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Abstract: Re-exports are an important part of international trade, as they account for about a quarter
of total exports, and the growth rate of re-exports exceeds the growth rate of exports. Researchers
find that re-exports have a positive impact on economic growth. Despite this, in existing studies,
little attention has been paid to the impact of re-exports on sectors of the economy and the direct
and indirect effects of re-exports on the national economy. Based on this, the purpose of the article
is to consider the impact of re-export activities on sectors of the economy and on the economy as
a whole using the example of one company. The study examines the distribution of the effects of
re-export companies’ activities between the national economy and foreign economies and among
sectors of the economy. In addition, the value of the primary and secondary effects of the influence of
the re-export company on the national economy was determined and the local multiplier value was
calculated. This study identifies the main factors that influence the distribution of re-export effects
between the national economy and foreign economies and among sectors and industries, as well as
factors that affect the magnitude of direct and indirect re-export effects on the national economy. The
local multiplier value of re-exports was also determined at 1.73.
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1. Introduction

The activity of re-export companies is important for the economy since re-exports
account for almost a quarter of exports (United Nations 2016), and make an important
contribution to GDP (Mellens et al. 2007; Ben, kovskis et al. 2016; Notten 2015) and have a pos-
itive impact on economic growth rates (Tang 2006; Kalaitzi and Chamberlain 2019; Prakash
and Chand 2022). Companies’ re-export activities also lead to a multiplier effect on other
sectors of the intermediate economy, namely ancillary services such as transport and storage
(Devadason 2020). Indeed, re-exports contribute to the growth of transport, logistics, and
storage services (Gehlhar 2010; Zorgenfreija and Bērzin, a 2015; Prakash and Chand 2022).

Although studies have noted the positive impact of re-exports on the economy, we did
not find any scientific literature on the distribution of the economic effects of companies’
re-export activities between the national economy, that is, the country in which the re-export
company is a resident, and the economies of foreign countries. We also could not find any
studies on the cost structure of re-export companies across different sectors and industries
of the economy. For example, there seem to be no studies on the impact of re-export
companies’ activities on the banking and insurance industries or the IT sector. We also did
not find any studies looking at the direct and indirect effects of re-exports on the national
economy and the local multiplier effect. At the same time, Domański and Gwosdz (2010)
note that the application of the multiplier effect in the local and regional economy cannot
be overestimated, as it can help us to understand the growth mechanisms underlying the
local and regional economy, as well as the effectiveness of regional economic policies.
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Research by Notten (2015) notes that firm-level studies on re-exports are lacking.
The lack of research on the impact of companies’ re-export activities on the economy
is not due to a lack of interest in such research but to the lack of relevant data or the
difficulty in obtaining the necessary information (Jones et al. 2020). We believe that one
of the constraining factors in research on the economics of re-exports may also be the lack
of a calculation framework for economic effects based on primary data on companies’
re-export operations.

Given the aforementioned research gaps and the important role of re-exports in
international trade and the economy, the aim of our study is to consider the impact of
companies’ re-export activities on sectors of the economy and on the economy as a whole.
Based on this, we consider the following issues in our study: first, the distribution of
economic effects of companies’ re-export activities between the national economy and
foreign economies; second, the distribution of economic effects of re-export companies
among sectors and industries of the national economy; and, third, direct and indirect
effects of companies’ re-export activities on the national economy, which also gave us the
opportunity to determine the local multiplier effect.

In the process of preparing the study, we found that there are not enough official
statistics to answer the research questions, nor is there enough data reflected in the balance
sheets and appendices to the balance sheets that companies submit to the state revenue
service. We also did not find sufficient company data in such databases as Amadeus. This
is explained by the fact that in balance sheets, appendices to balance sheets, and other
official reports, companies are not required to indicate data on the distribution of company
costs between re-export and non-re-export operations, between the national economy and
foreign economies, and among sectors of the economy.

In the scientific literature, we could not find a calculation framework on the basis of
which it would be possible to calculate the effects of a company’s re-export activities on the
economy, the distribution of effects between the national economy and foreign economies,
or the distribution of effects among sectors and industries of the economy. Therefore, an
additional task of our study was to create a reasonable calculation framework for the effects
of specific companies’ re-export activities on sectors and the economy, with the distribution
of effects between the national economy and foreign economies.

Our study constitutes empirical research that fits into the issues of contemporary
theories of international exchange, the theory of intermediation, the economics of foreign
trade, the theory of the local multiplier, and the theory of economic growth.

Our contribution is that we have shown, in a specific example, the mechanism of how
an intermediary wholesale company, most of whose operations comprise re-export, affects
industries, sectors, and the economy as a whole. We have identified the main factors that
determine the level of influence of a re-export company on sectors and the economy, as well
as the distribution of effects between the national economy and foreign economies. We also
segmented the costs of the re-export company between the national economy and foreign
economies and among sectors and industries. In addition, we substantiated a calculation
framework, on the basis of which it is possible to make calculations to assess the impact of
re-export companies on sectors, industries, and the economy as a whole.

The data we obtained allowed us to calculate the magnitude of the direct and indirect
effects of the company’s re-export activity, which ultimately gave us the opportunity to
test the local multiplier for re-export activity for the first time. The calculation framework
of economic effects we developed and the results we obtained could provide an example
and starting point for subsequent studies on the impact of re-exports on sectors and on
the economy at the company level. They could also serve as a guideline for policymakers,
stakeholders, and other interested organizations and individuals when calculating the
economic effects of re-export companies and resellers on sectors and the economy.

The article is structured as follows. In the Section 2, we review the relevant literature.
In the Section 3, we present the research methodology and data. In the Section 4, we
examine the distribution of the economic effects of the re-export company’s activities
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between the national economy and foreign economies. In the Section 5, the issues of
distribution of the economic effects of the re-export company’s activities among sectors
and industries of the national economy are considered, and in the Section 6, we look at the
direct and indirect effects of re-exports on the national economy and the local multiplier
effect. This is followed by a section on conclusions and suggestions for future research.

2. Theoretical Background
2.1. Trends and Features of Re-Export Development

Re-exports are exports of foreign goods in the same state as previously imported; they
are to be included in a country’s exports (UN Statistics 2021).

Globally, re-exports accounted for at least 23.6% of total exports in 2015 (United
Nations 2016). Researchers find that there is a significant growth volume of re-exports
(Duprez and Dresse 2013; Notten 2015; Lemmers and Wong 2019; Prakash and Chand
2022). Re-exports grew faster than export goods produced in a country (Mellens et al. 2007;
Notten 2015; Statistics Netherlands 2016).

Large-scale re-export activities are carried out not only by small states located at the
intersection of sea routes, but also by large economically developed states, such as the USA,
Great Britain, and Italy (Kirillov et al. 2021).

In recent years, the role of re-export hubs has evolved from traditional shipping and
distribution centres to regional nodes in the supply chain hubs. Hubs focus on trade
in intermediate goods and create value by providing services to facilitate supply chain
activities (Jones et al. 2020).

Re-export plays an important role in trade goods and is much less often used in trade
services (Burger et al. 2014). Re-exports are dominated by differentiated goods (Feenstra
and Hanson 2004; Notten 2015), such as machines, computers, and electronic devices
(Notten 2015).

Re-export is most common in the sector of wholesale trade—wholesale trade accounts
for more than half of the added cost of re-export in the Netherlands (Statistics Netherlands
2016). In Lithuania, 84 of the 100 largest re-exporters are trading companies (Notten 2015).
The largest part of re-export activities are carried out by small companies; in many cases,
these companies have only one employee (Notten 2015).

The cost of transportation and logistics is the most important factor influencing the
intensity of re-exports (Rettab and Azzam 2008). This is because, compared to direct
exports, the re-export trade route passes through intermediary economies, which increases
transport and logistics costs. However, the increase in the share of re-exports in world
trade suggests that the benefits of re-exports are enough to offset additional trade costs
(Jones et al. 2020).

Compared to direct exports, re-exports have higher variable costs in terms of additional
transportation costs and other services required to facilitate re-exports (Jones et al. 2020).
However, lower relative prices indicate higher competitiveness of re-exports (Notten 2015),
since re-export prices contain a much smaller proportion of domestic costs (Don 2003;
Ben, kovskis et al. 2016).

One of the incentives for re-exports is the difference in customs tariffs and quotas
among countries (Hanson and Feenstra 2001; Ollus and Simola 2007; de Mooij et al. 2014;
OECD 2012; Jones et al. 2020). However, the removal of trade barriers by joining the EU
single market gave an impetus to the development of Lithuanian re-exports to EU countries
due to the simplification of customs conditions (Notten 2015).

