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Abstract

Theoretical and applied aspects of long-term management of spatial development of the Baltic States (Latvia, Lithuania,
Estonia) at three levels of management are considered: national, regional and local within the framework of integration
processes of development and administrative-territorial reforms in 2009 (Lithuania), 2017-2019 (Estonia), 2019-2021 (Latvia).
An overview of theoretical and applied research on the main approaches and models of managing the economic development
strategy of these countries and their assessment is given. The review showed that the strategy of managing economic
development at the national, regional and local levels requires an integrated approach to structural changes in the Baltic States.
In the political aspect, it includes the consolidation of administrative-territorial units within countries and the correction of
their roles, functions and interests. In the economic aspect — strengthening of investment and human resources to ensure
integration processes. The presented results show that in the Baltic States, there is a significant differentiation in
communications between the power elites of the vertical and horizontal levels of economic management. This is reflected in
the disparity of the socio-economic development of the Baltic States. Bridging the gap is possible through a strong public
organization of an intermediate level to manage the balanced economic development of these countries. There is a need for
active interaction of public authorities at all three levels of government: national, regional and local, in the interests of a single
goal: to promote the uniform and long-term economic development of the Baltic States.

Keywords: Baltic States, models of management strategies, economy and development policy, differentiation of
development, local governments.
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AHHOTaNMA

PaccmarprBaroTcsl TeopeTUUeCKye U MPUKIaZHbIe acleKThl J0JrOCPOYHOIO YIIpaB/ieHHsl IPOCTPAaHCTBEHHBIM Pa3BUTHEM
rocygapctB bantuu (JlatBus, JIuTBa, OCTOHMA) Ha TpPeX YPOBHSX yIpaB/eHMs: HallMOHA/JIbHOM, pETMOHATbHOM U MECTHOM B
paMKax MHTerpaljMoOHHbIX TIPOLIeCCOB PAa3BUTHS U aJ/MUHUCTPAaTUBHO-TeppUTOpUaibHbiX pedopm B 2009 roay (Jlutsa), 2017-
2019 rogax (Ocrtonus), 2019-2021 (JlatBus). [daH 00630p TeOpeTUUECKUX U TIPUK/IAAHBIX HCCAEJOBAHUN TI0 OCHOBHBIM
TMOZXOZlaM M MOJeJIsIM yIIpaB/ieHusi CTpaTerHeld SKOHOMHUECKOTO pa3BUTHS 3THUX CTpaH M MX oleHKa. O030p rokasas, 4to
CTpartervsi ympaejeHHsi 3KOHOMHUUECKMM pa3sBUTHeM Ha HAlIOHAJbHOM, pervMOHajJibHOM M MECTHOM YPOBHSX TpeOyer
KOMIUIEKCHOTO TOZAXO0fla K CTPYKTYPHBIM M3MeHeHWsIM B cTpaHaxX bantwy. B momuTHueckoMm acriekTe 3TO BK/IOUaeT B cebs
KOHCOJTM/IALAI0  a[MMHUCTPAaTUBHO-TEPPUTOPHA/IbHBIX €JUHWL] BHYTPU CTPaH M KOPPEKTHPOBKY HX posed, (yHKIUHA U
WHTEpeCOB. B 3KOHOMHUUYECKOM acreKTe — VKperyieHHe WHBECTHULIMOHHBIX W JIIO[CKUX PecypcoB ajst obecriedeHus
VHTerpaLoHHbIX NponeccoB. [IpefcTaBieHHble pe3y/bTaThl OKa3bIBaOT, UTO B CTpaHax banTuM cyijecTByeT 3HauMTesbHas
IvddepeHnyanysa B KOMMYHUKALUAX MeXKAy BIaCTHBIMHU 3/IMTaMU BepTUKAalIbHOIO Y TOPHU30HTAa/TbHOIO YPOBHEH yIpaB/eHus
SKOHOMUKOM. DTO OTpa)kaeTcsl B HepaBeHCTBe COLMa/IbHO-9KOHOMUYeCKOro pa3eutus crpad bantuu. [IpeosfosneTs 3TOT paspeiB
BO3MO)KHO C TIOMOLIBIO CHUBHOM OOIeCTBEeHHOM OpraHU3ald CpefHEero YpOBHS, KoTopas OyJeT ympaBisiTh
c6anaHCHpPOBAHHBIM SKOHOMUYECKHM pa3BUTHEM 3THUX cTpaH. CyljecTByeT HeOOXOZMMOCTh B aKTHBHOM B3aWMOZeHCTBUU
OpraHoOB TOCY[jJapCTBEHHOM B/IaCTM Ha BCeX TpPeX YPOBHAX YIpaB/leHWs: HallMOHAJbHOM, DerMOHAJbHOM U MeCTHOM, B
VHTepecax [OCTIKEeHHUsS eVHOW LieJi: COJeMCTBHsS PaBHOMEPHOMY U JOJITOCPOYHOMY 3KOHOMHUECKOMY PasBUTHIO CTpPaH
Bantun.

