukraine also plays arole in genera-
ting insecurity about the prospects for
private investment.

Lack of skills to meet new industrial
demands

Another more important weakness of the
Region relates to skills in the work place.
A highly educated working population has
traditionally been a key asset of countries
in the region, with vocational training as
a particular strength.

However it seems that the educational
systems of many BSR countries have pro-
blems catching up with the needs of com-
panies in areas that require new
technologies and systems. Labour produc-
tivity does not stand out as very advanced,
and in some of the eastern countries of the



region, ‘brain drain’ is a problem. It is of
utmostimportance for the region to moder-
nize and expand education and training
in a generous way!

Gender equality is also a factor that sho-
uld rank high on the scale of preferences.
This applies even to countries like Sweden
and Denmark that are considered to be the
world's strongest in female workforce
representation. In Sweden income gaps
between men and women still exist, and the
labour market is highly segmented.

Attract foreign talents

In this dimension we also have to see the
difficulties of attracting talent from outsi-
de the BSR. To be relevant in science-rela-
ted industries, we must be able to attract
top-level talent to settle here. Much has to
be done to make the region more attractive
to outsiders both in terms of finances and
of living conditions; given the region’'s long,
cold winters with short daylight hours.
An ambition to do just that has been made
in an EU-supported project (One Baltic Sea
Region) initiated in Helsinki and with the
Swedish Institute in an operative role.

These measures —modernising skills tra-
ining, attracting outside talent, and raising
gender equality — can be even more effecti-
ve, if adopted by all BSR countries so that the
region as a unified whole can be viewed from
the outside as a source of opportunities.

A genuine Baltic Sea market

Most important for the cohesion and
genuine integration of people and busi-
nesses, as well as for lasting prosperity, wo-
uld be the creation of a genuine domestic
market for around 70 million consumers.

As our region is sparsely populated,
a functioning domestic market — with sub-
stantially upgraded infrastructure —is par-
ticularly vital for increased consumer

demand to be translated into increased pro-
duction for companies in the region. Much
has been done in this respect; all the coun-
tries that touch the Baltic — with the key
exception of the Russian Federation —are
now members of the European Union and its
single market. Integrationin trade and inve-
stment between the new democracies in
the East on the one hand and the ‘old Nor-
dics’ and Germany on the other means that
consumer choice in the region has become
more varied.

Yet even within the single market, many
hurdles still exist, such as different product
standards and a certain diversity of rules re-
garding trade in services. The continued
pursuit of efforts to bring down remaining
barriers to trade is especially important for
smaller companies This is currently dealt
within a flagship project within the EU Stra-
tegy for the Baltic Sea Region called ‘Remo-
ve Remaining Single Market Unjustified
Barriers'. This is led by the Polish Ministry of
Economy in partnership with the National
Board of Trade of Sweden.

Russia in the WTO

The 2012 accession of Russia to the
World Trade Organization (WTO) is of cour-
se essential with respect to creating a truly
unified market in the Baltic Sea Region,
including St Petersburg and Kaliningrad on
its eastern shore. However Russia's involve-
mentin Crimea and eastern Ukraine and the
resulting economic sanctions are a setback.
Nonetheless, it should be noted that Russia
has made binding commitments to open up
its markets in many different fields.

Import duties should come down. Trade-
-distorting measures such as export duties
and discriminatory pricing practices have to
be reduced or eliminated. Non-tariff
barriers to trade also need to be lowered.

If these measures are implemented, it is
true that exporters outside the region will
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eventually make gains in many industrial
areas. However, even more important
would be liberalization in ICT and in finan-
cial and other services.

Of course one can claim that implemen-
tation of these liberalization measures
could be slow, delayed by sanctions and held
up for political reasons. Yet, to date, the WTO
dispute settlement procedures have shown
themselves to have real clout; many dome-
stic Russian laws will have to change in a
more transparent and liberalizing direction.

What does a ‘true domestic market' mean?

A good example of what is implied by
a domestic market could be the example of
Skype. This is seen in Sweden as a Swedish
innovation, in Denmark as Danish, and in
Tallinn as very much Estonian. In reality,
though, it emerged from the critical mass
of young ICT entrepreneurs who had bene-
fitted from strong user demand in the
Baltic Sea Region as a whole.

The concept of a Baltic Sea market is cer-
tainly not new. The medieval Hanseatic
League in many ways created the regions
we now know it, and its influence continues
to be felt today. It should be noted that the
League was more than just a trading com-
munity backed up by sea power. Strong cul-
turalimpulses and inspiration followed the
Hanseatic traders wherever they went in
the region. To take just one example, the
brick ‘Backstein Gothic’ architectural style
continues to define the region, with similar
churches and castles to be found in Liibeck,
Malbork, Riga, Turku, Stockholm, and Ribe.

Nowadays there is also a perception that
cultural development can go hand in hand
with innovations in communication and ICT-
-technologies. Berlin has had particular suc-
cess in branding itself as an innovative hub
for cultural entrepreneurship, something
that also creates economic benefits.
Another feature in this respect is the rapidly
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advancing industry of sophisticated compu-
ter games for an international market,
where Finland and Sweden are very strong.

Innovation and the knowledge-
-based economy

To be able to compete on the global and
not just European scale, the BSR has to ma-
intain its lead in business innovation. The
regionis fortunate to be widely regarded as
innovative in many respects. For instance,
the region is very strong in patenting, both
in general and for energy and environmen-
tal technology more specifically. A know-
ledge-based economy has clearly emerged,
with industry and services becoming
intertwined into complete systems.

Openness and free trade

An important reason for the region’s
innovative capacity is the relative openness
of its economies; the Nordic countries—and
now, to a large extent, the eastern Baltic
Searegion—are strongly committed to free
trade, which also opens possibilities for the
import of technology and ideas, and has
been a strong force for advancement in
science and culture —not to mention the ga-
ins our businesses have made from being
open to international influence.

Innovation is to a large extent user
-driven: that s, shaped by demanding custo-
mers and consumers. The example of Sky-
peis telling. People in the Nordic countries
are known as early adopters. Many obse-
rvers also claim that the combination in the
region of high openness to change and
a strong social safety net is important for
innovation. Frightened people are seldom
innovative.

Academia and business
No less crucial is a more positive attitude
to cooperation between universities and



business than in many other parts of
Europe. Engagement between private-sec-
tor and Academia provides a critical oppor-
tunity for intellectual cross-fertilization,
something that is key to inspiring new thin-
king and unexpected ideas.

In this respect it is of special interest that
theregion hosts 15 of Europe's 100 strongest
clusters. We have a mixture of clustersin for
example ITC, health care, environmental
research, and maritime services, a mixture
that enables them to benefit from each other.

Vulnerability and shifting demand

We can not however be satisfied with our
present position. We are vulnerable. Global
competition and changing demand condi-
tions are too variable to permit our region
to become complacent.

One aspect of this has been raised by the mi-
nistry of science of the German federal city —
state of Hamburg. This ministry is involved
in the European Union Strategy for the Bal-
tic Sea Region and is charged with coordi-
nating scientific and research cooperation
within the strategy.

Hamburg's officials have worried that
although the BSR is one of the most compe-
titive and innovative science regions in the
world, there is a clear lack of transnational
cooperation between institutions of higher
education—with suboptimal results. Accor-
dingly, they have proposed the creation of
a Baltic Science Network to exploit as yet
untapped potential. The stakeholders
would be ministries of education (or scien-
ce), national umbrella organizations respon-
sible forimplementing science and research
policies, and key regional actors such as the
EU Commission, the Council of Baltic Sea
States, and the Nordic Council of Ministers.

Hurdles for innovators
Fostering innovation can mean many
different things. Most innovators are up

against hurdles of various kinds, such as
outdated legislation, conventional peers in
industry, universities and banks, or undeve-
loped markets. Accordingly, a main task for
the public authorities should be to help
eliminate obstacles for innovators.

In this respect, the new concept of the EU
regional policy known as Smart Specializa-
tion can be helpful. Itis based ona ‘bottom-
-up entrepreneurial discovery process’
based on the relative strengths and capabi-
lities specific to a given region, so-called
‘location-specific’ with the goal of not spre-
ading its efforts too widely.

Finally, while it is easy to overlook inno-
vation in Russia given the dominant role
played in its economy by commodities,
especially oil and gas, it nevertheless has
many innovative companiesin ICT and reta-
il. However, they are not well known since
few of them reach the world market.