The desire to reduce corporate taxation is also one of the main incentives for multina-
tional re-export enterprises (Feenstra and Hanson 2004; Ollus and Simola 2007; OECD 2012;
Burger et al. 2014; Lawless et al. 2018). Of the top ten re-exporting countries, six had
corporate tax rates below or equal to the global median corporate tax rate (Jones et al. 2020).

One of the factors for increasing re-exports may be the imposition of sanctions
(Haidar 2017; Batmanghelidj 2021).
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2.2. Impact of Re-Exports on Economic Growth

Re-export operations make an important contribution to GDP (Mellens et al. 2007;
Ben, kovskis et al. 2016; Notten 2015). An increase in re-export activities has a positive effect
on economic growth (Kalaitzi and Chamberlain 2019; Prakash and Chand 2022). So, over a
ten-year period, growth re-export accounted for almost 0.3 percentage points of economic
growth annually, or more than 10% of GDP growth in the Netherlands (Mellens et al. 2007).
From 1996 to 2015, re-exports in the Netherlands almost doubled from 2.0 to 3.8% of GDP
(Statistics Netherlands 2016). The contribution of re-exports to Lithuanian GDP increased
2.4 times from 0.7 to 1.7% between 2000 and 2010 (Notten 2015). A 1% increase in re-exports
increases GDP by 0.2% (Tuan and Ng 1998). Researchers find that there is a bidirectional
causal relationship between re-exports and economic growth (Tuan and Ng 1998; Tang 2006;
Kalaitzi and Chamberlain 2019).

Transit goods generate income for the economies in which re-export companies oper-
ate (Prakash and Chand 2022). As a result of re-export activities, the economic benefit is
the added value included in commodity flows (Lankhuizen and Thissen 2019). Re-export
generates income through repackaging and the costs associated with storing and transport-
ing these goods (Gehlhar 2010). Re-export activities increase the demand for transport,
logistics, and warehousing services, which contributes to the growth of the service sector
(Zorgenfreija and Bērzin, a 2015). For a country that aims to have high re-export rates, the
most important factor is good infrastructure (Mellens et al. 2007).

Prakash and Chand (2022) find that there is a high correlation between re-exports and
total exports in the short and long term, so ignoring re-exports may reduce the potential
contribution of domestic exports to economic progress. Audretsch et al. (2012) also find
that re-exports can influence outcomes, that is, they have indirect effects on economic
growth. Despite the fact that re-exports have an impact on economic growth, policymak-
ers often underestimate the importance of re-exports as a source of economic efficiency
(Ali and Dadush 2011).

2.3. Multiplication of Direct Effects of Re-Exports on the Economy

Re-export, like other types of business activity, as well as sectors and industries, affects
the economy as a result of direct and indirect or secondary effects. Direct economic effects
are changes in local business activity that occur as a direct consequence of public or private
business decisions (Weisbrod and Weisbrod 1997). The secondary economic impact is
the effect resulting from the subsequent expenditures of various sectors of the economy
(Weisbrod and Weisbrod 1997). Accordingly, the secondary or indirect impact of re-export
companies on the economy is the impact arising from the involvement of companies
necessary to ensure re-export activities.

Re-exports result in a multiplier effect for other sectors of the intermediate economy,
namely ancillary services such as transport and storage (Devadason 2020). The net impact of
a company’s economic activities or local multiplier effect in the local economy is measured
by the increase or decrease in other economic activities in a particular area (Weisbrod
and Weisbrod 1997). The local multiplier displays the connections inherent in the local
and regional economies. Therefore, the application of the multiplier effect in the local
and regional economy cannot be overestimated, as it can help us understand the growth
mechanisms underlying the local and regional economy, as well as the effectiveness of
regional economic policies (Domański and Gwosdz 2010). The purpose of assessing the
local multiplier is that it reflects the amount of the company’s money spent at locally owned
independent businesses (Weisbrod and Weisbrod 1997).

After reviewing the relevant literature, we can state the following effects of re-exports
on the economy. First, re-exports make an important contribution to the economy and
have a positive impact on economic growth rates. Second, re-exports have both direct and
indirect effects on the economy. The indirect impact of re-exports on the economy is that
they increase the demand for transport, logistics, warehousing, and other infrastructure
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services, which contributes to the growth of the service sector. Accordingly, the activities of
re-export companies lead to a multiplier effect for other sectors of the economy.

3. Methodology
3.1. Rationale for the Choice of Method and Number of Study Samples

To answer the research questions, there is not enough data from official statistics,
nor enough data reflected in the balance sheets and appendices to the balance sheets
that companies submit to the state revenue service, nor enough company data in such
databases as Amadeus. This is explained by the fact that in balance sheets, appendices
to the balance sheets, and other official reports, companies are not required to indicate
data on the distribution of company costs between re-export and non-re-export operations,
between the national economy and foreign economies, and among sectors of the economy.

Given the lack of necessary data in databases, answering the research questions
required access to companies’ primary documentation, including data on companies’ re-
export transactions; grouping primary data on companies’ expenditures on re-export
activities by type of cost; and segregation of costs by sector and industry and between
the domestic market and foreign contracting companies. However, official statistics do
not have data of this level of detail. In addition, for a more correct interpretation of the
structure and magnitude of the economic effects of the company’s re-export activities, we
needed to compare the results of the analysis with the business model implemented by the
companies, as well as to obtain an interpretation of the results of the analysis of primary
documentation by top managers of the companies in question. For these reasons, to answer
the research questions, we could not use other methods based on the processing of data
from official statistics on a wider array of companies.

We also rejected the online questionnaire method for a number of reasons. Firstly, the
research questions require researchers’ access to sensitive or confidential information. This
aspect could objectively cause the reluctance of the vast majority of respondents to fill out a
survey questionnaire, even with the guarantee of confidentiality. Secondly, sampling and
structuring the information we need is possible only if a company’s level of digitalization
is high enough, and it requires a significant investment of time by company employees.
Thirdly, there are different business models for re-export activities. Therefore, upon receipt
of the survey responses, it would be necessary to identify and classify the business model
for each company’s re-export activities. However, this would not be possible based on
the questionnaire alone. Furthermore, we have not found a classification of business
models for re-export activities and typologies of re-export companies in the literature, and
accordingly, it would be difficult to produce scientifically based harmonization on the
results in the context of the company types and business models pursued by companies.
Fourthly, in the case of receiving, say, several dozen completed survey questionnaires, it
would be practically impossible to verify the quality of primary data selection as well as
the accuracy and reliability of company calculations. This is because, when applying case
studies, researchers need to have confidence in the accuracy, conceptuality, and validity of
the variables (Seawright and Gerring 2008).

Based on the above, we decided that case study research would be the most appropriate
method for answering our research questions.

We decided to limit the number of cases considered in the study to one case for the
following reasons. Firstly, the issues facing our study were not previously examined in the
scientific literature, so we considered it important to analyse one specific case as thoroughly
as possible. Secondly, for the first study of the impact of a re-export company on sectors
and on the national economy, we considered it important to create a calculation framework,
ensure the accuracy of the data obtained, define a more correct methodology and research
methods, and obtain a more detailed interpretation by the top managers of the company.
The number of study samples could be increased in subsequent studies.
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3.2. Determining the Criteria for Selecting a Sample for Case Study Research

Since our study focuses on the case of one company, in selecting this company, we
took into account that it should meet the criteria most typical for re-export companies. The
literature indicates that most re-exports are conducted by wholesale trading companies
(Notten 2015; Statistics Netherlands 2016) and that most re-export activity is conducted by
small companies (Notten 2015). The results of our unpublished research and the interviews
carried out as part of this study also suggest that re-exports are predominantly conducted
by SMEs whose primary focus is wholesale trade. Data from Notten (2015) reports on
re-export statistics from a number of countries, such as Estonia, Lithuania, Finland, and
Poland, and data obtained from our surveys show that electronics, household appliances,
and computer components are among the most common product groups for re-exports.