KmoueBble cnoBa: Crpanbl bantum, Mopenu cTpaTerMil yIipaBjieHHs, S5KOHOMHMKA M TIIOJWTHKA pa3BUTHS,
IvddepeHIanyis pasBUTHS, MECTHbIe OpraHbl B/IacTH.

Introduction

The Baltic States that are members of the EU plan to achieve the goals of sustainable economic development at the
national, regional, and local levels by 2030. The set of seventeen targets developed by the UN for the countries of the world in
2015 includes various socio-economic parameters from the eradication of poverty and sustainable development of cities and
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settlements to the formation of a common strategy for such development [1], [4]. This opportunity has two bases: political and
economic. Political — the need to actively promote the interaction of public authorities at three levels of government: national,
regional and local, in the interests of a single purpose: to promote uniform and long-term economic development of the
country. Economic — the predominant presence of high expenditure obligations with low budgetary provision of local
governments for the development, especially of small towns and rural settlements.

The purpose of the work is to identify socio-economic, managerial, socio-cultural factors that contribute to the balanced
territorial and spatial development of the Baltic States.

The strategy of State management of the process of achieving the goals of sustainable economic development in the Baltic
States testifies to the growing external and internal pressure on the executive power in developing approaches to effective
models of relations between central and local authorities to increase the degree of stability and sustainable development of
these countries. This is also facilitated by a certain discrepancy between the requirements of EU legislation and the informal
institutions and social practices operating in the Baltic States, which are deeply rooted in cultural traditions and historical
heritage. These informal institutions and traditions have resistance to imposed changes, which, to a certain extent, limits and
slows down the integration of spatial development and management processes in them, especially at the level of local
governments. The researchers also note the importance of the personnel problem in ensuring a balanced strategy for managing
the spatial development of the surveyed countries, their regions, and local governments [3], [4], [9]. There is a particular
shortage of qualified specialists at the lower levels of government: financial analysts for long-term investment planning and
management, information technology specialists, qualified specialists in social work, education, medicine, and more.

The experience of implementing spatial development programs to reduce differences in the socio-economic development
of regions, cities, rural settlements of Latvia, Lithuania, Estonia over the past decade has been tested in the works of
researchers [6], [10], [11]. The results of these and other theoretical and applied studies show that the market does not solve all
the issues of leveling the development of regions, especially small territories in the surveyed countries, where non-market
socio-economic measures and methods are also needed.

The mechanism of executive coordination of the economic development strategy of the Baltic States should take into
account two groups of factors: external (actions and interests of the EU) and internal (national, regional and local interests).
The Baltic States demonstrate different approaches to the strategy of managing their development within the EU: Latvia and
Lithuania are predominantly decentralized, Estonia is selectively decentralized [9, P. 121-190].