Boosting demand for business
spearheads

To become more successful in global
competition, developing good conditions for
demand is crucial. The whole Baltic Sea
Region could benefit in this respect from the
investment in ESS (European Spallation
Source) in Lund, Sweden, co-hosted by
Denmark. Focused on the use of neutronsin
material science, it is the first '‘Big Science’
large international research facility to be lo-
cated in the BSR. Understanding basic ato-
mic structures is important in a variety of
applications, including plastics, pharmaceu-
ticals, engines, computer chips, cosmetics,
detergents, textiles, paints, fuels, and batte-
ries; moreover, it is vital for other research
areas such as learning how DNA sustains
life at the molecular level. The work in ESS
could well become a boost for research and
industry in the whole Baltic Sea Region.
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Defining element: The Sea itself

Of course, there remain fascinating new
possibilities and untapped potential for fu-
ture entrepreneurial business advances in
our region.

Of common interest should be the envi-
ronmental condition of the Baltic Sea itself.
It is deteriorating dangerously, with pro-
blems including but not limited to eutrophi-
cation (a reduction in sea oxygen levels
ultimately resulting from agricultural and
industrial runoff) — even if there have also
been positive developments, such as dimini-
shed chloride and dioxin pollution, as well as
reviving populations of sea eagles and seals.

The region's companies are strong in wa-
ter purification and sustainable environ-
mental technologies, as well as other fields
such as space technology and ICT that can
be used to monitor the sea. Estonia’s world-
-leading e-government solutions should
also be mentioned in this context. Since no
one wants to live next to a dead sea, all co-
untries in the Baltic Sea basin should be mo-
tivated to apply their capacities for creative
innovation to find solutions for minimizing
further environmental damage and impro-
ving the living conditions in the sea.

Boosting demand in an entrepreneurial
milieu can be brought about by improve-
ments in public procurement, which if done
right can promote innovation and environ-
mental friendly techniques. This approach
is today not only accepted but also encoura-
ged by the European Commission.

The futurerolein the region of the Coun-
cil of Baltic Sea States is often discus-
sed. | would propose that the governments
come together to stimulate demand thro-
ugh joint public procurement, thereby in-
centivizing industry to develop new
innovative technologies and systemic solu-
tions for environmental issues in the Baltic
Sea. If these issues are solved regionally,
this could also lead to a global breakthrough
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in responding to environmental and clima-
te challenges.

Now, we come full circle. The Sea
created the conditions for life, culture, and
prosperity throughout the region’s history.
And today the sea could become the key
factor that will bring people and countries
together in meaningful cooperation, there-
by preventing centrifugal forces from
dominating in our part of the world!

Concluding remarks

With a strong economic and innovative
base, the Baltic Sea Region has managed to
recover from the global financial crisis bet-
ter than many other parts of the world.
However, most of its economies are small
and vulnerable. The new democracies in par-
ticular still have lot of catching up to do in
order to modernize in a sustainable way.

If the regionis to lift itself above the ‘New
Normal' of the no-growth economy, an in-
creasingly global trading orientation is of
utmost — thereby linking it with important
centres of growth outside Europe.

Gender equality has to be prioritized.
Education and professional skills training
needs to improve. Qutside talent should be
attracted.

Innovative cooperation between universi-
ties and business, as good as it is ‘at home,’
must become more advanced on a trans—
national level. Leftover ‘silo’ mentalities ha-
ve to disappear for the region to become
stronger in developing large innovative
scientific and business projects and thereby
be more of a player on a global scale.

Remaining barriers to trade must be re-
moved. A genuine domestic market in the
Baltic Sea Region would mean much for in-
spiring private investment, not least for
smaller companies. It could also foster
stronger innovation for the benefit of con-
sumers while promoting regional cohesion.



The member governments of the Council ~ Since it has formed our culture and econo-
of Baltic Sea States have to work togetherin  mies, its ecological fate is of paramountim-
a more operational way jointly to advance portance and should occupy the minds of all
business cooperation while strengthening people who live in the region. This should
the state of bothscience and society. also give us the necessary inspiration —and

The defining element is the Sea itself. tenacity —to succeed!

MATS HELLSTROM

Former Minister of Foreign Trade, Agriculture, Nordic and EU-Affairs in the Goverment
of Sweden; Sweden’s Ambassador to Germany and Governor of the Province of
Stockholm.
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Cross-horder Cooperation:
Challenges and

Opportunities

Oleg Matukevich, Foundation of Knowledge and Technology for SMEs ‘Victoria’;
Information Centre for Business Support —INOK, Russia

The experience of cross-border coopera-
tion between Russia and countries of the
Schengen zone: The example of the local
border traffic (LBT) regime with Poland.

1. General features of the local
border traffic regime between
Russia and Poland

A local border traffic (LBT) regimes have
become animportant factor in cross-border
cooperation between Russia and some co-
untries of the Schengen area. It facilitates
the border crossing process for citizens of
both countries living in the border area.
Under the LBT, residents of the border zone
do not require visas in order to visit the bor-
der area of the other country for a series of
reasons, from social, cultural, family, and
officially acknowledged economic reasons
(non-profitable activity).

At present the Russian Federation has
concluded intergovernmental agreements
on the LBT with three countries of the
Schengen are: Norway, Poland and Latvia.

Russia's LBT agreements with these co-
untries differ from each other in ways such
as the distance or duration of permitted
stays. on such parameters as a distance of
permitted stay on the territory of a State-
-member of LBT Agreement from the state
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border and duration of stay. For example,
the Russian-Polish LBT regime defines the
border zone as 150 kilometers wide, cin con-
trast to the 30 km zone of the LBT
regime between Russia and Norway.

The most distinctive example of an LBT
regime is that between Russia and Poland,
which came in force on July 27, 2012. It
allows residents of the border zone an unli-
mited crossings for stays of up to 30 days at
a time (not to exceed 90 days within a
180-day period) in the neighbouring country.

Onthe Polish side, the zone includes resi-
dents of the following administrative units:

—in the Pomeranian Voivodeship: Puck,
Gdynia, Sopot, Gdansk city and county,
Nowy Dwdr Gdanski, and Malbork

—in the Warmian-Masurian Voivodeship:
Elblag city and county, Braniewo,
Lidzbark, Bartoszyce, Olsztyn city and coun-
ty, Ketrzyn, Mraggowo, Wegorzewo, Gizycko,
Gotdap, and Olecko. Meanwhile, on the
Russian side, the entire Kaliningrad region
isincluded, as illustrated below.

2. Influence of LBT regime on the
Russian-Polish border crossing

The LBT regime between Russia and
Poland can be considered unique not only
within the context of the two countries



Map 1. The territory of the Russian-Polish LBT regime

 — | PaloHbl, OXBaUEHHbIE MECTHbIM
NPUIPaHUUHBLIM NEPEABMKEHHEM

Source: Laboratory for social studies of Poland

bilateral relations, but also within that of
relations between Russia and the European
Union as a whole. It caused a sharp rise in
Russian-Polish border crossings in the first
two years after the agreement entered into
force, although this number was strongly
influenced by political and economic

KATIMHUHIPAOCKASA OBJIACTb

factors emerging in the second half of 2014.
According to the Border Guard Service of
Russia in the Kaliningrad region, the number
of border crossings in both directions were
twice as highin2012 (when the Agreement on
LBT regime was signed) compared with 2011,
reaching over 4.2 million (see Table 1).

Table 1. Characteristics of the horder crossing hetween Poland and Russia
(Kaliningrad region) in the period from 2012 to the first quarter of 2015

2012 2013 2014 1st quarter 2015
1. Total crossings: 4232613 6360 382 6795350 1384376
Foreign citizens 2327108 3201006 3592546 833536
Russian citizens 1903976 3157632 3201126 550530
Stateless persons 1529 1744 1678 310
2. Total crossings
under terms of LBT 286156 3230830 4680278 995979
Citizens of Poland 268233 2143516 3043426 729505
Russian citizens 17838 1086 372 1635428 266140
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In 2013, over 6.3 million people had cros-
sed the Russian-Polish border, or, 50%
more thanin 2012.

Both Russian and Polish experts believe
that the sharprisein crossingsis connected
with the implementation of LBT regime.