To ensure that the research sample is not a random phenomenon, in addition to the
abovementioned company characteristics, we put forward the following criteria when
selecting the research sample. First, the share of re-exports should exceed 50% of the
company’s net turnover. (According to the recommendations of Ben, kovskis et al. (2016), re-
export companies are companies where re-exports account for at least 25% of net turnover).
Second, the company must be more than three years old. This criterion is due to the fact
that most young companies cease to exist within a few years, so the results obtained may be
uncharacteristic or random. Third, we did not consider micro-companies in our case study
selection for the following reasons: micro-companies are less transparent, and in cases
where micro-company strategies are focused on development, it is very likely that the micro-
company should be moved into the category of small companies. Fourth, we wanted to
consider a case in which the company’s business model aims to create higher added value,
rather than one of the simpler business models that are more typical for micro-companies.
Fifth, a company’s re-export activities should not be based on optimizing customs duties
and reducing CIT, as evidenced by the studies we mentioned in the literature review. Sixth,
the company must have been operating at a profit in at least two of the last three years (2019,
2020, and 2022). This criterion goes a long way toward characterizing the sustainability and
efficiency of the company’s business model, especially since 2020 and 2021 were challenging
years in the context of the COVID-19 pandemic. Seventh, management should have agreed
to provide not only official accounting and statistical reports, but also internal reporting and
other necessary information, some of which is sensitive or confidential information. We also
needed to ensure that the necessary information was grouped according to the structure
required for the study and that all key managers of the company were interviewed, which
was necessary for a qualitative interpretation of the results obtained.

Therefore, when selecting a sample for case study research, we chose a company
that specializes in the wholesale of television, audio and home appliances, and computer
components and that falls into the category of SMEs and meets the criteria listed above.

3.3. Company Information and Classification Parameters of the Re-Export Company

To better understand the context of the case study research, in this subsection we will
present some characteristics of the company considered in the study.

The company was founded more than 20 years ago and has been re-exporting for
about 10 years. The company is engaged in the wholesale trade of computer components,
electronics, and household appliances. Re-export was initially an auxiliary business and
later became the main line of business and the main source of the company’s income
and profit.

The company is located in one of the EU countries included in the OECD. According to
the OECD (2022), the country of residence of the firm is among the countries where the level
of taxing wages is significantly higher than the average among OECD countries. Accord-
ing to the EU classification, the company is medium-sized (European Commission 2016).
However, the net turnover indicator of the company is several times higher than the upper
threshold value of net turnover of medium-sized companies. The volume of re-exports
in each of the last three years significantly exceeded EUR 100 million, and the share of
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re-exports in net turnover exceeds 80%. The company’s assets amount to about EUR 20
million, and its equity capital is about EUR 10 million.

Since its founding, the company has not changed its country of residence and has
not used offshore schemes, branches, or subsidiaries for tax optimization or reduction in
customs duties. The company is private and is owned by several residents of the country
in which it is registered. All co-owners work for the company. The company has about 70
full-time employees, of whom 44 are fully employed in re-exports. In 2021, the average
gross salary of the re-export employees was EUR 4563 per month. This is substantially
higher than the average gross wage in the company’s country of residence.

The company buys and sells in more than 60 countries on all continents (except
Antarctica). The main sales market is the EU, but the share of sales in other continents
is gradually increasing. In 2021, the company had sales in seven countries of the former
USSR, but the share of these sales did not exceed 10% of total sales.

The distribution of effects among sectors of the economy and between the national
economy and foreign economies largely depends on the type of re-export company. There-
fore, in order to more correctly interpret the results of the study and be able to compare
them with the results of future studies, we will determine how the re-export company
considered in our case can be classified. Since there are no studies of types of re-export
companies in the scientific literature, we will be guided by the classification of types of
re-export companies of our as yet unpublished study. This classification includes the follow-
ing main parameters: (1) Company size—micro, small, medium, or large. (2) Whether the
company has non-re-export activities; the share of re-export in the company’s net turnover
(25–50%, 50–75%, 75–95%, more than 95%). (3) Description of the main elements of the
strategy for re-export activities and the business model of re-export activities. (4) The
competitiveness of the market, the intensity of re-export operations, and the specifics of the
re-exported goods.

In accordance with the above parameters, the company considered in our study can
be classified as follows. It is a medium-sized company that is a distributor of about ten
leading brands in several countries in its region, as well as a private label wholesaler in the
local and regional markets, that is, it is not only engaged in re-export activities. The share
of re-exports in the net turnover of the company is in the category of 75–95%. The strategy
for the company’s re-export activity is aimed at a wide presence in many countries in all
regions of the world (the company has about 200 suppliers and about 300 companies that
buy goods). The strategy for the company’s re-export activities provides for a moderate
level of commercial risks, a low level of regulatory risks, and the absence of branches and
subsidiaries; that is, it is an organic growth strategy. It also provides for the processing of
all imported goods for subsequent re-export in a warehouse in the company’s country of
residence. The strategy and business model of the company’s re-export activity are aimed
at obtaining high added value by providing customers with a wide range of basic and
additional services. The company operates in highly competitive markets and competes
both with official regional distributors and with other wholesale intermediaries, including
re-export companies, which also have access to these types of goods to some extent. The re-
export company has a high intensity of re-export operations: 30–50 shipments to different
companies per day.

3.4. Research Methods

The main research method was a case study. We also used the following research methods.
First, this is an analysis of internal reports and working documents of the company.

To obtain the data necessary for analysis, the company’s employees, according to the algo-
rithm we developed, selected data by category of transactions and payments. Based on
the samples obtained, we made calculations of the cost structure by cost type and other
calculations necessary for our study. Sampling and calculations were performed separately
for each of the following types of costs: transportation; insurance; banks; warehousing,
including utilities and security services; IT expenses; office rent and utility costs; profes-



J. Risk Financial Manag. 2023, 16, 77 8 of 25

sional services (lawyers, financial and tax advisors, recruitment services, auditors); natural
resource tax and utilization; fuel and car fleet maintenance; representation and advertising
costs; customs duties; subscription fees; office supplies; customs clearance; communication
costs; commission fees; personnel training costs; labour costs; labour taxes; mandatory
social security contributions; and other types of taxes. During sampling, all types of costs
were divided into costs paid in the company’s country of residence and outside it.

Second, we conducted nine in-depth interviews with company management. We
interviewed the CEO, CFO, Development Director, International Sales Director, Import
Director, Transportation Logistics Manager, Warehouse Logistics Manager, IT Manager, and
Chief Accountant. We held several meetings with the CEO, CFO, Development Director,
and International Sales Director to clarify preliminary calculations and interpret the results.
As a result of the extended interviews, we received data on the goals, strategy, and business
model for the company’s re-export activities and the reasons for choosing and changing
the company’s strategy and the business model of the company’s re-export activities. We
also received information about other possible options for the strategy of wholesale re-
export companies, business models for re-export activities, and an interpretation of data
obtained as a result of the analysis. Conducting the abovementioned extended interviews
gave us the opportunity to obtain the necessary detailed information as recommended by
Seawright and Gerring (2008) and to interpret the results more accurately.

We also had a discussion with the company’s external auditor about the reliability of
the data reflected in the balance sheet and the calculation of the firm’s profits and losses. It
should be noted that for the last 8 years, the company has been audited by an international
auditing company operating in more than 150 countries.

Third, we conducted in-depth interviews with the CEOs/co-owners of five companies
that engage in re-export activities. These companies are located in three different EU
countries. Each of the participants in the in-depth interviews has at least 10 years of
experience in re-export companies. Two of these companies are medium-sized companies,
two are small companies, and one is a micro-company according to the EU classification.
Note that four of the five CEOs/co-owners of these companies are involved in re-export
sales of the same product groups as the company examined in our study. For all of these
companies, re-export activity is the main type of business, and for two of these companies,
it is the only kind of business.

Conducting extended interviews with the CEOs/co-owners of the five aforementioned
companies allowed us to delve deeper and comprehensively consider the types of strategies
and business models of re-export companies, the types of re-export companies, and the
factors that affect the distribution of economic effects of re-export companies among sectors
and between the national economy and foreign economies. The use of this additional
research method allowed us to make a more accurate interpretation of the findings.

3.5. Guarantees of Confidentiality

In order to obtain detailed data on the performance of re-export companies, we
provided confidentiality guarantees to company management and participants in the
extended interviews. The provision of confidentiality guarantees was necessary because
the strategy, business model, and a number of other data required for this study are sensitive
or confidential information.

The confidentiality guarantees included stipulations not to mention the name of the
companies, the country of residence, and other parameters by which the companies could
be identified.

We have followed the guidelines and rules set forth in the Ethical Principles for the
European Economist, recommended by the European Economic Association (2022), in
providing assurances of confidentiality.
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3.6. Data

Data on the volume of re-exports, the types of costs for contractor services, and the
distribution of costs for contractor services between foreign and domestic companies, as
well as other necessary data, were extracted from the company’s internal statements, from
which the balance sheet and profit and loss statement for 2021 were compiled.