Research methods and principles

The research is based on general scientific methods, interdisciplinary, complex typological approach and modeling of
management of socio-economic, socio-cultural development of the Baltic States. The work is of a theoretical and applied
nature, it uses quantitative, statistical research methods: data from Eurostat, state statistics, data from administrative and
territorial reforms in 2009 (Lithuania), 2017-2019 (Estonia), 2019-2021 (Latvia), secondary economic and sociological studies.

Results and discussion

Representatives of the central political and managerial elite of Latvia and Lithuania are well-consolidated, especially
business representatives, of whom 1/3 are in this elite, and take an active part in the work of the legislative and executive
authorities of the EU in the following areas: agriculture, energy, environmental protection, budget policy. The latter is because
the EU structural funds: ESF, ERDF, ELFLA, ELGF, EJZF are one of the important tools for the development of local
governments and achieving 75% of the EU average income level for their residents. In the Baltic States, self-governments
perform many functions and the larger the level of self-government in terms of resources, the better the local population lives.
The Estonian government is trying to build its constructive and pragmatic image in the EU: saying little, but if necessary
presenting well-thought-out and prepared positions and proposals. The decentralization of public administration in the country
allows line ministries to have their permanent representations in the EU, which have the authority to negotiate on behalf of
their ministries. Estonia actively participates in the work of EU legislative and executive bodies: creation of a common EU
electronic market, energy, environmental protection, budget policy.

Researchers have identified two main models of vertical management of the strategy of balanced economic development
of the EU countries [3, P. 35]. They reflect the specifics of relations between the central government and local governments,
based on the cultural and historical development of the EU member states. In the western and northern EU countries
(Denmark, Norway, Sweden and some others), a dualistic model of relatively independent spheres of relations between central
and local authorities has been formed. This is a model of the balance of power between the central government and local
communities when choosing forms, conditions of taxation by local authorities, and more. The central and Eastern European
countries (Germany, the Baltic States and some others), are more characterized by a fusion model of relations between central
and local authorities. This is a model of interaction that provides local power elites with direct access to the institutions and
policies of the central government. The power elites of the Baltic States have concentrated in their hands the development of
regional and local potentials due to limited investment resources. Therefore, they were unable to create a sufficiently strong
intermediate-level organization (regional in Latvia, county in Lithuania and Estonia), acting as an integrating center for
regional development, unifying and coordinating the efforts of various active entities by their nature: representatives of
executive and legislative authorities, small and medium-sized businesses, representatives of civil society. This kind of
organization is able to ensure a balance of power (equal partnership) between the center and local governments: the
implementation of state policy at the local level and the consideration of local interests in the development of national policy.
This can increase both the level of fiscal independence and the level of vertical influence of local governments. Currently, the
Baltic countries show weak potential in these positions: the index of fiscal autonomy (independence) in Latvia is 16 out of 100
units, in Lithuania and Estonia 32; The index of the vertical influence of local governments in Lithuania and Estonia is 33 out
of 100 units, only in Latvia it is noticeably higher — 67 [8, P. 67].



International Research Journal = Ne 9 (135) = September

Budgets of local governments and their role in the system of economic development in the Baltic States. It is typical for the
Baltic States that the finances of all local self-government bodies (by income) account for one-third (29-31%) of the central
government budget [7]. Within the available resources, local governments provide and develop local infrastructure, access to
health care, education from preschool to general secondary, as well as the availability of other services (social transport, home
care, etc.). Considering the structure of income and expenses in the Baltic States, as well as the situation on average in the EU,
it is possible to note differences in their structure for 2019 according to Eurostat [2]. For example, they are dominated by
different main sources of income (table 1) [7, P. 4].