One of the Kaliningrad region newspa-
pers quoted a head of the Kaliningrad Bor-
der Guard department Oleg Lutsky as
saying ‘the sharp increase in the Russian-
-Polish border crossings was mainly caused
by the agreement on LBT, which has beco-
me increasingly popular since its imple-
mentation'.

Statistical data by the Border Guard Service
of Russiain the Kaliningrad region show that
while in 2012 the number of crossings of the
Russian-Polish border in the framework of
the LBT was only 6.7% of the total number of
border crossings, this figure had jumped
t050.7% in 2013 and 68.8% in 2014.

LBT card has become the most common
‘tool’ used by the residents of the Kalinin-
grad region to cross the border.
In 2013 66.1% of Kaliningrad residents had
crossed the border with LBT cards several
times a month, 25.9% - several times
a week (!), and 1.6% — every day! Only 6.4%
used the LBT card less than a few times
a year or less, according to a report by the
Polish Laboratory for Social Studies.

It worth noting that the Poles and
Russians have different goals and frequen-
cy of crossing the —Russian-Polish border.

According to Poland's Border Guard
Service statistics, Poles cross the border mo-
re often than their Russian counterparts (see
below), but their main purpose is to purchase
fuel (88% of local border crossings). Other pur-
poses of border crossing are of relatively little
importance: tourism—7.1%, visiting friends and
relatives —1.6%; business- 0.6%; and contrac-
ted work—0.4%. The financial incentives for
Russians crossing into Poland are more
complicated. First of all they buy food and
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clothing as the prices are more attractivein
Poland than at home. Representatives of
this group make up 54% of the total number
of crossings of the Russian-Polish border.

Border crossings for tourism make
up 19%. Up to 18% of Russians enter Poland
as a transit country. Other purposes of en-
tering into Poland are: hired labour - 3,4%,
private business - 2.5%, and visiting
relatives & friends —2.3%.

In turn, the analysis of statistics by the
Kaliningrad Border Guard Service shows
that Poles visited the Kaliningrad region
twice as frequently as Russians visited the
Polish border areas: some 6.2 million com-
pared to 3 million as of March 31, 2015 (see
Table ).

Inthe second half of 2014, the LBT system
was affected by the highly strained relation-
ship between Russia and Poland caused by
the crisis in Ukraine and by the weakening of
the Russian rouble against major currencies,
including the Polish zloty.

Thus, according to the Central Statisti-
cal Office of Poland, nearly 105,000
Russians crossed the in December 2014, al-
most 73,000 (or 70% less) than in the same
period the previous year.

‘The tourism and shopping boom caused
by LBT and the favourable rate of the zloty
has ended, probably both because of the de-
valuation of the rouble and the difficult eco-
nomic situation in Russia. Moreover, the
mood has not been good in our neighbourly
relations recently’ —an adviser of the may-
or of Gdansk Tomasz Nadolny was quoted
by one of the Kaliningrad editions.

However, the decline in the number of
the Russian-Polish border crossings in the
second half of 2014 does not negate the im-
pact of the LBT regime on commercial and
cultural exchanges between the two coun-
tries. This is confirmed by statistics on the
number of permits issued to cross the
border under the LBT regime (see Table 2).



Table 2. The number of permits issued by Russia and Poland for border

crossing under the LBT regime

2012 2013 2014 Quarter 12015 Total
Issued by the CG of
Poland in 12672 184295 53868 13781 264616
Kaliningrad
Issued by the CG of 7000 56 000 160 000 27000 250000
Russia in Gdarisk

Source: Consulate General of Poland in Kaliningrad and the Russian Foreign Ministry representative office in Kaliningrad.

‘We have issued more than 250,000 LBT
permits. It means that more than a quarter
of the residents of the Kaliningrad region
obtained them. And itisimportant that the-
se permissions are being used. According to
the statistics data provided by both the Po-
lish and Russian border guard services, LBT
border crossings amount to more than 50%
of the total’ Consul General of Poland in Ka-
liningrad Marcin Nosal said last October at
a conference devoted to the impact of the
LBT regime held in the Polish city of
Bartoszyce.

According to the press service of the
Warmian and Masurian Border Service, as
cited by the Polish cultural and business
centre in Kaliningrad, almost 2.5 million re-
sidents of Kaliningrad region and Polish
residents of border provinces had used the
LBT system during the past two years.

Statistics from small border traffic the
Kaliningrad Border Guard Service show that
in the period from 2012 to the first quarter
of 2015, Russian-Polish border crossings un-
der the LBT regime accounted for 58% of
the total number of crossings.

3. Social and economic aspects
of the LBT regime

According to the Polish authorities, the
implementation of the LBT regime caused

a boom in tourism and shopping, giving an
impetus to social and economic develop-
ment in the included border areas.

As Poland's Central Statistical Office po-
inted out in 2012, residents of the Kalinin-
grad region purchased goods in Poland of
a total value of nearly 23 million zloty (abo-
ut 230 million Russian roubles). Moreover,
this data was compiled only on the basis of
some 22 million VAT refund receipts pre-
sented by Kaliningrad residents at the bor-
der; the figures therefore do not include
goods purchased at duty-free shops or
goods/services ineligible for VAT refunds.

In 2013 the Russians spent 584 million
zloty, or 6.7 billion roubles in Poland of
which 37.3% were spent by those who cros-
sed the border under the LBT regime.

According to official statistics, in 2013
Polish citizens spent 378 million zloty in the
Kaliningrad region, or about half the corre-
sponding figure for Russians in Poland. The
shre of Polish spending by LBT travellers
amounted to 54.9% of the total. On average
each visitor from Poland spent 259 zloty in
the Kaliningrad region, compared to 500
zloty spent per Russian citizen in Poland.

Theimportance of the LBT regime for the
social and economic development of the
border regions was highlighted at the afo-
rementioned Russian-Polish conference in
Bartoszyce. For instance, the NewsBalt
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information analytical portal cited the com-
ment of Mieczystaw Struk, a high-ranking
official from Pomerania Voivodeship
Mieczyslaw Struk on the two year results of
the border regime, which he regarded as
unique for relations between Russia and EU:
‘The growth of Russian tourism in Pomera-
nia provides not only economic, but also in-
tercultural benefits. The implementation of
the LBT has also shown great flexibility of
the service sector (hotels, retail chains)
which quickly adapted to the customers
from the Kaliningrad region'.

According to the Polish side, Kaliningrad
residents do not just shop in Poland, but
take partin active recreation by for example
attending concerts, taking sightseeing trips,
and visiting museums. Even though the area
that can be under the LBT regime is limited,
it still gives Russians a good chance to learn
a lot about the neighbouring country.

Moreover, municipalities in the
Kaliningrad region and their counterpartsin
Poland's border areas intensified coopera-
tion in the cultural, humanitarian, and so-
cial spheres thanks to the LBT system.

‘It has become much easier for us to
visit the Polish border towns with which we
have close cultural and humanitarian con-
tacts, and in turn to invite our Polish colle-
agues to visit in return’, said Sergei
Gvozdinsky, first deputy head of the munici-
pal administration in the Russian border
town of Mamonovo.

An important result of implementation
of the LBT regime between Russia and
Poland, according to the participants of the
Bartoszyce conference, was that previous
forecasts predicting dire consequences
such as an intensification of cross-border
crime (particularly smuggling) due to the
LBT system had not come to pass.

‘There were only 80 violations of the LBT
regime within two years. This is insignifi-
cant, if we take into account that there
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were several million border crossings
annually’ —Marcin Nosal the Consul General of
Poland in Kaliningrad, said at the conference.

For his part, Kaliningrad Region governor
Nikolai Tsukanov agreed:

‘The two-year experience of visa-free bor-
der crossing under the LBT regime is very
important for us”, he said: ‘During time in
which the LBT regime has been in force,
there have been virtually no violations from
either side. It shows that the Poles and the
Russians respect each other and are ready for
mutually beneficial cooperation’, he added.

It should be noted the Russian-Polish
political relations, which have become
more complicated recently, as well as eco-
nomic difficulties in Russia, have of course
influenced the social and economic impact
of the LBT regime. Kaliningrad residents be-
came less willing to travel to Gdansk and
other neighbouring towns first of all becau-
se the fallin value of the rouble against the
zloty made shopping in Poland less advan-
tageous. As the number of both Russian
shoppers and tourists decreased, the im-
pact was immediately felt by the owners of
shopping centres and even small shops in
the border regions of Poland.