In accordance with the rules of accounting, when importing goods, one part of the
companies’ costs is reflected in the section “Cost of production of products sold, cost of
purchasing goods sold or services provided”. These are expenses for storage of imported
goods in intermediate warehouses before delivery of the goods to the importing company’s
warehouse, transportation costs for delivery of goods to the importing company’s ware-
house, and expenses for payment of customs fees and duties and payment for customs
brokerage services.

The second part of the costs is reflected in the subsections of the “Gross Profit” section.
These are the costs of sales, administrative expenses, other business expenses, and interest
payments. Therefore, when extracting the data necessary for the calculations, we extracted
both the data related to the section “Cost of production of products sold, cost of purchasing
goods sold or services provided” and the data related to the cost of sales, cost of admin-
istration, other costs of economic activity and interest payments and similar costs from
the company’s internal reporting. The inclusion of the “Cost of production of products
sold, cost of purchasing goods sold or services provided” group in the cost analysis is an
important aspect of the calculation framework since the costs reflected in this balance sheet
item accounted for 17.2% of the total amount of services paid to contractors. The calculation
framework we used allowed us to correctly calculate the cost structure by type of service,
the ratio of costs between payments to foreign and domestic market contractors, and the
value of the secondary effects of the firm’s re-export activities.

It was necessary to check for possible deviations in the data we obtained for 2021 on
the share of re-exports in the company’s net turnover and the cost structure for providing
re-export activity compared to previous time periods. Therefore, we compared the data
we obtained with the data for 2019, 2020, and the first 9 months of 2022. We did not find
any significant deviations, which indicates that the data for 2021 presented in the study are
quite typical for the company.

3.7. Methods for Calculating the Direct and Secondary Effects of Re-Exports on the National
Economy and the Local Multiplier Effect

There are several methods for calculating direct and indirect (secondary) economic
effects and the principles that must be followed in calculating these data (Weisbrod and
Weisbrod 1997).

To calculate the local multiplier effect, we chose the method of comparing costs that
create direct and indirect effects on the economy. We chose this method because we had
access to all of the re-export company’s costs and the ability to group these costs into the
cost groups we needed. With the aforementioned data, the cost comparison method ensures
more accurate as well as more comparable results.

The direct effects calculations included the costs of paying income tax, social security
contributions, value-added tax (VAT), and corporate income tax (CIT) for 2021.

Based on the recommendations of Weisbrod and Weisbrod (1997), the calculation of
the company’s direct economic effects through re-export activities did not take into account
the profit received by the company from re-export activities.

The calculation of the secondary effects of the company’s re-export activities on the
national economy was made according to the total amount that the company paid to
domestic market contractors for the services necessary to support the re-export activity.

The local multiplier effect was calculated as the ratio of the sum of the company’s
costs for the services of domestic market contractors (ensuring the company’s re-export
activities) to the value of the primary effects of the company’s re-export activities on the
national economy.
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4. Distribution of Economic Effects of Re-Export Company Activities between the
National Economy and Foreign Economies
4.1. Distribution of Economic Effects of Re-Export Company Activities between Foreign and
Domestic Market Contractors

The studies we reviewed noted that re-exports have a positive impact on economic
growth. The context of the studies makes it clear that they refer to the impact on the
economies of countries where the re-export companies are registered.

However, the results of our extended interviews with top managers of the company in
our case study, as well as extended interviews with CEOs/co-owners of five other firms,
indicate that resident companies’ re-export activities can have an impact not only on the
national economy, but also on the economies of other countries.

Therefore, in this subsection, we will analyse the distribution of economic effects of
the re-export company’s activities between the national economy and foreign economies.
We will also consider the main factors that influence the distribution of the economic effects
of a re-export company’s activities between the national economy and foreign economies.

We separately consider the re-export company’s costs before it enters the warehouse
and after it enters the warehouse for the following reasons. First, our survey respondents
note that re-export companies, as a rule, buy goods on ex-works delivery terms. That is,
they bear all of the costs of shipping the goods from the seller’s warehouse to their own
or another intermediate warehouse (ICC 2020). Second, the cost of shipping the goods
to the buyer’s warehouse is not reflected in the balance sheet and chart of accounts as an
expense, but as a prime cost of goods. Ignoring this methodological aspect of the research,
the calculation of the impact of re-export activities on the economy and the distribution of
economic effects of re-exports between the national economy and foreign economies will be
incorrect. Third, the literature indicates that transportation and logistics costs are the most
important factor affecting re-export intensity (Rettab and Azzam 2008; Jones et al. 2020).
Therefore, we consider it important to determine what proportion of transportation and
logistics costs constitute these types of costs before and after the goods arrive at the re-
export company’s warehouse and, also, by what percentage it will make the goods more
expensive and what share of the revenues from re-export activities these costs constitute.
The data obtained will give a broader picture of how significant additional transportation
costs are for re-export companies, compared to export companies.

4.1.1. Distribution of Economic Effects of Re-Export Company Activities between Foreign
and Domestic Market Contractors before Goods Arrive at the Company’s Warehouse in the
Country of Residence

In 2021, the price of services of transport and logistics companies and a customs broker,
as well as import tax until the receipt of goods at the company’s warehouse in the country
of residence, amounted to EUR 687.8 thousand. (Note that the price of the customs broker’s
services and the import tax amounted to about EUR 34 thousand. This is less than 5% of
the cost of delivering the goods for re-export to the company’s warehouse in the country
of residence).

Delivery of the imported goods to the re-export company’s warehouse in the country
of residence was about 0.4% of the value of the goods. In other words, shipping the goods
to the re-export company’s warehouse increased the value of the goods by 0.4%. We
calculated that this amount represents 7.5% of the company’s revenue from its re-export
activities for the year. We also calculated that the cost of shipping goods to the re-export
company’s warehouse is 27.9% of the company’s total transportation and warehousing
costs. Accordingly, the cost of shipping goods to buyers is almost 3 times higher than the
cost of shipping the imported goods to the re-export company’s warehouse. This cost ratio
can be explained by the following. First, the difference in the number of deliveries and
shipments: the company sends its customers almost twice as many deliveries as it receives.
This ratio of deliveries to shipments is the result of the re-export company dividing large
batches into smaller ones, and as we know, the larger the batch, the lower the unit cost.
Secondly, to improve the quality of customer service, a re-export company often orders
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express delivery, which is more expensive. Thirdly, to some extent, higher delivery costs
are influenced by the more difficult geography of buyer companies for deliveries.

The literature indicates that compared to direct exports, the trade route for re-exports
goes through intermediary economies, which increases transportation and logistics costs
(Jones et al. 2020). However, in the case study, we found that the cost of getting the
goods to the re-export company’s warehouse was just over a quarter, rather than half, of all
transportation and logistics costs. The low level of transportation costs prior to the arrival of
goods at the re-export company’s warehouse in the country of residence and the low share
of these costs in the company’s revenues from re-export is one of the factors influencing the
fact that the re-export company’s warehouse is located in the country of residence.

However, note that the ratio between the price of the delivery of goods from suppliers
to the re-export company’s warehouse in the country of residence and the price of the
delivery of goods from the re-export company’s warehouse to the buyers’ warehouse can
vary depending on several factors. The main factors are the specifics of the goods, the
business model for re-export activities (primarily the breadth of services and intensity of
re-export operations), and the geographic location of suppliers and buyers.

We calculated that of the EUR 687.8 thousand that the re-export company paid for
all services related to receiving goods at its warehouse, payments to foreign contractors
amounted to EUR 51.1 thousand. Accordingly, domestic market contractors were paid
EUR 636.7 thousand. This means that the share of services received by domestic market
contractors was 92.6%, or the vast majority of all costs until the goods arrived at the
re-export company’s warehouse. Of all the costs that were necessary for delivering the
goods to the re-export company’s warehouse in the country of residence, 93.7% were
transportation costs. Of these costs (for transport), EUR 603.1 thousand or 93.6% were paid
to domestic market contractors. Respondents explain such a high intensity of use of local
transport and logistics companies by two factors.

First, the possibility of closer personal communications among the managers of the
re-export company and transport and/or logistics companies, which ensures higher speed,
accuracy, and other quality parameters of logistics operations. Priority is given to local
companies even at slightly higher prices. Respondents explain this by the fact that in case
of any difficulties and failures, as well as in case of any misunderstandings, it is much easier
and faster to resolve problems in the country of residence. (The same factor also applies
to other types of services of contracting companies, such as banks, insurance services, IT
services, including cybersecurity, and professional services).