Table 1 - Structure of local government source of revenue in 2019
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Lithuania, % of Estonia, % of
. _ o io0 ’ ¢
Types of income | EU-27, % of GDP | Latvia, % of GDP GDP GDP
Income tax, real
estate .tax, 2.0 3.9 - -
personal income
tax and other
Incorpe frorp fees, 15 0.6 0.4 0.6
paid services
Current Fransfers 41 3.3 78 6.4
received
Capital t.ransfers 07 0.3 - 0.5
received
Other income 0.4 - 0.1 0.1
Total 8.7 8.1 8.3 7.6

The budgets of local governments depend on the received tax payments of the population. Also, a significant part of the
income is made up of current transfers received from the state budget to enable the implementation of functions delegated by
the state, mainly in the field of education and transport, as well as capital transfers received through projects of various EU
structural funds. Part of it is the income from paid services, fees, rental of property, local authorities. The current expenses of
local authorities in the Baltic States account for 22-24% of public expenditures, but local tax revenues compensate for less than
1% of the costs. Borrowed resources can also finance expenses, namely, the implementation of infrastructure investment
projects. The breakdown of expenses by economic category is presented in table 2 [7, P. 5]. In the Baltic States, most of the
resources of local governments are spent on education, and they exceed the EU average (table 3) [7, P. 6]. Another situation is
observed in health care expenses, where the level of local government expenses in Latvia is lower than in Lithuania, Estonia
and the EU average. Expenses on general public services in the Baltic States is much lower than the EU average.

Table 2 - Income structure of local governments by economic categories in 2019
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Types of expenses . . .
. . Lithuania, % of Estonia, % of
_ o, 0, ] >
by econqmlc EU-27, % of GDP | Latvia, % of GDP GDP GDP
categories
Intermediate
consumption
(payment for 2.3 2.6 1.4 2.7
goods and
services)
Remuneration
(payments to 3.5 44 5.6 3.1
teachers, civil
servants)
Interest expenses 0.2 0.1 - 0.2
Subsidies 0.3 - - 0.3
Social benefits
and benefits 1.5 0.4 1.3 0.5
Formation of
fixed capital or 1.6 0.7 0.4 1.3
investments
Other expenses 1.2 1.3 0.2 0.5
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Types of expenses ) o o
by economic | EU-27, % of GDP | Latvia, % of GDP L“h“é“l;; 7% of EStoglg’PA’ of
categories
Total 10.6 9.5 8.9 8.6

In 2021, the share of income from personal income tax between local municipalities and the state has changed: 75% / 25%
(until 2021 the proportion was 80% / 20%). To compensate for the decrease in local government revenues, the condition for co-
financing local government budgets has been reduced from 25% to 15% of the total project cost, and for investment projects in
educational institutions it is set even lower: 10%.

Table 3 - Expenditures of local governments by sector in 2019
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Types of . . .
. . Lithuania, % of Estonia, % of
_ o, o, > ]
expenditures by EU-27, % of GDP | Latvia, % of GDP GDP GDP
sector
General public 1.7 0.7 0.5 0.7
services
Public orQer and 03 02 01 )
security
Economic activity,
including 1.4 1.3 0.8 1.4
transport
Environmental 0.6 0.2 0.3 0.3
protection
Land and housing 0.4 11 0.4 0.3
management
Health 1.7 1.0 1.5 1.4
Recreation, 0.6 1.0 0.5 0.9
culture, religion
Education 1.6 4.1 3.0 3.8
Social protection 2.4 1.1 0.9 0.7
Total 10.7 10.7 8.0 9.5
Conclusion

The experience of the Baltic States demonstrates that an integration strategy for managing the socio-economic
development of a modern state can be achieved on the basis of a balanced division of powers and interaction of central,
regional, and local public authorities vertically and horizontally. The necessity of achieving sustainable investment potential
for economic development at regional and local levels of management is shown. Such potential is formed because of various
factors: a strong public organization of the intermediate level, expansion of sources of financing because of budgetary and tax
preferences of the central government, increasing prospects for access to EU programs and structural funds. A fusion model of
relations between central and local authorities in the Baltic States can also contribute to integration in economic development.
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