‘The decrease in the number of Russian
touristsis strongly felt in the service industry
as well as the culinary and trade sectors’,
Christina Hartenberger-Pater, director of
the Pomeranian Regional Tourist Organiza-
tion, told one of the Kaliningrad news
agencies.

Nevertheless, both sides consider the dif-
ficulties to be temporary and agree with
that LBT maintained its positive impact on
the social and economic development of the
border regions of Poland and Russia.

‘Recently | have noticed that there is
anew Biedronka shop built just 300 meters
from the border in Bezledy' - said Nosal.

‘This is significant. We have actively star-
ted to issue five-year LBT permits to those



who have already had permits valid for two
years. In 2014 we issued more than 50,000
LBT permits; moreover, over 13,000 LBT
permits and 7,000 visas were issued in the
first quarter of 2015. LBT is a useful tool for
helping two neighbouring nations to know
each other better’, argued Nosal.

4. Challenges and opportunities
of the LBT regime

Alongside with the positive results of
LBT implementation between Russia and
Poland, however, both sides have identified
some problems with visa-free border cros-
sings between the two countries.

Both Russian and Polish experts point to
‘bottlenecks’ at border crossing points.
Efforts to modernize infrastructure, inclu-
ding electronic innovations, have so far
failed to resolve a problem of kilometres-
-long queues at crossing points on week-
ends and bank holidays.

To solve the problem the Poles promised
to complete the reconstruction of the
Olsztyn-Braniewo railway within two to
three years. This project is aimed at establi-
shing a railway connection between
Warmia-Masuria and Kaliningrad region.
According to Marszalek (Chairman of the
Sejm) Jacek Protas, who participated in the
Bartoszyce conference, the Polish side has
already allocated some funding toward its
implementation.

Moreover, Protas believes that for
strengthening inter-regional cooperation it
is necessary to include sea traffic, including
to the port of Elblag, in the LBT zone.

The report by the Laboratory of Social
Studies of Poland on the results of the im-
plementation of LBT between Poland and
Russia also noted the need to widen border

areas of Poland under LBT umbrella and to
further simplify cross-border procedures.

According to the mentioned-above
report the Poles consider intensification of
information activities as an important
aspect of the further development of visa-
-free travel with Russia.

The information activity should cover
such issues as the rights and duties of the
Polish citizens during their stay in Russia,
the potential inconveniences and informa-
tion on what to do when being in trouble, as
well as positive examples of the implemen-
tation of LBT, including examples of Polish-
-Russian cooperation in various fields.

In turn, the Russian Foreign Ministry
representative office in Kaliningrad pointed
out two major factors which significantly
constrain LBT development:

—the lack of a modern tourist and recre-
ational infrastructure in the Kaliningrad
region able to attract more tourists;

—the refusal of the European officials to
include the Polish town of Etk in Warmia-
-Masuria, as well as the waters of the
Vistula Lagoon, in the LBT zone.

However, despite the existing problems
in the implementation of the LBT traffic be-
tween Russia and Poland the two sides
agree that the mechanism, has shown its
worth and requires further development.

The LBT regime has a positive effect on
the development of economic, cultural and
humanitarian ties of the Kaliningrad region
with the border areas of Poland.

‘Besides it can be considered as animpor-
tant step on a way to visa-free regime be-
tween the Russian Federation and the
European Union’, said Pavel Mamontov,
a head of the Russian Foreign Ministry
representative office in Kaliningrad, voicing
the official position of his department.
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Sea of Innovation:
How to Boost Innovation
in the Baltic Sea Region?

Marcin Fronia, Executive Director and Board Member, Norden Centrum, Poland

According to the rankings from the
European Union Innovation Scoreboard as
well as other indicators measuring dyna-
mics of innovation, countries from the Bal-
tic Sea Region have occupied leading
positions for many years.

Innovation is a key element of the Nordic
post-industrial development model, which
calls for a brave shift towards a knowledge
based society. It means among other things
strong state involvement in the develop-
ment of active relations with business, con-
tinuously rising funding for the R&D sector,
and stimulation of the development of inno-
vative start-ups, creative industries, and the
search for new areas of innovation (ie. green
technology, energy industries, design,
information & social media, smart cities, etc.).

Other countries of the Baltic Sea Region
have actively joined in the exchange and
transfer of knowledge from successful
Nordic countries.

This is reflected in the development of
institutional networks of cooperation, the
active Nordic business presence in other
countries in the region, and the increasing
popularity of a business culture that stimu-
lates innovation. The Triple Helix model,
promoted also in the context of the
EUSBSR (EU Strategy for the Baltic Sea
Region), can be applied here and relies on

the active role of business, government, (in-
cluding local government) and the science
and research sector as the main actors in
innovation. This article also presents some
concrete examples of best practices.
Its special focus will be on effective exam-
ples from the Danish experience in boosting
innovative clusters.

1. The Nordic model for inver-
stors: strengths and challenges

According to the Nordic Regional Report,
Denmark, Finland, Norway, and Sweden are

GDP per capita,
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Figure 1. Performance of the Nordic countries
Source: The Nordic Regional Report
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individually and collectively interesting to
international investors seeking ‘safe ha-
vens.' Praised for creating balance between
competitiveness and social inclusiveness,
the Nordic countries have striven to make
their economies more resilient as the finan-
cial crisis seemed to be coming to an end.
The International Monetary Fund released
areportin 2013 that contains a review of the
strengths and weaknesses of four Nordic
economies.

Figure 1 presents a number of economic
indicators. Each of them refers to the cur-
rent condition of a particular Nordic econo-
my. An 0-10 scale was created by
normalising all the variables chosen for the
report. A higher score means that a country
has better performance according to the
selected variable.

By and large the Nordic countries have
highly competitive economies. Figure 1 de-
monstrates the Nordics' top-notch scores
on all of the variables. Among four coun-
tries only Norway has a lower score on in-
novation than the OECD average. The
Nordic countries are most similar in public
debt level and in income equality. While in
the first case the OECD average is not much
lower than behind the Nordics' score, the
second reveals a much larger gap between
these two groups.

Sweden is ranked second on most varia-
bles. Its weakest area is in fiscal policy.
Relatively low scores in price stability and
average fiscal balance are the result of go-
vernment policy. However, its high level of
innovation and competitiveness make
Sweden an attractive place to start
a business.

Finland leads in innovation, though
Sweden and Denmark are not far behind.
Finland spends the highest amount of GDP
on R&D, with 3.87%; however, second-place
Sweden has still spent 3.42% of GDP on R&D
for two consecutive years.
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Nordic-4: Real GDP Growth
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Figure 2. Real GDP Growth Source: The Nordic
Regional Report

Figure 2 presents the level of real GDP
growthin the Nordic countries, which can be
linked to the specific model of development
innovation in the region. The report found
that the unique combination of openness to
trade, competitiveness, and a high degree of
specialisation — which the authors call the
‘Nordic model' — is responsible for the
strength of the Nordic's economies (for
instance in 2012, the sum of exports and
imports stood at over 60% of GDP; exports
consisted of either raw materials or highly
specialised and innovative final goods).

2. Countries from the
Nordic-Baltic region in various
rankings on innovation

2.1. EU Innovation Scoreboard
2015

The Innovation Union Scoreboard is an
indicator published by the European Com-
mission according to which the Scandina-
vian countries are among the leading EU
countries when it comes to innovation.
There are many reasons for this, including
their tradition of inventiveness, commit-
ment to gender equality, and deep belief in
the individual. Another important factor is



that research institutes work closely with
both the private sector and public sector,
thereby forming the basis for the activity of
such global companies as Sweden'’s Astra-
Zeneca, Ericsson, and Volvo, or Denmark's,
Rockwool, Danfoss, and Velux —along with
many others.

Innovation is thus closely linked to rese-
arch and development activities. Sweden,
which took first place in the Innovation
Union Scoreboard 2015, is also in the top
three countries by amount of investment in
this area; with 3.6%, it already far exceeds
the EU's 2020 target of allocating 3% of GDP
to research and development.

2.2. Innovation Capacity Index

Every year, Harvard Business School rele-
ases the Innovation Capacity Index, which
analyses the innovation potential of indivi-
dual countries. Of the 173 countries survey-
ed, Sweden took second place in terms of
well-educated engineers per citizen — just
behind Japan. The 2015 study also noted
that over the last 15 years, Sweden is in se-
cond place when it comes to the rate of
increase in the number of patents per capita.