Secondly, there are branches or subsidiaries of major international transportation
and logistics companies in the re-export company’s country of residence, which have
a definite advantage in terms of wider geographic coverage and speed of delivery. It
should be noted that in some cases, a re-export company may be able to use branches
or subsidiaries of global transport and logistics companies in other countries for orders.
However, if there are branches or subsidiaries of logistics and transport companies in
the re-export company’s country of residence, this practice is excluded by the rules of
global transport and logistics companies. This is probably for the purpose of delineating
service areas between subsidiaries or branches in accordance with their assigned service
areas/territories.

4.1.2. Distribution of the Re-Export Company’s Costs between Foreign and Domestic
Market Contractors after Receipt of Goods at the Company’s Warehouse in the Country
of Residence

In 2021, the re-export company’s expenses for the services of foreign and domestic
market contractors after the goods arrived at its warehouse in the country of residence
amounted to EUR 3135.1 thousand. Of this amount, domestic market contractors were paid
EUR 3061 thousand, or 97.6%. This is an even higher share of domestic market contractors’
services than for receiving the goods at the re-export company’s warehouse in the country
of residence.
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We calculated that the total share of services provided to the re-export company
by domestic market contractors (both before and after the goods arrive at the re-export
company’s warehouse in the country of residence) is 96.7%. This means that the re-export
company considered in our study has a much more significant impact on the national
economy than on the economies of other countries.

In addition to the factors listed in this and the previous subsections, there are other
factors that influence the distribution of the share of contractor companies’ services between
local and foreign companies. Perhaps these are no less important and, in some cases, even
determining factors. The respondents of our study note the following main factors.

Firstly, if a company not only engages in re-export activities but also conducts whole-
sale trade from its warehouse in the country of residence with almost the same product
groups as in re-export activities. For example, it is a distributor for a number of global
brands. In this case, the company may be more efficient in organizing warehousing and
transport logistics, carrying out operations from one warehouse rather than from several
warehouses. For successful wholesale trade at the regional level, the warehouse should be
located in the country of residence.

Secondly, a high intensity of re-export operations, i.e., a large number of transactions.
Thus, the company considered in the case study receives about 20 batches of imported
goods at the warehouse in the country of residence every day and makes 30–50 shipments
of imported goods to foreign companies. Thirdly, the company’s business model provides
a high level of added value for this product group. Ciani and Mau (2021) as well as
the respondents of our study found that one important factor for competitiveness in the
international trade of time-sensitive goods is the speed of delivery. Speed of delivery
requires high-speed handling of inbound and outbound shipments, including splitting
shipments into smaller batches and bundling outbound shipments from about 500 different
articles. Another type of service required for this business model is RMA service, and, of
course, various technical errors must be minimized, especially when shipping to customers.

Survey respondents find that the above criteria are a significant barrier to outsourcing
warehouse logistics services, even in the country of residence.

Note that the use of a warehouse and employees increases the share of fixed costs of
the re-export company in total costs. To a certain extent, this makes the re-export company’s
cost management process less flexible. However, the value of unit costs (expenses per unit
of goods) in the presence of an in-house warehouse logistics department, given the high
intensity of re-export operations, may be 2–3 times lower than in the case of outsourcing.
This difference in the costs of warehouse logistics, as well as an increase in the probability
of errors and inaccuracies, largely compensates for the reduced flexibility in managing a
re-export company’s costs.

Respondents note that for companies that conduct only re-export operations, provided
that these operations are of low intensity (several operations per day, week, or month), and
depending on the geography of end buyers, it may be more profitable to use warehouse
logistics services outside the country of residence, especially when there are no or few
repackaging operations. This may significantly reduce transportation and warehouse
logistics costs and also reduce the share of fixed costs for warehouse operations, which is
an important factor since monthly volumes of re-exports within one year may differ by
1.5–2 times.

In the case of a re-export company using warehouse logistics services outside the
country of residence, the share of costs for domestic market contractor companies may be
much lower than 50%. Our assertion is based on the fact that in the case study we examined,
transportation and warehousing services account for 62.1% of the total share of domestic
market contractor services, or the share can be minimized altogether, depending on the
country in which the re-export company receives banking, insurance, IT, professional, and
other services from contractor companies.
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We calculated that customs duties account for only 0.23% of a company’s revenues
from re-export activities. Since this is a very insignificant value, none of the respondents
noted that customs duties in the product groups considered in our study could be the
reason for changing the country of residence of the warehouse or re-export company.

Respondents also note that if there are no insurance companies in the country of
residence that meet the price and other criteria of re-export companies or banks that lend
to re-export companies, re-export companies may order insurance services from insurance
companies located in other countries. Respondents report that such cases do not occur
frequently, but given that the share of insurance services provided to the company reviewed
in the case study is nearly 10% of total services, such cases may substantially reduce the
share of services provided by local companies/external contractors and, accordingly, reduce
the value of indirect (secondary) effects of re-export companies on the national economy.

4.2. Re-Export Company Costs for Local and Foreign Workers

The impact of a re-export company on the national economy also depends on the
number of employees who pay taxes and mandatory social security contributions in the
re-export company’s country of residence. In the case study of our company, in 2021
there were eight contract employees who were not tax residents of the country where the
re-export company is located. Seven of these workers had tax residency in EU countries
and another worker had tax residency in an OECD country that is not part of the EU.
This represents nearly 20% of the total number of workers employed in the company’s
re-export operations. According to their contracts, they are paid, and pay all types of taxes
and social insurance, in their country of residence. It follows from the example we have
considered that the distribution of effects between national economies and economies of
other countries depends on the re-export company’s ratio of costs for local workers and
workers who are residents of other countries.

Notten (2015) finds that Lithuanian re-export companies are often owned or co-owned
by citizens of other countries who use their knowledge of other markets to carry out re-
export activities. Using the case study under consideration, we have shown that re-export
companies not only attract co-owners but also use the involvement of foreign workers to
improve the efficiency of their activities. Respondents note that in some cases, the reason
for hiring workers from other countries is determined not only by knowledge of specific
countries’ markets. Respondents note that a second reason for hiring foreign workers is
often the higher level of their qualifications in product management and sales at open
markets. The respondents explain the need to attract workers with higher qualifications
by the fact that a re-export company competes not on the local but on the global market,
and the country of residence may have a shortage of specialists of the necessary level. The
third reason in some cases is lower labour costs (with the same or higher level of skills).
Notten (2015) stated that most countries with high re-export rates have lower tax rates.
Respondents of our study made the following comments about the value of tax rates. First
and foremost, they noted the importance of the competitiveness of the price of labour in
the re-export company’s country of residence. Respondents attributed this to the fact that
re-export companies compete in international, not domestic, markets. Thus, a higher labour
price compared to other countries reduces the competitiveness of re-export companies.

As is well known, the price of labour for a company consists of two components: the
amount of taxes and mandatory social security contributions and the amount of wages.
Regarding the findings of Notten (2015), we note that Lithuania has a lower level of the tax
burden on labour than many Western European and even CEE countries (Tax Foundation
2021), and Lithuanian companies’ labour costs are the sixth lowest among EU countries
(Eurostat 2022). The free movement of labour among EU member states provides a legal
basis for hiring workers from other EU countries. According to several researchers, e.g.,
Pino and Soto (2014); Naz et al. (2017); and Prohorovs and Bistrova (2022), free access of
EU11 countries to the EU labour market has launched a convergence process. However,
the difference in the level of wages among EU countries is still significant. For example,
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using Eurostat (2022) data, we calculated the level of average hourly labour costs for the
two EU countries with the highest and lowest average hourly labour costs—Denmark and
Bulgaria—and found that it differs by 6.7 times. Therefore, the presence of owners of re-
export companies both in Lithuania and in other countries, as well as the hiring of workers
from other countries, in some cases can also be explained by the desire of companies to
improve their competitiveness or increase profits by optimizing labour costs.

Note that there is one circumstance that makes it easier to hire workers from other
countries. As a result of the introduction of modern information and communication
technologies in companies in the last decade, there is an increasing introduction of remote
work (Prohorovs and Bistrova 2022). Firms and workers are becoming accustomed to the
use of digital technology, leading to new ways of doing business, structural changes in
the economy, and corresponding implications for labour markets (Anderton et al. 2020).
Accordingly, the digitalization of the economy increases workforce mobility and contributes
to labour market transformation (Skryl 2021). Respondents of our study give examples of
remote work of employees at re-export companies—residents of other countries who visit
the company’s office several days a year or even once in several years.

Having considered a re-export company’s allocation of costs to local and foreign
workers, we can draw the following conclusions:

First, the distribution of costs between the national economy and foreign economies
depends on the number of workers who are tax residents of other countries and on the
level of wages in the countries where these workers are tax residents.

Second, to reduce labour costs or tax burdens, re-export companies or their branches,
subsidiaries, and other structures can be organized in countries with lower labour costs
and/or lower tax burdens, which also reduces the magnitude of the direct effects of re-
export companies’ activities on the national economy.

4.3. Distribution of CIT between the National Economy and Foreign Economies

When hiring employees who are residents of other countries, the re-export company
must take into account whether the activities of these employees create signs of perma-
nent establishments in the countries where they are residents. The essence of permanent
establishments is that profits derived from the company’s main activities may be subject
to corporate income tax (CIT) in the country in which they were earned (OECD 2018).
Accordingly, if the activities of a company registered in one country are managed from
another country or sales are conducted from another country, the CIT from the company’s
re-export activities may be paid in a country other than the company’s country of residence
if appropriate intergovernmental agreements are in place. Accordingly, that part of the
economic effect of the company’s re-export activities will not accrue to the economy of the
company’s country of residence.

Respondents to our survey note that a number of micro and small re-export companies
are unfamiliar with certain aspects of legislation on permanent establishments. In some
cases, they are not aware of such tax regulations at all. Therefore, in a number of cases CIT
or part of it, although it should be paid in another country, is usually paid in the re-export
company’s country of residence. In such cases, this reduces the CIT receipts of countries
that should have received it, and re-export companies unknowingly, and in some cases
even knowingly, take on the potential risks of receiving CIT claims from the tax authorities
of countries whose residents are employees of the re-export companies.

Having considered the distribution of CIT between the national economy and foreign
economies, we can conclude that in the case of permanent establishments, depending on
the existence and terms of intergovernmental agreements, a certain portion of CIT may be
paid not to the budget of the re-export company’s country of residence, but to the budget of
another country, which consequently reduces the amount of economic effect of the re-export
company’s activities on the national economy.
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5. Distribution of the Economic Effects of the Re-Export Company’s Activities among
Sectors and Industries of the National Economy

In this section, we will look at the cost structure of a re-export company to pay for
the services of external contractors by sectors and industries of the national economy. The
reviewed studies have shown that transportation and logistics costs are the most important
factor affecting re-export intensity (Rettab and Azzam 2008). However, we did not find
studies that addressed the segmentation of outsourced services that are necessary for re-
export operations. Yet this is an important and relevant issue, as it characterizes the impact
of re-exports on sectors and industries of the national economy.

Figure 1 shows the segmentation of the re-export company’s main types of costs for
services from domestic market contractors. A detailed structure of the re-export company’s
costs for services from domestic market contractors, with a division into the domestic
market and foreign contractors, is presented in Appendix A Table A1.
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Our analysis shows that the largest share of payments to domestic market contractors
(61.0%) consists of transportation expenses. Such a high share of transportation costs can
be explained by the peculiarities of the business model used by the re-export company,
namely, selling goods in smaller batches than purchases, as well as sending a significant
number of shipments by express delivery, which is more expensive. Even if re-exports
were to be shipped in the same quantity as imports and not at express delivery prices, the
share of transportation costs would still exceed 30% of the total share of domestic market
contractors’ services. Our findings that transportation services account for the largest share
of re-export company costs correlate with those of Rettab and Azzam (2008). We also
calculated that transportation costs account for more than 25% of the company’s revenues
from re-export activities and are the second-largest expense item, not much less than the
company’s labour costs (including taxes and compulsory social security contributions).
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Given the data obtained on the value of the re-export company’s costs for transport, it
is understandable that companies want, if possible (depending on the business model), to
locate warehouses in countries that are the shortest distance from suppliers and end buyers.

The second-largest share of services paid to domestic market contractors is insurance
(10.2%). It seems surprising that this, not warehouse logistics or bank payments, should
comprise the second-largest share.

Therefore, let’s take a closer look at the reasons for the high share of insurance in
payments to domestic market contractors. Two types of insurance account for about 95% of
the re-export company’s payments for insurance services. Payments for insurance of goods
in transit and in warehouses constitute about 65% of payments for insurance services. The
company insures goods imported for re-export purposes and re-exported goods from the
time of purchase to the time of receipt of goods by the purchaser, as well as the goods that
are in the company’s warehouses. Insurance of all types of goods during transportation
and in warehouses is due to the high price of goods at a relatively low weight and volume.
The price of, for example, computer components placed on a single pallet is usually several
tens of thousands of euros or more, whereas the price of a truck of televisions may be
EUR 200 thousand. Accordingly, such parameters, as well as the fact that these are widely
distributed goods with fairly high liquidity, make them susceptible to theft and various
types of fraud that occur regularly. Respondents of the study indicated that they are aware
of a number of thefts in the millions and even tens of millions, even from warehouses, and
thefts in the shipping process are fairly regular. For example, the company in the case study
once received reimbursement from an insurance company for the theft of goods from an
intermediate warehouse in another country in excess of EUR one million.

In addition, the firm insures the risks of prepayment for goods when purchasing them,
the risks of accounts receivable when granting deferred payment, and a number of other
risks. The share of this type of insurance in all insurance expenses is about 30%. A re-export
company uses this type of insurance for several reasons. Firstly, to cover losses in case
of non-delivery of cargo or non-payment of accounts receivable. In 2021, the insurance
company paid out about EUR 150 thousand to the re-export company as a result of the
insolvency of one of the buyers. Secondly, prepayment and receivables insurance broadens
the range of suppliers and buyers and makes the level of services provided by the firm
better and more comprehensive. Improving the quality and breadth of services comes
from prepayment to suppliers or post-payment to buyers. Such forms of payment have
a positive effect in terms of both adding value and enhancing the competitiveness of the
re-export company as a result of expanding the circle of customers and increasing the level
of customer loyalty.

Respondents note that if the goods the company re-exports are not susceptible to
theft, if suppliers receive payment after delivery, and if buyers do not receive deferred
payment, the share of insurance costs in the re-export company’s total costs may be very
small. The same is true if the re-export company does not insure, or does not insure in full,
the above risks. In such cases, insurance costs may comprise less than 1% of contractors’
services. Respondents point out that a high share of a re-export company’s insurance costs
is compensated to some extent by lower-than-standard bank lending rates and/or higher
limits of crediting provided by banks. This can be explained by the fact that by reducing
the risk of potential losses, the company also reduces the bank’s risk of not being able to
repay its loans.

The third-largest share of services from domestic market contractors paid for by the
re-export company comprises banking services (5.7%). Such a significant share of financial
services is justified by the peculiarities of the business model implemented by the re-export
company. Firstly, there is a need to maintain a large volume of goods in stock. Secondly,
the company has to make prepayments for goods purchases and provide deferred payment
to buyers. Both the first and the second require additional financial resources, in this case
bank credit and, accordingly, the cost of paying overdraft fees for appropriation and for
used and unused credit limits. Secondly, for the convenience of customers, purchase and
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sales transactions are made in several types of currencies. This requires regular conversion,
for which bank fees are paid. Thirdly, due to the large number of bank payments, including
urgent payments, a significant part of the funds paid to banks constitutes transaction fees.

Respondents note that many re-export companies could have a much smaller share of
banking services in the following cases. First, a smaller number of suppliers and buyers.
Second, a lower intensity of re-export operations. Third, fewer comprehensive services are
provided to counterparties; namely, not providing prepayments to suppliers or deferrals to
buyers, or less inventory (both in quantity and assortment), which in turn would reduce
overdraft service costs. It follows that the amount of costs incurred by re-export companies
for bank services largely depends on the business model for re-export activities.

The fourth-largest share of the re-export company’s costs paid to external contractors
is IT expenses (5.1%). The value of costs for IT services is almost the same as for services of
the banking sector and services related to the rent and maintenance of warehouses. The
costs for IT services could be higher because some of the developments in the field of
automation and digitalization of processes are carried out by employees who are on the
staff of the company. Although the firm has a fairly high level of process automation and
digitalization, developments in this area continue in order to improve the quality of work
with clients and increase the efficiency of other processes. A significant part of these costs
is directed toward the improvement of various aspects of cybersecurity. The results of
extended interviews with the company’s top managers indicate that despite a fairly high
level of process digitalization, the share of IT costs will not decrease in the coming years.

The fifth-largest share of costs is related to warehousing, including utilities and security
services (4.9%). Based on a review of relevant literature, such as Rettab and Azzam (2008);
Gehlhar (2010); and Zorgenfreija and Bērzin, a (2015), it could be assumed that warehousing
and warehouse logistics services should be the second-largest beneficiary of a company’s re-
export activities. This would probably be the case, if not for several factors explained by the
peculiarities of the business model for the company’s re-export activities in the case study.
(We reviewed these factors in detail in Section 4.1.2). If the re-export company did not rent
a warehouse and did not organize storage logistics using its own employees, services for
warehouse logistics, depending on seasonality and the market situation, would make up
for 12% to 24% of external contractors’ services each month. Accordingly, the services of the
warehouse (warehouse logistics) would be the second-largest cost. In the case study of the
re-export company we examined, warehouse logistics services include only warehouse rent
and operation costs, which amount to 5.4% of the re-export company’s costs for the services
of domestic market contractors, since operations at the rented warehouse are performed by
employees of the re-export company.