2.3. Globhal Innovation Index

According to the Global Innovation Index
issued by INSEAD Business School in 2014,
Sweden was ranked in third place. This indi-
cator is a measure of the extent to which the
infrastructure of the country is conducive to
the functioning of a creative environment,
enables innovation, and contributes to real
results.

An especially developed area of Swedish
innovation is biotechnology. Research in this
sphereis not limited to such giants as Astra-
Zeneca and Pfizer, but includes many small
biotech companies as well. The key export
products inthisindustry are pharmaceuticals,

and innovations in the field of medicine
include among others the asthma medica-
tions Bricanyl and Pulmicort, the growth
hormone Genotropin, and the gastric
antiulcer drug Losec — which is one of the
best-selling pharmaceuticals in the world.
Other rapidly developing markets include
medical equipment, imaging devices, ortho-
pedic implants, dialysis equipment, artificial
heart-lung machines, ECG monitors, and
laboratory testing equipment.

3. Nordic states as leaders in
providing innovative clean
energy solutions

Thanks to their success at innovation,
Nordic states have tended to become global
leaders in sustainable development as well.
A report from the 2012 Nordic Innovation
Publication affirms that the Nordic states
aimtoincrease innovationin green growth
and welfare due to challenges posed by
globalisation, climate change, and ageing
populations. In the area of green growth,
the Nordic countries see an opportunity for
innovation and increased global market sha-
re. In addition, climate change provides an
impetus for green and sustainable solutions
in which Nordic states already have compe-
titive advantages. Ageing populations requ-
ire innovative solutions within the public
sector, especially in order to maintain the
welfare state.

Although the Nordic states are already
leaders in innovation among EU member
states, they seek to become global pioneers
in sustainable development, specifically in
green growth and welfare. Their approach
aims to empower the Nordic welfare model
with a high emphasis on green development.

For Nordic states, it isimportant to secu-
re and maintain a leading position in fighting
climate change and introducing sustainable
energy solutions. Joint research programs
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and large investments in new technologies
are important short-term steps, while
Nordic governments’ support for common
research projects to developing integrated
solutions in the energy sector will be
advantageous in the long run.

The Nordic states invested €53.4 million
into innovative research and the develop-
ment of new technologies from 2009-2013.
This funding was directed towards six sub-
-programs: effects of and adaptation to
climate change; interaction between clima-
te change and the cryosphere; energy effi-
ciency with nanotechnology; integration of
large — scale wind power; sustainable
hio-fuels, and carbon capture and storage.

Besides these common actions, each state
from the region has its own energy strategy.
Forinstance, Denmark seeks to cover its to-
tal energy and transport demand o with re-
newable energy by 2050. Before that point,
it favours making large investments prior
to 2020 in energy efficiency, renewable
energy, and the energy grid. Sweden—accor-
ding to a report entitled Making Sweden an
Oil Free Society — plans to dramatically re-
duce oil consumption and energy dependen-
ce by 2020. Finland is one of the world
leaders in the use of biomass, mainly due to
its large forest resources, while Norway is
the European leader in the share of renewa-
bles in gross inland energy consumption.
Almost a fifth of total primary energy con-
sumption in Finland is met by biomass, is
third-highest in the EU after Latvia (29%) and
Sweden (22%). Data from Eurostat illustrate
that Norway covers nearly half (42%) of its
gross inland energy consumption by
renewable energy, 38% by hydro power.

4.Lessons from regional coope-
ration for boosting innovation

The Nordic countries currently sponsor
jointresearch programmes and are determined
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to make large investments in innovative and
sustainable solutions.

The Nordic Council of Ministers has cre-
ated a fund called Nordic Innovation (NI),
which funds projects that boost innovation
and competitiveness in the Nordic business
sector and lead to commercial and sustaina-
ble development. Nordic Innovation primarily
works with small and medium-sized compa-
niesinthe Nordic region. Its missionis to ma-
ke it easier to develop and conduct business
in the region without national barriers.

Nordic Innovation defines innovation as
new products, services, markets, processes,
or organisational models that create finan-
cial benefits or otherwise are of value to
society. Innovation takes place in companies
and public sector service providers, and is
important in all industries and sectors. It
thus calls for a broad approach acknowled-
ging that innovation comes from a number
of sources and in a number of types. Nlis al-
so keen to encourage innovation in all indu-
stries and sectors, including in public
administration (following the Triple Helix
concept from EU Strategy for Baltic Sea Re-
gion — EUSBSR). ‘Nordic added value' is ga-
ined when cross-horder co-operation among
organisations generates more value than
would be gained from only working national-
ly. By the promotion of cross-border trade,
NI means measures that encourage new
start-ups and market opportunities as well
as increased trade in goods, services, and
capital both within the Nordic region as well
asinthe EU as awhole.

5. Clusters as effective tools of
boosting innovations: examples
from Denmark

Clusters tend to emerge around natural
resources necessary to a given industry
(e.g. Silicon Valley in the US or the maritime
cluster on the Danish coast) or around



universities and other knowledge institu-
tions that train relevant personnel and that
are open for collaboration with business
(e.g. life sciences around Copenhagen).
Some clusters emerge in the ‘neighbourho-
od' of another industry that creates demand
for their products or services (e.g. the wire-
less technology cluster in the Danish region
of Northern Jutland, which has responded
to the needs of the maritime industry).

5.1. Innovation Systems within
acluster

Innovation systems within a cluster are
mainly shaped by private-sector activities.
The presence of companies and enterprises
within the system is in turn conditioned by
geographical location as well as by the spe-
cific aspects of the sub-sectorin which they
operate. Companies sharing the same field
of interest tend to increase their level of
mutual interaction when located nearhy.

Therefore, the cluster is one of the main
forms of innovation networking. Innovation
networking is a broader term, covering not
just R&D co-operation on alocal scale (as in
a cluster) but also collaboration among
companies located in different regions, co-
untries, or continents. Such collaboration
can be formalised to a greater or lesser
degree. Of course, we can barely speak of
clusters without mentioning the key factor
of networking.

5.2. Innovation in Danish clusters

The Danish Agency for Science Technolo-
gy and Innovation has revealed, based on re-
search conducted on 1225 companies, that
after ayear, participationininnovation ne-
tworks increases the probability of R&D
collaboration by a factor of 4 and the pro-
bability of innovation by more than 4.5
times. Some 3,301 companies participatein
innovation networks in the country.

Table 1. Danish companies participating in innovation networks by size

Company size Amount of Fraction of Fraction of
in full-time participating participating total
equivalent companies companies companies

Oto19 1,730 57,1% 96,0%
20to 49 44] 14,5% 2,5%
50t0 99 270 8,9% 0,8%

100+ 590 19,5% 0,7%
All 3,031

Source; Danish Agency for Science, Technology and Innovation (2011) ‘The impacts of cluster policy in Denmark - Animpact study on behaviour and
economical effects of Innovation Network Denmark’, page 14. After DAMVAD 2011 based on General Enterprise Statistics (2008) and participation list

forinnovation networks
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5.3. Cluster example 1: Life Sciences — Medicon Valley

Fig.3 Map of Medicon Valley and list of firms involved in this cluster
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Source: Medicon Valley official website http://www.mediconvalley.com/content/us3/facts/medicon_valley_maps

The life sciences cluster located in the
@resund region (covering Greater Copenha-
gen area, including adjoining parts of
southern Sweden such as the city of Malmag)
is one of the mostimportant and well develo-
ped clusters in Denmark, and is a European
and world leader in both biotechnology and
medical technology. The success of this clu-
ster is based on many factors, including the
proximity of high-quality universities, multi-
-company collaborations, knowledge spillo-
vers, public-private partnerships, government
support, and venture capital investments.
‘Medicon Valley' s exceptional feature is the
latter: the huge impact of venture capitalist
firms can be clearly seen in the examples of
Fluxome (an industrial biotech company
focusing on molecular bioengineering and
nutrition), Vivostat, Acarix, and Santaris

82

Pharma. For example, the investments of
Seventure Partners, one of the biggest ventu-
re capital firmsin Europe with a €500 million
budget, has enabled these biotech companies
to carry out R&D activities that they eventu-
ally have been able to turn into scientific and
commercial successes.

5.4. Cluster example 2:
Copenhagen Clean Technology
(Cleantech) Cluster

This cluster focuses on the sustainable
exploitation and integration of renewable
energy sources. Renewable energy in
Denmark is produced mainly from wind po-
wer and biomass; some 46 companies are in-
volved R&D programmes working on those
energy sources. Two of the world's



leading wind power companies, Vestas and
Siemens Wind Power, are based in Denmark
and carry out their R&D activities mainly wi-
thin the cleantech cluster. This wind power
cluster attracts companies by the possibili-
ty of ‘access to a complete value chain of
sub-suppliers and professional services;
access to a highly qualified and experienced
talent pool —with 24,000 people employed in
the wind power sector; and access to univer-
sities with cutting edge know-how, extensi-
ve experience in collaborating with industry,
and world class research and test centres.’

A noteworthy contribution to cluster'sin-
novation network is Siemens' Centre of
Knowledge Interchange, which is being es-
tablished in Denmark mainly because of
Siemens' cooperation with the Danish Tech-
nology University, which has a particularly
long tradition of collaboration with private
companies. The Siemens Centre is an
example of a private initiative that enhan-
ces the innovative capacity of a cluster
that has already been created and nurtu-
red by the advantageous conditions provi-
ded by public institutions and by the open
Danish approach towards public-private
collaboration.

The Danish government is actively invo-
lved in supporting renewable energy cluster
in many ways, not just by providing univer-
sity graduates. For example, it created or
helped to create several programmes and
funding sources dedicated to the develop-
ment of new cleantech solutions. Start-up
and R&D activities can receive support from
the Danish National Advanced Technology
Foundation (with abudget of €38 million),
the Danish Agency for Science, Technology
and Innovation (with abudget of €55 million,
solely earmarked for energy solutions, the
Energy Technological Development and De-
monstration Program (EUDP) (with €30 mil-
lion), the Danish Energy Association (€5.5
million) and many other foundations and

programmes. No less important is the pre-
sence of science parks, which serve toincu-
bate business activities. In addition to
foundations and programmes, venture ca-
pital — as noted above with reference to
other sectors —is also very active in clean-
tech. Supporting new companies not only
with financial input, but also business expe-
rience, venture capitalists act as another
innovation capacity booster in the cluster.

An exceptional focus of the cleantech
cluster is on the smart grid, a system inte-
grating various renewable energy sources.
Each of these sources has its flaws: for in-
stance, the problem with the wind power is
that sometimes wind speeds are excessive,
causing more production than the grid can
handle; at other times, however, there is
less wind than needed. Diversification of
energy sources is the best way to deal with
this problem; however, it is not possible to
carry out a sensible diversification program-
me without a stable and well-planned
network. Making such a network possible
via greater cooperation is an invaluable
role for the cluster to play.

5.5. Cluster example 3:
Information & Communication
Technology

Denmark’s ICT cluster concentrates
wireless technology developers in the nor-
thern part of the country. Again, as in most
of Danish clusters, the ICT one benefits from
access to the country's highly innovative ta-
lent pool, a result of Denmark'’s high level of
education as well as the openness of its pu-
blic institutions and authorities towards pu-
blic-private collaboration. The ICT cluster
benefits specifically from a particularly
suitable domestic test market comprised of
enthusiastic ‘early adopter’ Danish consumers.

The principal contribution of the Danish
authorities to this cluster are a set of very
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competitive legal regulations. According to
the World Economic Forum's Global Infor-
mation Technology Report, Denmark has
the best laws in the world on ICT. Denmark
provides a flexible environment for business
activities while protecting intellectual pro-
perty and even promoting the cluster
worldwide.

Conclusion for business

Participation in a cluster brings several
benefits for acompany. Knowledge transfer
is just the starting point. By cooperating
with other advanced entities in the field of
innovation, a company learns from more
experienced players and is more likely to de-
velop its own solutions, giving it a market
advantage while broadening its revenue
stream.

In addition to benefits regarding innova-
tion (such as knowledge spillovers and R&D
co-operation), clustering brings other ad-
vantages, such as proximity of suppliers
(the concentration of one kind of company
in a certain area attracts other companies
in the sub-sector as well as affiliated enter-
prises like suppliers and outsourcing firms)
or resources (a cluster is often located in
certain area because ofits unique features,
whether natural resources, infrastructure,
workforce, tax benefits, or high-quality uni-
versities). Finally, clusters make possible lo-
wered transport and import costs due to
their geographical concentration.

Finally, developing a successful cluster
attracts venture capital firms, which have
considerable input in developing new tech-
nologies and improving innovative capaci-
ties. Without a cluster it is more difficult to
secure the attention, let alone investment,
of venture capitalists.
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Conclusion for public authorities

Clustering should be a key objective of
regional development, as it reinforces
knowledge-based development overall.
Knowledge-based development is desirable
because it results in better use of resources,
public-private partnerships (innovation-
-oriented growth goes hand-in-hand with
cooperation with universities and other pu-
blic knowledge-related institutions, not to
mention public authorities), measurable
economic outcomes (both economic growth
and higher state revenue from corporate ta-
xation), and improvement of a country’s
public international image. Moreover, the
presence of a cluster attracts companies to
locate their branches in a certain region,
which provides new workplaces, taxpayers,
and other benefits for local and national
authorities.

Examples of various Danish clusters,
reveal that governmental support Llike
advantageous tax systems (the maritime
cluster) or dedicated programmes and inve-
stments (the cleantech cluster) may help to
develop clusters, repaying the cost of such
support by attracting key companies to join
or even help create such networks, eventu-
ally driving growth. Danish government and
local authorities actively support clusters
and innovation networks in plentiful ways,
resulting in the highly developed structure
of Danish innovation networks that has
made the country a benchmark in this field.

6. Can the Nordic model of
boosting innovation be alesson
for Poland?

Some elements of this model of coope-
ration can be also applicable to the Polish
context. The high level of Scandinavian
investments, the geographical location of
the country within the Baltic Sea region,



and the transfer of specific elements of Nor-
dic business culture with a specific focus on
innovative solutions has meant that streng-
thening regional cooperation with Northern
Europe and being an active partner in this
region is extremely attractive for Poland
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European Pioneers: The
Baltic Sea Region as the
First Macro-Region of the
European Union

Kurt Bodewig, Former Federal Minister of Transport; Baltic Sea Forum, Germany

‘The Baltic Sea continues to be one of Europe's most vulnerable areas. Algae bloom
each summer, and more and bigger ships move through its narrowest and shallowest stra-
its. Divisions from the past are still being overcome. Research, innovation and trade links
need to be reinforced, while transport and energy connections have big gaps — the eastern
and northern parts of the Region are still too often isolated from the rest of the EU.’

European Commission Communication Brussels 23.3.2012 COM (2012) 128 final

This quotation from a 2012 European
Commission communication on the situ-
ation of the Baltic Sea and its region sets
forth the grounds for the EU Strategy for
the Baltic Sea Region (EUSBSR) and its re-
adjustment. It also presents the three most
importantissues faced by the region: ecolo-
gical damage to the Baltic Sea; its vital role
as an environmentally friendly transport
corridor; and, finally, an ever-present divi-
sion within the region regarding its infra-
structure — especially in terms of energy
supply — that results from historical diffe-
rences between two former political blocs.

These issues have been the subject of
political debate in the Baltic Sea region for
a long time. Many politicians, as well as re-
presentatives of the private and non-profit
sectors,, believe that the Baltic Sea should
develop as an environmentally sustainable
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area that would become a model region for
clean shipping as well as a knowledge re-
gion with technical innovations in the area
of sustainable sea transport.

The particularly high level of active
cooperation among universities and techni-
cal colleges in the Baltic Sea region offers
the necessary conditions for such develop-
ment. At the same time, existing protection
mechanisms in terms of maritime security
and public safety should be developed even
further. The subject of these efforts should
be a common approach towards cross
-border cooperation.

The long-lasting cooperation
structures in the Baltic Sea Region

As early as the end of the Middle Ages,
the Baltic Sea area was already one of the



most  politically and economically
important regions not just of Europe but
also of the entire world. Hanseatic cities li-
ke Liibeck, Tallinn, Gdansk, or Hamburg —
and later on, countries such as Denmark
and Sweden —were for a long time powers
of the highest European rank.