Since the firm’s re-export processes are supported by 44 employees, 31 of whom are
office workers, the sixth-largest share of costs paid to external contractors comprises costs
associated with office rent and utilities (3.4%). These costs could be lower, but the company
has been paying quite a bit more attention to ESG issues, including the working conditions
of employees. For example, the office area per employee is about 14 m2, and right in the
office, the company has both its own cafe and a small gym with a full set of equipment.

The last, seventh significant share of costs paid to external contractors comprises
professional services (2.9%). This includes such services as checking the level of coun-
terparties’ solvency in order to make decisions on the possibility of granting deferred
payments, paying for the development of such documents as customer identification pro-
cedures (KYC), tax and legal advice, personnel recruitment services, and a number of
other professional services. The firm’s top management believes that the amount paid
for professional services is quite justified, as in addition to other benefits, it significantly
reduces financial and reputational risks, in the event of which the direct and indirect costs
would be incommensurably greater.
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As a result of the above analysis of the structure and value of the re-export company’s
costs for the services of external contractors, we can draw the following conclusions.

Firstly, the strategy and business model for a company’s re-export activities is the
main factor that influences the size and proportion of the economic effects of the company’s
re-export activities among sectors and industries of the economy.

Secondly, if a re-export company employs a strategy and business model that provides
for a significant volume and high intensity of re-export operations and a sufficiently
comprehensive level of services for its suppliers and buyers, the main beneficiaries of re-
exports among sectors and industries are transport, insurance, banks, warehouse logistics,
and IT.

Thirdly, the structure and values of the costs paid to contractors by the re-export
company considered in the case study indicate that the company is implementing a strategy
and business models that provide a higher level of added value, increased competitiveness,
reduced risks and, consequently, the long-term sustainability of the company.

Fourthly, the cost structure of re-export companies may change significantly, for
example, if a company implements simpler strategies and business models for re-export
activities. That is, they do not create significant added value and/or do not have a high
intensity of operations. In such cases, transportation costs may occupy a much smaller
share in the re-export company’s cost structure, especially when the goods are not imported
into the re-export company’s country of residence and/or, for example, the amount of
shipments is quite large and the shipments are infrequent.

6. Direct and Indirect Effects of Re-Exports on the National Economy and the Local
Multiplier Effect
6.1. Impact of Direct Effects of the Re-Export Company on the National Economy

The magnitude of the impact of the direct effects of the re-export company’s activities
on the national economy depends on the company’s labour costs (including income tax
and compulsory social security contributions) and the amount of other taxes paid.

We calculated the labour costs of resident employees who ensure re-export operations
for the company in our study. In 2021, these costs amounted to EUR 1899 thousand
(including personal income taxes and mandatory social security contributions). It should
be noted that labour costs of domestic employees (including taxes and mandatory social
security contributions) in 2021 amounted to 30% of the company’s costs for re-export
operations, or 19.9% of the company’s income from re-export operations.

Payment of other types of taxes to the budget (CIT and VAT) amounted to EUR
233 thousand. (In this figure, we did not take into account such taxes and payments to
the state or municipal budget as, for example, the natural resource tax and utilization,
which amounted to EUR 58 thousand, but which should hardly be attributed to direct
economic effects).

As a result, the direct economic effect of the re-export activities of the company
considered in the case study was EUR 2132 thousand in 2021.

Based on our analysis and the survey responses, we can conclude that the magnitude
of the direct effects of re-export companies’ activities on the national economy mainly
depends on the following factors.

First, the strategy and business model for re-export activities implemented by the
company. The more the strategy and business model of a re-export company are aimed
at increasing added value and expanding the volume of re-export activities, the greater
the value of the direct effects that a re-export company has on the national economy. This
conclusion is based on the fact that in order to increase the value added, the re-export
company must increase the range and depth of basic and additional services provided,
and, as shown in the case under consideration, increasing the depth of basic services is
almost impossible without increasing the number of company employees in the country of
residence. An increase in the volume of re-export activities, albeit not proportionally (due
to the scale effect), also requires an increase in the number of employees of the re-export
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company. In both the first and second cases, the wage fund, taxes related to wages, and
compulsory social insurance contributions increase, and with the growth of the company’s
sales and profitable activities, other tax payments also increase, for example, CIT. It should
be noted that the listed types of costs of the company form the direct effects of the influence
of companies on the economy.

Second, the number and skill level of resident workers and the ratio between the
amount of spending on local workers and foreign workers/non-residents who are paid a
salary, and pay taxes in, their country of residence.

Third, it depends on the tax policy of the re-export company. This includes the
countries in which the company pays CIT when it has permanent establishments and, in
the case of multinational enterprises, the country in which it has its profit centre.

Based on the above factors, we can draw one more conclusion regarding the impact of
the re-export company’s direct effects on the national economy.

The magnitude of the direct economic effects on the national economy depends mainly
on internal rather than external factors. However, it seems obvious—and this was also
noted by the survey respondents—that the abovementioned internal factors are in many
cases influenced by external factors, such as the availability of infrastructure necessary
for re-exports in the country of residence, the price of labour, tax policy in the country of
residence, and a number of other external factors.

6.2. Impact of Indirect or Secondary Effects of the Re-Export Company on the National Economy

In order to determine the value of indirect or secondary effects of re-export activities
on the national economy, we determined the value of expenses that the re-export company
paid to domestic market contractors for services (Appendix A Table A1). The amounts paid
to domestic market contractors or the value of indirect effects of the company’s re-export
activities in 2021 was EUR 3698 thousand.

We also calculated that payments to domestic contractors accounted for 58.5% of
the re-export company’s total costs, representing 38.7% of the company’s revenues from
re-export activities.

Based on our analysis and on the survey responses, we can draw the following
conclusions.

Although the services of domestic market contractors account for 96.7%, the absolute
value of the re-export company’s indirect effects on the national economy may vary as a
result of the following factors.

Firstly, an increase (or decrease) in the volume and/or intensity of re-export operations,
as well as an increase in the range of services provided to customers while maintaining the
cost structure between domestic market contractors and contractor companies that are not
residents and/or between operations performed by company employees and operations
performed by domestic market contractors.

Secondly, it depends on whether the re-export company performs warehouse logistics
operations independently or using a contracting company and, if a contracting company is
used for warehouse logistics, on whether the company is a resident of the country where the
re-export company is a resident. If the warehouse is not located in the re-export company’s
country of residence, it is highly likely that the value of the re-export company’s indirect
effects on the national economy will also decrease. The decrease in the magnitude of the
re-export company’s secondary (indirect) effects on the national economy will also occur as
a result of the fact that the re-export company, for certain reasons, will choose non-domestic
market contractors for other types of services, such as insurance and banking services (or
payment systems).

Based on the above, we can conclude that the value of a re-export company’s indirect
or secondary effects on the national economy may be influenced by both internal and
external factors. Internal factors that can influence the value of a re-export company’s
secondary (indirect) effects may include the development strategy for re-export activi-
ties, the business model for re-export activities, or, for example, the re-export company’s
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ability to attract additional financial resources to increase the volume and/or intensity of
re-export operations or broaden services provided to clients, or a number of other less
significant factors.

The following are examples of external factors that can have a negative impact on the
amount of a re-export company’s secondary economic effects: introduction of regulations
that have a negative impact on re-export activities, including the introduction of economic
sanctions that restrict sales to a certain range of customers; a decrease in the competitiveness
of infrastructure services in the country of residence; increased tax rates; and a number of
other factors.

It follows from the above that the magnitude of the re-export company’s secondary
(indirect) effects on the national economy may be a rather variable value, which depends
on both internal and external factors.

6.3. Local Multiplier Effect

In the previous two subsections, we calculated the value of direct and indirect (sec-
ondary) effects of a company’s re-export activities on the national economy. This gives us
an opportunity to calculate the local multiplier value.

To calculate the local multiplier value, we compared data on the re-export company’s
costs for domestic market contractors with the company’s labour costs, including income
tax and social security contributions, as well as CIT and VAT. The results of our calculation
showed that the local multiplier value for re-export company activities was 1.73.