The fascinating idea of reviving the spe-
cial importance of the Baltic Sea Region
both as an economic area and living space
was taken up even before the fall of the
Berlin Wall by figures like the former head
of the Social Democratic Party of Germany
(and Minister-President of the federal state
of Schleswig-Holstein) Bjorn Engholm, who
proclaimed his vision of the ‘New Hanseatic
League'in1987.

Exactly 25 years ago this political wish
became a reality, thanks to the earlier
demise of the communist systems in Cen-
tral and Eastern Europe as well as the
enlargement of the European Union — first
the 1996 accession of Sweden and Finland
and then the 2004 enlargement to the Bal-
tic states and Poland. These events expan-
ded the common horizon of political
cooperation within the Baltic Sea region
even further. The discussions from the
period of last quarter century alone touch
upon the long-lasting cooperation structu-
res that have since allowed the Baltic Sea
region to become the first macro-region —
an almost perfect one.

Organisations such as the Council of Bal-
tic Sea States (CBSS, which includes the
non-EU states Iceland, Norway, and Russia),
the Baltic Marine Environment Protection
Commission (HELCOM), the Baltic Sea
Parliamentary Conference (BSPC), the
Union of Baltic Cities (UBC), and, last but not
least, the Baltic Sea States Subregional
Cooperation (BSSSC) are platforms of
continuous political cooperation.

There are also numerous economic
organisations such as the Baltic Sea Forum

(BSF, 1992), the Baltic Sea Chambers of
Commerce Association (BCCA, 1992), the
Visions and Strategies Around the Baltic
Sea network (VASAB, 1992), the Baltic
University Programme (BUP), the Baltic
Development Forum (BDF, 1999), the Baltic
Sea Trade Union Network (BASTUN, 1999)
and the Hanseatic Parliament (2004),
which are supported from the employees'’
side by the Council of Nordic Trade Unions
(NFS, 1972) and the Baltic Sea Labour
Forum (2011). This long-lasting tradition of
economic cooperation is also the founda-
tion for common activities in other areas
such as energy, environmental protection,
and transport. It also facilitates common
solutions to current issues such as the In-
ternational Maritime Organisation (IMO)'s
SECA regulations (which provide force
strict reduction of airborne emissions
produced by the ships crossing the Baltic
Sea), or the societal and legal obstacles
faced by the fast-growing number of cross-
-border commuters. Together with a well-
-developed scientific and educational
network, these long-lasting cooperation
structures are a guarantee of success.
Civil society is one of the most important
driving forces of the innovation process,
especially in the fields of environment, cul-
ture, and youth policies. This activity is
visible in numerous inter-regional and
cross-border initiatives, especially the regu-
lar meetings of non-governmental organi-
sations from the Baltic Sea Region, called
the Baltic Sea NGO Forum, that have been
held by the official presidencies of the CBSS
since 2011. Not only are EU member states
such as Germany, Poland, Denmark,
Sweden, Finland, Estonia, Latvia, and Lithu-
ania represented at these meetings, but so
too are active NGO participants from
Norway, Iceland and Russia, as well as (so-
metimes) guests from countries further
afield. Participants discuss topics such as
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environmental protection, sustainable
development, and social issues.

Macro-regional strategy of the
European Union

The existing level of intensive coopera-
tion was one of the main reasons why the
Baltic Sea Region was chosen as the subject
of the EU's first macro-regional strategy.
As early as 2006, the European Parliament
pointed to ecological damage and other
challenges facing the region. A year later the
European Council asked the Commission to
develop a long-term strategy for this
European area. In June 2009, the Commis-
sion presented the EUSBSR action plan with
the necessary measures Together with
other macro-regional strategies on the
Danube and on the Adriatic & lonian, the
EUSBSR was incorporated in the
Europe 2020 Strategy, which is intended to
accomplish goals set forthin the Lishon Treaty.

What are the objectives of the
strategy?

The European Commission describes
a macro-region as ‘an area covering a num-
ber of administrative regions but with suffi-
cient issues in common to justify a single
strategic approach.’ Both parts of this defi-
nition apply in particular to the pioneering
region of the Baltic Sea. With EU enlarge-
ment in 2004 the Baltic Sea became
(almost entirely) aninland sea of the Union.
The EUSBSR was created to address the re-
gion's common problems and reflect its in-
creased importance.

The Strategy has four main objectives:
1) Improving the environmental situationin

the Baltic Sea area.

The Baltic Sea is a sensitive, flat sea,

which at the same time is the biggest

brackish water ecosystem in the world.
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Therefore, the protection of biological di-
versity and risk prevention were defined
as key priorities.

2) Enhancing prosperity in the region by
providing support for well-balanced
economic development through: foste-
ring innovation among small and medium
enterprises, and through supporting the
macro-region in the implementation of
the EU law, especially regulations
concerning the internal market.

3) Increasing accessibility and attractive-
ness of the region for its inhahitants, eco-
nomies and workforces, as well as for
tourism. Improved transport connections
and increased energy security through
interconnected electricity networks and
gas pipelines are particular priorities.

4) Ensuring safety and security in the region,
for instance, through enhanced member
state cooperation within the European
Police Office (Europol) framework.

Creating a clear identity for the Baltic
Sea Region following the example of the
Mediterranean area is yet another aim.
Furthermore, the strategy should also
include practical cooperation with Russia.

Awhole set of measures was defined in the
strategy. After successful calls for tenders,
these measures gave rise to numerous flag-
ship projects and other initiatives. As the Cha-
irman of the Baltic Sea Forum, which was
involved in three of the projects —which con-
centrated on sustainable transportandinno-
vative maritime transport technologies -
I have experienced first-hand the dynamics of
this process as well as the exhilarating fe-
elings connected with its breakthroughs:itis
satisfying to work with pioneers who wish to
build a continent of innovation and sustaina-
bility and who are, working on cross-border
solutions and approaches.



Public criticism accompanied
the implementation

Even at the early stages of the strategy,
there was criticism regarding the three big
‘No's of the EUSBSR: the new strategy wo-
uld receive no new financial means and no
European legal framework of its own.
Furthermore, due to a deliberate decision,
there were to be no new institutions. Inste-
ad, it was to be a grassroots strategy that
would build upon the well-known platforms
of cooperation in the Baltic Sea region.
However, the last ‘No' did not entirely last, sin-
ce the Joint Technical Secretariat in Rostock
and the annual EUSBSR Conferences have
taken on an almost institutional dimension.

In terms of financing, the existing EU sup-
port programmes were to be involved and
the development was to be regulated by the
Commission's Directorate General for
Regional and Urban Policy. The basic idea of
the strategy — effectively using available
resources in projects, networks, and organi-
sations—remains asuccessful one. Indeed,
these traditional links have created strong
connections among national and regional
Baltic initiatives while not only promoting
further cooperation, but also—thanks tore-
gular exchanges of information and expe-
riences — helping to create common
strategies. Today's emergence of multila-
teral and trans-regional clusters can be
attributed to this grassroots approach.

Thus, despite all the criticism at the be-
ginning, this cooperation approach has pro-
ven to be very successful. As a result of
more than a hundred initiatives — many of
them flagship projects —a whole set of is-
sues was defined in a new and innovative
way. To illustrate this process, consider a
selection of subjects that are not always at
the centre of attention, such as: health (He-
alth Region Baltic Sea, BioCon Valley, BSHR
Health Port); clean shipping (BSR InnoShip,

Clean Baltic Sea Shipping); transport corri-
dors (Scandria, East-West Transport Corri-
dor ll); sustainable logistics concepts
(Amber Coast Logistics); support for small
and medium-sized enterprises (Baltic Sea
Labour Network); agriculture (Baltic Manu-
re, Hardwoods); tourism (Enjoy South
Baltic); and maritime spatial planning
(PartiSEApate). Moreover, a great number
of projects in the areas of research & scien-
tific cooperation, energy security, and ma-
ny other subjects have progressed
successfully with visible results. All these
projects had two things in common: the idea
of initiating innovations in diverse areas on
the one hand, and a strong link with the cur-
rent INTERREG-Programmes and other EU
funding possibilities on the other.

Pioneers: Spatial planning in the
Baltic Sea Region

A completely new quality of political
cooperation was achieved through com-
mon strategies on marine spatial planning,
an issue that is only just beginning to be a
subject of international cooperation.
The European Union's concept of motor-
ways of the sea (MoS) once played anincre-
asingly important role in spatial planning.
Inlight of the current situation, this concept
should be revived. The link between spatial
planning and various maritime issues shows
how hig an impact such planning has on
various aspects of the utilisation of the
Baltic Sea.