To check the validity of our results, let us compare our data with the results of
previous studies on the local multiplier value for countries, regions, and industries. We
obtained a lower local multiplier value than was determined in the study by Weisbrod
and Weisbrod (1997). They find that the multiplier values for most industries are generally
around 2.5–3.5 for national impact and 2.0–2.5 for state impact. However, in a more recent
study. Domański and Gwosdz (2010) note that the real figure for a properly defined local
multiplier value is usually between 1.20 and 1.50. They also note that regional multiplier
values may be higher. Our definition of the local multiplier value (1.73) is almost in the
middle between the values determined by the two abovementioned groups of researchers.

Based on our comparison of the three studies in which we measured the local multiplier
value, we can draw two conclusions. First, our results on local multiplier values are
quite accurate. Second, we obtained empirical confirmation of the local multiplier values
determined by Weisbrod and Weisbrod (1997) and Domański and Gwosdz (2010).

However, we are more inclined to stick to the local multiplier values defined by
Domański and Gwosdz (2010) or, as they mention, higher than these if the regional level is
considered. In our opinion, the local multiplier value for the re-export industry as a whole
can hardly be higher than 2.0. We justify our position with the following arguments.

The company considered in our case is likely to have a higher local multiplier value
than the average in re-exports for several reasons. As we noted, the company has a
high share of domestic market contracts (96.7%) which has an upward impact on the
local multiplier value. On the other hand, the company has a relatively large number of
employees who carry out re-export operations. This has a downward effect on our local
multiplier value.

However, one study (Notten 2015) notes that re-export is predominantly engaged by
companies with a small number of employees. Accordingly, we can assume that the factor
of the number of employees in most re-export companies will most likely have a neutral
or increasing influence on the possible local multiplier value in the re-export industry. Of
course, the local multiplier value will be strongly influenced by the factor of the presence
of foreign workers who are not residents of the country where the re-export company is
registered, as well as the use of outstaffing services by the re-export company. This means
that the more non-resident employees in the company and/or the more outstaffing applied,
the lower the numerator and the higher the denominator and, accordingly, the higher the
value of the local multiplier.
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In the previous subsections, we have shown that the magnitude of direct and indirect
effects of re-exports on the economy depends on both internal and external factors, which, as
we have shown, depend on different circumstances and causes. In addition, Moretti (2010)
finds that the multiplier is likely to vary not only across industries but also across skill
groups. Therefore, we believe a more accurate assessment of re-exports’ effects on the
economy can be provided by the absolute values of indicators that generate primary and
secondary effects of re-exports on the economy. The local multiplier value for the re-export
industry could play the role of an approximate evaluation indicator. We believe that the
most realistic local multiplier value for the re-export industry is 1.5, and the values for
specific re-export companies will, in the overwhelming majority of cases, range from 1.2
to 2.0.

Furthermore, note that the calculation of both indirect effects and the local multiplier
value require access to the primary documentation of re-export companies. This is because
many companies engage in re-export activities along with other activities. For this reason,
if statistics on re-exports are not mandatory in the company’s country of residence, it
is not possible to obtain data on the value of contractors and, moreover, to separate
them into domestic market contractors and contractors from other countries. Nor is it
possible to obtain data on the number of employees engaged in re-export operations,
either in the re-export company itself or in companies which are contractors. Even if a
country has introduced mandatory statistics on re-exports, without analysis of a firm’s
primary documents, it is impossible to segment by sector or industry. Therefore, the most
accurate method of calculating the secondary effects of re-exports on the economy and
the local multiplier value is field research of a certain array of re-export companies in a
region/country, based on the assessment of payments made to domestic market contractors.
Estimating the local multiplier value based on the number of employees at contractors
would make such a method very expensive, time-consuming, and virtually impossible in
the case of a significant number of research samples.

7. Conclusions

We conducted a study of the impact of re-export company activities on sectors and
on the economy as a whole. Our study is probably the first study that has examined the
impact of a specific re-export company on the national economy and foreign economies.

We found that the business model, as an element of a company’s re-export strategy, is
the main factor that influences the distribution of economic effects of companies’ re-export
activities between the national economy and foreign economies and among sectors and
industries of the economy.

We also identified the most important factors that affect the distribution of eco-
nomic effects of companies’ re-export activities between the national economy and foreign
economies, as well as among sectors and industries.

In addition, we found that the magnitude of the direct economic effects of companies’
re-export activities on the national economy mainly depends on internal rather than external
factors. However, at the same time, external factors influence internal factors in many cases.
We also found that the magnitude of the indirect effects of a re-export company on the
national economy can have quite a variable value, which depends on both internal and
external factors.

Calculating the magnitude of direct and indirect effects allowed us to calculate the local
multiplier value for the company’s re-export activities, which amounted to 1.73. Our results
are the first attempt to determine the value of the local multiplier using the example of a
specific re-export company and fit into the average values of the local multiplier calculated
by Weisbrod and Weisbrod (1997) and Domański and Gwosdz (2010) for countries and
economic sectors. Accordingly, we not only compared the correctness of our calculations
but also, using a different research method, presented an empirical confirmation of the
local multiplier values determined by Weisbrod and Weisbrod (1997) and Domański and
Gwosdz (2010).
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We also proposed a reasonable calculation framework for the effects of re-export
activities of specific companies on sectors and the economy with the distribution of effects
between the national economy and foreign economies.

Let us make a few more conclusions from the results of our study.
The greatest effect on the national economy comes from resident re-export compa-

nies which meet the following criteria. Firstly, they predominantly use domestic market
contractors. Secondly, they apply a strategy and business model of re-export activities,
which create a higher level of added value through additional services. Thirdly, they
consider re-exports as a long-term strategy, rather than a short-term benefit from reduced
customs duties or tax optimization. The survey results indicate that medium-sized and
large re-export companies for which re-exports are not the only type of business most often
meet these criteria. Respondents also indicated that re-export companies meeting the above
criteria, as a rule, have the long-term sustainability of the company as one of their goals.
Therefore, as a rule, they do not apply aggressive types of tax optimization and assess
reputation and other types of risks more deeply.

The conclusions of our study regarding the calculation of direct and indirect effects
of re-export activities and, accordingly, the local multiplier value, were drawn based on
data from only one re-export company. Although this company is fairly typical in terms of
re-export activities, caution should be exercised when projecting the local multiplier value
we obtained onto the entire re-export industry. However, this value (1.73) correlates well
with local multiplier values for sectors, regions, and countries presented in the studies by
Weisbrod and Weisbrod (1997) and Domański and Gwosdz (2010).

8. Suggestions for Future Research

Since our study was based on the case of one re-export company, in future studies it
would be advisable to consider cases and/or conduct field studies of multiple re-export
companies, including companies of other sizes, with operations in other types of product
groups, with different business models, and which are residents of countries outside the
EU. It would also be advisable to conduct research on the main strategies and business
models of various types of re-export companies and the typology of re-export companies.
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Appendix A

Table A1. Distribution of costs paid for 2021 for services to domestic and foreign contractors by cost
type in thousands of euros (excluding VAT).

Type of Service Paid to Domestic
Contractors

Domestic
Contractors’ Share, %

Paid to Foreign
Contractors

Total
Paid

Total
Share, %

Transportation expenses 2255.6 60.99% 45.8 2301.4 60.20%

Insurance 378.0 10.22% 378.0 9.89%

Banks 211.9 5.73% 211.9 5.54%

Warehousing, including utilities and
security services 181.6 4.91% 24.5 206.1 5.39%

IT expenses 189.2 5.12% 189.2 4.95%
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Table A1. Cont.

Type of Service Paid to Domestic
Contractors

Domestic
Contractors’ Share, %

Paid to Foreign
Contractors

Total
Paid

Total
Share, %

Office rent and utility costs 126.1 3.41% 126.1 3.30%

Professional services (lawyers,
financial and tax advisors,

recruitment services, auditors)
108.2 2.93% 108.2 2.83%

Warehouse expenses 84.2 2.28% 84.2 2.20%

Natural resource tax and utilization 58.2 1.57% 58.2 1.52%

Fuel and car fleet maintenance 45.5 1.23% 45.5 1.19%

Representation and advertising costs 36.6 0.99% 36.6 0.96%

Customs duties 20.6 20.6 0.54%

Subscription fees 16.0 16.0 0.42%

Office supplies 14.7 0.40% 14.7 0.38%

Customs clearance 12.9 12.9 0.34%

Communication costs 8.5 0.23% 8.5 0.22%

Commission fees 2.5 2.5 0.07%

Personnel training costs 2.2 2.2 0.06%

Grand Total 3698.3 100.00% 124.6 3822.9 100.00%
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