At the same time, an ecologically susta-
inable structure must be developed for the
transport area of the Baltic Sea. Taking
into account the situation in global ship-
ping, the Baltic Sea region has a historic
chance to give a new stimulus to sea trans-
port, linking competitiveness with sustaina-
bility, thanks to the following factors: the
stabilisation of ferry traffic, the further
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growth of the cruise industry, the increased
cooperation among ports with environmen-
tally-friendly hinterland logistics, and the
recent developmentsin the area of modern,
sustainable propulsion technology.

The European Parliament and the Euro-
pean Council together defined the common
European framework for maritime spatial
planning in Directive 2014/89/EU of 23 July
2014 (entered into force on 17 September
2014) in order to ‘contribute to promoting
the sustainable development and growth of
the maritime and coastal economies and
the sustainable use of marine and coastal
resources.’ As aresult, interaction between
land and sea should receive more attention.
The directive calls for national legislation
regarding maritime spatial planning to be
created by September 2016, with appropria-
te spatial plans to be presented by March
2021.

Baltic Sea Forum projects and
their results

The Baltic Sea Forum, an NGO with con-
sultative status at the United Nationsand a
strategic partner of the Council of the Bal-
tic Sea States, participated as a partner in
three projectsin the first phase of the Stra-
tegy. These projects concentrated on susta-
inable transport structures and brought
about crucial results regarding the organi-
sation of the Baltic Sea area:

Results of the ACL Project

The transnational project ‘Amber Coast
Logistics,' implemented in cooperation with
19 partners from Poland, Lithuania, Latvia,
Belarus, and Germany, was finalized in
February 2014. As a result, a number of re-
commendations regarding infrastructural,
political, organisational, and technological
challenges were formulated. Political and
economic decision-makers were also infor-
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med about the necessity of sustainably
organising different kinds of transport in the
southern and western parts of the Baltic
Searegion.

The project's short-term prognosis
prepared for the region assumes an avera-
ge growth rate of 2.9 to 3.1%. It is therefore
recommended that a concrete approach be
implemented quickly. It also applies to the
hinterland transport to Belarus, Russia and
Ukraine. What is worth noting is the open-
-mindedness of the decision makers
towards tri-modal loading terminals and
towards stronger integration of rail and
water transport.

An improvement of efficiency to border
and customs clearance was another impor-
tant subject raised in the report, as were
improvements in technical equipment and
in workforce qualifications.

Results of the CBSS Project

After three and a half years of intensive
cooperation with partners in various wor-
king groups of the Cleanship Project
(CBSS), a number of pilot projects were
presented together with technical solu-
tions and the final Baltic Sea Clean Ship-
ping Report. The Baltic Sea Forum was
responsible for moderating the political
strategy of the Clean Shipping concepts. It
entailed the reorganisation of regional har-
bours and maritime transport within the
next five to ten years, while taking into ac-
count the SECA regulation of the IMO as
well as the measures contained in the
HELCOM action plan in order to become
the most environmentally friendly trans-
portin the future as well.

Therefore, the CLEANSHIP report conta-
ins a number of recommendations and com-
mitments to act on in order to regain the
quality of the environment in the currently
endangered Baltic Sea. Through sustaina-
ble structuresin all parts of maritime trans-



portin the Baltic Sea—from RoRo ferries to
cruise ships —the markets should be further
developed in a responsible matter.

Results of the BSR InnoShip project
The BSR InnoShip project began with the
first meeting of all partners in Helsinki in

November 2010 and set out the following

objectives:

1) Transnational coordination, so that the
Baltic Sea Region could become a model
region in maritime transport emissions
performance, in accordance with natio-
nal and international regulations;

2) Exchange of knowledge and develop-
ment of good-practice models regarding
more sustainable and economically
viable Baltic Sea shipping concepts;

3) Developing a platform of specific solu-
tionsin harbours, cities, and the logistics
industry to introduce innovative low
-carbon technical solutions;

4) Raising public awareness in order to
reduce the negative consequences of
maritime emissions. The solutions deve-
loped in the Baltic Sea Region should
also be made available to other European
regions and countries.

Although presenting a full list is outside
the scope of the current article, recommen-
dations varied from speeding up port handling
to introducing new environmentally-friendly
sewage and exhaust gas treatment plants.
Further recommendations included using
liquefied LNG natural gas as a fuel as well as
other means of reducing emissions.

| would like to mention one more result:
upon the completion of these three pro-
jects, the Baltic Sea Forum created an an-
nual Maritime Clean Shipping Award.
The recipients of the award are chosen by
an international jury on the basis of their
particularly innovative solutions and
concepts.

Metropolitanregions
and clusters

Alongside the EUSBSR, a strategy for
creating metropolitan regions was founded.
As a result, a new type of metropolitan
region — interregional and bilateral — was
developed in the @resund region of so-
uthern Sweden and eastern Denmark (3.7
million inhabitants) as well as the Talsinki
region in northern Estonia and southern Fin-
land (1.9 million inhabitants). The first one
came to being mainly due to the realization
of the @resund road and rail link that drama-
tically increased ties between the two ci-
ties of Copenhagen and Malmg, resultingin
adivision of labour as well as common spa-
tial planning. The cluster structure with the
‘Medicon Valley’ (life sciences, cancer and
allergy research) and the ‘Copenhagen
Cleantech Cluster' (environment technolo-
gies, wind and bio energy, fuel cells) is par-
ticularly developed in this area.

The Talsinki region reflects the special
cooperation between the capital cities of
Estonia and Finland. This cooperation gave
the Estonian economy a boost after the co-
untry regained itsindependence and can be
traced back, among other things, to the
similarities in the Finno-Ugric languages of
both countries. It is especially visible in the
creation of acommon IT cluster thatamong
other accomplishments developed Skype,
the internet-based communication system
that became aninternationalicon. The tho-
usands of commuters between both cities
also testify to the reality of the common
economic area.

Other meaningful metropolitan regions
of the classical type developed historically
around Hamburg (with a population of 4.3
million) and St. Petersburg (which combi-
ned with the surrounding Leningrad Oblast
has some 5.5 million inhabitants).
Moreover, Oslo and Stockholm qualify as
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metropolitan regions despite their smaller
populations.

All these regions have continued to deve-
lop in accordance with general demogra-
phic trends in the region, according to which
the populations of rural areas have shrunk
dramatically while the number of residents
in the metropolitan regions has visibly risen.

Intensive cluster creation as
a new characteristic of the
Baltic Sea Region

Representatives of more than 150 innovati-
ve clusters from the Baltic Sea Region met du-
ring the second BSR Stars Cluster-to-Cluster
conference, with the characteristic title
Towards New Horizons, that took place in
Germany in September 2014The following
topics were at the foreground of discussions
at the conference: the pooling of the respon-
sibilities of government, business, and aca-
demia, taking into account the potential of
small- and medium-sized enterprises; and
introducing and promoting further innova-
tions. Transnational cooperation between
clustersis a particular prerequisite for de-
veloping new markets, and is strengthened
thanks to the support for the Baltic Sea
Region's cluster policy by the European
Commission Future funding possibilities
cover a wide spectrum that includes
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‘Horizon 2020, 'COSME’, and ‘BSR Innova-
tion Express’ among others - not to
mention the EU's traditional financing in-
struments of the EU.

Added value of the
macro-regional strategies

The first macro-regional strategy of
the European Union, the EUSBSR is proba-
bly the most successful realisation of this
concept and will be continued in the fun-
ding period 2014-2020. In light of this suc-
cess, the European Council deliberately
emphasised the added value of the ma-
cro-regional strategies inits conclusions
of a report for the European Commission
in October 2014. An emphasis was placed
on the responsibility of the member
states as well as the need for strongerin-
clusion of the strategy in specialised po-
licies. The new EU programmes
2014-2020 should thus show even more
consideration for the particular needs of
a given region. The fact that the EU Com-
mission is expected to prepare areporton
the governance of the macro-regional
strategies is for me a sign that this instru-
mentisregarded as an integral part of the
integration process.

In any case, the ‘pioneers’ of the Baltic
Sea Region have done an excellent job.
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